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SINGH, J.:

Before the Court is a Petition for Review on Certiorari under Rule 45 of the Rules of Court from the Decision,[1]
dated December 6, 2024, of the Court of Tax Appeals (CTA) En Banc in CTA EB No. 2651. The CTA En Banc
affirmed the Decision[2] and Resolution,[3] dated March 10, 2022 and June 8, 2022, respectively, of the Second
Division of the CTA, in CTA Case No. 9805, declaring that it had no jurisdiction over the Petition, as the tax
assessment had already become final and executory.

The Facts

Petitioner Ortiz Memorial Chapel, Inc. (OMCI) is adomestic corporation organized and existing under the laws of
the Philippines, with office address at Balzain Highway, Balzain, Tuguegarao City, Cagayan, represented by its
President, Mr. Ronald Ortiz.[4]

On July 24, 2013, the Bureau of Internal Revenue (BIR) issued a Letter of Authority (LOA) authorizing Revenue
Officer Hanilaine Pe (Ms. Pe) and Group Supervisor Elda Bernadette Calimag of Revenue District No. 013 -
Tuguegarao, Cagayan, to examine OMCI's books of accounts and other accounting records for all internal revenue
taxes, including Documentary Stamp Tax (DST), and other taxes for the period January 1 to December 31, 2011,
pursuant to Sections 6(A) and 10(C) of the National Internal Revenue Code (NIRC) of 1997, as amended.[5]

On August 19, 2013, the BIR issued a Second Notice, requesting the submission of pertinent records and
documents for the proper determination of OMCl's tax liabilities for taxable year 2011.[6]

On September 4, 2013, OMCI sent a Letter of Extension requesting an additional 15 days to provide the necessary
documents.[7]

On October 1, 2013, OMCI sent another Letter informing the BIR that the relevant documents were in the
possession of Mr. Dominador Furigay, its former Secretary, and requested another 10 days to submit them.[8]

On October 11, 2013, the BIR issued a Final Notice, directing OMCI to submit its books of accounts necessary
for the conduct of audit.[9]

Assessment proceedings

On September 11, 2014, the BIR issued a Letter of Results of Investigation, informing OMCI of its 2011 internal
revenue tax deficiencies amounting to PHP 2,919,432.79, representing deficiencies in income tax, VAT,
withholding tax, and registration fee, inclusive of legal interest.[10]
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On October 29, 2014, OMCI executed a Waiver of the Defense of Prescription under the Statute of Limitations of
the NIRC, which the BIR duly accepted.[11]

On January 28, 2015, the BIR issued another Letter of Results of Investigation, assessing OMCI a proposed
deficiency VAT liability of PHP 3,604,875.19, inclusive of legal interest.[12]

On July 30, 2015, the BIR issued a Preliminary Assessment Notice (PAN) with Details of Discrepancies, stating
that OMCI was liable for PHP 6,784,128.85 as deficiency income tax, VAT, DST, and registration fee, inclusive
of surcharge and interest.[13]

Thereafter, on October 30, 2015, the BIR issued a Formal Letter of Demand (FLD) with Details of Discrepancies,
assessing OMCI atotal of PHP 6,939,944.15 as deficiency taxes, inclusive of legal interest.[14]

On February 4, 2016, the BIR issued a Preliminary Collection Letter, followed by a Final Notice Before Seizure
on February 23, 2016, giving OMCI the last opportunity to make the necessary settlement of its tax liabilities;
otherwise, the BIR shall serve and execute the Warrant of Distraint and/or Levy (WDL).[15]

On April 15, 2016, the BIR issued the WDL, which OMCI received on April 19, 2016.[16]
Administrative protests

On February 7, 2017, OMCI sent a Letter-Protest to the BIR. Another one, dated February 23, 2018, was sent on
March 2, 2018.[17]

On March 12, 2018, OMCI received a Letter, dated March 3, 2018, signed by Regiona Director Thelma S.
Milabao, declaring that OMCI failed to protest within the reglementary period. Hence, the assessment had become
final, executory, and demandable.[18]

Proceedings Before the CTA Division

OMCI filed a Petition for Review before the CTA Division on April 11, 2018, praying that the assessments issued
by the BIR, which found OMCI liable for deficiency income tax, VAT, DST, registration fee, in the amount of
PHP 6,939,944.15 be declared void.[19] The Petition was initially raffled to the CTA First Division.[20]

On August 2, 2018, the BIR filed an Answer raising the following specia and affirmative defenses:[21]
- the CTA Division has no jurisdiction, as the assessment had already become final and executory;

- due process requirements were observed;

- the imposition of a 50% surcharge was proper;

- the assessment had not prescribed due to avalid waiver;

- the assessment had factual and legal bases;

- OMCl isliable for surcharge and interest; and

- the assessment is valid and lawful.[22]

The Pre-Trial Conference was initially set for October 4, 2018. OMCI filed its Pre-Trial Brief on September 24,
2018, while the BIR filed its own on December 5, 2018.[ 23]

Pursuant to an Order, dated September 26, 2018, the case was transferred to the CTA Second Division, and the
Pre-Trial was reset to December 6, 2018, and later to January 31, 2019.[24]
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At the January 31, 2019 hearing, the CTA Division referred the case to mediation before the Philippine Mediation
Center-CTA, which mediation, however, failed.[25]

The Pre-Trial Conference was finally held on May 23, 2019. The parties submitted their Joint Stipulation of Facts
and Issues on June 6, 2019, which was adopted in a Pre-Trial Order dated June 14, 2019.[26]

During trial, OMCI presented documentary and testimonial evidence through:[27]
- Mr. Ronald Ortiz, President and Director; and
- Mr. Nelson Ortiz, Corporate Secretary and Director.

