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REPORT OF CASES

DETERMINED IN THE
SUPREME COURT OF THE PHILIPPINES

SECOND DIVISION
[A.C. No. 6927. March 14, 2018]

TOMAS N. OROLA and PHIL. NIPPON AOI INDUSTRY,
INC., complainants, vs. ATTY. ARCHIE S. BARIBAR,
respondent.

SYLLABUS

1. LEGAL ETHICS; NOTARY PUBLIC; IMPORTANCE OF
NOTARIZATION, EMPHASIZED.— Notarization is not an
empty, meaningless, or routinary act. It is impressed with
substantial public interest, and only those who are qualified or
authorized may act as such. It is not a purposeless ministerial
act of acknowledging documents executed by parties who are
willing to pay fees for notarization. Notarization of documents
ensures the authenticity and reliability of a document.
Notarization of a private document converts such document
into a public one, and renders it admissible in court without
further proof of its authenticity. Courts, administrative agencies
and the public at large must be able to rely upon the
acknowledgment executed by a notary public and appended to
a private instrument.

2. ID.; ID.; NECESSITY OF THE AFFIANT’S PERSONAL
APPEARANCE BEFORE THE NOTARY PUBLIC,
EMPHASIZED.— A notary public should not notarize a
document unless the persons who signed the same are the very
same persons who executed and personally appeared before
him to attest to the contents and truth of what are stated therein.
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It is his duty to demand that the document presented to him for
notarization be signed in his presence. The purpose of the
requirement of personal appearance by the acknowledging party
before the notary public is to enable the latter to verify the
genuineness of the signature of the former. It may be added,
too, that only by such personal appearance may the notary public
be able to ascertain from the acknowledging party himself that
the instrument or document is his own free act and deed. The
2004 Rules on Notarial Practice stresses the necessity of the
affiant’s personal appearance before the notary public. Rule
II, Section I and Rule IV, Section 2 (b) provide: SECTION 1.
Acknowledgment. - “Acknowledgment” refers to an act in which
an individual on a single occasion: (a) appears in person before
the notary public and presents an integrally complete
instrument or document; (b) is attested to be personally
known to the notary public or identified by the notary public
through competent evidence of identity as defined by these
Rules; and x x x SEC. 2. Prohibitions. — ... (b) A person shall
not perform a notarial act if the person involved as signatory
to the instrument or document — (1) is not in the notary’s
presence personally at the time of the notarization.

3. ID.; ID.; ID.; PENALTY FOR VIOLATION THEREOF.—
Jurisprudence provides that a notary public who fails to discharge
his duties as such is meted out the following penalties: (1)
revocation of notarial commission; (2) disqualification from
being commissioned as notary public; and (3) suspension from
the practice of law — the terms of which vary based on the
circumstances of each case.

APPEARANCES OF COUNSEL
Lope E. Feble for complainants.
DECISION
PERALTA, J.:

The case stemmed from a Complaint' dated October 17, 2005
filed before this Court by complainants Tomas N. Orola (Orola)

" Rollo, Vol. I, pp. 1-9.
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and Phil. Nippon AOI Industry, Inc. (Phil. Nippon) against Atty.
Archie S. Baribar (Baribar), for allegedly inventing numerous
offenses against them, procuring documents with forged
signatures, representing a person not his client, and notarizing
a document without the person appearing before him as
required by law, in violation of his lawyer’s oath and Rule
138, Section 20 (c), (d) and (g) of the Rules of Court.

Complainants alleged that Baribar filed a baseless labor case
on behalf of his twenty-four (24) clients against them. Orola
denied any connection with AOI Kogyo Company Ltd.-Japan
which was allegedly not paying labor benefits. In the appeal
filed before the National Labor Relations Commission (VLRC),
Baribar included certain individuals who were not original
complainants. Complainants further averred that Baribar
notarized the Motion for Reconsideration on September 19,
2005 without the personal appearance of Docufredo Claveria
(Claveria) since the records of the Bureau of Immigration show
that he was overseas at that time. It was also mentioned that
Baribar has a prior administrative case, which demonstrates
his penchant for committing acts inimical to the image of the
legal profession.

In his Comment,? Baribar denied all the allegations against
him. He claimed that the administrative complaint was a mere
harassment suit filed by a political opponent’s brother whose
wounded family pride caused them to pursue imaginary causes
of action against him. During the campaign for 2004
congressional elections, Orola’s family’s employees approached
him to represent them; however, he suggested that they file the
case after the elections to avoid misinterpretation. The labor
complaint was not baseless since it was supported by a joint
affidavit of his clients against Orola and Phil. Nippon.

Sometime in March 2004, he prepared an “Authority to
Represent” document. He requested Claveria, Apolonio Akol,
Jr. (Akol) and Connie Labrador (Labrador) to obtain the
signatures of the others who live in different municipalities of

2 Id. at 72-84.
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Negros Occidental. On September 6, 2004, he personally met
24 of the 27 signatories, asked them to produce their residence
certificates and confirm their signature in the document. He
confirmed the identities of the others who were unable to bring
their residence certificates through their leaders. He overlooked
the notarization of the document and was only able to notarize
the same on April 15, 2005 because of the renovation of their
law office from October 2004 to February 2005. He averred
that his mistake to strike through the names of four individuals
in the Authority to Represent and verification of the labor
complaint left the impression that the latter were parties to the
appeal.

Akol and Labrador signed the verification of the motion for
reconsideration in his presence. He then asked them to secure
Claveria’s signature. Thereafter, he received the verification
on the last day of filing, and did not hesitate to notarize the
same since he personally knew Claveria and was familiar with
the latter’s signature. He claimed that he acted in the best interest
of his client and in good faith.

In a Resolution® dated November 22, 2006, the Court referred
the case to the Integrated Bar of the Philippines (/BP) for
investigation, report and recommendation or decision.

On October 30, 2008, IBP Commissioner Rico A. Limpingco
(Commissioner Limpingco) submitted his Report recommending,
thus:

Given the foregoing circumstances, it is therefore recommended
that respondent Atty. Archie Baribar be REPRIMANDED, that his
incumbent notarial commission, if any, be REVOKED, and that he
be prohibited from being commissioned as a notary public for three
(3) years, effective immediately, with a stern warning that [a] repetition
of the same or similar conduct in the future will be dealt with more
severely.*

3 Id. at 92.
4 Rollo, Vol. IV, p. 9.
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In his report, Commissioner Limpingco stated that an attorney
should not be administratively sanctioned for filing a suit on
behalf of his client, or for availing of proper procedural remedies,
since the choice of legal strategy or theory is his sole concern.
Complainants may or may not be liable in the labor case, but
the administrative proceeding is not the proper forum to resolve
the issue. An examination of the joint affidavit reveals that
one Romulo Orola merely stated that he did not authorize any
lawyer to represent him, and that he never appeared before
Baribar to subscribe any document. Thus, it was not established
that he procured documents with forged signatures. Baribar
was careless in failing to remove the names of four individuals
in the pleadings. He and his clients could not have gained any
kind of possible benefit or advantage to the said error.

Lastly, Baribar did not deny that Claveria was not present
when he notarized the document on September 19, 2005. When
he asked Akol and Labrador to obtain the signature for him, he
effectively admitted that it was not his intent to require Claveria’s
personal presence before him. The Notarial Law mandates that
a notary public shall not perform a notarial act if the person
involved as a signatory to the instrument is not in his presence
personally at the time of notarization.

The Board of Governors adopted the findings of the IBP
Commissioner, but modified the recommendation in Resolution
No. XVIII-2009-17, to wit:

RESOLVED to ADOPT and APPROVE, as it is hereby ADOPTED
and APPROVED, with modification, the Report and Recommendation
of the Investigating Commissioner of the above-entitled case, herein
made part of this Resolution [as] Annex “A”; and, finding the
recommendation fully supported by the evidence on record and the
applicable laws and rules, and for performing a notarial act without
requiring the personal appearance of the person involved as signatory
to the document at the time of the notarization, Atty. Archie S. Baribar
is hereby SUSPENDED from the practice of law for one (1) year
and DISQUALIFICATION from being commissioned as notary public
for two (2) years.’

SId. at 1.
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Baribar moved for the reconsideration of the above decision,
but the same was denied. Resolution No. XX-2012-619 reads:

RESOLVED to unanimously DENY Respondent’s Motion for
Reconsideration there being no cogent reason to reverse the findings
of the Commission and it being a mere reiteration of the matters
which had already been threshed out and taken into consideration.
Thus, Resolution No. XVIII-2009-17 dated February 19, 2009 is hereby
AFFIRMED.

The Court’s Ruling

The Court agrees with the recommendation of the IBP Board
of Governors.

In this case, the Bureau of Immigration certified that Claveria
departed from the Philippines on April 27, 2005, and that his
name did not appear in its database file of Arrival from April
28, 2005 to October 17, 2005.° Baribar also readily admits that
Claveria was not present when he notarized the Motion for
Reconsideration on September 19, 2005. He explained that he
asked the other two affiants, Akol and Labrador, to obtain
Claveria’s signature. He notarized the signed verification he
received as he personally knew Claveria and was familiar with
his signature.

Notarization is not an empty, meaningless, or routinary act.
It is impressed with substantial public interest, and only those
who are qualified or authorized may act as such. It is not a
purposeless ministerial act of acknowledging documents executed
by parties who are willing to pay fees for notarization.’
Notarization of documents ensures the authenticity and reliability
of a document. Notarization of a private document converts
such document into a public one, and renders it admissible in
court without further proof of its authenticity. Courts,
administrative agencies and the public at large must be able

® Rollo, Vol. 1, pp. 56, 58.
7 Sappayani v. Gasmen, 768 Phil. 1, 8 (2015).
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to rely upon the acknowledgment executed by a notary public
and appended to a private instrument.?

A notary public should not notarize a document unless the
persons who signed the same are the very same persons who
executed and personally appeared before him to attest to the
contents and truth of what are stated therein.’ It is his duty to
demand that the document presented to him for notarization be
signed in his presence.!® The purpose of the requirement of
personal appearance by the acknowledging party before the
notary public is to enable the latter to verify the genuineness
of the signature of the former. It may be added, too, that only
by such personal appearance may the notary public be able to
ascertain from the acknowledging party himself that the
instrument or document is his own free act and deed."!

The 2004 Rules on Notarial Practice stresses the necessity
of the affiant’s personal appearance before the notary public.
Rule II, Section 1 and Rule IV, Section 2 (b) provide:

SECTION 1. Acknowledgment. — “Acknowledgment” refers to an
act in which an individual on a single occasion:

(a) appears in person before the notary public and presents an
integrally complete instrument or document;

(b) is attested to be personally known to the notary public or
identified by the notary public through competent evidence of
identity as defined by these Rules; and

(c) represents to the notary public that the signature on the instrument
or document was voluntarily affixed by him for the purposes stated
in the instrument or document, declares that he has executed the
instrument or document as his free and voluntary act and deed, and,
if he acts in a particular representative capacity, that he has the authority
to sign in that capacity. (Emphasis supplied)

8 Spouses Anudon v. Atry. Cefra, 753 Phil. 421, 428 (2015).
°1Id.

10 Spouses Domingo v. Reed, 513 Phil. 339, 350 (2005).

' Flores v. Atry. Chua, 366 Phil. 132, 152 (1999).
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X X X X X X X X X
SEC. 2. Prohibitions. — . . .

(b) A person shall not perform a notarial act if the person involved
as signatory to the instrument or document —

(1) is not in the notary’s presence personally at the
time of the notarization; and

(2) is not personally known to the notary public or otherwise
identified by the notary public through competent evidence
of identity as defined by these Rules.

The responsibility to faithfully observe and respect the legal
solemnity of the oath in an acknowledgment or jurat is more
pronounced when the notary public is a lawyer because of his
solemn oath under the Code of Professional Responsibility to
obey the laws and to do no falsehood or consent to the doing of
any. Lawyers commissioned as notaries public are mandated to
discharge with fidelity the duties of their offices, such duties
being dictated by public policy and impressed with public interest.!'?

As a lawyer, Baribar is expected at all times to uphold the
integrity and dignity of the legal profession and refrain from
any act or omission which might lessen the trust and confidence
reposed by the public in the integrity of the legal profession.

As to the penalty, Baribar alleges in his Supplication dated
June 24, 2009 that his penalty was grossly disproportionate
and inequitable. He cites the 1995 case of Gamido v. New Bilibid
Prisons (NBP) Officials'3 where the Court imposed a fine of
Five Thousand Pesos (£5,000.00) to the lawyer who notarized
the jurat in the verification of the petition in the absence of his
client who was then an inmate in the NBP and thus was unable
to sign before him.

Jurisprudence provides that a notary public who fails to
discharge his duties as such is meted out the following penalties:
(1) revocation of notarial commission; (2) disqualification from

12 Agbulos v. Atty. Viray, 704 Phil. 1, 9 (2013).
13312 Phil. 100, 106 (1995).
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being commissioned as notary public; and (3) suspension from
the practice of law — the terms of which vary based on the
circumstances of each case.'* In this case, the IBP Commissioner
recommended the penalty of reprimand and prohibition from
being commissioned as notary public for three (3) years. The
Board of Governors, however, modified the penalty imposing
one year of suspension from the practice of law and
disqualification from being commissioned as notary public for
two (2) years.

There are instances where the Court imposed the penalty of
revocation of notarial commission and disqualification from
being commissioned for one year. In Villarin v. Atty. Sabate,
Jr.,'” the Court suspended respondent’s commission as a notary
public for one year for notarizing the Verification of the Motion
to Dismiss with Answer when three of the affiants thereof were
not before him and for notarizing the same instrument of which
he was one of the signatories. In Coquia v. Atty. Laforteza,'
the Court revoked respondent’s notarial commission and
disqualified him from being commissioned as a notary public
for a period of one year for notarizing a pre-signed subject
document presented to him and failing to personally verify the
identity of all parties who purportedly signed the subject
documents as he merely relied upon the assurance of Luzviminda
that her companions are the actual signatories to the said
documents.

In this case, Baribar asked Akol and Labrador to acquire
Claveria’s signature in the Verification of the Motion for
Reconsideration and subsequently notarized the pre-signed
document upon receiving it. We agree with the IBP Commissioner
that Baribar did not intend to require Claveria’s personal
appearance before him. It is also noted that he admitted that in
another notarized document, he merely relied on the assurances
of his clients’ leaders that the others who were unable to present

4 Sappayani v. Gasmen, supra note 7, at 9.
15382 Phil. 1, 7 (2000).
16 A.C. No. 9364, February 8, 2017.
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competent evidence of identity were the actual signatories of
the document.

Clearly, Baribar failed to exercise due diligence in upholding
his duty as a notary public. His acts also show his offhand
disregard of the Notarial rules as to requiring the personal
presence of the affiants and the presentation of competent
evidence of identity. He must now accept the commensurate
consequences of his professional indiscretion. To deter further
violations, the Court deems it proper to impose the penalty of
suspension from the practice of law for one (1) year, revocation
of incumbent commission as a notary public, if any, and
disqualification from being commissioned as a notary public
for a period of two (2) years.

WHEREFORE, the Court finds respondent Atty. Archie S.
Baribar GUILTY of breach of the 2004 Rules on Notarial
Practice and the Code of Professional Responsibility.
Accordingly, the Court SUSPENDS him from the practice of
law for one (1) year; REVOKES his incumbent commission,
if any; and PROHIBITS him from being commissioned as a
notary public for two (2) years, effective immediately. He is
WARNED that a repetition of the same or similar acts in the
future shall be dealt with more severely.

Let all the courts, through the Office of the Court
Administrator, as well as the IBP and the Office of the Bar
Confidant, be notified of this Decision and be it entered into
respondent’s personal record.

SO ORDERED.

Carpio” (Chairperson), Perlas-Bernabe, Caguioa, and Reyes,
Jr., JJ., concur.

* Acting Chief Justice per Special Order No. 2539 dated February 28,
2018.
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SECOND DIVISION
[G.R. No. 189803. March 14, 2018]

REPUBLIC OF THE PHILIPPINES, represented by the
DIRECTOR of the LAND MANAGEMENT BUREAU
(LMB), petitioner, vs. FILEMON SAROMO, respondent.

