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CAGUIOA, J.

Before the Court are the consolidated Petitions for Review on Certiorari (Petitions) filed by De La Salle Lipa, Inc.
(DLSLI), in G.R. Nos. 233924-25,[1] and the Commissioner of Internal Revenue (CIR), in G.R. No. 236822,[2]
both assailing the Decision[3] dated August 17, 2017 (assailed Decision) and in G.R. No. 236822, the
Resolution[4] dated January 4, 2018 (assailed Resolution) of the Court of Tax Appeas En Banc (CTA EB) in
CTA EB No. 1424 and CTA EB No. 1430.

In the assailed Decision, the CTA EB affirmed the Decision[5] dated August 24, 2015 of the CTA Third Division
in CTA Case No. 8363, which denied the petition filed by DLSLI, cancelled the compromise penalty in the
amount of PHP 90,000.00, and directed DLSLI to pay the amount of PHP 6,966,280.73, inclusive of the 25%
surcharge imposed under Section 248(A)(3) of the National Internal Revenue Code of 1997, as amended (1997
Tax Code).[6] In the assailed Resolution, the CTA EB denied the motion for reconsideration filed by the CIR.

In the present consolidated Petitions, the CIR praysthat DLSLI be directed to pay the deficiency income tax in the
amount of PHP 12,991,018.87 and value-added tax (VAT) in the amount of PHP 4,793,741.51 plus the
corresponding surcharges and interest under Sections 248 and 249 of the 1997 Tax Code.[7] On the other hand,
DLSLI praysthat the CIR be ordered to immediately refund the amount of PHP 32,737,917.66.[8]

Facts
DLSLI is anon-stock, non-profit domestic educational institution and corporation, with principal office located at
J.P. Laurel Highway, Barangay Mataas na Lupa, Lipa City.[9]

On April 5, 2006, the Office of the Regional Director, Revenue Region (RR) No. 9, San Pablo City issued Letter
of Authority (LOA) No. 2001-00029330, authorizing Revenue Officer Ruby Cacdac and Group Supervisor
Thelma Hernandez of the Revenue District Office No. 59 (RDO No. 59) — Lipa City, to examine the books of
accounts and other accounting records of DLSLI for all internal revenue taxes for the period June 1, 2004 to May
31, 2005.[10]

On November 7, 2006, a Preliminary Assessment Notice (PAN) wasissued against DLSLI, informing the latter of
its unpaid internal revenue tax liabilities in the amount of PHP 17,201,103.67, inclusive of penalties, covering the
period June 1, 2004 to May 31, 2005.[11] The unpaid internal revenue taxes were based on: (1) the PHP
14,660,000.00 conditional donation received by DLSLI from Vintage Food Service, Inc. (VFSI), which was the
subject of a Contract[12] dated November 11, 2004, effective for 10 years; (2) the PHP 9,500,726.79 rental
income received by DLSLI; and (3) DLSLI's failure to withhold 2% contractor's tax from contractors it hired for
the construction of its buildings, purchase of school uniforms, and landscaping materials.[13]
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On November 27, 2006, DLSLI wrote to RDO No. 59 requesting a conference and submitted the following
documents: (1) contract with VFSI; (2) request for increase in prices from VFSI; (3) sample copy of minutes of
canteen committee meeting; (4) BIR Form No. 2000 for the mortgage; and (5) Certificate of Registration as donee
institution.[14]

On December 7, 2006, RDO No. 59 informed DLSLI that the documents it submitted had been referred to its
Legal Division to determine, among others, whether the amount it received from VFSI in exchange for the
exclusive right to operate the canteen could be considered a donation.[15]

In aletter dated June 13, 2008, RDO No. 59 informed DLSLI that after areview of its documents, they found that
DL SLI's contract of donation with VFSI was simulated and was only crafted to fit the actual consideration for the
joint operation of the canteen between DLSLI and VFSI, and that the amount received from VFS| was renta for
the use of the facility. In other words, RDO No. 59 found the transaction between DLSLI and VFSI to be a
contract of lease.[16]

On July 30, 2008, another PAN was issued against DLSLI, which the latter protested.[17]

On November 28, 2008, DLSLI wrote RDO No. 59, reiterating that: (1) it manages and operates its canteen
jointly with VFSI; (2) it provides VFSI with an adequately equipped kitchen and a storage room; (3) VFSI isnot a
concessionaire; (4) it never used the phrase 'deferred income' in its protest; and (5) in the event that the subject
contract is treated as a contract of lease, the same is still exempt from taxes because the PHP 14,660,000.00
donation is subject to the condition that it will be returned if DLSLI pre-terminates the contract.[18]