In a Resolution, dated December 11, 2019, the CTA Division admitted certain exhibits of the OMCI but denied
others for lack of identification or originals for comparison. OMCI sought reconsideration on January 29, 2020,
which was partialy granted in the Resolution, dated June 8, 2020, admitting some additional exhibits.[28]

During the hearing held on October 5, 2020, the BIR manifested that the intended witness, Ms. Pe, was in Nueva
Vizcaya and could not attend the hearing due to travel restrictions resulting from the COVID-19 pandemic.
Consequently, the BIR dispensed with the presentation of Ms. Pe. In lieu thereof, both counsels agreed to stipulate
on the documents that Ms. Pe were supposed to identify.[29]

OMCI's counsel, on the other hand, moved for the reconsideration of the denied Exhibits. However, considering
the objection interposed by the BIR—manifesting that while the documents were marked as certified true copies,
no signature was appended to attest to their authenticity—the CTA Division denied the oral motion for
reconsideration for OMCI's failure to properly identify the exhibits.[30]

The BIR's Formal Offer of Evidence was filed on October 15, 2020, to which OMCI filed a Comment on October
22, 2020. The CTA Division admitted Exhibits R-1 to R-10 in its Resolution, dated December 21, 2020, but
denied admission of Exhibit R-11 for failure to present the origina for comparison.[31]

The BIR filed its Memorandum on February 9, 2021, while OMCI filed the same on March 25, 2021. The case
was submitted for decision on June 7, 2021.[32]

The Ruling of the CTA Division

The CTA Division denied the Petition in a Decision, dated March 10, 2022. The dispositive portion of the
Decision reads:

WHEREFORE, premises considered, the present Petition for Review is DISMISSED for this Court's lack of
jurisdiction.
SO ORDERED.[33] (Emphasisin the original)

The CTA Division ruled that it had no jurisdiction over the Petition as the same was prematurely filed. OMCI's
Letters of Protest, dated February 7, 2017 and February 23, 2018, failed to comply with Revenue Regulations
(RR) No. 12-99, as amended by RR No. 18-2013, rendering them void. Consequently, no valid disputed
assessment existed, and the Letter, dated March 8, 2018, could not be deemed a fina decision on a disputed
assessment.[34]

OMCI filed a Motion for Reconsideration on March 25, 2022, which was denied in the Resolution, dated June 8,
2022.[35]

The Ruling of the CTA En Banc
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The CTA En Banc ruled that the CTA Division did not err in dismissing the Petition. Once an assessment
becomes final, the CTA Division's only authority is to dismiss the action. The dispositive portion of the Decision
reads:[36]

WHEREFORE, premises considered, petitioner Ortiz Memorial Chapel, Inc.'s [Petition for Review] is
DENIED for lack of merit. The assailed [Decision,] dated March 10, 2022[,] and [Resolution,] dated June 8,
2022[,] rendered by the Second Division of this Court in CTA Case No. 9805 are AFFIRMED.

SO ORDERED.[37] (Emphasisin the original)

The CTA En Banc upheld the finding that the BIR's FLD and FAN, dated October 30, 2015, were duly received
by OMCI. However, OMCI failed to file an administrative protest within the 30-day reglementary period
prescribed under Section 228 of the NIRC and RR No. 12-1999.[38]

OMCI filed its first Letter-Protest only on February 7, 2017, more than a year after receiving the FLD. Even if
reckoned from the later Final Notice Before Seizure received on February 26, 2016, the protest was filed out of
time. As such, the assessment had already become final and unappealable, leaving no disputed assessment for the
CTA Division to review. Consequently, the CTA Division correctly held that it had no jurisdiction over the
original Petition for Review.[39]

OMCI argued that the assessment was void ab initio for lack of compliance with due process requirements under
Section 228 of the NIRC, claiming that the PAN and FLD failed to specify the factual and legal bases of the
deficiency assessments. The CTA En Banc rejected this contention, finding that both notices substantially
complied with due process as they contained the relevant factual (e.g., financial statements, property holdings)
and legal (e.g., Section 32 of the NIRC, RAMO No. 1-2000) bases of the assessment.[40]

Justice Maria Rowena Modesto-San Pedro registered a Dissenting Opinion,[41] stating that the CTA aways has
the authority to rule on the validity of an assessment.[42] She opined that the CTA Division erred in dismissing
the case outright by the mere fact that no timely and valid protest was filed, without considering OMCl's
arguments on the violation of the right to due process.[43]

The Issue

Did the CTA En Banc commit a reversible error in its Decision, affirming the validity of the BIR's assessment
against OMCI?

The Ruling of the Court
The Court finds merit in the Petition.