SYLLABUS

1. REMEDIAL LAW; CIVIL PROCEDURE; APPEALS;
PETITIONS TO REVIEW DECISIONS OF THE COURT
OF APPEALS; LIMITED ONLY TO QUESTIONS OF
LAW; EXCEPTIONS.— As a rule, the factual findings of
the CA affirming those of the trial court are final and conclusive,
and they cannot be reviewed by the Court which has jurisdiction
to rule only on questions of law in petitions to review decisions
of the CA filed before the Court, save only in the following
circumstances: (1) when the factual conclusion is a finding
grounded entirely on speculations, surmises and conjectures;
(2) when the inference is manifestly mistaken, absurd or
impossible; (3) when there is grave abuse of discretion; (4)
when the judgment is based on a misapprehension of facts; (5)
when the findings of fact are conflicting; (6) when the CA went
beyond the issues of the case in making its findings, which are
further contrary to the admissions of both the appellant and
the appellee; (7) when the CA’s findings are contrary to those
of the trial court; (8) when the conclusions do not cite the specific
evidence on which they are based; (9) when the facts set forth
in the petition as well as in the petitioner’s main and reply
briefs are not disputed by the respondents; (10) when the CA’s
findings of fact, supposedly premised on the absence of evidence,
are contradicted by the evidence on record; or (11) when the
CA manifestly overlooked certain relevant facts not disputed
by the parties, which, if properly considered, would justify a
different conclusion. Thus, for the Court to review the factual
findings of the courts below, any of these exceptions must be
present in this case.

2. CIVIL LAW; COMMONWEALTH ACT NO. 141 (THE
PUBLIC LAND ACT); PUBLIC FOREST LANDS; AN
OFFICIAL PROCLAMATION RELEASING THE LAND
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CLASSIFIED AS PUBLIC FOREST LAND IS REQUIRED
FOR IT TO FORM PART OF THE DISPOSABLE
AGRICULTURAL LANDS OF THE PUBLIC DOMAIN.—
[TThere may be indications that the concerned area may be subject
to special rules or guidelines for its management and protection;
but, it does not follow that as a marine reserve, the area is
automatically inalienable and non-disposable. x x x [T]he
presidential declaration that the whole of the Batangas coastline
is a tourist zone and marine reserve is not sufficient to prove
that the subject land is inalienable and non-disposable.
Unfortunately, the very survey plan that Saromo submitted to
the then Bureau of Lands as basis for his application for free
patent and its approval contains a notation that the subject land
is “inside unclassified public forest land.” x x x [T]estimonial
evidence on the physical layout or condition of the subject land
— that it was planted with coconut trees and beach houses had
been constructed thereon — are not conclusive on the
classification of the subject land as alienable agricultural land.
Rather, it is the official proclamation releasing the land
classified as public forest land to form part of disposable
agricultural lands of the public domain that is definitive.
Such official proclamation, if there is any, is conspicuously
missing in the instant case. The term “unclassified land” is
likewise a legal classification and a positive act is required to
declassify inalienable public land into disposable agricultural
land. x x x Without the official declaration that the subject
land is alienable and disposable or proof of its declassification
into disposable agricultural land, the ‘“unclassified public
forest land’s” legal classification of the subject land remains.

3. ID.; ID.; FREE PATENTS; AN INALIENABLE AND NON-
DISPOSABLE LAND CANNOT BE THE SUBJECT OF A
FREE PATENT APPLICATION BECAUSE ONLY
AGRICULTURAL PUBLIC LANDS SUBJECT TO
DISPOSITION CAN BE THE SUBJECT OF FREE
PATENTS.— The Republic has adduced compelling evidence,
which were not contradicted by Saromo, that the subject land
was inalienable and non-disposable at the time of his application.
x x X [I]t is clear that when Plan Psu-4A-004479 surveyed in
the name of Saromo was verified and plotted by the Forest
Management Service in the corresponding land classification
map, it falls on Project No. 38-A, Block C, of the Land
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Classification (LC) Map No. 3276 (Exh. “L”) certified on June
29, 1987, which is forest land (permanent forest) within the
foreshore area of Calatagan, Batangas. In addition, LC Map
No. 3342 (Exh. “M”) was presented to prove that as of October
10, 1984, the whole of Calatagan, Batangas was unclassified
public forest and that there was no land classification certified
or declared prior to 1984 covering the subject land. Engr.
Calubayan explained the reference to the LC Map of Calatagan,
Batangas as warranted by the technical data found in the survey
plan prepared by Engr. Guevara for Saromo such that when
the said data are projected, they fall within the LC Map of
Calatagan, Batangas. In fine, the Republic presented credible
evidence to show that the subject land remains within unclassified
forest land, which conforms with the NOTE in the survey plan
for Saromo. The subject land, is therefore, inalienable and non-
disposable and could not have been the valid subject of a free
patent application because only agricultural public lands subject
to disposition can be the subject of free patents.

4. ID.; ID.; ID.; THE VALIDITY OF A FREE PATENT CANNOT
BE AFFIRMED BASED ON THE MERE PRESUMPTION
OF REGULARITY IN THE PERFORMANCE OF
OFFICIAL DUTIES WHEN THERE ARE DISCREPANCIES
IN THE DOCUMENTS RELATIVE TO THE FREE
PATENT APPLICATION.— The presumption of regularity
in the performance of official duties in the processing and
approval of Saromo’s free patent has been controverted by the
evidence presented by the Republic. Also, the evidence presented
by Saromo put in serious doubt the regularity in the processing
and approval of his free patent. The survey plan in question
includes a NOTE that the subject land is within “unclassified
public forest land.” The investigator and verifier of the then
Bureau of Lands, who processed Saromo’s application, did not
present any land classification map that would negate such
NOTE. Also, as testified to by Engr. Calubayan, the investigation
report of Aguilar mentioned that the land applied for is inside
agricultural land under proposed project No. 31, LC Map 225
(Exh. “26” as corrected) but LC Map 225 is for Sibulan, Negros
Oriental. LC Map 718 mentioned in the Survey Authority (Exh.
“25” as corrected) refers to Taal, Batangas. Even Saromo himself
contradicted the investigation report of Aguilar which indicated
that “[t]he occupation and cultivation of the applicant [Saromo],
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as far as [Aguilar has] been able to ascertain date from 1944”
and the subject land was “first occupied and cultivated by Filemon
Saromo in 1944.” His very Application for Free Patent (Exh.”2"),
which is under oath, contained untrue information, as confirmed
by him, although he attributed the incorrectness to clerical error.
Since the year “1944” appears in both his Application for Free
Patent and in the investigation report of Aguilar, the error can
no longer be categorized as clerical. Rather, an intention to
mislead or make a false representation is evident. X X X Saromo
could not have first occupied the subject land in 1944 as indicated
in his sworn Application for Free Patent and in the investigation
report, because he bought the subject land in 1967 at the earliest
or 1969 at the latest, and he was then 44 or 46 years old. Given
the foregoing discrepancies in the documents relative to Saromo’s
free patent application, the processing and approval of his free
patent were far from regular. Thus, the validity of his free patent
cannot be affirmed based on the mere presumption of regularity
in the performance of official duties.

5. REMEDIAL LAW; ACTIONS; REVERSION; PROPER
WHEN THE GOVERNMENT OFFICIALS CONCERNED
IN THE PROCESSING AND APPROVAL OF THE FREE
PATENT APPLICATION ERRED IN GRANTING THE
FREE PATENT OVER UNCLASSIFIED PUBLIC FOREST
LAND WHICH CANNOT BE REGISTERED UNDER THE
TORRENS SYSTEM.— [T]here are several discrepancies in
the documents relative to Saromo’s free patent application, which
indicate incorrect and misleading facts and statements. Taken
together, they can be considered as “false statements” on the
essential conditions for the grant of the free patent in favor of
Saromo, and as such, they ipso facto justify the cancellation of
the free patent and the corresponding Torrens certificate of
title issued to him. x x x Since, at the very least, the government
officials concerned in the processing and approval of Saromo’s
free patent application erred or were mistaken in granting a
free patent over unclassified public forest land, which could
not be registered under the Torrens system and over which the
Director of Lands had no jurisdiction, the free patent issued to
Saromo ought to be cancelled. In the same vein, the Torrens
title issued pursuant to the invalid free patent should likewise
be cancelled. Since the reversion of the subject land to the State
is in order, needless to say that the Regalian doctrine has been
accordingly applied in the resolution of this case.
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APPEARANCES OF COUNSEL

Office of the Solicitor General for petitioner.
Balita & Associates Law Office for respondent.

DECISION
CAGUIOA, J.:

Before the Court is a petition for review on certiorari'
(Petition) under Rule 45 of the Rules of Court assailing the
Decision? dated June 30, 2009 (Decision) of the Court of Appeals?
(CA) in CA-G.R. CV. No. 87801, denying the appeal of the
petitioner Republic of the Philippines (Republic) and affirming
the Decision* dated October 24, 2005 of the Regional Trial Court
of Balayan, Batangas, Branch 9 (RTC) in Civil Case No. 3929.
The RTC Decision dismissed the reversion and cancellation of
title complaint filed by the Republic against respondent Filemon
Saromo (Saromo). The Petition also assails the Resolution® dated
October 12, 2009 of the CA denying the motion for
reconsideration filed by the Republic.

The Facts and Antecedent Proceedings

As culled from the CA Decision, the facts are as follows:

On September 25, 1980, Geodetic Engineer Francisco C. Guevarra
surveyed the land subject of this case for x x x Filemon Saromo.
Engineer Guevarra then prepared Survey Plan No. PSU-4-A-004479
(Exhibit “A”). At the bottom left hand portion of the plan is a NOTE

' Rollo, pp. 9-62, excluding Annexes.

2 Id. at 64-76. Penned by Associate Justice Pampio A. Abarintos, with
Associate Justices Amelita G. Tolentino and Sixto C. Marella, Jr. concurring.

3 Special Twelfth Division.
4 Rollo, pp. 79-97. Penned by Vice-Executive Judge Elihu A. Ybafiez.
> Id. at 78 to 78-A.
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that states: “This survey is formerly a portion of China Sea. This
survey is inside unclassified public forest land and is apparently
inside the area covered by Proclamation No. 1801 dated November
10, 1978. This survey is within 100.00 meters strip along the shore
line. This survey was endorsed by the District Land Officer D.L.O.
No. (IV-A-1), Batangas City dated December 11, 1980.” The survey
plan of the subject lot includes the salvage zone.

On September 30, 1980, Survey Plan No. PSU-4-A-004479 was
submitted to Region IV-A for approval.

On December 11, 1980, the survey plan was endorsed by the District
Land Officer, Batangas City and on the following day, December
12, 1980, the plan was approved by Flor U. Pelayo, Officer-in-Charge.

On December 24, 1980, Saromo, then fifty [50] years old, executed
an Application for Free Patent (Exh. “N”), covering the subject
property, which he filed with the Bureau of Lands, District Land
Office No. IV-A-1 in Batangas City. The application stated among
others that the land is an agricultural public land covered by Survey
No. PSU-4-A-004479, containing an area of forty five thousand eight
hundred eight (45,808) square meters and that Saromo first occupied
and cultivated the land by himself in 1944 (Exh. “N-2” and. “N-3”).

X XX X X X X X X

On the same date, Saromo executed an affidavit (Exh. “4”), stating
that he is the holder of Free Patent Application No. (IV-A-1) 15603
and that he holds himself responsible for any liability, whether civil
and/or criminal that may arise if the land has already been adjudicated
as private property and/or the corresponding certificate of title had
in fact been issued and for any statement he had made therein that
may be found untrue or false.

On January 24, 1981, Saromo executed an affidavit (Exh. [“]3[*])
in support of a Notice of Application for Free Patent stating that
said Notice of Application for Free Patent (which was not signed by
the Director of Lands) was posted on the bulletin board of the barrio
where the land is situated and at the door of the municipal building
on December 24, 1980 until the 24™ day of January 1981.

On March 4, 1981, Alberto A. Aguilar executed an investigation
report (Exh. “P”) stating that on January 14, 1981, he went to and
examined the land applied for by Saromo; that the land applied for
is inside agricultural area under proposed Project No. 31 LC Map 225.
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While the certified true copy of said investigation report submitted
by the Republic mentions “LC Map 2257, the xerox copy of the same
investigation report offered in evidence by Saromo as “Exhibit 267,
contains an insertion of the number [“]#235” above the words LC
Map 225.

On May 18, 1981, Jaime Juanillo, District Land Officer, issued
an Order (Exh. “O”) approving the application for free patent of
Saromo and ordering the issuance of Patent No. 17522 in his favor.
The Order stated that the land applied for has been classified as
alienable and disposable; the investigation conducted by Land
Investigation/Inspector Alberto A. Aguilar revealed that the land
applied for has been occupied and cultivated by the applicant himself
and/or his predecessors[-]in[-]interest since July 4, 1926 or prior
thereto.

On May 26, 1981, Original Certificate of Title No. P-331 (Exh.
“C”) was issued in the name of Filemon Saromo by Deputy Register
of Deeds for the Province of Batangas, Gregorio C. Sembrano.

On October 16, 1981, a certain Luis Mendoza filed with the Bureau
of Lands a protest against the Free Patent awarded to Saromo. The
investigation was not terminated because of the resignation of the
investigator from the Bureau and his departure for the United States.
(Exh. “B”; p. 21, TSN, Aprill5, 2002, Atty. Rogelio Mandar)

On September 6, 1999, the Director of Lands issued Special Order
No. 99-99 creating an investigation team headed by Atty. Rogelio
C. Mandar to verify and determine the legality of the issuance of
Free Patent No. 17522, now OCT No. P-331, in the name of Saromo
covering the subject parcel of land identified as Lot No. 3, Plan PSU-
4-A-004479, containing an area of forty five thousand eight hundred
eight (45,808) square meters (Exhs. “B”; pp. 6-7, TSN, April 15,
2002, Atty. Mandar). The investigation team found from the documents
gathered that:

a) the subject lot covered by Free Patent No. 17522 in the
name of Saromo, identified and described under Plan PSU-4-
A-004479, was not alienable and disposable at the time of the
issuance thereof, as it was found upon investigation to be “inside
unclassified public forest and covered by Proclamation No. 1801
declaring the whole of Batangas Coastline as tourist zone (Exh.
“B”, p. 2)
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b) the issuance of Free Patent No. 17522 in the name of
Saromo was highly improper and irregular, and Free Patent
No. 17522 and the corresponding OCT N[o]. P-331 issued to
Saromo is null and void ab initio and the land covered must be
reverted to the State. x X x

x X X (O]n September 19, 2001, the Republic filed this case for
Reversion/Cancellation of Title before the [RTC].

[The Republic], in its Complaint, alleged that the subject lot covered
by OCT No. P-331 is inside the unclassified forest [land] and also
inside the area covered by Proclamation No. 1801 dated November
10, 1978 declaring the land as Tourist Zones and Marine Preserve
under the administration and control of the Philippine Tourism Industry.
It further alleged that upon ocular inspection, it was ascertained that
the land is situated along the coastline of Brgy. Balibago and that
since it is part of the shore, it concluded that the subject lot is part
of the public dominion and therefore, cannot be titled in the name
of private person.

On the other hand, (Saromo), in his Answer, denied the allegations
of [the Republic] and countered that the subject land is disposable
and alienable the same being an agricultural land suited for cultivation
and plantation of fruit bearing trees at the time the free patent was
issued to him. He claimed that he is the owner of the subject lot in
fee simple by virtue of OCT No. [P-]331 and Free Patent No. 17522,
which was lawfully issued to him by the Lands Management Bureau
(formerly, Bureau of Lands).®

Ruling of the RTC

The RTC rendered a Decision’ dated October 24, 2005 in
favor of Saromo, the dispositive portion of which states:

WHEREFORE, premises considered, the instant complaint is hereby
DISMISSED for lack of merit.

No pronouncement as to the costs.

SO ORDERED.?

6 1d. at 64-68.
7 Id. at 79-97.
8 1d. at 97.
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The RTC relied heavily on the testimony of Engr. Francisco
Guevara’ (Engr. Guevara), who testified that the note appearing
on the survey plan indicated “past and present annotations”
placed by the office of the Bureau of Lands and that the “land
is no longer a forest land and it belongs to what was alienated
and disposed by the [then] Bureau of Lands and therefore, it is
suited for plantation, cultivation[.]”!°

The RTC also stated that the then Bureau of Lands verified
the truthfulness of the information given by Saromo before it
approved the free patent application; and the fact that the free
patent was issued to Saromo only confirmed his statement in
his application that the subject land was alienable and disposable,
being agricultural land.!" The RTC concluded that the findings
of the field investigator of the then Bureau of Lands as to the
nature of the subject land after conducting his ocular inspection
at the time of the application for free patent should be given
more weight since that is the foremost issue to be considered
by the concerned agency before granting the application for
free patent.'> The RTC found that the Republic failed to overturn
the presumption of regularity in the performance of the official
function of the employee of the then Bureau of Lands who
approved the free patent.'

Regarding the issue that the subject land is covered by
Proclamation No. 1801,' the RTC stated that it “was so explicit
in enumerating the areas covered by the said law and it shows
that the subject property was not one of those listed therein.”"

% Also spelled as Guevarra in some parts of the records.
10 Rollo, p. 93.

"' 1d. at 93-94.

12 1d. at 94.

B d.