On December 2, 2008, DLSLI submitted building permits of the school buildings and the administrative
appointments of a civil engineer to prove that the amount it received from the contract with VFSI was actually,
directly, and exclusively used for educational purposes.[19]

On January 15, 2009, DLSLI received an undated copy of the Formal Letter of Demand (FLD) directing it to pay
deficiency income tax in the amount of PHP 12,991,018.17; deficiency VAT amounting to PHP 4,793,741.51;
deficiency documentary stamp tax (DST) in the amount of PHP 363,000.36; and deficiency expanded withholding
tax (EWT) amounting to PHP 1,848,789.59, inclusive of compromise penalty.[20]

On February 13, 2009, DLSLI filed its protest to the FLD, stating that as a non-stock, non-profit educational
ingtitution that uses all its assets and revenues actually, directly, and exclusively for educational purposes, it is
exempt from taxes.[21]

On September 28, 2011, DLSLI received a letter dated September 12, 2011 from Regiona Director Jose N. Tan,
informing it that after the re-investigation of its case, only itsliability for deficiency DST was cancelled.[22]

On October 28, 2011, DLSLI filed a petition for review before the CTA Third Division.[23]

The CIR opposed the petition, raising the following arguments: (1) the income generated by DLSLI from its
school canteen, which it jointly operates with VFSI, is not exempt from taxes; (2) the rental income derived by
DLSLI is also subject to income tax and VAT because it is an income sourced from other activities; (3) the
income arising out of the contract between DLSLI and VFSI is subject to income tax and VAT because the
subject "donation” was simulated to fit the actual consideration for the joint operation of the canteen; and (4)
DLSLI isliable for EWT because pursuant to Revenue Memorandum Circular No. 76-2003 dated November 14,
2003, the exemption granted to educational institutions does not cover withholding taxes.[24]

Ruling of the CTA Third Division

In a Decision dated August 24, 2015, the CTA Third Division denied DLSLI's petition for review, the dispositive
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portion of which reads:

WHEREFORE, premises considered, the Petition for Review is hereby DENIED. Formal Letter of Demand
issued by Revenue Region No. 9, San Pablo City, covering the period June 1, 2004 to May 31, 2005 is hereby
AFFIRMED with MODIFICATION. The compromise penalties in the total amount of P90,000 are hereby
CANCELLED. Accordingly, [DLSLI] is ORDERED to PAY (CIR] the amount of Php6,966,280.73, inclusive
of the 25% surcharge imposed under Section 248(A)(3) of the National Internal Revenue Code of 1997, as
amended, broken down as follows:

TYPE OF TAX
BASIC TAX

25% SURCHARGE
TOTAL

Income Tax
Php3,539,420.73
Php884,855.18
Php4,424,275.92
Value-Added Tax
1,106,068.98
276,517.24
1,382,586.22
Expanded Withholding Tax
927,534.87
231,883.72
1,159,418.59

Total
Php5,573,024.58
Php1,393,256.15
Php6,966,280.73

In addition, [DLSLI] shall be liable to pay:

(a) Deficiency interest at the rate of twenty percent (20%) per annum on the basic deficiency income tax,
value-added tax, and expanded withholding tax computed from the dates indicated below until full payment
thereof pursuant to Section 249(B) of the NIRC of 1997, as amended;

Tax Type

Basic Tax

© 2026 batas.org - Philippine Bar Review & Law-School Companion Page 3 of 18
Study hands-free: podcast-style lessons with read-along highlighting - batas.org



BATAS.org - Philippine Law Library G.R. Nos. 233924-25 and 236822, December 01, 2025

Deficiency Interest Computed from
Income Tax

Php3,539,420.73

September 15, 2005

Value-Added Tax

1,106,068.98

June 27, 2005

Expanded Withholding Tax
927,534.87

June 15, 2005

(b) Delinquency interest at the rate of 20% per annum on the total amount of Php6,966,280.73 and on the 20%
deficiency interest which have accrued as afore-stated in (a), computed from October 13, 2011 until full
payment thereof pursuant to Section 249(C) of the NIRC of 1997, as amended.

SO ORDERED.[25]

The CTA Third Division found that the contract between DLSLI and VFSI was a contract of lease, not a donation.
Hence, the CTA Third Division ruled that only a portion, or one-tenth of PHP 14,660,000.00, which was paid
within the period covered by the subject LOA, should be taxed.[26]

The CTA Third Division also found that DLSLI failed to sufficiently prove that the income received from its
contract with VFSI, as well as the rental income from the use of its facilities, was actually, directly, and
exclusively used for educational purposes. Thus, they are subject to regular income tax.[27] As regards VAT,
because DLSLI also failed to present its original certificate of registration as anon-VAT taxpayer, the CTA Third
Division upheld the CIR's deficiency assessment against DLSLI. The CTA Third Division aso upheld the CIR's
EWT assessment because DLSLI failed to disprove its correctness and validity.[28]

Finally, the CTA Third Division cancelled the compromise penalty because the CIR failed to submit any proof
that DLSLI acceded to itsimposition.[29]

In the Resolution[30] dated January 21, 2016, the CTA Third Division denied the parties respective motions for
reconsideration.