In its Petition, OMCI contends that the BIR's assessment is void as it failed to provide both factual and legal
bases, contrary to Section 228 of the NIRC.[44]

The BIR is the principal agency mandated to assess and collect taxes and to administer and enforce the provisions
of the NIRC. In carrying out its functions of tax assessment and collection, the BIR is vested with broad powers
under the NIRC. Nonetheless, these powers must be exercised reasonably and in accordance with the prescribed
procedures, and more importantly, the constitutional rights of the taxpayers.[45]

The generd rule is that a tax assessment becomes final, executory, and demandable if the taxpayer fails to file a
protest within the reglementary period. Once final, the assessment attains the character of ajudgment that is final,
immutable and enforceable. Thus, the CTA can no longer exercise jurisdiction because there is no "disputed
assessment” to speak of. The CTA, being a court of limited jurisdiction, can only hear cases and matters that are
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specifically and exclusively granted to it by law. Accordingly, it is want of jurisdiction over final and executory
assessments.

The principle, however, is not absolute. When the assessment is void ab initio for want of due process, it produces
no legal effect and may be assailed at any time, even if no protest was filed. A void assessment, being a nullity,
cannot attain finality.

This exception has long been recognized in the Court's jurisprudence. As correctly observed in the Dissenting
Opinion, the Court has set aside tax assessments despite the taxpayer's failure to comply with protest requirements
whenever the defect went into the very validity of the assessment itself.

In Himlayang Pilipino Plans, Inc. v. Commissioner of Internal Revenue,[46] the Court granted a Petition to nullify
and cancel an FLD, despite having been denied by the CTA Division and agreed to by the CTA En Banc, for lack
of jurisdiction due to the failure to file atimely protest to the FAN. According to the CTA Division, there was no
disputed assessment because the taxpayer's protest against the FAN and FLD were filed out of time.[47] The CTA
En Banc affirmed the denial .[ 48]

In Commissioner of Internal Revenue v. Metro Star Superama, Inc.,[49] the Court upheld the grant of the Petition
by the CTA despite the failure to file a timely protest against the FAN. In fact, the Court ruled that it need not
belabor to discuss the failure to file protest since it iswell settled that a void assessment bears no fruit.[50]

At the core of the controversy is the validity of the BIR assessment and its conformity with the due process
requirements under Section 228 of the NIRC.

The assessment is void for lack of
factual and legal bases

Taxation is the lifeblood of the government, however, the power of the State to collect tax must be balanced with
the taxpayer's right to substantial and procedural due process. Between the power of the State to tax and an
individua's right to due process, the scale favors the right of the taxpayer to due process.[51]

The rule is that ataxpayer must be informed in writing of the law and facts on which the assessment against him
ismade. The NIRC is clear:

PROTESTING AN ASSESSMENT, REFUND, ETC.

Section 228. Protesting of Assessment. — When the Commissioner or his duly authorized representative finds
that proper taxes should be assessed, he shall first notify the taxpayer of hisfindingg|.]

The taxpayers shall be informed in writing of the law and the facts on which the assessment is made;
otherwise, the assessment shall be void.

Within a period to be prescribed by implementing rules and regulations, the taxpayer shall be required to
respond to said notice. If the taxpayer fails to respond, the Commissioner or his duly authorized representative
shall issue an assessment based on his findings.

Such assessment may be protested administratively by filing a request for reconsideration or reinvestigation
within [30] days from receipt of the assessment in such form and manner as may be prescribed by
implementing rules and regulations. Within [60] days from filing of the protest, al relevant supporting
documents shall have been submitted; otherwise, the assessment shall become final.

If the protest is denied in whole or in part, or is not acted upon within [180] days from submission of

© 2026 batas.org - Philippine Bar Review & Law-School Companion Page 5 of 20
Bar review courses, mock exams and a study planner that keeps you on pace - batas.org



BATAS.org - Philippine Law Library G.R. No. 278483, December 03, 2025

documents, the taxpayer adversely affected by the decision or inaction may appeal to the Court of Tax Appeals
within [30] days from receipt of the said decision, or from the lapse of [180]-day period; otherwise, the
decision shall become final, executory and demandable. (Emphasis supplied)

In relation to the requirement to state the law and facts on which the assessment is made, RR No. 12-99, as
amended, which implements such statutory requirement, mandates that the PAN shall detail the facts, law, rules,
regulations or jurisprudence. To be clear, it provides:

SECTION 3. Due Process Requirement in the Issuance of a Deficiency Tax Assessment. —

3.1 Mode of procedure in the issuance of a deficiency tax assessment:

3.1.2 Preliminary Assessment Notice (PAN). — If after review and evaluation by the Commissioner or his duly
authorized representative, as the case may be, it is determined that there exists sufficient basis to assess the
taxpayer for any deficiency tax or taxes, the said Office shall issue to the taxpayer a Preliminary Assessment
Notice (PAN) for the proposed assessment. It shall show in detail the facts and the law, rules and regulations,
or jurisprudence on which the proposed assessment is based (see illustration in ANNEX "A" hereof). If the
taxpayer fails to respond within [15] days from date of receipt of the PAN, he shall be considered in default, in
which case, a Formal Letter of Demand and Final Assessment Notice (FLD/FAN) shall be issued calling for
payment of the taxpayer's deficiency tax liability, inclusive of the applicable penalties.