4 DECLARING CERTAIN ISLANDS, COVES AND PENINSULAS
IN THE PHILIPPINES AS TOURIST ZONES AND MARINE RESERVE
UNDER THE ADMINISTRATION AND CONTROL OF THE PHILIPPINE
TOURISM AUTHORITY, November 10, 1978.

15 Rollo, p. 95.
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According to the RTC, there is, likewise, nothing in the law
which provides that those covered thereby is inalienable and
non-disposable because the law declares certain islands, coves
and peninsulas in the Philippines as Tourist Zones and Marine
Reserve under the administration and control of the Philippine
Tourism Authority (PTA).!¢

The RTC concluded that the subject land is well within the
purview of a public land which is alienable and disposable,
and the patent title issued to Saromo is not tainted with any
irregularity as claimed by the Republic."”

The Republic filed a motion for reconsideration, which was
opposed by Saromo. The RTC denied the motion in its Resolution
dated April 24, 2006.'

The Republic appealed the RTC Decision to the CA.
Ruling of the CA

The CA in its Decision' dated June 30, 2009 denied the
appeal of the Republic. The dispositive portion thereof states:

IN THE LIGHT OF ALL THE FOREGOING, the appeal is
hereby DENIED. The decision dated 24 October 2005 of the Regional
Trial Court of Balayan, Batangas, Branch 9, in Civil Case No. 3929
is hereby AFFIRMED.

No costs.

SO ORDERED.?

The CA also relied on the testimony of Engr. Guevara, who
was the person who prepared the survey plan referred to above,
to the effect that the subject land is an agricultural land and,

16 See id.

7 1d. at 96-97.
8 1d. at 70.

9 1d. at 64-76.
20 1d. at 76.
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therefore, alienable and disposable.?’ The CA noted the
explanation of Engr. Guevara on the meaning of “unclassified
public forest land” annotated on the survey plan to the effect
that since the subject land is “capable of being cultivated and
planted with trees, vegetables and other plantation done by any
occupants,” it follows that the same is already alienable and
disposable.?? Thus, the CA ruled that the Republic failed to
prove its cause of action by preponderance of evidence.?

The CA further noted that Saromo complied with all the
necessary requirements for the issuance of a free patent and he
relied on the knowledge and expertise of the District Land Office,
which is tasked to manage and issue patents pursuant to existing
laws.?* The CA determined that the Republic failed to prove
the fraud and misrepresentation that Saromo allegedly
committed.?

The Republic filed a motion for reconsideration, which was
opposed by Saromo and denied by the CA in its Resolution
dated October 12, 2009.2°

Hence, the instant Petition. Saromo filed his Comment?’ dated
March 9, 2010.

The Issues
The Petition raises the following issues:

1. Whether the CA erred on a question of law in upholding
that the subject land is alienable and disposable at the time
of issuance of free patent title to Saromo.

2 1d. at 73.

2 1d. at 73-74.

2 1d. at 75.

2 Id. at 74.

% 1d. at 75.

26 Id. at 78 to 78-A.
27 Id. at 204-207.



22 PHILIPPINE REPORTS

Rep. of the Phils. vs. Saromo

2. Whether the CA erred in not applying Section 91 of the
Public Land Act on fraud and misrepresentation and in
disregarding the attendant fraud and misrepresentation of
Saromo in his free patent application.

3. Whether the CA erred in applying the presumption of
regularity in the performance of official duties of the officer
who issued Saromo’s free patent.

4. Whether the principle of Regalian doctrine applies in the
present case.”®

The Court’s Ruling
The Petition is impressed with merit.

While the Republic seeks the reversal of the finding of both
the CA and the RTC that the subject land is alienable and
disposable via a question of law issue, it actually seeks a review
by the Court of their factual findings. The Court cannot make
the legal conclusion that the Republic seeks without a review
of the facts upon which the CA and the RTC based their ruling
that the subject land is alienable and disposable.

As a rule, the factual findings of the CA affirming those of
the trial court are final and conclusive, and they cannot be
reviewed by the Court which has jurisdiction to rule only on
questions of law in petitions to review decisions of the CA
filed before the Court, save only in the following circumstances:
(1) when the factual conclusion is a finding grounded entirely
on speculations, surmises and conjectures; (2) when the inference
is manifestly mistaken, absurd or impossible; (3) when there
is grave abuse of discretion; (4) when the judgment is based
on a misapprehension of facts; (5) when the findings of fact
are conflicting; (6) when the CA went beyond the issues of the
case in making its findings, which are further contrary to the
admissions of both the appellant and the appellee; (7) when
the CA’s findings are contrary to those of the trial court; (8)
when the conclusions do not cite the specific evidence on which

28 1d. at 28.
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they are based; (9) when the facts set forth in the petition as
well as in the petitioner’s main and reply briefs are not disputed
by the respondents; (10) when the CA’s findings of fact,
supposedly premised on the absence of evidence, are contradicted
by the evidence on record;* or (11) when the CA manifestly
overlooked certain relevant facts not disputed by the parties,
which, if properly considered, would justify a different
conclusion.*® Thus, for the Court to review the factual findings
of the courts below, any of these exceptions must be present in
this case.

The subject land is unclassified public
forest land.

From the outset, the Republic argues that Proclamation No.
1801 expressly declared the Batangas Coastline as a tourist
zone; hence, it is a reserved area incapable of alienation and
disposition by private individuals.’!

The Court is not persuaded by this argument of the Republic.

Indeed, Proclamation No. 1801 includes the “Whole of
Batangas Coastline”* as a tourist zone and marine reserve under
the administration and control of the PTA, and the law requires
that: “No development projects or construction for any purposes
shall be introduced within the zones without prior approval of
the President of the Philippines upon recommendation of the
Philippine Tourism Authority.”** However, as correctly observed
by the RTC, there is nothing in the law which provides that the
areas covered thereby are necessarily inalienable and non-
disposable.*

2 Republic v. Sps. Tan, 676 Phil. 337, 351 (2011), citing Philippine
National Oil Company v. Maglasang, 591 Phil. 534, 544-545 (2008).

30 Cov. Vargas, 676 Phil. 463, 471 (2011), citing Development Bank of
the Philippines v. Traders Royal Bank, 642 Phil. 547, 556-557 (2010).

31 Rollo, pp. 30-31.
32 Proclamation No. 1801, No. 1.
33 Proclamation No. 1801.

3 Rollo, p. 95.
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Section 4 of Presidential Decree No. 564°° provides that the
PTA has the purpose of promoting “the development into
integrated resort complexes of selected and well defined
geographic areas with potential tourism value, known otherwise

9

as ‘tourist zones’.

On the other hand, the Tourism Act of 2009 or Republic Act
No. (RA) 9593% defines “Tourism Enterprise Zones” or TEZs
in the following manner:

SEC. 59. Tourism Enterprise Zones.— Any geographic area with
the following characteristics may be designated as a Tourism Enterprise
Zone:

(a) The area is capable of being defined into one contiguous territory;

(b) It has historical and cultural significance, environmental beauty,
or existing or potential integrated leisure facilities within its bounds
or within reasonable distances from it;

(c) It has, or it may have, strategic access through transportation
infrastructure, and reasonable connection with utilities infrastructure
systems;

(d) It is sufficient in size, such that it may be further utilized for
bringing in new investments in tourism establishments and services;
and

(e) Itis in a strategic location such as to catalyze the socioeconomic
development of their neighboring communities.

Under RA 9593, it is the newly created TIEZA (Tourism
Infrastructure and Enterprise Zone Authority) that shall designate
TEZs, upon recommendation of any local government unit (LGU)

35 REVISING THE CHAPTER OF THE PHILIPPINE TOURISM
AUTHORITY CREATED UNDER PRESIDENTIAL DECREE NO. 189,
DATED MAY 11, 1973, October 2, 1974.

3 AN ACT DECLARING A NATIONAL POLICY FOR TOURISM AS
AN ENGINE OF INVESTMENT, EMPLOYMENT, GROWTH AND
NATIONAL DEVELOPMENT, AND STRENGTHENING THE DEPARTMENT
OF TOURISM AND ITS ATTACHED AGENCIES TO EFFECTIVELY
AND EFFICIENTLY IMPLEMENT THAT POLICY, AND APPROPRIATING
FUNDS THEREFOR, May 12, 2009.
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or private entity, or through joint ventures between the public
and the private sectors.?’

From the above descriptions of “tourist zones” and TEZs,
they appear to be the same. But, there is nothing from their
descriptions from which it can be deduced that as tourist zones
or TEZs, they are therefore inalienable and non-disposable.

Proclamation No. 1801 also declares the “Whole of Batangas
Coastline” a marine reserve. As defined: “A Marine Reserve is
an MPA where strict sanctuary conditions are not mandated
for the entire area, but there is still a desire to control access
and activities, such as boating, mooring and various fishing
techniques. It may consist of multiple zones including a sanctuary
area,”® while “[a] Marine Protected Area (MPA) is any specific
marine area that has been reserved by law or other effective
means and is governed by special rules or guidelines to manage
activities and protect the entire, or part of, the enclosed coastal
and marine environment.”*

Based on the above definitions, there may be indications
that the concerned area may be subject to special rules or
guidelines for its management and protection; but, it does not
follow that as a marine reserve, the area is automatically
inalienable and non-disposable.

Given the foregoing, the presidential declaration that the whole
of the Batangas coastline is a tourist zone and marine reserve
is not sufficient to prove that the subject land is inalienable
and non-disposable.

Unfortunately, the very survey plan that Saromo submitted
to the then Bureau of Lands as basis for his application for free

3T RA 9593, Sec. 60.

3 “Increasing the Resilience of Marine Ecosystems: Creating and
Managing Marine Protected Areas in the Philippines” by Karin Post, Marine
Conservation Philippines, <https:/www.marineconservationphilippines.org/
wp-content/uploads/Marine-Protected-Areas-in-the-Philippines.pdf>, p. 6
(last accessed on January 26, 2018).

¥ 4.
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patent and its approval contains a notation that the subject land
is “inside unclassified public forest land.”*’ To recall, the NOTE
appearing at the bottom left hand portion of the Survey Plan
No. PSU-4A-004479 (Exhibit “A”)* prepared by Engr. Guevara
states: “This survey is formerly a portion of China Sea. This
survey is inside unclassified public forest land and is apparently
inside the area cover[ed] by Proclamation No. 1801 dated
Nov[ember] 10, 1978. This survey is within 100.00 meters strip
along the shore line. This survey was indorsed by the District
Land Officer D.L.O. No. (IV-A-1), Batangas City dated
December 11, 1980.7+

As is, the NOTE qualifies as an admission of Saromo under
Section 26, Rule 130 of the Rules of Court, which provides:
“[t]he act, declaration or omission of a party as to a relevant
fact may be given in evidence against him.” The NOTE is an
admission by Saromo that the subject land is “inside unclassified
public forest land.” Thus, unless Saromo is able to rebut in a
clear and convincing manner such admission or declaration, it
will remain as an admission against his interest and binding
upon him.

Saromo presented the testimonies of Engr. Guevara, Alberto
Aguilar (Aguilar) and Engineer Carlito Cabrera (Engr. Cabrera)
to rebut the land classification expressly indicated in the NOTE.

Both the RTC and the CA were convinced of the testimonial
evidence that Saromo adduced, and they relied heavily on the
testimony of Engr. Guevara in arriving at the factual conclusion
that the subject land is agricultural land and, thus, alienable
and disposable. The CA even quoted Engr. Guevara’s testimony
on cross-examination,* to wit:

[Atty. Benjamin C. Asido: (to the witness)]

40 Records (Vol. T), p. 28.
1 1d. at 28-29.
42 Id. at 28; emphasis and underscoring supplied.

4 Rollo, pp. 73-74.
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A

May we ask you again, what you mean by the note, “This
survey is inside unclassified public forest land,” what is the
meaning of that?

It meant that the place was already alienable and disposable
as classified by the Bureau of Forestry and if there are any
improvements such as grasses, they really reflect as
unclassified forest. But then, this is capable o[f] being
cultivated and planted with trees, vegetables and other
plantation done by any occupants, sir.

In other words, what you are saying is, is that the meaning
of inside unclassified public forest is that it is already alienable
and disposable, is that what you mean?

Yes, sir.*

Aside from the foregoing explanation, Engr. Guevara
commented on the significance of the said NOTE during his
direct examination, to wit:

[Atty. Paciano B. Balita (to witness)]

Q

A

In your plan, there is a note, what is the significance of that
note, if any?

In the note it is placed here that all corners not otherwise
described PLS are cyl. concrete monuments 15x60 cm, and
the others were planted PS cyl. concrete monuments 15x60
and these comers are formerly a portion of China sea and
this survey is inside unclassified public forest land and is
apparently inside the area covered by Proclamation No. 1801
dated November 10, 1978 and all the survey is within 100
meters strip along the shoreline and this survey was indorsed
by the district land officer D.L.O. Bo. (IV-A1), Batangas
City dated December 11, 1980. These are the notes placed
by the office of the Bureau of Lands, indicating that all these
are past and present annotations in the place, sir.*

The CA also stated: “And his testimony on the meaning of ‘unclassified
public forest land” was not rebutted by the [Republic].”*¢

4 TSN, February 23, 2004, p. 23.
4 1d. at 18-19.
4 Rollo, p. 74.
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The CA further mentioned the testimony of Aguilar, who
was the investigator of the District Land Office of the then
Bureau of Lands in Batangas City and conducted an ocular
inspection of the subject land during the processing of Saromo’s
free patent application. Aside from identifying his investigation
report*’ and the order of approval of Saromo’s application,*
Aguilar merely made a conclusion when asked as to the “physical
feature” of the land, to wit:

[Atty. Paciano B. Balita (to the witness)]

Q  Youmade areport. Now, during your inspection, would you
tell the Court what actually was the physical feature of the
land?

A Theland being applied for free-patent is agricultural in nature,
sir.¥?

As reflected in his investigation report, the improvements in

the land consisted of “coconuts” and that “the land applied for

is inside Agricultural area under proposed project No. 31 L.C.

map 225.7%°

Engr. Cabrera, a geodetic engineer, who was assigned as a
final verifier of the Chief Survey Division of the then Bureau
of Lands and conducted a verification survey, testified as well
on the “physical feature or condition” of the subject land in
this manner:

[Atty. Paciano B. Balita (to the witness)]

Q  Would you be able to tell the Honorable Court, actually the
physical feature or condition of this property subject of this
suit?

47 Exh. “26” (as corrected), formerly marked Exh. “15”, records (Vol.
1), pp. 415-417.

48 Exh. “16”, id. at 402.
49 TSN, September 13, 2004, p. 8.
30 With “235” written above 225. Exh. “26”, supra note 47, at 415.
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A That is agricultural in nature because there was an
improvement thereon; planted with coconut trees, beach
houses, sir.

Q It is not a forest land or timber land?

A No, sir.>!

Both the RTC and the CA erred in unduly relying on the
testimony of Engr. Guevara because his observation as to the
physical features of the subject land is not conclusive to remove
the subject land from its “unclassified forest land” classification
and overturn the NOTE that the area he surveyed was “inside
unclassified public forest land.” Similarly, the testimonies of
Engr. Guevara, Aguilar and Engr. Cabrera on their observations
as to the physical features of the subject land during their ocular
inspection are not clear and convincing proof that the subject
land is alienable and disposable.

As the Court held in The Secretary of the Department of
Environment and Natural Resources v. Yap,”? forest land of
the public domain in the context of both the Public Land Act
and the Constitution is a classification descriptive of its legal
nature or status and does not have to be descriptive of what the
land looks like, viz.:

Forests, in the context of both the Public Land Act and the
Constitution® classifying lands of the public domain into “agricultural,
forest or timber, mineral lands and national parks,” do not necessarily
refer to large tracts of wooded land or expanses covered by dense
growths of trees and underbrushes.’® The discussion in Heirs of
Amunategui v. Director of Forestry®® is particularly instructive:

5L TSN, September 13, 2004, p. 18.
52 589 Phil. 156 (2008).

33 CONSTITUTION (1987), Art. XII, Sec. 3; CONSTITUTION (1973),
Art. XIV, Sec. 10, as amended; and CONSTITUTION (1935), Art. XIII,
Sec. 1.

3% Republic v. Naguiat, 515 Phil. 560, 564 (2006).
55211 Phil. 260 (1983).