Both parties elevated the case to the CTA EB.[31] The cases were thereafter consolidated.[32]
Ruling of the CTA En Banc

During the pendency of the case with the CTA EB, DLSLI filed a motion requesting permission from the court to
pay the judgment award based on the Decision of the CTA Third Division and credit the amount paid in case of
final judgment affirming said Decision, or to refund the amount paid if the decision is reversed on appeal .[33] The
CTA EB granted DLSLI's motion.[34] DLSLI subsequently filed a Manifestation[35] informing the CTA EB that
it paid the amount of PHP 32,737,917.66.

On August 17, 2017, the CTA EB issued the assailed Decision denying both parties petitions for review.[36] The
CTA EB affirmed the CTA Third Division's finding that the contract between DLSLI and VFSI was a contract of
lease and that only one-tenth of the PHP 14,660,000.00 should be subject to the tax assessment. Further, the CTA
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EB ruled that it could not set aside or declare invalid the donation schedul e stated in the subject contract since the
CIR failed to adduce evidence that the entire amount of PHP 14,660,000.00 was received by DLSLI in 2005.[37]

The CTA EB held that DLSLI, as a non-stock, non-profit educational institution, is not exempt from the assessed
deficiency internal revenue taxes because it failled to prove that the subject income was actually, directly, and
exclusively used for educational purposes. It further ruled that DLSLI is liable to pay VAT in view of the latter's
failure to submit the original copy of its Registration Certificate asaNon-VAT Taxpayer.[38]

Lastly, the CTA EB found that DLSLI is not entitled to avail of either the 40% standard deduction or the 10%
preferential income tax rate being granted to proprietary educational institutions because the 1997 Tax Code is
clear that only proprietary educational institutions are entitled to said corporate income tax rate.[39]

DLSLI filed a Petition with the Court, while the CIR filed first a Motion for Reconsideration,[40] which the CTA
EB denied in its Resolution dated January 4, 2018, before filing a Petition with the Court.

The separate Petitions filed by DLSLI and the CIR were eventually consolidated.[41]

|ssue

Whether DLSLI is liable for the assessed deficiency income tax, VAT, and EWT for taxable year 2005 arising
from the consideration received under its contract with VFSI and from the rental income derived from the use of
itsfacilities.

G.R. Nos. 233924-25

Inits Petition, DLSLI raises the following arguments: (1) that, as a non-stock, non-profit educational institution, it
is exempt from internal revenue taxes because the subject revenues were actually, directly, and exclusively used
for educational purposes; (2) that LOA No. 2001-00029330 does not cover the proceeds of the disputed donation,
thus, any assessment pertaining to said donation is invalid; and (3) that, assuming DLSLI is not exempt from
income taxes, the CTA EB erred in computing its tax liability because: (a) the 10% preferential income tax on
private educational institutions should be applied to DLSLI; or (b) its income tax liability should be computed
based on taxable income and not gross income, by allowing a 40% standard deduction.[42]

G.R. No. 236822

On the other hand, the CIR insists that the contract between DLSLI and VFSI partakes of a contract of lease and,
since said contract was executed in 2004, the computation of the deficiency income tax and VAT should be based
on the entire amount of PHP 14,660,000.00 received by DLSLI, and not just one-tenth thereof.[43]

The Court's Ruling
The consolidated Petitions lack merit.

Scope and coverage of the LOA

Preliminarily, the Court addresses DLSLI's assertion that LOA No. 2001-00029330 dated April 5, 2006, covers
only transactions between June 1, 2004 to May 31, 2005. Thus, the consideration for the contract between DLSLI
and VFSI, which the former received in tranches from 2000 to 2002, cannot be validly included in the subject
assessment. Simply put, DLSLI insists that the subject assessment imposing deficiency taxes on the said
consideration should be cancelled as it is outside the scope of the LOA.

The Court disagrees.