3.1.4 Formal Letter of Demand and Assessment Notice. — The formal letter of demand and assessment notice
shall be issued by the Commissioner or his duly authorized representative. The letter of demand calling for
payment of the taxpayer's deficiency tax or taxes shall state the facts, the law, rules and regulations, or
jurisprudence on which the assessment is based, otherwise, the formal letter of demand and assessment notice
shall be void[.] (Emphasis supplied)

To this end, the Court has ruled that

The importance of providing the taxpayer with adequate written notice of his or her tax liability is undeniable.
Under Section 228, it is explicitly required that the taxpayer [must] be informed in writing of the law and of
the facts on which the assessment is made; otherwise, the assessment shall be void. Section 3.1.2 of Revenue
Regulations No. 12-99 requires the Preliminary Assessment Notice to show in detail the facts and law, rules
and regulations, or jurisprudence on which the proposed assessment is based. Further, Section 3.1.4 requires
that the Final Letter of Demand must state the facts and law on which it is based; otherwise, the Final Letter of
Demand and Final Assessment Notices themselves shall be void.[52]

In sum, Section 228 of the NIRC and its implementing rules under RR No. 12-99 unequivocally require that the
taxpayer be informed in writing of the specific facts and law on which the assessment is based; otherwise, the
assessment is void. This due process requirement is mandatory and goes into the very validity of the assessment
itself.

The requirement is not a mere procedural formality but a substantive safeguard designed to protect the taxpayer's
right to due process, which is guaranteed by no less than the Constitution. The fundamental law itself commands
that "no one shall be deprived of life, liberty, or property without due process of law." This constitutional
guarantee anchors the statutory mandate that taxpayers be duly informed of the factual and legal bases of any
assessment. Due process demands that the taxpayer be apprised, with reasonable clarity, of the specific facts and
lega provisions forming the basis of the government's claim, so that an intelligent and meaningful response or
protest may be made. Without such notice, the taxpayer is left to mere conjecture as to how the assessment was
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reached, reducing the process to an empty ritual and eroding the very fairness that the law—and the
Constitution—seek to uphold.

Consistent with the Constitutional mandate, the Court has ruled:

It is an elementary rule enshrined in the 1987 Constitution that no person shall be deprived of property without
due process of law. In balancing the scales between the power of the State to tax and its inherent right to
prosecute perceived transgressors of the law on one side, and the constitutiona rights of a citizen to due
process of law and the equal protection of the laws on the other, the scales must tilt in favor of the individual,
for acitizen'sright isamply protected by the Bill of Rights under the Constitution[.]

Taxes are the lifeblood of the government and so should be collected without unnecessary hindrance. On the
other hand, such collection should be made in accordance with law as any arbitrariness will negate the very
reason for government itself[.][53]

Having laid down these governing principles, the Court now examines whether the assessment issued by the BIR
satisfied these constitutional and statutory due process requirements.

For clarity, areproduction of the relevant portions of the PAN follows:[54]
Assessment No. R3-AD-eL A-2011-043
Deficiency Income Tax
Taxable Income
[PHP] 431,333.02
Add: Undeclared Income
6,833,750.06
Disallowed Expenses
423,659.73
Taxable Income per audit
[PHP] 7,688,742.81
Income Tax Due Thereon
[PHP] 2,425,398.00
Less: Income tax [p]aid
129,399.91
Deficiency Income Tax
[PHP] 2,295,998.09
Add: 50% Surcharge

[PHP] 1,147,999.05

20% Interest p.a. [...]
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1,510,256.52

2,658,255.57

Amount Due/ Collectible
[PHP] 4,954,253.66
Deficiency Value-Added Tax (VAT)
Undeclared Income, Annex A
[PHP] 6,833,750.06

VAT [d]ue thereon (12%)
[PHP] 820,050.00

Add: 50% Surcharge
410,025.00

20% Interest p.a. [...]
575,857.33

Amount Due/ Collectible

[PHP] 1,805,932.33

It further provides that the complete details covering the discrepancies are shown in Annex A, or the Details of
Discrepancies.[55] The relevant portion of the same provides:

INCOME TAX

- Undeclared [i]ncome totaling[] [PHP] 6,833,750.06 arising from the following pursuant to RAMO-1-2000
and Section 32 of the [NIRC], to wit:

(o]

Unreported Professional Fees (PF) and Security Services expense amounting to [PHP] 72,000.00 and [PHP]
6,000.00.

(o]

Undervaluation of reported properties amounting to [PHP] 6,755,750.06 computed as follows:

Total FMV of the declared properties per Certificate of Property Holdings
[PHP] 10,507,970.00
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Less: Reported/Financial Statements
Land

(200,000.00)

Property, Plant & Equipment
(3,552,219.94)

Undervaluation of Properties

PHP 6,755,750.06

Unsupported expenses determined per audit in the aggregate amount of [PHP] 423,659.73, hence disallowed
pursuant to Section 34(A)(1)(b) of the [NIRC].