30 PHILIPPINE REPORTS

Rep. of the Phils. vs. Saromo

A forested area classified as forest land of the public domain
does not lose such classification simply because loggers or settlers
have stripped it of its forest cover. Parcels of land classified as
forest land may actually be covered with grass or planted to
crops by kaingin cultivators or other farmers. “Forest lands”
do not have to be on mountains or in out of the way places.
Swampy areas covered by mangrove trees, nipa palms, and other
trees growing in brackish or sea water may also be classified
as forest land. The classification is descriptive of its legal
nature or status and does not have to be descriptive of what
the land actually looks like. Unless and until the land classified
as “forest” is released in an official proclamation to that effect
so that it may form part of the disposable agricultural lands of
the public domain, the rules on confirmation of imperfect title
do not apply.>® (Emphasis supplied)

There is a big difference between “forest” as defined in a dictionary
and “forest or timber land” as a classification of lands of the public
domain as appearing in our statutes. One is descriptive of what appears
on the land while the other is a legal status, a classification for legal
purposes.’’ At any rate, the Court is tasked to determine the legal
status of Boracay Island, and not look into its physical layout. Hence,
even if its forest cover has been replaced by beach resorts, restaurants
and other commercial establishments, it has not been automatically
converted from public forest to alienable agricultural land.>®

From the foregoing, testimonial evidence on the physical
layout or condition of the subject land—that it was planted
with coconut trees and beach houses had been constructed thereon
— are not conclusive on the classification of the subject land
as alienable agricultural land. Rather, it is the official
proclamation releasing the land classified as public forest
land to form part of disposable agricultural lands of the
public domain that is definitive. Such official proclamation,
if there is any, is conspicuously missing in the instant case.

36 Id. at 265.
5T Republic v. Court of Appeals, 238 Phil. 475, 482 (1987).

38 The Secretary of the Department of Environment and Natural Resources
v. Yap, supra note 52, at 191-192.
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The term “unclassified land” is likewise a legal classification
and a positive act is required to declassify inalienable public
land into disposable agricultural land. The Court in Heirs of
the late Sps. Palanca v. Republic® observed that:

While it is true that the land classification map does not categorically
state that the islands are public forests, the fact that they were
unclassified lands leads to the same result. In the absence of the
classification as mineral or timber land, the land remains unclassified
land until released and rendered open to disposition.®® When the
property is still unclassified, whatever possession applicants may
have had, and however long, still cannot ripen into private ownership.5!
This is because, pursuant to Constitutional precepts, all lands of the
public domain belong to the State, and the State is the source of any
asserted right to ownership in such lands and is charged with the
conservation of such patrimony.®?> Thus, the Court has emphasized
the need to show in registration proceedings that the government,
through a positive act, has declassified inalienable public land into
disposable land for agricultural or other purposes.5

Given the foregoing, the misapprehension of the “facts” as
adduced by Saromo through the foregoing testimonial evidence
warrants the review by the Court of the findings of fact of both
the CA and the RTC. Without the official declaration that
the subject land is alienable and disposable or proof of its
declassification into disposable agricultural land, the
“unclassified public forest land’s” legal classification of the

subject land remains.

9 531 Phil. 602, 616-617 (2006).

0 Director of Lands v. IAC, 292 Phil. 341, 352 (1993), citing Yngson v.
Sec. of Agriculture and Natural Resources, 208 Phil. 374, 379 (1983); Republic
v. CA, 188 Phil. 142 (1980).

! Director of Lands v. CA, 214 Phil. 606, 610 (1984); Adorable v. Director
of Forestry, 107 Phil. 401, 404 (1960); Republic v. CA, 178 Phil. 530, 537
(1979).

62 Director of Lands v. CA, id. at 609.
83 Director of Lands v. IAC, supra note 60, at 350.
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Engr. Guevara even admitted that the NOTE in his survey
plan indicated “past and present annotations” placed by the
“office of the Bureau of Lands.” This is confirmation of the
land classification status of the subject land as “unclassified
public forest land” and such remained even at the time when
he executed the survey plan. Otherwise, the NOTE should have
contained a further annotation that said classification had been
changed. Also, Engr. Guevara did not present and testify on
the applicable land classification map that would corroborate
his finding that the subject land was already disposable
agricultural land.

In addition to the exception that the judgments of the courts
below are based on misapprehension of facts, the other exception
that is applicable in this case is when the findings of fact are
contradicted by the evidence on record.

The Republic has adduced compelling evidence, which were
not contradicted by Saromo, that the subject land was inalienable
and non-disposable at the time of his application.

The Republic presented as witness Leonito D. Calubayan
(Engr. Calubayan), a geodetic engineer and Community Environment
Resources Officer of Calaca, Batangas of the Department of
Environment and Natural Resources, who testified as follows:

[Atty. Benjamin C. Asido (to witness)]

Q  Sometime in July 2002, did you receive a letter request [from]
one Atty. Benjamin Asido in relation to this complaint in
this particular case?

A Yes, sir.
X X X X X X X X X

Q Do you have [the] letter request of Atty. Asido?
X X X X X X X X X

A Yes, it is on file, sir.

ASIDO:

Q  May I have that record?



VOL. 828, MARCH 14, 2018 33

Rep. of the Phils. vs. Saromo

INTERPRETER:

Witness showing a letter request addressed to CENRO Officer
dated July 10, 2002.

ASIDO:

May I make [of] record, your Honor, that the letter
request be marked as Exhibit “1”. A letter request dated July
10, 2002 requesting the CENRO Officer to certify whether
or not the land subject of this case is alienable or disposable.

)

What action, if any, did you take on the letter request?

A It is a standard operating procedure that whenever
communication of this nature has been received by our office,
I used to forward this to our Chief of Forestry, the Chief of
Forest Management Service, sir.

Q  What action, if any, did your Chief of Management Service
take?

A Well, as requested in the request, the office through the Chief
of Forest Management Service prepared a certification, sir.

Q  May I have that Certification?
A (Witness showing a Certification dated October 9, 2002)
ASIDO:

May I request, your Honor, that this Certification
prepared by Pedro Caringal, Jr. be marked as Exhibit “J”.

X X X X X X X X X
ASIDO:

Q  Inthis Certification marked as Exhibit “J”, you stated under
paragraph 1 and I quote: “Plan PSU-4A-004479 surveyed
in the name of Filemon Saromo covered by Original Certificate
of Title No. P-331 with an area of 4.5 hectares more or less
in the Municipality of Calatagan, Batangas,” do you have
that plan with you now? Plan PSU-4A-004479?

A Thave the copy of that plan, sir. This is the copy of the plan
on record, sir.

(Witness showing a plan of the land surveyed for Filemon Saromo)
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> o > RO

)

X XX X X X X X X

Under paragraph 1 of this Certification, Exhibit “J”, you
stated that the area covered by OCT No. P-331 is within the
foreshore area of the Municipality of Calatagan?

Yes, sir, because the approved plan of PSU-4A-004479 was
projected and verified against [sheet] 5 of 9 sheets land
classification map number, in short, under LC Map 3276
verified on June 29, 1987, sir.

Do you have that LC map with you?
Yes, sir.
May I have that LC Map?

This is the LC Map that Iam referring to (Witness showing
LC Map 3276)

Will you please indicate in your report the land subject of
this case in the LC Map 32767

This is the area where the subject PSU Plan falls when verified
and plotted in the LC Map. It falls on Project No. 38-A,
Block C, which states that it is forest land (permanent forest)
with an area of 38.8 hectares the overall area of the project
where that PSU falls, sir.

ASIDO:

May we request that the LC Map be marked as Exhibit
“L” for the plaintiff and area indicated by the witness subject
of this case be marked as Exhibit “L-1", your Honor.

X X X X X X X X X

ASIDO:

We [request] that the investigation report relative
to the application for Free Patent [of Saromo] be marked as
Exhibit “P”, your Honor.

X XX X XX X X X

Now in this Investigation Report under paragraph 7 it states
that the land is not inside agricultural area LC Map No. 225,
do you have this LC Map 225?
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A Thave with me the record of LC Map 225 (Witness showing
LC Map 225)

Q  Is this LC Map for the Province of Batangas?

A It says here, it is Sibulan, sir.

Q Where is Sibulan?

A May I see the map, sir. According to this LC [Map] 225, it
appears that it covers the Municipality of Sibulan, Negros
Oriental.

ASIDO:

May we request, your Honor, that the LC Map No.
225 be marked as an evidence as Exhibit “Q” and the
Municipality of Sibulan, Negros Oriental be marked as Exhibit
“Q-17, your Honor.

May we request that paragraph 7 of the investigation
report be marked as Exhibit “P-1”, your Honor.

Q Also this LC Map, it made mention [of] Project No. 31. Do
you have that map?

A This LC 718, there is written project No. 31 but this
subdivision, the Municipality ofTaal, sir.

Q Where is that?

A This is also in Batangas, sir.

Q  How far is Barrio Balibago from Taal?

A It is so far away, Taal and Balibago, sir.

ASIDO:

May we request, your Honor, that Project No. 31 be marked
as Exhibit “R”, your Honor.%

On cross-examination, Engr. Calubayan explained that based
on the projection of the survey plan for Saromo, it is within
the Municipality of Calatagan despite the indication in OCT

64 TSN, March 10, 2003, pp. 5-16, 26-29; underscoring and emphasis

supplied.
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No. P-331 issued to Saromo that it is in Balibago, Lian, Batangas,

to wit:

[Atty. Paciano B. Balita (to witness)]

Q

A

)

)

Did you see before that the property, subject of this suit, is
located at Calatagan, Batangas?

According to our findings, when the property in question
was projected, the foreshore area is within the Municipality
of Calatagan, sir.

What is the basis of your findings?

Based on our projection with the land classification map, it
appears that it falls within the foreshore area of the
Municipality of Calatagan. There is a technical data. The
land classification map has a latitude and longtitude. The
land in question is also provided with that geographic
coordinate so we computed that, so by means of that
coordinate, we can project on the land classification map
where the property could be located or could fall, sir.

So, your basis was a technical data?
Yes, sir.
X X X X X X X X X

The torrens title of OCT No. P-331, from the description,
would you still insist that the property could be traced as
indicated in the title?

The title states that this is located in Lian, however, when
we issued a certification that was based on the land
classification map, that was issued sometime in 1987, so
the survey appears to be executed earlier than what the land
classification map was issued, sir.%

From the foregoing, it is clear that when Plan Psu-4A-004479
surveyed in the name of Saromo was verified and plotted by
the Forest Management Service in the corresponding land
classification map, it falls on Project No. 38-A, Block C, of

5 TSN, May 26, 2003, 12-15.
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the Land Classification (LC) Map No. 3276 (Exh. “L”) certified
on June 29, 1987, which is forest land (permanent forest)
within the foreshore area of Calatagan, Batangas.

In addition, LC Map No. 3342 (Exh. “M”) was presented to
prove that as of October 10, 1984, the whole of Calatagan,
Batangas was unclassified public forest and that there was no
land classification certified or declared prior to 1984 covering
the subject land.®” Engr. Calubayan explained the reference to
the LC Map of Calatagan, Batangas as warranted by the technical
data found in the survey plan prepared by Engr. Guevara for
Saromo such that when the said data are projected, they fall
within the LC Map of Calatagan, Batangas.

In fine, the Republic presented credible evidence to show
that the subject land remains within unclassified forest land,
which conforms with the NOTE in the survey plan for Saromo.
The subject land, is therefore, inalienable and non-disposable
and could not have been the valid subject of a free patent
application because only agricultural public lands subject to
disposition can be the subject of free patents.®®

There are attenuating circumstances
that put in doubt the applicability of
the presumption of regularity in the
performance of official duties.

The presumption of regularity in the performance of official
duties in the processing and approval of Saromo’s free patent
has been controverted by the evidence presented by the Republic.
Also, the evidence presented by Saromo put in serious doubt
the regularity in the processing and approval of his free patent.

The survey plan in question includes a NOTE that the subject
land is within “unclassified public forest land.” The investigator

% See Purpose of Offer of Exhs. “J” and “L”, records (Vol. II), pp. 262
and 263.

7 Id. at 263.
% See Commonwealth Act No. 141, Sec. 44.
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and verifier of the then Bureau of Lands, who processed Saromo’s
application, did not present any land classification map that
would negate such NOTE.

Also, as testified to by Engr. Calubayan, the investigation
report of Aguilar mentioned that the land applied for is inside
agricultural land under proposed project No. 31, LC Map 225
(Exh. “26” as corrected)® but LC Map 225 is for Sibulan, Negros
Oriental. LC Map 718 mentioned in the Survey Authority
(Exh. “25” as corrected)’ refers to Taal, Batangas.

Even Saromo himself contradicted the investigation report
of Aguilar which indicated that “[t]he occupation and cultivation
of the applicant [Saromo], as far as [Aguilar has] been able to
ascertain date from 1944 and the subject land was “first occupied
and cultivated by Filemon Saromo in 1944.”7" His very
Application for Free Patent (Exh.“2”)™, which is under oath,
contained untrue information, as confirmed by him, although
he attributed the incorrectness to clerical error. Since the year
“1944” appears in both his Application for Free Patent and in
the investigation report of Aguilar, the error can no longer be
categorized as clerical. Rather, an intention to mislead or make
a false representation is evident.

Saromo testified as follows:
[Atty. Paciano Balita (to witness)]

Q Since when have you been occupying this property, subject
of this suit?

A When I purchased the adjacent land, it was [in] 1967 and
some of it was in the year 1969, sir.

X X X X X X X X X

% Records (Vol. 1), p. 415.
0 1d. at 414.
"V Id. at 415.

2 Records (Vol. I), p. 22. The Application for Free Patent indicates that
Saromo first occupied and cultivated by himself in 1944 and he entered
upon and began cultivation of the subject land in 1944.
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Q By the way, in your affidavit or application it is stated here
that when you submitted an application you were only 11
years old, what can you say to that?

A No, sir. I was already 44 or 46 years old.

Q Why it was indicated here that you were 11 years old, who
prepared this?

A It was the surveyor and it was a pro forma of the Bureau of
Lands. I believed that is a clerical error. It is impossible
that I was only 11 years old because I’m not in a position
to purchase a lot yet, sir.

That was in 19807?
Yes, sir.
And now, 2004 that is 24 years ago?

Yes, sir.

o » Lo > Lo

How old are you now?

A 69, sir. This coming March I'll be 70 years old.”

Saromo could not have first occupied the subject land in
1944 as indicated in his sworn Application for Free Patent and
in the investigation report, because he bought the subject land
in 1967 at the earliest or 1969 at the latest, and he was then 44
or 46 years old.

Given the foregoing discrepancies in the documents relative
to Saromo’s free patent application, the processing and approval
of his free patent were far from regular. Thus, the validity of
his free patent cannot be affirmed based on the mere presumption
of regularity in the performance of official duties.

Reversion of the subject land is
warranted under Section 91 of
Commonwealth Act No. (CA) 141.

Section 91 of CA 141, otherwise known as The Public Land
Act, provides:

3 TSN, January 26, 2004, pp. 17-21.
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SEC. 91. The statements made in the application shall be considered
as essential conditions and parts of any concession, title, or permit
issued on the basis of such application, and any false statement therein
or omission of facts altering, changing, or modifying the consideration
of the facts set forth in such statements, and any subsequent
modification, alteration, or change of the material facts set forth in
the application shall ipso facto produce the cancellation of the
concession, title, or permit granted. It shall be the duty of the Director
of Lands, from time to time and whenever he may deem it advisable,
to make the necessary investigations for the purpose of ascertaining
whether the material facts set out in the application are true, or whether
they continue to exist and are maintained and preserved in good faith,
and for the purposes of such investigation, the Director of Lands is
hereby empowered to issue subpoenas or subpoena duces tecum
and, if necessary, to obtain compulsory process from the courts. In
every investigation made in accordance with this section, the existence
of bad faith, fraud, concealment, or fraudulent and illegal modification
of essential facts shall be presumed if the grantee or possessor of the
land shall refuse or fail to obey a subpoena or subpoena duces tecum
lawfully issued by the Director of Lands or his authorized delegates
or agents, or shall refuse or fail to give direct and specific answers
to pertinent questions, and on the basis of such presumption, an order
of cancellation may issue without further proceedings.

As mentioned above, there are several discrepancies in the
documents relative to Saromo’s free patent application, which
indicate incorrect and misleading facts and statements. Taken
together, they can be considered as “false statements” on the
essential conditions for the grant of the free patent in favor of
Saromo, and as such, they ipso facto justify the cancellation of
the free patent and the corresponding Torrens certificate of title
issued to him.

Even if Section 91 of CA 141 is ruled
out, reversion is warranted based on
mistake or error on the part of
government officials or agents.