The audit process normally commences with the issuance by the CIR of an LOA. The LOA gives notice to the
taxpayer that it is under investigation for possible deficiency tax assessment; at the same time, it authorizes or
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empowers a designated revenue officer to examine, verify, and scrutinize a taxpayer's books and records, in
relation to internal revenue tax liabilities for a particular period.[44]

Relevantly, Section C of Revenue Memorandum Order (RMO) No. 43-90[45] prescribes that the LOA specify the
taxable period or periods covered by the audit. This is necessary to apprise the taxpayer of the extent of the audit
and the scope of the revenue officer's authority. Without this rule, a revenue officer can unduly burden the
taxpayer by demanding random accounting records from random unverified years, which may include documents
from asfar back as 10 yearsin cases of afraud audit.[46]

In this case, it is undisputed that the subject LOA was issued authorizing Revenue Officer Ruby Cacdac and
Group Supervisor Thelma Hernandez of RDO No. 59 — Lipa City to examine the books of accounts and other
accounting records of DLSLI for al internal revenue taxes specifically for the period June 1, 2004 to May 31,
2005. Notably, as admitted by DLSLI, its contract with VFSI on the use of its facilities was executed only on
November 11, 2004. Moreover, while the entire consideration of PHP 14,660,000.00 was received in advance by
DLSLI in 2002, the contract itself explicitly provides that said amount pertains to the yearly consideration for the
entire 10-year duration of the contract. Thus, the CTA correctly ruled that the subject transaction, including the
tax liability arising therefrom, is well within the coverage of the subject LOA.

With the issue on the LOA settled, the Court proceeds to discuss the merits of the deficiency tax assessment.
Contract between DLSLI and VFSI

DLSLI was assessed for deficiency income tax, VAT, and EWT arising from: (a) the PHP 14,660,000.00
proceeds from the contract executed between DLSLI and VFSI; and (b) the rental income received from the use of
DLSLI'sfacilitiesin the total amount of PHP 9,500,726.79.

Foremost, the Court agrees with the CTA's finding that the contract between VFSI and DLSLI partakes of a
contract of lease, and not a donation.

Under Article 1643 of the Civil Code, a contract of lease arises when one of the parties binds himself to give to
another the enjoyment or use of athing for a price certain, and for agiven period.[47] Here, the contract contained
the following stipulations: (1) that DLSLI bound itself to grant VFSI possession and exclusive use of the canteen
premises, including its existing equipment, fixtures, and furnishings, and the exclusive right to sell meals and
other food items, and other needs of students; (2) that the contract is valid for a period of 10 school year terms,
from SY 2002-2003 to SY 2011-2012; and (3) that VFSI gave DLSLI PHP 14,660,000.00 in advance,
representing yearly consideration for the entire duration of the contract.[48]

Moreover, considering the stipulation in the contract that the PHP 14,660,000.00 received in advance by DLSLI
pertained to and was alocated as yearly consideration, the CTA aso correctly ruled that only a portion, or
one-tenth, of the said amount was actually earned or realized by DLSLI for taxable year 2005 and is therefore
covered by the period of the assessment.[49]

Tax exemption of non-stock, non-profit educational institution

As to the merits of the assessment, DLSLI insists that, as a non-stock, non-profit educational institution, its
income is exempt from all duties and taxes.

Paragraphs 3 and 4, Section 4, Article XIV of the Constitution grants non-stock, non-profit educational
ingtitutions exemption from all taxes and duties on donations received and revenues actualy, directly, and
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exclusively used for educational purposes, viz.:

SEC. 4....

(3) All revenues and assets of non-stock, non-profit educational institutions used actually, directly, and
exclusively for educational purposes shall be exempt from taxes and duties. Upon the dissolution or cessation
of the corporate existence of such institutions, their assets shall be disposed of in the manner provided by law.

Proprietary educational institutions, including those cooperatively owned, may likewise be entitled to such
exemptions subject to the limitations provided by law including restrictions on dividends and provisions for
reinvestment.

(4) Subject to conditions prescribed by law, all grants, endowments, donations, or contributions used actually,
directly, and exclusively for educational purposes shall be exempt from tax. (Emphasis supplied)

On the other hand, Section 30(H) of the 1997 Tax Code provides that, regardless of the income's disposition, the
income of non-stock, non-profit educational institutions is exempt from internal revenue taxes:

SEC. 30. Exemptions from Tax on Corporations.
— The following organizations shall not be taxed under this Title in respect to income received by them as
such:

(H) A non-stock and non-profit educational institution;

Notwithstanding the provisions in the preceding paragraphs, the income of whatever kind and character of the
foregoing organizations from any of their properties, real or personal, or from any of their activities conducted
for profit regardless of the disposition made of such income, shall be subject to tax imposed under this Code.
(Emphasis supplied)

Income tax exemption of non-stock, non-profit educational institution under the Constitution is anchored on the
usage of the income, while the exemption under Section 30(H) of the 1997 Tax Code is determined by the source
of the income. The Court in the case of Commissioner of Internal Revenue v. De La Salle University, Inc.,[50]
reconciled these two conflicting provisions in this wise:

The addition and express use of the word revenues in Article X1V, Section 4 (3) of the Constitution is not
without significance.