Taxes/ Licenses

[PHP] 34,377.89

Light/ Water

57,099.97

Fuel / Transportation

146,549.87

Communication

108,452.00

Miscellaneous Expenses
77,180.00

Total

[PHP] 423,659.73
VALUE-ADDED TAX
Undeclared Income totaling to [PHP] 6,833,750.06, as explained above.
DOCUMENTARY STAMP TAX

Failure to impose the corresponding DST on the Due to Officers account, treated as payable amounting to
[PHP] 505,200.00 [in violation] of Section 179 of the same Code.[56]

The FLD reiterated the same computation in its Details of Discrepancies.[57]
The CTA En Banc held that areading of the PAN and FLD would show that the factual bases for the amounts and
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the legal bases were stated in the Details of Discrepancies.[58]

On the other hand, OMCI claims that the provisions of the Details of Discrepancies lack comprehensive
explanations. First, the BIR cites BIR Revenue Audit Memorandum Order (RAMO) No. 1-2000, which is the
Updated Handbook on Audit Procedures and Techniques Volume 1. However, such RAMO merely contains
guidelines and methods in auditing a taxpayer. OMCI also cites the Dissenting Opinion, stating that out of all the
methods stated in the RAMO, both the PAN and the FLD are silent as to which particular method was used in the
audit of OMCI's books and the justification or explanation as to why the BIR resorted to such method.[59]

It must be noted that the methods prescribed in RAMO No. 1-2000 provide various grounds for usage and uses
different data base points and computations in order to arrive at a particular assessment finding. In order to
obtain a proper understanding of the nature of the finding, it isimperative that [the BIR] explain which method
was used and why it was resorted to. It cannot be merely inferred from a mere showing of the computation of
the assessment.[60]

Second, the BIR also cites Section 32 of NIRC. However, such section is vast and encompasses (A) the generd
definition of gross income and its inclusions, consisting of 11 items; and (B) exclusions from gross income,
consisting of nine items. Further, thereis nothing in the provision that mandates the taxpayer to record its property
at fair market value, as the NIRC recognizes various accounting methods and does not prohibit a taxpayer from
recording its properties at historical cost or book value. Thus, there is nothing therein that justifies the BIR's
assessment.[61] Moreover, the properties referred to by the BIR were not specified.[62]

Third, under the VAT assessment, the BIR imposed VAT on the undeclared income, without any explanation of
why the sameis subject to VAT.[63]

Lastly, OMCI invokes the Dissenting Opinion, which states that the computation details of the other assessment
items such as the unsupported expenses and DST were unexplained, except only that these were "per audit,"
without laying down, even in brief, how the amounts were arrived at (i.e., what documents were examined).[64]

These arguments are well taken.

Indeed, RAMO No. 1-2000 is not a substantive basis for assessment but merely an internal manual that prescribes
audit procedures and documentation standards for revenue officers. Spanning more than one hundred pages, it
outlines the step-by-step process for the proper examination of tax liabilities, specifies the reports to be prepared
after audit, and identifies the minimum procedural requirements to be observed. It is essentially a guide for
revenue officers — not a source of tax liability. Thus, a mere citation of RAMO No. 1-2000, without indicating
which audit method was used, how it was applied, or why it was resorted to, does not satisfy the requirement that
the taxpayer be informed of the factual and legal basis of the assessment.

Likewise, the BIR's reliance on Section 32[65] of the NIRC is equally unavailing. Section 32 is a comprehensive
provision defining "gross income" and listing a broad range of taxable and exempt items. Under paragraph (A),
gross income "means all income derived from whatever source” and includes eleven categories such as
compensation, business income, gains from property dealings, interests, rents, royaties, dividends, annuities, and
others. Paragraph (B), on the other hand, enumerates exclusions from gross income, such as life insurance
proceeds, gifts, compensation for injuries, retirement benefits, and treaty-exempt income, among others. The
sheer breadth of this provision underscores that it provides general definitions and classifications; it does not, by
itself, specify what constitutes undeclared income in a particular case.

Without any indication of which specific subsection of Section 32 was invoked or how it was applied to OMCI's
transactions, the citation of this provision is too general to inform the taxpayer of the legal bases of the
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assessment. A taxpayer confronted with such a vague reference cannot reasonably discern the nature of the
supposed violation or determine how to effectively respond. The right to protest presupposes knowledge of what
is being contested. Without such clarity, the taxpayer is deprived of a meaningful opportunity to be heard — an
outcome the Constitution itself forbids.

As to the deficiency VAT assessment, the BIR merely imposed 12% VAT, together with corresponding
surcharges and interest, on the supposed undeclared income, without any explanation as to why such income was
subject to VAT. This omission is fatal. Not al income is subject to VAT, for the tax is imposed only on
transactions that fall within the scope of Section 105 of the NIRC — that is, on the sale, barter, exchange, or lease
of goods or properties, or the performance of services in the course of trade or business. In the absence of any
showing that the undeclared income arose from VAT-taxable transactions, the assessment rests on mere
assumption and cannot be sustained.

It has been consistently held that while tax assessments are presumed correct, the assessment itself, should,
however, not be based on mere presumptions no matter how reasonable or logical the presumption may be. The
assessment must be based on actual facts.[66]

The computation details of the other assessment items, such as the unsupported expenses and DST, were likewise
unexplained. The BIR merely indicated that these were determined "per audit,” without laying down, even in
summary form, how the figures were computed or what records or documents were examined to substantiate the
findings. There was no indication of the nature of the supposed disallowances, the specific transactions involved,
or the evidentiary basis for the aleged DST deficiency. This lack of explanation renders the assessments mere
conclusions devoid of factual foundation. The taxpayer cannot be expected to refute or protest figures that are
presented without any discernible basis.