In Republic v. Hachero,™ the Court observed:

74785 Phil. 784 (2016).
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Reversion is an action where the ultimate relief sought is to revert
the land back to the government under the Regalian doctrine.
Considering that the land subject of the action originated from a
grant by the government, its cancellation therefore is a matter between
the grantor and the grantee.” In Republic v. Guerrero,’® the Court
gave a more general statement that “this remedy of reversion can
only be availed of in cases of fraudulent or unlawful inclusion of the
land in patents or certificates of title.””’ Nonetheless, the Court
recognized in Republic v. Mangotara,” that there were instances
when it granted reversion for reasons other than fraud:

X X X. In Estate of the Late Jesus S. Yujuico v. Republic
(Yujuico case), reversion was defined as an action which seeks
to restore public land fraudulently awarded and disposed of to
private individuals or corporations to the mass of public domain.
It bears to point out, though, that the Court also allowed the
resort by the Government to actions for reversion to cancel
titles that were void for reasons other than fraud, i.e., violation
by the grantee of a patent of the conditions imposed by law;
and lack of jurisdiction of the Director of Lands to grant a
patent covering inalienable forest land or portion of a river,
even when such grant was made through mere oversight.”
[Emphasis Supplied]

In the case at bench, although the Republic’s action for cancellation
of patent and title and for reversion was not based on fraud or
misrepresentation on the part of Hachero, his title could still be
cancelled and the subject land reverted back to the State because the
grant was made through mistake or oversight. x x x%

The Court further observed in Hachero:

At any rate, it is a time-honored principle that the statute of
limitations or the lapse of time does not run against the State.

5 Republic v. Roxas, 723 Phil. 279, 308 (2013).
76520 Phil. 296 (2006).

7 Id. at 314.

8 638 Phil. 353 (2010).

" 1d. at 461.

80 Supra note 74, at 795-796.
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Jurisprudence also recognizes the State’s immunity from estoppel
as a result of the mistakes or errors of its officials and agents. These
well- established principles apply in the case at bench. The Court in
Republic v. Roxas elucidated:

X XX X X X X X X

Be that as it may, the mistake or error of the officials or
agents of the [Bureau of Lands] in this regard cannot be invoked
against the government with regard to property of the public
domain. It has been said that the State cannot be estopped by
the omission, mistake or error of its officials or agents.

It is well-recognized that if a person obtains a title under
the Public Land Act which includes, by oversight, lands which
cannot be registered under the Torrens system, or when the
Director of Lands did not have jurisdiction over the same because
it is a public domain, the grantee does not, by virtue of the said
certificate of title alone, become the owner of the land or property
illegally included. Otherwise stated, property of the public
domain is incapable of registration and its inclusion in a title
nullifies that title.?!

Since, at the very least, the government officials concerned
in the processing and approval of Saromo’s free patent application
erred or were mistaken in granting a free patent over unclassified
public forest land, which could not be registered under the Torrens
system and over which the Director of Lands had no jurisdiction,
the free patent issued to Saromo ought to be cancelled. In the
same vein, the Torrens title issued pursuant to the invalid free
patent should likewise be cancelled.

Since the reversion of the subject land to the State is in order,
needless to say that the Regalian doctrine has been accordingly
applied in the resolution of this case.

WHEREFORE, the Petition is hereby GRANTED. The
Decision dated June 30, 2009 of the Court of Appeals in CA-
G.R. CV. No. 87801, denying the appeal of the petitioner and
affirming the Decision dated October 24, 2005 of the Regional

81 1d. at 797-799.
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Trial Court of Balayan, Batangas, Branch 9 in Civil Case No. 3929,
and the Court of Appeals’ Resolution dated October 12, 2009,
denying the petitioner’s motion for reconsideration, are REVERSED
and SET ASIDE. The dismissal of the Complaint for Reversion
and/or Cancellation of Title is REVERSED and is given DUE
COURSE. Free Patent No. 17522 and Original Certificate of Title
No. P-331 issued in favor of respondent Filemon Saromo are declared
NULL and VOID. The Register of Deeds for the Province of
Batangas is hereby directed to CANCEL Original Certificate of
Title No. P-331 and all subsequent, derivative certificates of title,
if any, which may have been issued during the pendency of the
case. The REVERSION in favor of the State of Lot No. Psu-4A-
004479 with technical description indicated in Original Certificate
of Title No. P-331 situated in Balibago, Lian, Batangas with an
area of 45,808 square meters is hereby ordered.

SO ORDERED.

Carpio™ (Chairperson), Peralta, Perlas-Bernabe, and Reyes,
Jr., JJ., concur.

THIRD DIVISION
[G.R. No. 191249. March 14, 2018]

CORAZON LIWAT-MOYA, as substituted by her surviving
heirs, namely: MARIA THERESA MOYA SIOSON,
ROSEMARIE MOYA KITHCART and MARIA
CORAZONMOYA GARCIA, petitioner, vs. EXECUTIVE
SECRETARY EDUARDO R. ERMITA and RAPID CITY
REALTY & DEVELOPMENT CORPORATION, for
itself and as authorized representative of CENTURY
PEAK CORPORATION, respondents.

* Acting Chief Justice per Special Order No. 2539 dated February 28, 2018.
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SYLLABUS

1. POLITICAL LAW; THE PHILIPPINE MINING ACT OF 1995

(RA NO. 7942); EXPLORATION AND DEVELOPMENT
OF MINERAL RESOURCES; APPLICATIONS STILL
PENDING UPON THE EFFECTIVITY OF RA NO. 7942
NECESSITATES COMPLIANCE WITH THE
REQUIREMENTS.— Presidential Decree (P.D.) No. 463, or
the Mineral Resources Development Decree of 1974, was the
operative law at the time petitioner filed her application for
Mineral Production Sharing Agreement (MPSA). x x x [T]he
preferential right given to applications still pending upon the
effectivity of The Philippine Mining Act of 1995 (R.A. No.
7942), [the present law on mining], is subject to the following
conditions: (1) that the applicant submits the status report, letter
of intent, and all the lacking requirements as provided by DENR
Memorandum Order (DMO) No. 97-07; and (2) that said
compliance is performed within the deadlines set. The non-
fulfilment of any of these conditions precludes the DENR
Secretary, through the Mines and Geosciences Bureau (MGB),
from even considering the grant of an MPSA to petitioner, for
such grant contemplates that the applicant has completed the
requirements and that an evaluation thereof shows his competence
to undertake mineral production. Clearly, without the complete
requirements, the MGB would have no basis for evaluation.

2. ID.; ID.; ID.; ID.; FAILURE TO SUBMIT ALL THE

DOCUMENTARY REQUIREMENTS WITHIN THE
DEADLINE RENDERED THE MINERAL PRODUCTION
SHARING AGREEMENT (MPSA)APPLICATION IPSO
FACTO CANCELLED PURSUANT TO DMO NO.97-07
IN RELATION TO RA NO. 7942.— [DMO No. 97-07]
mandate[s] that petitioner’s failure to submit a status report,
letter of intent, and the other requirements to complete her
pending MPSA application within the prescribed period shall
cause the automatic cancellation of her mining application.
x x x Consequently, petitioner’s application for MPSA is deemed
to have been automatically denied when the deadline lapsed
without her submission of the pertinent requirements.

3.1ID.; ID.; ID.; ID.; ID.; MINES AND GEOSCIENCES BUREAU

(MGB) AUTHORIZED TO CANCEL MINING
APPLICATIONS FOR NON-COMPLIANCE WITH THE
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LAWS AND RULES.— Section 9 of R.A. No. 7942 charges
the MGB with the administration and disposition of mineral
lands and mineral resources, X X X Pursuant thereto, DAO No.
96-40 authorizes the MGB to deny or cancel mining applications
that fail to comply with pertinent laws, rules, and regulations,
x x x The MGB’s denial of petitioner’s application is thus valid
and perforce stands. It was rendered pursuant to the agency’s
administrative powers, which has been defined as a function
that is “concerned with the work of applying policies and
enforcing orders as determined by proper governmental organs.”
This Court has previously ruled that an agency’s grant or denial
of applications, licenses, permits, and contracts are executive
and administrative in nature. Being purely administrative, it
may not be interfered with by the courts unless the issuing
authority has gone beyond its statutory authority, has exercised
unconstitutional powers or has clearly acted arbitrarily and
without regard to his duty or with grave abuse of discretion.

APPEARANCES OF COUNSEL

Burkley and Aquino Law Office for petitioner.
Delos Angeles Aguirre Olaguer Salomon & Fabro for
respondents.

DECISION

MARTIRES, J.:

This is a petition for review on certiorari, seeking to reverse
and set aside the 30 September 2009 Decision' and the 8 February
2010 Resolution? of the Court of Appeals (CA) in CA-G.R. SP
No. 104063, which upheld the 1 June 2007 Decision® of the
Office of the President (OP) in O.P. Case No. 07-A-034 entitled

U Rollo, Vol. 1, pp. 34-49; penned by Associate Justice Rosmari D.
Carandang, and concurred in by Associate Justices Arturo G. Tayag and
Michael P. Elbinias.

2 Id. at 51-53.
31d. at 217-223.



46 PHILIPPINE REPORTS

Liwat-Moya vs. Exec. Sec. Ermita, et al.

“In Re: Application for Mineral Production Sharing Agreement
of Ms. Corazon Liwat-Moya Denominated as AMPSA No. SMR-
013-96.”

THE FACTS

On 22 May 1991, petitioner Corazon Liwat-Moya (petitioner)
filed an application for Mineral Production Sharing Agreement
(MPSA) with the Mines and Geosciences Bureau (MGB). The
application was denominated as AMPSA No. SMR-013-96,
covering 650 hectares of land located at Loreto, Surigao del
Norte, within Parcel III of the Surigao Mineral Reservation
(SMR).*

Pursuant to her application, petitioner undertook the required
publications. She also alleged that she had substantially complied
with the mandatory documentary requirements of her application
for MPSA.S

On 15 February 1993 and 19 February 1997, the MGB sent
notice-letters to petitioner, requiring her to submit additional
requirements for her application. The MGB did not receive any
response.®

On 3 March 1995, Republic Act (R.A.) No. 7942, or the
Philippine Mining Act of 1995, was enacted.

Pursuant to the preferential rights given by R.A. No. 7942
to mining claims and applications when the law took effect,
the Department of Environment and Natural Resources (DENR)
issued DENR Memorandum Order (DMO) 97-07 providing the
“Guidelines in the Implementation of the Mandatory September
15, 1997 Deadline for the Filing of Mineral Agreement
Applications by Holders of Valid and Existing Mining Claims
and Lease/Quarry Applications and for Other Purposes.” Under
Section 13 thereof, all holders of pending applications for MPSA
which still lack mandatory requirements shall submit on or before

41d. at 11.
5 1d. at 12-13.
6 Id. at 13.
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15 September 1997, a status report on all such requirements
and a letter of intent undertaking to fully comply with all
mandatory requirements within forty-five (45) calendar days,
or until 30 October 1997.

On 24 November 1998, the MGB sent a letter to petitioner
notifying her of her failure to submit all the mandatory
requirements under DMO No. 97-07. There was no response
from petitioner.” On 19 October 1999, the MGB sent another
letter, but the same was returned to the sender with the notation
that “addressee moved[,] no forwarding address.”?

Consequently, on 26 February 2001, the MGB, through then-
director Horacio C. Ramos, issued an order? denying petitioner’s
application for MPSA on the ground of noncompliance with
pertinent laws, rules and regulations despite due notice,
particularly on petitioner’s noncompliance with the set deadlines
under DMO No. 97-07.

On 25 June 2001, respondent Rapid City Realty &
Development Corporation (RCRDC) filed with the MGB three
(3) exploration permit applications (EPA) which were consolidated
into one application denominated as EPA-000058-XIII. The area
covered by petitioner’s application for MPSA is included in
RCRDC’s EPA."” On 7 January 2004, the MGB issued an area
clearance certifying that the area covered by RCRDC’s EPA was
not in conflict with any valid and existing mining tenements. "’

On 21 December 2004, petitioner filed a motion for
reconsideration of the MGB’s 26 February 2001 order, alleging
that there was improper service of the letters-notice and the
order in violation of DMO No. 99-34."2

7 Id. at 139-140.

81d. at 13.

9 Id. at 139-140.

10 14. at 173-174.

' 1d. at 174; rollo, Vol. I, pp. 650-61.
12 1d. at 142.
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On 7 January 2005 and 14 January 2005, RCRDC’s EPA
was duly published in The Manila Times and The Surigao Times.
It was also aired over DXRZ-A, alocal radio station in Surigao
City, and posted in required locations, as mandated by existing
rules and regulations.!?

On 19 July 2005, the Assistant Secretary and Concurrent
Director of the MGB, Jeremias L. Dolino, issued an order denying
petitioner’s motion for reconsideration for lack of merit.
Petitioner thereafter appealed to the DENR Secretary on 16
August 2005."

On 23 June 2005, the Panel of Arbitrators of the MGB issued
a certification that as of said date, no adverse claim, protest or
opposition was filed against RCRDC relative to the latter’s EPA."

On 8 August 2005, petitioner filed a protest against RCRDC’s
application with the MGB Panel of Arbitrators, which she
subsequently amended on 22 November 2005.'

On 25 May 2006, RCRDC conditionally assigned its rights
and interests over EPA-000058-XIII to Century Peak Corporation
(CPC) through a Deed of Conditional Assignment.'’

On 13 June 2006, the DENR Secretary rendered a decision'®
which reversed and set aside the 16 July 2005 order of the
MGB Director. In said decision, the DENR Secretary indicated
that petitioner’s assertions “teem with convincing validity” and
consequently ordered the reinstatement of her application for
MPSA. The DENR Secretary also directed the MGB to set a
schedule for compliance with the mandatory requirements upon
petitioner’s receipt of a copy of the decision.

3 1d. at 174.

4 Id. at 14 and 142-144.

15 1d. at 175.

16 1d. at 14.

17 Rollo, Vol. 11, pp. 578 and 659-660.
18 Rollo, Vol. 1, pp. 146-150.
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On 28 June 2006, RCRDC filed with the DENR Secretary a
Motion for Leave to Intervene with Motion for Reconsideration
of the decision.

On 18 December 2006, the Panel of Arbitrators of the MGB
dismissed petitioner’s motion pending adverse claim/opposition
against RCRDC for being moot and academic, in view of the
DENR Secretary’s decision."

On 6 January 2007, the DENR Secretary issued an order®
denying RCRDC’s motion, holding that the issues raised in
the motion “could be properly ventilated with the Panel of
Arbitrators who has original and exclusive jurisdiction over
the issues raised, and this Office is only of appellate jurisdiction.”

Aggrieved, RCRDC filed an appeal with the OP on 18 January
2007.

The Ruling of the Office of the President

On 1 July 2007, the OP, through Executive Secretary Eduardo
R. Ermita, issued a decision ordering that the 6 January 2007
decision of the DENR Secretary be vacated and reversed. It
ruled that RCRDC is entitled to intervene in the case because
it has a substantial right to protect its EPA, which covers the
areas previously assigned to petitioner. It also held that the
DENR Secretary erred in reinstating petitioner’s cancelled
application for MPSA because records show her negligence
relative to her application which is thus barred by laches.

On 3 July 2007, petitioner filed a motion for reconsideration
of the OP decision, but it was denied on 21 May 2008.%
Thereafter, petitioner filed a petition for review under Rule 43
with the CA, assailing this decision.

9 1d. at 151-152.
20 14 at 165-167.
2L 1d. at 240-241.
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The Ruling of the Court of Appeals

On 30 September 2009, the CA issued a decision denying
the petition for lack of merit. The CA ruled that RCRDC had
the right to intervene before the DENR Secretary, which right
continues until the case is finally decided because intervention
is allowed at any time before rendition of judgment and, in
certain cases, even on appeal. It also opined that petitioner’s
application for MPSA ipso facto expired when she did not take
any step to comply with the pertinent provisions of DMO No.
97-07; and that the subsequent letters-notice sent by the MGB
after the deadlines, i.e., the 24 November 1998 and the 19 October
1999 letters, served no purpose because the deadlines set under
DMO 97-07 were inextendible.

On 21 October 2009, petitioner filed her motion for reconsideration,
which was denied by the CA in its 8 February 2010 resolution.

Hence, this petition.
ISSUES

Petitioner now comes to this Court seeking to set aside the
decisions of the CA on the following grounds:

1. CONTRARY TO THE RULING OF THE HONORABLE
COURT OF APPEALS, THE PANEL OF ARBITRATORS,
AS CORRECTLY HELD BY THE DENR SECRETARY, HAS
ORIGINAL AND EXCLUSIVE JURISDICTION OVER THE
PRIVATE RESPONDENTS’ INTERVENTION AS EXPRESSLY
MANDATED BY R.A.NO. 7942 OR THE PHILIPPINE MINING
ACT OF 1995. HENCE, THE PROPER FORUM FOR THE
PRIVATE RESPONDENTS’ INTERVENTION WAS THE
PANEL OF ARBITRATORS AND NOT THE OFFICE OF THE
PRESIDENT; AND

2. THE HONORABLE COURT OF APPEALS ERRED IN
AFFIRMING THE DECISION OF THE OP TO RULE ON
PETITIONER’S EXPLORATION PERMIT APPLICATION
WHICH WAS NOT AN ISSUE IN THIS CASE; THE
HONORABLE SECRETARY OF THE DENR CORRECTLY
REINSTATED THE AMPSA NO. SMR-013-96 OF THE
PETITIONER IN HIS ORDER DATED 13 JUNE 2006 RULING
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THAT THE LATTER’S ASSERTIONS TEEM WITH
CONVINCING VALIDITY.