We find that the text demonstrates the policy of the 1987 Constitution, discernible from the records of the 1986
Constitutional Commission to provide broader tax privilege to non-stock, non-profit educational institutions as
recognition of their role in assisting the State provide a public good. The tax exemption was seen as beneficial
to students who may otherwise be charged unreasonable tuition fees if not for the tax exemption extended to all
revenues and assets of non-stock, non-profit educational institutions.

Further, a plain reading of the Constitution would show that Article XIV, Section 4 (3) does not require that
the revenues and income must have also been sourced from educational activities or activities related to the
purposes of an educational institution. The phrase all revenues is unqualified by any reference to the source of
revenues. Thus, so long as the revenues and income are used actualy, directly[,] and exclusively for
educational purposes, then said revenues and income shall be exempt from taxes and duties.
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Thus, when a non-stock, non-profit educational institution proves that it uses its revenues actually, directly,
and exclusively for educational purposes, it shall be exempted from income tax, VAT, and LBT.

... [1]f the university actually, directly[,] and exclusively uses for educational purposes the revenues earned
from the lease of its school building, such revenues shall be exempt from taxes and duties. The tax exemption
no longer hinges on the use of the asset from which the revenues were earned, but on the actual, direct[,] and
exclusive use of the revenues for educational purposes.

Parenthetically, income and revenues of non-stock, non-profit educational institution not used actually,
directly[,] and exclusively for educational purposes are not exempt from duties and taxes. To avail of the
exemption, the taxpayer must factually prove that it used actualy, directly[,] and exclusively for educational
purposes the revenues or income sought to be exempted.

Thus, we declare the last paragraph of Section 30 of the Tax Code without force and effect for being contrary
to the Constitution insofar as it subjects to tax the income and revenues of non-stock, non-profit educational
institutions used actually, directly[,] and exclusively for educational purpose. We make this declaration in the
exercise of and consistent with our duty to uphold the primacy of the Constitution.[51] (Emphasis supplied)

Thus, as it stands, as far as the income and revenues of non-stock, non-profit educational institutions are
concerned, their exemption is based on the usage of the income and not on its source. Otherwise stated, the
income of non-stock, non-profit educational institutions, regardless of its source, is exempt from duties and taxes,
provided that the same is actualy, directly, and exclusively used for educational purposes.

As applied to this case, to be exempt from the assessed taxes, DLSLI must prove the following requisites:
- itisanon-stock, non-profit educational institution; and

- the income or grant for which it seeks tax exemption was used actually, directly, and exclusively for
educational purposes.[52]

The first requisite is undisputed. DLSLI, based on its Amended Articles of Incorporation and New By-Laws, is a
non-stock, non-profit educational institution.[53]

The controversy liesin the second requisite. DLSLI asserts that, based on its Audited Financial Statements (AFS)
and the findings of the Independent Certified Public Accountant (ICPA), earnings from donations and rental
income were commingled with other sources of revenues to form the General Fund, which were actually, directly,
and exclusively used for educational purposes.[54]

The Court is not persuaded.

It bears to emphasize that findings of the ICPA, while they may have a persuasive effect, are not binding upon the
CTA. Section 3, Rule 13 of the Revised Rules of the Court of Tax Appeals (RRCTA) states:

SECTION 3. Findings of independent CPA. — The submission by the independent CPA of pre-marked
documentary exhibits shall be subject to verification and comparison with the original documents, the
availability of which shall be the primary responsibility of the party possessing such documents and,
secondarily, by the independent CPA. The findings and conclusions of the independent CPA may be
challenged by the parties and shall not be conclusive upon the Court, which may, in whole or in part, adopt
such findings and conclusions subject to verification. (Emphasis supplied)

From the plain words of the RRCTA, the CTA may or may not adopt the findings of the ICPA. The tax court is
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not obliged to blindly adopt the findings and conclusions of the ICPA, which are, at best, merely
recommendatory. In determining the merits of the case, the CTA isin fact mandated to make its own independent
assessment and arrive at its own conclusions based on the facts and evidence submitted.

In this case, after a thorough review of the evidence submitted by the parties, including the findings of the ICPA,
the CTA found that DLSLI failed to prove that the subject income was actually, directly, and exclusively used for
educational purposes.