These deficiencies mirror those that the Court found fatal in Commissioner of Internal Revenue v. Spouses
Magaan.[67] In that case, the Court invalidated a Final Assessment Notice for lack of factual and legal bases. It
held that a mere tabulation of alleged deficiency taxes, without accompanying explanation as to how the amounts
were computed, falls short of due process requirements. The Court emphasized:

[A] mere perusal of the [Final Assessment Notice] for the deficiency EWT for taxable year 1994 will show that
other than a tabulation of the aleged deficiency taxes due, no further detail regarding the assessment was
provided by [OMCI]. Only the resulting interest, surcharge and penalty were anchored with legal basis. [The
BIR] should have at least attached a detailed notice of discrepancy or stated an explanation why the amount of
[PHP] 48,461.76 is collectible against [the taxpayer] and how the same was arrived at.

The law requires that the legal and factual bases of the assessment be stated in the formal letter of demand and
assessment notice. Thus, such cannot be presumed. Otherwise, the express provisions of Article 228 of the
[NIRC] and [RR] No. 12-99 would be rendered nugatory. The alleged "factual bases' in the advice,
preliminary letter and "audit working papers' did not suffice. There was no going around the mandate of the
law that the legal and factual bases of the assessment be stated in writing in the formal letter of demand
accompanying the assessment notice].]

The Formal Letter of Demand with Audit Result/Assessment Notices states that the complete details of the
deficiency assessments can be found in Schedules 1 and 2 of the letter. However, an examination of the records
reveals that these schedules do not show the factual basis of the assessments. These schedules merely contain
tabular summaries of the alegedly undeclared taxable income and deficiency taxation of respondents. They
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only mentioned "payments received per information” but have no other details stating the information received,
or any other explanation that would enable the taxpayer to make an effective protest.[68] (Citations omitted)

In Spouses Magaan, even though the BIR claimed that the details of the deficiency could be found in attached
schedules, the Court found that these attachments merely contained tabular summaries devoid of factua
explanation. The same defect is evident in this case. The Details of Discrepancies attached to OMCI's PAN and
FLD merely list undeclared income and disallowed expenses in tabular form, without explaining the underlying
computations or identifying the supporting documents. As in Spouses Magaan, these omissions render the
assessments void for failure to comply with the due process requirement.

Accordingly, the Court finds that the BIR's genera referencesto RAMO No. 1-2000, Section 32 of the NIRC, and
its unexplained imposition of VAT, unsupported expenses, and DST deficiencies fail to meet the statutory and
constitutional requirements of due processin tax assessment.

The waiver of prescription is

invalid

The rule is that the BIR has a limited time of three years to conclude their investigation and issue a formal
assessment based on the audit findings.

SEC. 203. Period of Limitation Upon Assessment and Collection. — Except as provided in Section 222, internal
revenue taxes shall be assessed within three[] years after the last day prescribed by law for the filing of the
return, and no proceeding in court without assessment for the collection of such taxes shall be begun after the
expiration of such period: Provided, That in a case where areturn is filed beyond the period prescribed by law,
the three []-year period shall be counted from the day the return was filed. For purposes of this Section, a
return filed before the last day prescribed by law for the filing thereof shall be considered as filed on such last
day. (Emphasis supplied)

Thus, the BIR only had three years, counted from the date of actual filing of the return, or from the last date
prescribed by law for the filing of such return, whichever comes later, to assess tax or to begin a court proceeding
for the collection thereof without an assessment. However, one of the exceptions to the three-year prescriptive
period on the assessment of taxesis that provided for under Section 222(b) of the NIRC:

SEC. 222. Exceptions as to Period of Limitation of Assessment and Collection of Taxes. —

(b)

If before the expiration of the time prescribed in Section 203 for the assessment of the tax, both the
Commissioner and the taxpayer have agreed in writing to its assessment after such time, the tax may be
assessed within the period agreed upon.

The period so agreed upon may be extended by subsequent written agreement made before the expiration of
the period previously agreed upon.

From the foregoing, the above provision authorizes the extension of the original three-year prescriptive period by
the execution of a valid waiver, where the taxpayer and the BIR may stipulate to extend the period of assessment
by a written agreement executed prior to the lapse of the period prescribed by law, and by subsequent written
agreements before the expiration of the period previously agreed upon.

Here, as correctly observed in the Dissenting Opinion, the assessment for certain items in the PAN, which were
retained in the FLD, were issued beyond the three-year prescriptive period under Section 203 of the NIRC:
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- Penalties for late filing of VAT Refunds for the months of January and May 2011, and for the 1[st] and 2[nd]
quarters; and

- Registration fee amounting to PHP 500.00.[69]

Notably, the following shows the prescriptive periods within which to assess the same:[70]

Due Date for
Filing/ Payment

End of Three- Year
Period to Assess

Monthly VAT Return for January 2011
February 21, 2011

February 20, 2014

Monthly VAT Return for May 2011

June 20, 2011

June 20, 2014

1[st] Quarter VAT Return ending March 2011
April 25, 2011

April 25, 2014

2[nd] Quarter VAT Return ending June 2011
July 25, 2011

July 25, 2014

Registration fee

January 31, 2011

January 31, 2014

The FLD was issued only in October 30, 2015, which is evidently beyond the three-year period to assess the
foregoing items. Further, even without belaboring the validity of the Waiver of the Defense of Prescription under
the Statute of Limitation of the NIRC, such Waiver has been filed out of time. It is notable that it was executed
only on October 29, 2014,[71] which is already beyond the foregoing three-year period. Consequently, no period
to assess was effectively extended with respect to the foregoing items, as the NIRC is clear that both the date of
execution by the taxpayer and date of acceptance by the BIR should be before the expiration of the period of
prescription or before the lapse of the period agreed upon in case a subsequent agreement is executed.[72]