The core issue in the instant case is whether or not petitioner’s
MPSA application was properly denied.

THE COURT’S RULING

It is the policy of our mining laws to
promote national growth through the
grant of supervised exploration and
development of mineral resources to
qualified persons, necessitating the
complete and prompt compliance with
requirements.

Presidential Decree (P.D.) No. 463, or the Mineral Resources
Development Decree of 1974, was the operative law at the time
petitioner filed her application for MPSA. It underscored the
importance of mineral production to the growth of national
economy and the need to encourage qualified persons to
undertake the exploration and development of mineral resources,
viz:

WHEREAS, mineral production is a major support of the
national economy, and therefore the intensified discovery,
exploration, development and wise utilization of the country’s
mineral resources are urgently needed for national development;

WHEREAS, the existence of large undeveloped mineral areas
and the proliferation of small mining claims deter modern development
of the country’s mineral resources and urgently require well-planned
exploration, development and systematic exploitation of mineral
lands to accelerate production and to bolster the national economy;

WHEREAS, effective and continuous mining operations require
considerable outlays of capital and resources, and make it imperative
that persons possessing the financial resources and technical skills
for modern exploratory and development techniques be
encouraged to undertake the exploration, development and
exploitation of our mineral resources;




52 PHILIPPINE REPORTS

Liwat-Moya vs. Exec. Sec. Ermita, et al.

WHEREAS, the foregoing objectives cannot be achieved within
the shortest possible time without removing the deficiencies and
limitations of existing laws and improving the same in order to provide
for a modernized administration and disposition of mineral lands
and to promote and encourage the development and exploitation
thereof. (emphasis and underlining supplied)

R.A. No. 7942, the present law on mining, adopts a similar
policy, to wit:

Section 2. Declaration of Policy. — All mineral resources in public
and private lands within the territory and exclusive economic zone
of the Republic of the Philippines are owned by the State. It shall
be the responsibility of the State to promote their rational
exploration, development, utilization and conservation through
the combined efforts of government and the private sector in
order to enhance national growth in a way that effectively
safeguards the environment and protects the rights of affected
communities. (emphasis and underlining supplied)

R.A. No. 7942 defines the persons qualified to undertake
mining operations, to wit:

Section 3. Definition of Terms. —
X X X X X X X X X

(aq) “Qualified person” means any citizen of the Philippines with
capacity to contract, or a corporation, partnership, association, or
cooperative organized or authorized for the purpose of engaging in
mining, with technical and financial capability to undertake
mineral resources development and duly registered in accordance
with law at least sixty per centum (60%) of the capital of which is
owned by citizens of the Philippines: Provided, That a legally organized
foreign-owned corporation shall be deemed a qualified person for
purposes of granting an exploration permit, financial or technical
assistance agreement or mineral processing permit. (emphasis and
underlining supplied)

X XX X X X X X X

Relative to mineral production sharing agreements under P.D.
No. 463, Executive Order (E.O.) No. 279 also instructs that
said agreements should incorporate the minimum terms and
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conditions enumerated therein.?> Towards this end, DENR
Administrative Order (DAO) No. 57, providing the guidelines
on mineral production sharing agreements under E.O. No. 279,
sets forth the minimum requirements that must be submitted
by prospective proponents.?

These provisions bring to the fore the intent of the law to
boost national economy by granting mineral exploration and
development only to qualified persons who can competently
and promptly undertake mining operations.

They underscore the need not only for complete but also
prompt compliance with the specific requirements of the rules.
Complete compliance is necessary to ensure that the MPSA
applicant is a qualified person as defined under the law and
has the requisite skills, financial resources, and technical ability
to conduct mineral exploration and development consistent with
state policies. Prompt compliance, on the other hand, ensures
that non-moving applications are weeded out in order to give
other qualified persons an opportunity to develop mining areas
whose potential for mineral production might never be realized,
to the detriment of our national economy.

Consistent with this intent, Section 113 of R.A. No. 7942
limits the period for entering into mineral agreements by a holder
of mining claims and applications filed under P.D. No. 463
and still pending when the new law took effect, viz:

Section 113. Recognition of Valid and Existing Mining Claims and
Lease/Quarry Application. — Holders of valid and existing mining
claims, lease/quarry applications shall be given preferential rights
to enter into any mode of mineral agreement with the government
within two (2) years from the promulgation of the rules and
regulations implementing this Act. (emphasis and underlining
supplied)

DAO No. 96-40, or the Revised Implementing Rules and
Regulations (IRR) of R.A. No. 7942, in compliance with the

22 E.O. No. 279, Section 2.
2 DAO No. 57, Article 3, series of 1989.
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above mandate, sets a specific date for compliance and further
provides that failure to exercise the preferential rights granted
by the law within the stated period results in automatic
abandonment of the pending application, viz:

Section 273. Recognition of Valid and Existing Mining Claims
and Lease/Quarry Applications. —

Holders of valid and existing mining claims, lease/quarry
applications shall be given preferential rights to enter into any mode
of Mineral Agreement with the Government until September 14, 1997:
Provided, That failure on the part of the holders of valid and
subsisting mining claims, lease/quarry applications to exercise
their preferential rights within the said period to enter into any
mode of Mineral Agreements shall constitute automatic
abandonment of the mining claims, quarry/lease applications and
the area thereupon shall be declared open for mining application
by other interested parties. (emphasis and underlining supplied)

In line with the above, DMO No. 97-07 was issued, providing
for the guidelines in processing pending mining applications
with insufficient compliance with requirements at the time R.A.
No. 7942 took effect. Section 13 thereof specifies the requirements
for the pending applications, viz:

Section 13. Status of Pending MPSA and FTAA Applications Filed
Under DAO No. 57 and No. 63 with Insufficient Compliance with
Mandatory Requirements Pursuant to the IRR.

All holders of pending MPSA and FTAA applications filed under
DAO No. 57 and No. 63 with insufficient compliance with the
mandatory requirements pursuant to the IRR shall submit on or
before September 15, 1997, a Status Report on all such
requirements specifically indicating those yet to be complied with
and a Letter of Intent undertaking to complete compliance with
all mandatory requirements within forty-five (45) calendar days,
or until October 30, 1997; Provided, that failure of the concerned
applicant to file said Status Report and Letter of Intent by
September 15, 1997 or to submit all mandatory requirements by
October 30, 1997 shall cause the denial of the pertinent MPSA/
FTAA applications; Provided, further, that in the case of the
mandatory Certificate of Satisfactory Environmental Management
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and Community Relations Record, the submission of the pertinent
and duly accomplished application forms may be accepted in lieu
thereof. (emphasis and underlining supplied)

Section 14 additionally provides that the deadlines are not
subject to extension, viz:

Section 14. No Extension of Periods. —

The deadline set at September 15, 1997 pursuant to Section 4
hereof and all other periods prescribed herein shall not be subject
to extension. (emphasis and underlining supplied)

It is therefore clear that the preferential right given to
applications still pending upon the effectivity of R.A. No. 7942
is subject to the following conditions: (1) that the applicant
submits the status report, letter of intent, and all the lacking
requirements as provided by DMO No. 97-07; and (2) that said
compliance is performed within the deadlines set. The non-
fulfilment of any of these conditions precludes the DENR
Secretary, through the MGB, from even considering the grant
of an MPSA to petitioner, for such grant contemplates that the
applicant has completed the requirements and that an evaluation
thereof shows his competence to undertake mineral production.
Clearly, without the complete requirements, the MGB would
have no basis for evaluation.

Petitioner’s failure to submit all the
documentary requirements within the
deadline rendered her MPSA
application ipso facto cancelled
pursuant to DMO No. 97-07 in relation
to R.A. No. 7942.

It is not disputed that petitioner filed her application for MPSA
on 22 May 1991, under P.D. No. 463 and the rules then operative;
that her compliance with the requirements was substantial*
rather than complete; that she was directed to submit additional

2 Rollo, Vol. 1, pp. 12-13 and 24.
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requirements by the MGB through a letter-notice dated 15
February 1993, which was not heeded; that her application was
still pending when R.A. No. 7942 took effect on 3 March 1995;
that the MGB sent her another letter dated February 1997, which
again went unheeded; that DMO No. 97-07 was thereafter issued
on 27 August 1997 and published in The Manila Times a day
after; and that petitioner failed to submit the requirements under
DMO No. 97-07 within the deadline set therein.

The MGB order of denial noted that petitioner failed to file
the status report, letter of intent, and all other requirements
under DMO No. 97-07, even after letters-notice to her were
sent through registered mail.?® Petitioner did not refute this.
She merely posits that the service of the letters-notice was
defective because the MGB did not comply with the three letters-
notice rule in DMO No. 99-34.

Section 8 of DMO No. 99-34 provides that the MGB “shall
adopt the Three Letters-Notice Policy in exacting compliance
of mining applicants with all requirements to support mining
applications. Thus, each letter-notice shall give the mining
applicant fifteen (15) to thirty days upon receipt of the Letter-
Notice to comply with the pertinent requirement: Provided, That
an interval of no more than thirty (30) days between deadlines
shall be observed in sending the Letters-Notice.”

Petitioner contends that the 24 November 1998 and 19 October
1999 letters-notice of the MGB were sent after the expiration
of the deadline under DMO No. 97-07 and were one (1) year
apart, in violation of the provision.

Petitioner mistakenly appreciates the import of DMO No. 97-07
in relation to DAO No. 96-40 and R.A. No. 7942, as well as the
relevance of the three notice-letters policy embodied in DMO
No. 99-34.

Notably, the rules?® mandate that petitioner’s failure to submit
a status report, letter of intent, and the other requirements to

25 Id. at 139-140.
26 DMO No. 97-07, Section 13.
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complete her pending MPSA application within the prescribed
period shall cause the automatic cancellation of her mining
application.

In Bonaventure Mining Corporation v. V.I.L. Mines, Inc.,”
the Court found that a corporation, which filed a financial or
technical assistance application (FTAA) prior to the enactment
of R.A. No. 7942, filed its letter of intent only on 26 September
1997, or 11 days after the 15 September 1997 deadline prescribed
in DMO No. 97-07 in case of relinquishment/divestment of
areas in excess of the maximum contract area for FTAAs.
Accordingly, the Court held that noncompliance with DMO
No. 97-07 on retention requirements caused the automatic
cancellation of the FTAA. The Court ruled thus:

DMO 97-07 was promulgated precisely to set a specific date
for all FTAA applicants within which to relinquish all areas in
excess of the maximum prescribed by law. Accordingly, the
deadline cannot be extended or changed except by amending DMO
97-07. OIC-Regional Director Reynulfo Juan had no authority to
extend the deadline set by DMO 97-07. We agree with the ruling of
the Court of Appeals:

The language of the memorandum order is plain, precise
and unequivocal — the period cannot be extended. Beyond
that, the pending FTAA applications could no longer be officially
acted upon as they were deemed to have expired. DMO 97-07
could only be extended by another memorandum order or
law specifically amending the deadline set forth therein.
No government officer or employee can do so.

X XX X X X X X X

It is Our considered view that the FTAA application of
Greenwater ipso facto expired when it did not take any step
to comply with the order. There was no need for any
pronouncement or official action. If ever there would be
any executive action, it would only be to certify that the

application was already cancelled as OIC-Regional Director
Reynulfo Juan did when, on January 23, 1998 (sic). it wrote

27 584 Phil. 207 (2008).
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Greenwater that its application over the excess areas was
cancelled. No executive action can stretch the deadline beyond
what was stated in the memorandum order, DMO 97-07.

OIC-Regional Director Reynulfo Juan violated DMO 97-
07, when in his October 22, 1997 Letter, he gave Greenwater
a period beyond the date of the deadline within which to
submit the technical descriptions of the areas it wanted to
relinquish. By giving Greenwater a period extending beyond
October 30, 1997, he was in effect extending the deadline set
forth in Section 13 of DMO 97-07. That he could not lawfully
do.

He had no authority extending the deadline because the
memorandum order which he was supposed to implement
stated that the “period prescribed herein shall not be subject
to extension.” Beyond October 30, 1997 all FTAA applications
which failed to comply with the memorandum order expired
and were deemed cancelled by operation of law.?® (emphasis
and underlining supplied)

The instant case does not merely involve the delayed filing
of the requirements under DMO No. 97-07, but the complete
absence thereof. Thus, there is all the more reason to apply
this Court’s pronouncement in the above case.

Consequently, petitioner’s application for MPSA is deemed
to have been automatically denied when the deadline lapsed
without her submission of the pertinent requirements.

The DENR Secretary exceeded his authority when he directed
the MGB to set a schedule for petitioner’s compliance with the
lacking mandatory requirements, for in effect he extended the
deadline, contrary to the express mandate of DMO No. 97-07.

It is thus clear that petitioner cannot invoke any defect in
the service of the letters-notice or the order of denial, sent after
the expiration of the deadline to support her position that the
denial of her application was invalid. The following reasons
further strengthen this position:

2 Id. at 221-222.
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First, the rules expressly provide that her application shall
be denied the moment she fails to comply with the requirements
within the deadline. No executive action or pronouncement was
even necessary because DMO No. 97-07 already provided the
consequence for failure to meet the deadline.? The order of
denial issued by the MGB was only confirmatory of the status
mandated by the law and rules.

Second, it is well-settled that duly published administrative
rules and regulations which implement the law that they have
been entrusted to enforce have the force and effect of that law
and are just as binding as if they have been written into the
statute. They enjoy the presumption of regularity and validity
until finally declared otherwise by the courts.*® Their publication
serves as constructive notice to the general public.’! It appears
on record, undisputed, that DMO No. 97-07 was duly published
in The Manila Times on 28 August 1997.32 Thus, petitioner
was presumed to have known that her compliance with certain
requirements was mandated within a specific deadline in order
to retain her MPSA application.

Third, petitioner’s reliance on the three letters-notice rule
under DMO No. 99-34 is misplaced. Issued after the enactment
of R.A. No. 7942, the rule is a mode of exacting compliance for
applications filed under said law. It cannot apply to applications
filed prior to the effectivity of R.A. No. 7942 because, as discussed,
the law limited the compliance of applications filed before its
effectivity within a specific period, i.e., two (2) years from the
promulgation of rules and regulations implementing the law. Per
DAO No. 96-40, clarified by DMO No. 97-07, said two-year period
had expired on 15 September 1997 and 30 October 1997 with

2 I1d. at 221.

30 Spouses Dacudao v. Secretary Gonzales, 701 Phil. 96, 110-111 (2013)
citing ABAKADA Guro Party List (formerly AASJS) v. Purisima, 584 Phil.
246 (2008).

3U Tafiada v. Tuvera, 230 Phil. 528, 536 (1986).

32 Rollo, Vol. I, p. 139. See first paragraph, MGB Order of Denial dated
26 February 2001.
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no extensions. Thus, at the time that DMO No. 99-34 was issued
on 27 December 1999, it had already contemplated that
applications filed under the previous law (1) were able to
complete the requirements within the deadline or (2) were denied
by operation of law due to noncompliance.

Even if DMO No. 97-07 did not
specifically provide the sanction of
denial for noncompliance with
requirements within the deadline, the
MGB is authorized to cancel mining
applications for noncompliance with
the laws and rules.

Section 9 of R.A. No. 7942 charges the MGB with the
administration and disposition of mineral lands and mineral
resources, viz:

Section 9. Authority of the Bureau. — The Bureau shall have direct
charge in the administration and disposition of mineral lands
and mineral resources and shall undertake geological, mining,
metallurgical, chemical, and other researches as well as geological
and mineral exploration surveys. The Director shall recommend
to the Secretary the granting of mineral agreements to duly
qualified persons and shall monitor the compliance by the
contractor of the terms and conditions of the mineral agreements.
The Bureau may confiscate surety, performance and guaranty bonds
posted through an order to be promulgated by the Director. The Director
may deputize, when necessary, any member or unit of the Philippine
National Police, barangay, duly registered nongovernmental
organization (NGO) or any qualified person to police all mining
activities. (emphasis and underlining supplied)

Pursuant thereto, DAO No. 96-40 authorizes the MGB to
deny or cancel mining applications that fail to comply with
pertinent laws, rules, and regulations, to wit:

Section 7. Organization and Authority of the Bureau.
X X X X X X X X X
The Bureau shall have the following authority, among others:

X XX X X X X X X
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e. To cancel or to recommend cancellation after due process,
mining rights, mining applications and mining claims for non-
compliance with pertinent laws, rules and regulations. (emphasis
and underlining supplied)

It is clear from the foregoing that even if the rules did not
provide a specific sanction in case of noncompliance with the
requirements, the MGB could properly exercise its power to
cancel mining applications for said reason.