First, the evidence on record failed to sufficiently establish that the subject income formed part of the so-called
General Fund. As aptly observed by the CTA, while DLSLI's AFS mentioned "Donations' and "Rental Income,"
there is no breakdown of its components. Thus, it cannot be ascertained whether the particular income received
from VFSI, and the subject rental income were, indeed, included therein and actually used to defray expenses.[55]
The CTA further noted that no reconciliation or schedule was presented by DLSLI which could have enlightened
on how the foregoing income was pooled into the General Fund.[56]

Second, there is no evidence supporting DLSLI's claim that the subject income was used actualy, directly, and
exclusively for educational purposes. The CTA noted that DLSLI's AFS for the years 2004 and 2005 showed
expenses not related to educational purposes, such as retirement contribution, entertainment, amusement, and
recreation.[57] The CTA further observed that while the Judicial Affidavit of DLSLI's Vice President and Chief
Operating Officer stated that the rental income from the use of its facilities was used for educational purposes, he
also said that the details thereof could be more explained by their finance personnel. Unfortunately, DLSLI failed
to present any document or any of its finance personnel that could have clarified the details of such matter.[58]

In claims for tax exemption, the burden is on the taxpayer to present sufficient evidence to prove its entitlement.
The sufficiency of a claimant's evidence is a question of fact that is beyond the purview of a Rule 45 petition. It is
not the function of the Court to again analyze or weigh evidence that has aready been duly considered and
exhaustively examined by lower courts.[59] Moreover, the findings of facts of the CTA are generally respected by
the Court.[60] Unless it is shown that such factual findings are not supported by substantial evidence or thereisa
showing of gross error or abuse on the part of the tax court, the CTA's factual findings will not be disturbed on
appeal.[61] Here, the Court finds no gross error on the part of the CTA so asto reverse its factual findings.

Ten percent preferential tax rate for proprietary non-profit educational institutions

DLSLI nevertheless argues that if the subject income is not exempt from internal revenue taxes, the preferential
rate of 10% under Section 27(B) of the 1997 Tax Code, and not the regular tax rate, should be applied.[62]

Section 27(B) grants proprietary educational institutions and hospitals, a preferential tax rate of 10% on their
income from unrelated trade, business, or activity, provided that said income does not exceed 50% of the total
gross income derived by such institutions:

SEC. 27. Rates of Income Tax on Domestic Corporations. —

(B) Proprietary Educational Institutions and Hospitals. — Proprietary educational institutions and hospitals
which are nonprofit shall pay a tax of ten percent (10%) on their taxable income except those covered by
Subsection (D) hereof: Provided, That if the gross income from unrelated trade, business or other activity
exceeds fifty percent (50%) of the total grossincome derived by such educational institutions or hospitals from
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all sources, the tax prescribed in Subsection (A) hereof shall be imposed on the entire taxable income. For
purposes of this Subsection, the term 'unrelated trade, business or other activity' means any trade, business or
other activity, the conduct of which is not substantially related to the exercise or performance by such
educational institution or hospital of its primary purpose or function. A 'proprietary educational institution' is
any private school maintained and administered by private individuals or groups with an issued permit to
operate from the Department of Education, Culture and Sports (DECS), or the Commission on Higher
Education (CHED), or the Technical Education and Skills Development Authority (TESDA), as the case may
be, in accordance with existing laws and regul ations.

Proprietary educational institutions and proprietary hospitals may also fall among the institutions covered by the
grant of complete income tax exemption under Section 30 of the 1997 Tax Code. To recall, Section 30(H) pertains
to non-stock, non-profit educational institutions whose income is actualy, directly, and exclusively used for
educational purposes is exempt from internal revenue taxes. Section 30(E),[63] on the other hand, pertains to
non-stock corporations or associations operated and organized exclusively for charitable purposes, the income of
which, if sourced exclusively from non-profit and charitable activities, is likewise exempt from internal revenue
taxes.[64]

In the case of Commissioner of Internal Revenue v. St. Luke's Medical Center, Inc.[65] (St. Luke's Medical
Center, Inc.), the Court harmonized Section 27(B) and Section 30(E) of the 1997 Tax Code in relation to
non-profit hospitals. It ruled that the 10% preferential tax rate and income tax exemption under these provisions
are not mutually exclusive. Non-profit hospitals that fail to satisfy the income tax exemption under Section 30(E)
are taxable under Section 27(B), subject to the conditions set forth in the latter provision. The Court explained:

We hold that Section 27(B) of the NIRC does not remove the income tax exemption of proprietary non-profit
hospitals under Section 30(E) and (G). Section 27(B) on one hand, and Section 30(E) and (G) on the other
hand, can be construed together without the removal of such tax exemption. The effect of the introduction of
Section 27(B) is to subject the taxable income of two specific ingtitutions, namely, proprietary non-profit
educational institutions and proprietary non-profit hospitals, among the institutions covered by Section 30, to
the 10% preferential rate under Section 27(B) instead of the ordinary 30% corporate rate under the last
paragraph of Section 30 in relation to Section 27(A)(1).