In a string of cases, the Court underscored that a waiver of the statute of limitations under the NIRC must be
strictly construed against the BIR and carefully executed to protect the taxpayer from protracted and arbitrary
investigations. The waiver is not an unconditional surrender of the right to invoke prescription but a mutual
agreement to extend the period for assessment or collection to a definite date. For the waiver to be valid, both its
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execution by the taxpayer and acceptance by the BIR must occur before the expiration of the original prescriptive
period or any previously extended period. Being an exception to the rule on prescription—which exists to shield
taxpayers from unreasonable and endless audits—such waivers must comply strictly with the law's procedural
safeguards and be construed narrowly in favor of the taxpayer.[73]

Thus, the Court finds sufficient ground to grant the Rule 45 Petition for Review on Certiorari filed by OMCI. The
Decision, dated December 6, 2024, of the CTA En Bancin CTA EB No. 2651, isreversed.

ACCORDINGLY, the Petition for Review on Certiorari is GRANTED. The Decision, dated December 6, 2024,
of the CTA En Banc is REVERSED.

Thus, the deficiency income tax, value-added tax, and documentary stamp tax assessments issued against
petitioner Ortiz Memorial Chapel, Inc. represented by Ronald Ortiz are DECLARED VOID for lack of factual
and legal bases, in violation of Section 228 of the National Internal Revenue Code as amended.

SO ORDERED.

Caguioa (Chairperson), Inting, Gaerlan, and Dimaampao, JJ., concur.

[1] Rollo, pp. 40-57. Penned by Associate Justice Corazon G. Ferrer-Flores, concurred in by Presiding Justice
Roman G. Del Rosario and Associate Justices Ma. Belen M. Ringpis-Liban, Catherine T. Manahan, Marian vy F.
Reyes-Fagjardo and Henry S. Angeles, and dissented from by Associate Justice Maria Rowena Modesto-San Pedro
of the Court of Tax Appeals, En Banc, Quezon City. Associate Justices Jean Marie A. Bacorro-Villena and Lanee
S. Cui-David were on official business.
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[47] Id. at 421.

[48] Id. at 422.

[49] 652 Phil. 172 (2010) [Per J. Mendoza, Second Division].
[50] Id. at 187.

[51] Commissioner of Internal Revenue v. Manila Medical Services, Inc., 935 Phil. 1007, 1013 (2023) [Per J.
Singh, Third Division].

[52] Commissioner of Internal Revenue v. Avon Products Manufacturing, Inc., 841 Phil. 114, 145 (2018) [Per J.
Leonen, Third Division].

[53] Commissioner of Internal Revenue v. Metro Star Superama, Inc., 652 Phil. 172, 187-188 (2010) [Per J.
Mendoza, Second Division].

[54] Rallo, p. 88.
[55] Id. at 89.
[56] I1d. at 95-96.
[57] Id. at 16, 92-96.
[58] Id. at 17.
[59] Id. at 17-18.
[60] Id. at 18.
[61] Id.

[62] Id. at 19-20.
[63] Id. at 20.
[64] Id.

[65] CHAPTER VI

COMPUTATION OF GROSSINCOME

Section 32. Gross Income. —

(A) General Definition. — Except when otherwise provided in this Title, gross income means al income derived
from whatever source, including (but not limited to) the following items:
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(1) Compensation for services in whatever form paid, including, but not limited to fees, saaries, wages,
commissions, and similar items;

(2) Grossincome derived from the conduct of trade or business or the exercise of a profession;
(3) Gains derived from dealingsin property;

(4) Interests;

(5) Rents;

(6) Royalties,

(7) Dividends;

(8) Annuities;

(9) Prizes and winnings;

(10) Pensions; and

(11) Partner's distributive share from the net income of the general professional partnership.

(B) Exclusions from Gross Income. — The following items shall not be included in gross income and shall be
exempt from taxation under this Title:

(1) Life Insurance. — The proceeds of life insurance policies paid to the heirs or beneficiaries upon the death of the
insured, whether in a single sum or otherwise, but if such amounts are held by the insurer under an agreement to
pay interest thereon, the interest payments shall be included in gross income.

(2) Amount Received by Insured as Return of Premium. — The amount received by the insured, as a return of
premiums paid by him under life insurance, endowment, or annuity contracts, either during the term or at the
maturity of the term mentioned in the contract or upon surrender of the contract.

(3) Gifts, Bequests, and Devises. — The value of property acquired by gift, bequest, devise, or descent: Provided,
however, [t]hat income from such property, as well as gift, bequest, devise or descent of income from any
property, in cases of transfers of divided interest, shall be included in grossincome.

(4) Compensation for Injuries or Sickness. — amounts received, through Accident or Health Insurance or under
Workmen's Compensation Acts, as compensation for personal injuries or sickness, plus the amounts of any
damages received, whether by suit or agreement, on account of such injuries or sickness.

(5) Income Exempt under Treaty. — Income of any kind, to the extent required by any treaty obligation, including
agreements entered into by the President with economies and administrative regions, subject to the concurrence of
the Senate, binding upon the Government of the Philippines.