It must be noted that from the time she filed her MPSA
application in 1991 up to the time the MGB issued its order of
denial on 2001, petitioner did not exert any effort to fully comply
with the requirements under the rules, as she has even admitted
that her compliance was merely substantial rather than complete.*
This merited the denial of her application based on the above
provision.

The MGB’s denial of petitioner’s application is thus valid
and perforce stands. It was rendered pursuant to the agency’s
administrative powers, which has been defined as a function
that is “concerned with the work of applying policies and
enforcing orders as determined by proper governmental organs.”*
This Court has previously ruled that an agency’s grant or denial
of applications, licenses, permits, and contracts are executive
and administrative in nature.* Being purely administrative, it
may not be interfered with by the courts unless the issuing
authority has gone beyond its statutory authority, has exercised
unconstitutional powers or has clearly acted arbitrarily and
without regard to his duty or with grave abuse of discretion.*
These do not obtain in the case at bar, because the MGB’s denial

3 Rollo, Vol. I, pp. 12-13.

3 Basiana Mining Exploration Corp. v. Secretary of the DENR, G.R.
No. 191705, 7 March 2016, 785 SCRA 527, 537.

35 Republic of the Philippines v. Express Telecommunication Co., Inc.,
424 Phil. 373, 401 (2002) citing Lacuesta v. Herrera, 159 Phil. 133, 140-141
(1975).

36 1d. at 402.
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was grounded on petitioner’s noncompliance with the application
for MPSA requirements within the deadline set by the rules, a
fact that petitioner does not dispute.

Even equitable considerations cannot
favor petitioner.

Petitioner cannot seek refuge under equitable considerations
bearing in mind that there is no showing that she had endeavored
to complete her application for more than 10 years from the
time it was filed; that it was only after three (3) years from the
issuance of the MGB’s order of denial that she filed a motion
for reconsideration thereto, and her allegation of improper service
is baseless; and that the reasons she cites as basis for her lack
of action (i.e., the challenge lodged against the constitutionality
of E.O. No. 279 and subsequently R.A. No. 7942) are clearly
insufficient to hold off action on her MPSA application because
well-settled is the rule that laws are presumed constitutional
unless finally declared otherwise by judicial interpretation.”’
It has even been held that the possible unconstitutionality of a
statute does not by itself justify an injunction against its
enforcement.*®

Considering the foregoing, the areas previously covered by
petitioner’s application for MPSA became open for mining
applications the moment the deadlines outlined in the rules lapsed
without her submission of the documentary requirements.
Consequently, when RCRDC filed its EPA on 25 June 2001,
after the lapse of the deadline under DMO No. 97-07 and after
the MGB had issued the order denying petitioner’s application,
the areas were already open and could validly be the subject of
RCRDC’s application. Thus, what is inequitable is to rule now
that it is petitioner’s application which should be given due course.

It is also for this reason that it is unnecessary to pass upon
the issue on the propriety of RCRDC’s resort to intervention,

37 Ermita v. Delorino, 666 Phil. 122, 134 (2011) citing Executive Secretary
v. CA, 473 Phil. 27, 56 (2004).

38 Id. at 135 citing Younger v. Harris, 401 U.S. 37 (1971).
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for it is clear that petitioner had already lost any right to her
mining application by operation of law prior to the date that
RCRDC filed its EPA, and the DENR Secretary had no authority
to reinstate her application. Notably, in its five (5)-page decision,
the DENR Secretary did not cite any legal or substantive basis
for the order of reinstatement, other than a vague reference to
the “convincing validity” of appellant’s assertions, to wit:

The appellant’s assertions teem with convincing validity that to
deny her the chance to prove herself in this field of endeavor would
not be in keeping with her constitutional rights to due process.

We now resolve the case substantively and sacrifice the matter of
technicality in order to serve a higher objective, that is, to give Ms.
Moya a fair chance to show how serious she is to this venture and
help in her own little way boost the sagging economy.*

This constituted the whole of the DENR Secretary’s discussion
on the merits of petitioner’s appeal. No explanation was made
as to why her assertions were valid and why the rules should
be disregarded in her case. As previously discussed, there is
utterly no basis to disregard the clear mandate of DMO 97-07.

WHEREFORE, the petition is DENIED. The Decision dated
30 September 2009 and the Resolution dated 8 February 2010
of the Court of Appeals in CA-G.R. SP No. 104063 are
AFFIRMED. Costs against petitioner.

SO ORDERED.

Velasco, Jr. (Chairperson), Bersamin, Leonen, and Gesmundo,
JJ., concur.

3 Rollo, Vol. 1, p. 150.
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THIRD DIVISION
[G.R. No. 191939. March 14, 2018]

ALLIED BANKING CORPORATION, petitioner,' vs. IN
THE MATTER OF THE PETITION TO HAVE STEEL
CORPORATION OF THE PHILIPPINES PLACED
UNDER CORPORATE REHABILITATION WITH
PRAYER FOR THE APPROVAL OF THE PROPOSED
REHABILITATION PLAN, EQUITABLE PCI BANK,
INC., respondent.

SYLLABUS

1. COMMERCIAL LAW; CORPORATION LAW; FINANCIAL
REHABILITATION RULES OF PROCEDURE (A.M. NO.
12-12-11-SC); APPLIES TO A PETITION FOR
REHABILITATION FILED UNDER THE 2000 INTERIM
RULES ON CORPORATE REHABILITATION (A.M. NO.
00-8-10-SC); CASE AT BAR.— The rehabilitation petition
was filed by EPCIB under A.M. No. 00-8-10-SC dated 21
November 2000, or the 2000 Interim Rules of Procedure on
Corporate Rehabilitation (Interim Rules). On 27 August 2013,
however, the Court enacted A.M. No. 12-12-11-SC, or the
Financial Rehabilitation Rules of Procedure (Rehabilitation
Rules), which amended and revised the Interim Rules and the
subsequent 2008 Rules of Procedure on Corporate Rehabilitation
(2008 Rules), in order to incorporate the significant changes
brought about by Republic Act No. 10142 (R.A. No. 10142),
otherwise known as the Financial Rehabilitation and Insolvency
Act of 2010 (FRIA). x x x The question thus arises: May the
Rehabilitation Rules be applied to resolve the present petition,
when the subject petition for rehabilitation was filed under the
Interim Rules. The Court rules in the affirmative. Section 2,
Rule 1 of the Rehabilitation Rules governs rehabilitation cases

!'The Petition for Review was originally filed with the title “In the Matter
of the Peition to Have Steel Corporation of the Philippines Placed under
Corporate Rehabilitation with Prayer for the Approval of the Proposed
Rehabilitation Plan,” reflecting Equitable PCI Bank, Inc. as petitioner-appellee
and Allied Banking Corportion as appellant. For clarity, the present title
reflects ABC as petitioner and EPCIB as respondent.
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already pending, except when its application would not prove
feasible or would work injustice x x x. The soundness of
upholding the retroactive effect of a commencement order is
easily discernible. In Philippine Bank of Communications v.
Basic Polyprinters and Packaging Corporation, the Court said
that rehabilitation proceedings seek to give insolvent debtors
the opportunity to reorganize their affairs and to efficiently
and equitably distribute its remaining assets, x x x The filing
of a petition for the rehabilitation of a debtor, when the court
finds that it is sufficient in form and substance, is both (1) an
acknowledgment that the debtor is presently financially
distressed; and (2) an attempt to conserve and administer its
assets in the hope that it will eventually return to its former
state of successful financial operation and liquidity. The inherent
purpose of rehabilitation is to find ways and means to minimize
the expenses of the distressed corporation during the
rehabilitation period by providing the best possible framework
for the corporation to gradually regain or achieve a sustainable
operating form.

2. ID.; ID.; ID.; ID.; STAY ORDER; IMMEDIATELY
EFFECTIVE AND WILL NOT BE INVALIDATED EVEN
IF MADE PRIOR TO THE REQUIRED PUBLICATION
OF THE NOTICE OF THE COMMENCEMENT OF THE
PROCEEDINGS.— It is true that under the Interim Rules,
similar to the Rehabilitation Rules, publication of the notice
of the commencement of the proceedings is necessary to acquire
jurisdiction over all persons affected, x x x. The question posed
herein is whether the immediate effectivity of the stay order is
inconsistent with the publication requirement under the Rules,
such that the rehabilitation court cannot invalidate acts made
after its issuance but prior to its publication. The Court rules
in the negative. Taking into consideration the laudable objectives
of rehabilitation proceedings, the immediate effectivity of the
stay order means that the RTC, through an order commencing
rehabilitation and staying claims against the debtor,
acknowledges that the debtor requires rehabilitation immediately
and therefore it can not only prohibit but also nullify acts made
after its effectivity, when such acts are violative of the stay
order, to prevent any irreparable detriment to the debtor’s
successful restoration. The foregoing is validated by the Interim
Rules, where the court can declare void any transaction made
in violation of the stay order, x x x. The publication requirement
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only means that all affected persons must, to satisfy the
requirements of due process, be notified that as of a particular
date, the debtor in question requires rehabilitation and should
temporarily be exempt from paying its obligations, unless allowed
by the court. Once due notice is made, the rehabilitation court
may nullify actions inconsistent with the stay order but which
may have been taken prior to publication, precisely because
prior to publication, creditors may not yet be aware that they
are to desist from pursuing claims against the insolvent debtor.
Again, the immediate effectivity of the stay order can be traced
to the purpose of rehabilitation: once the necessity of
rehabilitating the debtor is recognized, through a petition duly
granted, it is imperative that the necessary steps to preserve its
assets are taken at the earliest possible time.

3. CIVIL LAW; CONTRACTS; WHILE A CONTRACT IS THE

LAW BETWEEN THE PARTIES, THE PROVISIONS OF
POSITIVE LAW WHICH REGULATE CONTRACTS
SHALL LIMIT AND GOVERN THEIR RELATIONS.—
Anent the alleged impairment of contract, basic is the principle
that the law is deemed written into every contract, such that
while a contract is the law between the parties, the provisions
of positive law which regulate contracts shall limit and govern
their relations. At the time the Trust Receipt Agreement was
entered into by ABC and SCP, the law expressly allowed
corporations to be declared in a state of suspension of payments
under specific instances. Consequently, said law and its
implementing rules are deemed incorporated in the Trust Receipt
Agreement, thereby limiting ABC’s right to enforce its claim
against SCP once a stay or suspension order is issued. Clearly,
the principle on inviolability of contracts was not violated.

4. REMEDIAL LAW; JURISDICTION; REHABILITATION

PROCEEDINGS ARE ACTIONS IN REM; UNDER BOTH
THE REHABILITATION RULES AND THE INTERIM
RULES, PUBLICATION OF THE NOTICE OF THE
COMMENCEMENT OF REHABILITATION PROCEEDINGS
IS THE OPERATIVE ACT WHICH VESTS THE COURT
WITH JURISDICTION OVER ALL AFFECTED
PARTIES.— The essence of procedural due process is one
which hears before it condemns, which proceeds upon inquiry
and renders judgment only upon trial. It contemplates notice
and opportunity to be heard before judgment is rendered affecting
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one’s person or property. Rehabilitation proceedings are
considered in rem. In rem actions are against the thing itself
and they are binding upon the whole world, unlike in personam
actions, which are against a person on the basis of his personal
liability. “Against the thing” means that the resolution of the
case affects the direct or indirect interests of others and assumes
that those interests attach to the thing which is the subject matter
of the litigation. The Court has consistently held that in actions
in personam, jurisdiction over the parties is required since they
seek to impose personal liability. On the other hand, courts
need not acquire jurisdiction over the person of the defendant
in actions in rem because they are not directed against a specific
person. The court need only acquire jurisdiction over the res.
Nonetheless, some form of notice to all affected parties is required
to satisfy the requirements of due process. Under both the
Rehabilitation Rules and the Interim Rules, publication of the
notice of the commencement of rehabilitation proceedings is
the operative act which vests the court with jurisdiction over
all affected parties. As discussed earlier, once jurisdiction is
acquired, the court can subject all those affected to orders
consistent with the rehabilitation of the insolvent debtor,
including the reversal of any transfer, payment, or sale made
after the filing of the petition.

APPEARANCES OF COUNSEL

Verna Lynn V. Aceveda and Joanne L. Villareal for petitioner.

Joaquin P. Obieta and Edcel G. Bolinao for Steel Corp. of
the Phils.

Belo Gozon Elma Parel Asuncion & Lucila for Banco de
Oro.

DECISION
MARTIRES, J.:

This is a petition for review on certiorari under Rule 45 of
the Rules of Court assailing the 22 July 2008 Decision? and 12

2 Rollo, pp. 11-29; penned by Associate Justice Jose Catral Mendoza, with
Associate Justices Andres B. Reyes, Jr., and Sesinando E. Villon, concurring.
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April 2010 Resolution® of the Court of Appeals (CA) in CA-
G.R. SP No. 97206. The CA affirmed the 22 November 2006
Resolution of the Regional Trial Court (RTC or the rehabilitation
court), Branch 2, Batangas City, in Spec. Proc. No. 06-7993,
which ordered the bank creditors of Steel Corporation of the
Philippines (SCP) to unfreeze and restore the latter’s bank
accounts to the possession, control, and custody of the
rehabilitation receiver.

THE FACTS

On 11 September 2006, Equitable PCI Bank, Inc. (EPCIB),
as creditor, filed a petition for the corporate rehabilitation of
its debtor SCP with the RTC.

EPCIB alleged, among others, that due to the onslaught of
the 1997 Asian Financial Crisis, SCP began experiencing a
downward trend in its financial condition which prompted various
banks and financial institutions to grant it with term loan facilities
and working capital lines; that SCP failed to make timely
payments on its term loan facilities; that SCP also defaulted
on its loan obligations under the December 2002 Omnibus
Agreement,* where lending banks and other financial institutions
agreed to reschedule and restructure SCP’s payments on the
principal loan and interest, reinstate its working capital lines
and establish a new trade financing line; and that the petition
for corporate rehabilitation is grounded on Section 1, Rule 4
of the Interim Rules of Corporate Rehabilitation, which provides
that “any debtor who foresees the impossibility of meeting its
debts when they respectively fall due, or any creditor or creditors
holding at least twenty-five percent (25%) of the debtor’s total
liabilities, may petition the proper Regional Trial Court to have
the debtor placed under rehabilitation.”

Apart from the foregoing agreements, Allied Banking Corporation
(ABC) granted SCP with a revolving credit facility denominated
as a letter of credit/trust receipt line in the amount of £100 million,

31d. at 32-34.
41d. at 260-324.
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which SCP availed of to finance the importation of its raw materials.
Pursuant to this arrangement, SCP executed a trust receipt (7R),’
which authorizes ABC to charge SCP’s account in its possession
under instances specified in paragraph 9 thereof, viz:

In the event of any bankruptcy, insolvency, suspension of payment,
or failure, or assignment for the benefit of creditors, on my/our part,
or of the non-fulfillment of any obligation, or of the non-payment at
maturity of any acceptance specified hereon or under any credit issued
by the ALLIED BANKING CORPORATION for my/our account,
or of the non-payment of any indebtedness on my/our part to the
said bank, all obligations, acceptances, indebtedness, and liabilities
whatsoever shall thereupon (with or without notice) mature and become
due and payable. The ALLIED BANKING CORPORATION is hereby
constituted my/our attorney-in-fact, with authority to examine my/
our books and records, to charge my/our account or to sell any other
property of mine/ours in its possession, and to liquidate any or all
of my/our obligations under this Trust Receipt.

The RTC Ruling

On 12 September 2006, the RTC issued an Order® (the subject
order) granting EPCIB’s petition, the dispositive portion of
which reads:

WHEREFORE, finding the petition to be sufficient in form and
substance, this Order is hereby issued—

(a) Appointing Santiago T. Gabionza Jr., with address at
Villanueva Gabionza and De Santos Law Offices, 20/F 139 Corporate
Center, Valero Street, Salcedo Village, Makati City, as Rehabilitation
Receiver of Steel Corporation of the Philippines, directing him to
assume his position as such upon the taking of an oath before the
Branch Clerk of this Court and after posting a bond in the amount
of £300,000.00 to guarantee the faithful discharge of his duties and
obedience to the Orders of this Court;

(b) Upon acceptance by Santiago T. Gabionza, Jr. of his
appointment as Rehabilitation Receiver, directing him:

3 1d. at 109-110.
6 1d. at 434-438.
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[i] to take possession, control and custody of the assets of the
debtor Steel Corporation of the Philippines;

[ii]] toclosely oversee and monitor the operations of the said debtor
corporation during the pendency of the proceedings and to immediately
report to this Court any material adverse change in its business;

[iii] to ensure that the value of the properties of Steel Corporation
of the Philippines are reasonably maintained pending the termination
of whether or not it should be rehabilitated;

[iv] to investigate the acts, conduct, properties, liabilities, and
financial condition of the debtor-corporation, the operation of its business
and the desirability of the continuance thereof, and any matter relevant
to the proceedings or to the formulation of a rehabilitation plan;

[v] toreportto this Court any fact ascertained by him pertaining
to the causes of the debtor’s problems, fraud, preferences, dispositions,
encumbrances, misconduct, mismanagement, and irregularities
committed by the stockholders, directors, management, or any other
person against the debtor;

[vi] to evaluate the existing assets and liabilities, earnings and
operations of the said debtor-corporation;

[vii] to determine and recommend to this Court the best way to
salvage and protect the interests of the creditors, stockholders and
the general public;

[viii] to exercise such powers and prerogatives stated above as
may be necessary and proper under the law and the Interim Rules of
Procedure on Corporate Rehabilitation over all other corporations,
persons or entities as may be affected by these proceedings;

[ix] to apply to this Court for any order or directive that he may
deem necessary or desirable to aid him in the exercise of his powers
and performance of his duties and functions.