Section 27(B) of the NIRC imposes a 10% preferential tax rate on the income of (1) proprietary non-profit
educational institutions and (2) proprietary non-profit hospitals. The only qualifications for hospitals are that
they must be proprietary and non-profit. "Proprietary” means private, following the definition of a " proprietary
educational institution™ as "any private school maintained and administered by private individuals or groups"
with a government permit. "Non-profit" means no net income or asset accrues to or benefits any member or
specific person, with all the net income or asset devoted to the institution's purposes and all its activities
conducted not for profit.

"Non-profit" does not necessarily mean "charitable." In Collector of Internal Revenue v. Club Filipino, Inc. de
Cebu, this Court considered as non-profit a sports club organized for recreation and entertainment of its
stockholders and members. The club was primarily funded by membership fees and dues. If it had profits, they
were used for overhead expenses and improving its golf course. The club was non-profit because of its purpose
and there was no evidence that it was engaged in a profit-making enterprise.

St. Luke'sfails to meet the requirements under Section 30(E) and (G) of the NIRC to be completely tax exempt
from all its income. However, it remains a proprietary non-profit hospital under Section 27(B) of the NIRC as
long as it does not distribute any of its profits to its members and such profits are reinvested pursuant to its
corporate purposes. St. Luke's, as a proprietary non-profit hospital, is entitled to the preferentia tax rate of
10% on its net income from its for-profit activities.
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St. Luke's is therefore liable for deficiency income tax in 1998 under Section 27(B) of the NIRC.[66]
(Emphasis supplied)

Simply put, income of non-profit hospitals that fail to comply for tax exemption under Section 30 may still be
covered by the preferential tax rate under Section 27(B), provided that the following conditions are established:
(2) the hospital is proprietary and non-profit; and (2) its income from unrelated business or activity does not
exceed 50% of itstotal grossincome.

While St. Luke's Medical Center, Inc. involved a hospital, the same rationale applies to non-stock, non-profit
educational institutions. A non-stock, non-profit educational institution which fails to comply with the
reguirements for tax exemption under Section 30(H), but remains a proprietary non-profit educational institution,
may still avail of the preferential tax rate under Section 27(B), as long as the conditions set forth in the latter are
satisfied. If the preferential tax rate under Section 27(B) is invoked by the non-stock, non-profit educational
ingtitution, as aptly noted by CTA Associate Justice Catherine T. Manahan in her Concurring and Dissenting
Opinion,[67] the determining factor is the percentage of the income generated by the institution's unrelated
activities on the total gross income.[68] In such a case, the lens by which the income is examined shifts from the
usage of the income [for complete tax exemption under Section 30(H)] to its source under Section 27(B). It isthen
incumbent upon the taxpayer, as the one claiming preferentia tax rate, to prove by competent evidence that its
income from unrelated trade, business, or activity does not exceed 50% of the total gross income. Failing this, the
regular corporate income tax rate of 32% applies.

As applied to this case, while DLSLI, a non-stock, non-profit educational institution, failed to prove its
entitlement to income tax exemption under the subject assessment, it remains a proprietary non-profit educational
ingtitution. To recall, based on its Amended Articles oflncorporation and New By-Laws, DLSLI is a private
educational ingtitution whose profit does not inure to the benefit of its corporate members, trustees, or
officers.[69]

Nevertheless, the Court finds that DLSLI failed to discharge its burden of proving entitlement to the preferential
tax rate. DLSLI failed to submit competent evidence proving that the subject income (rental of its canteen and
other facilities) did not exceed 50% of its total gross income for the covered taxable year. As observed by CTA
Presiding Justice Roman G. Del Rosario in his Concurring and Dissenting Opinion,[70] while DLSLI submitted
its AFS for 2004 and 2005, it failed to offer evidence supporting the figures indicated therein. To validate and
confirm the contents of the AFS, DLSLI should have at least submitted its books of accounts and other source
documents establishing the actual sources of its revenues.[71]

Accordingly, while the Court finds that DLSLI is not precluded from availing of the 10% preferentia tax rate
under Section 27(B), it failed to sufficiently prove a requirement set forth therein. Consequently, the imposition of
the regular tax rate of 32% is affirmed.