(6) Retirement Benefits, Pensions, Gratuities, etc. —

(a) Retirement benefits received under Republic Act No. 7641 and those received by officials and employees of
private firms, whether individual or corporate, in accordance with areasonable private benefit plan maintained by
the employer: Provided, That the retiring official or employee has been in the service of the same employer for at
least [10] years and is not less than [50] years of age at the time of his retirement: Provided, further, [t]hat the
benefits granted under this subparagraph shall be availed of by an official or employee only once. For purposes of
this Subsection, the term 'reasonable private benefit plan' means a pension, gratuity, stock bonus or profit-sharing
plan maintained by an employer for the benefit of some or all of his officials or employees, wherein contributions
are made by such employer for the officials or employees, or both, for the purpose of distributing to such officials
and employees the earnings and principal of the fund thus accumulated, and wherein it is provided in said plan
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that at no time shall any part of the corpus or income of the fund be used for, or be diverted to, any purpose other
than for the exclusive benefit of the said officials and employees.

(b) Any amount received by an official or employee or by his heirs from the employer as a consegquence of
separation of such officia or employee from the service of the employer because of death sickness or other
physical disability or for any cause beyond the control of the said official or employee.

(c) The provisions of any existing law to the contrary notwithstanding, socia security benefits, retirement
gratuities, pensions and other similar benefits received by resident or nonresident citizens of the Philippines or
aiens who come to reside permanently in the Philippines from foreign government agencies and other
institutions, private or public.

(d) Payments of benefits due or to become due to any person residing in the Philippines under the laws of the
United States administered by the United States V eterans Administration.

(e) Benefits received from or enjoyed under the Social Security System in accordance with the provisions of
Republic Act No. 8282.

(f) Benefits received from the GSIS under Republic Act No. 8291, including retirement gratuity received by
government officials and employees.

(7) Miscellaneous Items. —

(@) Income Derived by Foreign Government. - Income derived from investments in the Philippines in loans,
stocks, bonds or other domestic securities, or from interest on deposits in banks in the Philippines by (i) foreign
governments, (i) financing institutions owned, controlled, or enjoying refinancing from foreign governments, and
(iii) international or regional financial institutions established by foreign governments.

(b) Income Derived by the Government or its Political Subdivisions. - Income derived from any public utility or
from the exercise of any essential governmental function accruing to the Government of the Philippines or to any
political subdivision thereof.

(c) Prizes and Awards. - Prizes and awards made primarily in recognition of religious, charitable, scientific,
educational, artistic, literary, or civic achievement but only if:

(i) The recipient was selected without any action on his part to enter the contest or proceeding; and
(ii) The recipient is not required to render substantial future services as a condition to receiving the prize or award.

(d) Prizes and Awards in Sports Competition. - All prizes and awards granted to athletes in local and international
sports competitions and tournaments whether held in the Philippines or abroad and sanctioned by their national
sports associations.

(e) 13th Month Pay and Other Benefits. - Gross benefits received by officials and employees of public and private
entities: Provided, however, That the total exclusion under this subparagraph shall not exceed [PHP 90,000]
which shall cover:

(i) Benefits received by officials and employees of the national and local government pursuant to Republic Act
No. 6686;

(i) Benefits received by employees pursuant to Presidential Decree No. 851, as amended by Memorandum Order
No. 28, dated August 13, 1986;
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(iii) Benefits received by officials and employees not covered by Presidential Decree No. 851, as amended by
Memorandum Order No. 28, dated August 13, 1986; and
(iv) Other benefits such as productivity incentives and Christmas bonus.

(f) GSIS, SSS, Medicare and Other Contributions. - GSIS, SSS, Medicare and Pag-1big contributions, and union
dues of individuals.

(g) Gains from the Sale of Bonds, Debentures or other Certificate of indebtedness. - Gains realized from the same
or exchange or retirement of bonds, debentures or other certificate of indebtedness with a maturity of more than
five[] years.

(h) Gains from Redemption of Sharesin Mutual Fund. - Gains realized by the investor upon redemption of shares
of stock in amutual fund company as defined in Section 22 (BB) of this Code.

(i) Income Derived from the Sale of Gold Pursuant to Republic Act No. 7076. - Income derived from the
following transactions pursuant to Republic Act No. 7076, otherwise known as the "People's Small-scale Mining
Act of 1991":

(1) The sale of gold to the Bangko Sentral ng Pilipinas by registered small-scale miners, as defined under
Republic Act No. 7076, and accredited traders; and

(2) The sale of gold by registered small-scale miners to accredited traders for eventual sale to the Bangko Sentral
ng Pilipinas.

[66] Commissioner of Internal Revenue v. Spouses Magaan, 901 Phil. 745, 766 (2021) [Per J. Leonen, Third
Division].

[67] 1d. at 762.

[68] Id. at 762-764.

[69] Rallo, p. 64.

[70] Id. at 64-65.

[71] Id. at 83.

[72] Id. at 65.

[73] See Commissioner of Internal Revenue v. Standard Chartered Bank, 765 Phil. 102, 114-115 (2015) [Per J.
Perez, First Division]. See also Philippine Journalists, Inc. v. Commissioner of Internal Revenue, 488 Phil. 218,
231-232 (2004) [Per J. Y nares-Santiago, First Division].
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