Imposition of interest and DLSL I'stax ligbility

Finally, as regards DLSLI's claim that the CTA erred in simultaneously imposing deficiency interest and
delinquency interest on the assessed taxes, this issue had long been settled by the Court in the case of Aces
Philippines Cellular Satellite Corporation v. The Commissioner of Internal Revenue[72] (Aces Philippines). In
that case, the Court recognized that simultaneous imposition of deficiency interest and delinquency interest is
explicitly provided under the 1997 Tax Code. However, Republic Act No. 10963 or the Tax Reform for
Acceleration and Inclusion (TRAIN) Law, which significantly amended the 1997 Tax Code, bars the
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simultaneous imposition of deficiency interest and delinquency interest. Instead, the TRAIN Law provides that
interest equal to the prevailing legal rate as set by the Bangko Sentral ng Pilipinas shall accrue on any amount of
unpaid tax until its full payment.[73] Thus, the Court ruled that "deficiency and delinquency interests under the
1997 Tax Code shall be imposed simultaneously but only until December 31, 2017. Beginning January 1, 2018 or
upon the TRAIN Law's effectivity, only deficiency interest at the prevailing legal rate of 12% shall accrue on the
unpaid amount of tax until fully paid."[74]

As applied to this case, the CTA was correct in simultaneously imposing delinquency and deficiency interest but
only until December 31, 2017. From January 1, 2018 until full payment, only alegal interest of 12% isimposable
on the unpaid amount.

The Court further notes that, while DLSLI's petition with the CTA EB was pending, DLSLI moved to be alowed
to pay the judgment award without prejudice to the resolution of its appeal. In a Resolution[75] dated June 16,
2016, the CTA EB granted DLSLI's prayer. In turn, DLSLI filed a Manifestation[76] informing the tax court that
on August 24, 2016, it paid the judgment award in accordance with the August 24, 2015 Decision of the CTA
Division in the total amount of PHP 32,737,917.66.[77] In support of said payment, DLSLI attached BIR payment
forms filed and paid through electronic filing and payment system on August 24, 2016.[78] In a Resolution[79]
dated December 27, 2016, the CTA EB simply noted DL SLI's Manifestation without ruling on the veracity of said
payment. Asthe Court is not atrier of facts, it isonly proper that the case be remanded to the CTA for the purpose
of verifying the alleged payment made by DLSLI amounting to PHP 32,737,917.66 on August 24, 2016, subject
to the modified rules on the computation of interest as discussed above.

ACCORDINGLY, the consolidated Petitions for Review on Certiorari are DENIED. The Decision dated August
17, 2017 and Resolution dated January 4, 2018 of the Court of Tax Appeals En Banc in CTA EB No. 1424 and
CTA EB No. 1430 are AFFIRMED WITH MODIFICATION relative to interest computation, as follows:

@

deficiency interest at the rate of 20% per annum on the basic deficiency income tax, value-added tax, and
expanded withholding tax computed from the dates indicated below until December 31, 2017 pursuant to
Section 249(B) of the National Internal Revenue Code of 1997, as amended:

Tax Type

Basic Tax

Deficiency Interest Computed from
Income Tax

PHP 3,539,420.73

September 15, 2005

Value-Added Tax

PHP 1,106,068.98

June 27, 2005

Expanded Withholding Tax

PHP 927,534.87
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June 15, 2005
(b)

delinquency interest at the rate of 20% per annum on the basic deficiency income tax, value-added tax, and
expanded withholding tax and surcharges, or atotal of PHP 6,966,280.73, and on the deficiency interest which
have accrued as stated in paragraph (&) above computed from October 13, 2011 until December 31, 2017; and

(©

delinquency interest at the rate of 12% per annum on the unpaid amount [basic tax plus surcharge and interests
computed in (a) and (b)] computed from January 1, 2018, until full payment thereof, pursuant to Section
249(C)(3) of the National Internal Revenue Code of 1997, as amended by Republic Act No. 10963.

The cases are REMANDED to the Court of Tax Appeals to determine whether De La Salle Lipa, Inc. has
remaining outstanding tax liabilities after ascertaining the alleged payment of PHP 32,737,917.66 on August 24,
2016, and subject to the modified rules on the imposition of interest as discussed above. The Court of Tax
Appeasis DIRECTED to dispose of the said cases with dispatch.

SO ORDERED.

Inting, Gaerlan, Dimaampao, and Singh, JJ., concur.
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The amount was computed as follows:
Tax Type
Basic Tax
Surcharge
Deficiency Interest
Delinquency Interest
Total
Income Tax
P3,539,420.73
P884,855.18
P7,749,876.84
P8,498,269.92
P20,672,422.67
VAT
P1,106,068.98

P276,517.25
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P2,470,321.73
P2,702,919.34
P6,555,827.30
Expanded Withholding Tax
P927,534.87
P231,883.72
P2,077,678.11
P2,272,570.99
P5,509,667.69
TOTAL
P32,737,917.66
[78] See Annexes"8-1," "B-2," and "B-3" of DLSLI's Manifestation dated October 14, 2016, id. at 144-149.
[79] Id. at 152-153.
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