(c) Staying all claims against SCP, by all other corporations,
persons or entities insofar as they may be affected by the present
proceedings, until further notice from this Court, pursuant to
Sec. 6, of Rule 4 of the Interim Rules of Procedure on Corporate
Rehabilitation.

Steel Corporation of the Philippines is hereby prohibited from
selling, encumbering, transferring or disposing in any manner of its
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assets and properties except in the ordinary course of its business
and as may be approved by the Rehabilitation Receiver.

The suppliers of goods or services of Steel Corporation of the
Philippines are prohibited from withholding supply of goods and
services in the ordinary course of business for as long as it is able
to make payment for the services and goods supplied after the issuance
of this Order.

Steel Corporation of the Philippines is directed to pay in full the
administrative expenses incurred after the issuance of this Order.

The petitioner is directed to publish this Order in a newspaper of
general circulation in the Philippines once a week for two (2)
consecutive weeks.

All other creditors and all interested parties, including the Securities
and Exchange Commission, are directed to file and serve on the
petitioner, thru their counsels on record, Divina and Uy Law Offices,
8™ Floor, Pacific Star Building, Makati Avenue corner Sen. Gil Puyat
Ave., Makati City, a verified comment on the petition, with supporting
affidavits and documents, not later than ten (10) days before the
date of the initial hearing. Failure to do so will constitute a bar on
such creditors and all interested parties from participating in the
proceedings.

X XX X X X X X X

SO ORDERED. (emphasis supplied)

On 15 September 2006, petitioner applied the remaining
proceeds of SCP’s Current Account No. 1801-004-87-6 (subject
account) in the amount of £6,750,000.00, maintained with its
Aguirre Branch, to its obligations under the TR.

On 29 October 2006, SCP filed an urgent omnibus motion
alleging that petitioner violated the rehabilitation court’s stay
order when it applied the proceeds of its current account to the
payment of obligations covered by the stay order. Consequently,
it prayed for ABC to immediately restore its current account,
credit back to said account the amount of £6,750,000.00, and
honor any and all transactions of SCP in said account.

On 2 November 2006, ABC filed an opposition, mainly
contending that SCP’s obligations with it had become due and
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demandable, rendering legal compensation valid and proper;
that petitioner did not violate the stay order, as it had no notice
of its issuance at the time of the legal compensation; and that
petitioner cannot be legally compelled to extend credit to SCP
against its will.

On 22 November 2006, the RTC issued a resolution (the
subject resolution), finding merit in SCP’s position, to wit:

WHEREFORE, in view of all the foregoing, the Court hereby
orders as follows:

X XX X X X X X X

3. ABC to restore SCP’s Current Account No. 1801-004-87-6 at
Aguirre Branch, Makati City, and to credit back to the said account
the entire deposit balance therein of £6,750,000.00 and to honor
any and all transactions of SCP in said account as may be approved
by the Rehabilitation Receiver.

X XX X XX X X X

Aggrieved, ABC filed a petition for review under Rule 43
with the CA.

The CA Ruling
The CA affirmed the resolution of the RTC, viz:

WHEREFORE, the November 22, 2006 Resolution of the Regional
Trial Court, Branch 2, Batangas City, in Sp. Proc. No. 06-7993, is
AFFIRMED.

The CA ruled that the RTC’s stay order was effective from
the date of its issuance on 12 September 2006, on the basis of
Section 11, Rule 4, and Section 5, Rule 3, of the Interim Rules
of Corporate Rehabilitation; thus, ABC was bound to comply
with it on said date. The CA also ruled that the subject account
was already under custodia legis by virtue of the stay order,
rendering ABC’s unilateral application of the proceeds in the
subject account improper. On the issue of impairment of
contractual rights, the CA held that no impairment exists because
no changes were made in the amount or rate of SCP’s debt to
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ABC. Only the enforcement of the latter’s claims is being stayed
or suspended.

Unconvinced, ABC filed a motion for reconsideration of the
CA decision, which was denied by the CA in its resolution;
hence, the instant petition.

The present petition

ABC contends that it was deprived of its right to due process
when the RTC ordered ABC to restore SCP’s current account
and to credit back the amount previously set off. ABC asserts
that it was not yet bound by the 12 September 2006 stay order
when it made the set off on 15 September 2006 because
jurisdiction over it had not yet been acquired by the rehabilitation
court; the stay order was only published on 16 September 2006.

ABC further contends that when it offset the proceeds in the
subject account, it merely applied the provisions of law on legal
compensation, since SCP had already incurred a default in its
obligations rendering operative the terms of the TR it had issued.

ISSUES
ABC raises the following issues:

I. THE HONORABLE COURT OF APPEALS ERRED IN
AFFIRMING THE LOWER COURT’S DECISION THAT
PETITIONER ABC IS BOUND BY THE SEPTEMBER 12, 2006
STAY ORDER THEREBY UNLAWFULLY DEPRIVING THE
PETITIONER OF ITS RIGHT TO DUE PROCESS OF LAW.

II. THE HONORABLE COURT OF APPEALS ERRED IN
AFFIRMING THE LOWER COURT’S DECISION THAT
PETITIONER ABC IS PROHIBITED FROM APPLYING THE
PROCEEDS OF THE DEPOSIT ACCOUNT OF STEEL
CORPORATION TO ITS OUTSTANDING OBLIGATIONS FROM
THE DATE OF THE ISSUANCE OF THE STAY ORDER ON 12
SEPTEMBER 2006, AS THE SAID PROCEEDS ARE ALREADY
UNDER CUSTODIA LEGIS, BY VIRTUE OF THE STAY ORDER.

THE COURT’S RULING

The central argument to the present petition is that the RTC
could not invalidate an act already consummated prior to the
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date that the subject order was published, since it was only on
said date that the court acquired jurisdiction over ABC. ABC
primarily bases its assertion on Section 1, Rule 3 of the Interim
Rules,” which considers rehabilitation proceedings as in rem
and jurisdiction over all those affected acquired only upon
publication of the notice commencing proceedings.

This Court is thus tasked to determine when the subject order
took effect for purposes of compliance, and whether the
rehabilitation court can reverse or invalidate acts that are
inconsistent with its stay order and are made after its issuance
but prior to its publication.

Applying the provisions of the present
Rehabilitation Rules, the rehabilitation
court properly invalidated ABC’s
action.

The rehabilitation petition was filed by EPCIB under A.M.
No. 00-8-10-SC dated 21 November 2000, or the 2000 Interim
Rules of Procedure on Corporate Rehabilitation (Interim Rules).

On 27 August 2013, however, the Court enacted A.M.
No. 12-12-11-SC, or the Financial Rehabilitation Rules of
Procedure (Rehabilitation Rules), which amended and revised
the Interim Rules and the subsequent 2008 Rules of Procedure
on Corporate Rehabilitation (2008 Rules), in order to incorporate
the significant changes brought about by Republic Act No. 10142
(R.A. No. 10142), otherwise known as the Financial Rehabilitation
and Insolvency Act of 2010 (FRIA).®

" Section 1. Nature of Proceedings. - Any proceeding initiated under
these Rules shall be considered in rem. Jurisdiction over all those affected
by the proceedings shall be considered as acquired upon publication of the
notice of the commencement of the proceedings in any newspaper of general
circulation in the Philippines in the manner prescribed by these Rules.

8 The Resolution of the Court under A.M. No. 12-12-11-SC states:
X X X X X X X X X

Whereas, the Supreme Court, through Memorandum No. 46-2010 dated
September 30, 2010 (as amended by Memorandum Order No. 17-2013 dated
May 9, 2013), tasked the Sub-Committee on Commercial Courts to revise
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The Rehabilitation Rules provides that the court shall issue
a commencement order once it finds the petition for
rehabilitation sufficient in form and substance.’ This
commencement order primarily contains: a declaration that
the debtor is under rehabilitation, the appointment of a
rehabilitation receiver, a directive for all creditors to file their
verified notices of claim, and an order staying claims against
the debtor.'” The rehabilitation proceedings shall be deemed
to have commenced from the date of filing of the petition,!!
which is also termed the commencement date.

Under the same Rules, the effects of such commencement
order shall retroact to the date that the petition was filed, and
renders void any attempt to collect on or enforce a claim against
the debtor or to set off any debt by the debtor’s creditors, after
the commencement date, to wit:

SEC. 9. EFFECTS OF THE COMMENCEMENT ORDER. — The
effects of the court’s issuance of a Commencement Order shall retroact
to the date of the filing of the petition and, in addition to the effects
of a Stay or Suspension Order described in the foregoing section, shall

X XX X X X X X X

(B) prohibit or otherwise serve as the legal basis for rendering
null and void the results of any extrajudicial activity or process
to seize property, sell encumbered property, or otherwise attempt
to collect on or enforce a claim against the debtor after the
commencement date unless otherwise allowed under these Rules,
subject to the provisions of Section 49 of this Rule;

(C) serve as legal basis for rendering null and void any set-off
after the commencement date of any debt owed to the debtor by
any of the debtor’s creditors; (emphasis supplied)

and/or amend A.M. No. 00-8-10-SC or the Rules of Procedure on Corporate
Rehabilitation (2008) to incorporate the significant changes brought about
by the enactment of R.A. No. 10142, particularly on rehabilitation proceedings;
X X X X X X X X X
9 Section 6, Rule 2, the Rehabilitation Rules.
10 Section 8, Rule 2, the Rehabilitation Rules.

d.
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X XX X X X X X X

The order issued by the RTC on 12 September 2006, which
effectively initiated rehabilitation proceedings and included a
suspension of all claims against SCP, is akin to the
commencement order under the Rehabilitation Rules.

Clearly, therefore, if the Rehabilitation Rules were to be
applied, the directive of the rehabilitation court restoring SCP’s
current account and crediting back the offset amount is valid
and proper, since the offsetting was made on 15 September
2006, after the commencement date on 11 September 2006,
when the petition for rehabilitation was filed.

The question thus arises: May the Rehabilitation Rules be
applied to resolve the present petition, when the subject petition
for rehabilitation was filed under the Interim Rules.

The Court rules in the affirmative.

Section 2, Rule 1 of the Rehabilitation Rules governs
rehabilitation cases already pending, except when its application
would not prove feasible or would work injustice, to wit:

SEC. 2. SCOPE. — These Rules shall apply to petitions for
rehabilitation of corporations, partnerships, and sole proprietorships,
filed pursuant to Republic Act No. 10142, otherwise known as the
Financial Rehabilitation and Insolvency Act (FRIA) of 2010.

These Rules shall similarly govern all further proceedings in
suspension of payments and rehabilitation cases already pending

except to the extent that, in the opinion of the court, its application
would not be feasible or would work injustice, in which event
the procedures originally applicable shall continue to govern.
(emphasis supplied)

The above provision is consistent with the mandate under
R.A. No. 10142, viz:

SEC. 146. Application to Pending Insolvency, Suspension of
Payments and Rehabilitation Cases. — This Act shall govern all
petitions filed after it has taken effect. All further proceedings in
insolvency, suspension of payments and rehabilitation cases then
pending, except to the extent that in the opinion of the court
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their application would not be feasible or would work injustice,
in which event the procedures set forth in prior laws and

regulations shall apply. (emphasis supplied)

The soundness of upholding the retroactive effect of a
commencement order is easily discernible.

In Philippine Bank of Communications v. Basic Polyprinters
and Packaging Corporation,'? the Court said that rehabilitation
proceedings seek to give insolvent debtors the opportunity to
reorganize their affairs and to efficiently and equitably distribute
its remaining assets, viz:

Rehabilitation proceedings in our jurisdiction have equitable and
rehabilitative purposes. On the one hand, they attempt to provide
for the efficient and equitable distribution of an insolvent debtor’s
remaining assets to its creditors; and on the other, to provide debtors
with a “fresh start” by relieving them of the weight of their outstanding
debts and permitting them to reorganize their affairs. The purpose

of rehabilitation proceedings is to enable the company to gain a
new lease on life and thereby allow creditors to be paid their

claims from its earnings. (emphasis supplied)

The filing of a petition for the rehabilitation of a debtor,
when the court finds that it is sufficient in form and substance,
is both (1) an acknowledgment that the debtor is presently
financially distressed; and (2) an attempt to conserve and
administer its assets in the hope that it will eventually return
to its former state of successful financial operation and liquidity."
The inherent purpose of rehabilitation is to find ways and means
to minimize the expenses of the distressed corporation during
the rehabilitation period by providing the best possible framework
for the corporation to gradually regain or achieve a sustainable
operating form."

Certainly, when a petition for rehabilitation is filed and
subsequently granted by the court, its purpose will be defeated

12745 Phil. 651 (2014).
3 BIR v. Lepanto Ceramics, Inc., G.R. No. 224764, 24 April 2017.
14

Id.
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if the debtors are still allowed to arbitrarily dispose of their
property and pay their liabilities, outside of the ordinary course
of business and what is allowed by the court, after the filing of
the said petition. Such a scenario does not promote an
environment where the debtor could regain its operational footing,
contrary to the dictates of rehabilitation.

The petition itself, when granted by the court, is already a
recognition of the debtor’s distressed financial status not only
at the time the order is issued, but also at the time the petition
is filed. It is, therefore, more consistent with the objectives of
rehabilitation to recognize that the effects of an order commencing
rehabilitation proceedings and staying claims against the debtor
should retroact to the date the petition is filed.

Accordingly, the Court finds that application of the
Rehabilitation Rules to the case at bar is proper, insofar as it
clarifies the effect of an order staying claims against a debtor
sought to be rehabilitated.

Such application promotes a just and sound resolution to
the present controversy, bearing in mind the inherent purpose
of rehabilitation proceedings. It is also feasible, considering
the subject resolution was within the Rehabilitation Court’s
powers, wielded for the same purpose identified in both the
Interim Rules and the Rehabilitation Rules which is to promote
a timely, fair, transparent, effective, and efficient rehabilitation
of debtors.'

Even the Interim Rules provides for the
immediate effectivity of a stay order.

Even if the retroactive effect under the Rehabilitation Rules
is inapplicable to the case at bar, the Interim Rules expressly
provides that the stay order is effective upon its issuance, viz:

Sec. 11. Period of the Stay Order. — The stay order shall be effective
from the date of its issuance until the dismissal of the petition or

15 Section 2, Rule 2, the Interim Rules; Section 3, Rule 1, the Rehabilitation
Rules.
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the termination of the rehabilitation proceedings. (emphasis
supplied)

X XX X X X X X X

The foregoing provision finds support in Section 5, Rule 3,
of the Interim Rules, to wit:

Sec. 5. Executory Nature of Orders. — Any order issued by the
court under these Rules is immediately executory. A petition for
review or an appeal therefrom shall not stay the execution of the
order unless restrained or enjoined by the appellate court. The review
of any order or decision of the court or an appeal therefrom shall be
in accordance with the Rules of Court: Provided, however, that the
reliefs ordered by the trial or appellate courts shall take into account
the need for resolution of proceedings in a just, equitable, and speedy
manner. (emphasis supplied)

This Court quotes with approval the CA’s disquisition on
this matter:

From the above provisions, a stay order issued by the court in a
corporate rehabilitation proceeding is effective from the date of its
issuance until the dismissal of the petition or the termination of the
rehabilitation proceedings. In fact, it is immediately executory.

In the case at bar, there is no doubt that the rehabilitation court
correctly held that the appellant is bound by the September 12, 2006
Stay Order as of the date of its issuance, the same being immediately
executory and effective without any further act, event, or condition
being necessary to compel compliance therewith as expressly provided
in Sec. 11, Rule IV and Sec. 5, Rule III of the Interim Rules of
Procedure on Corporate Rehabilitation.

X XX X X X X X X

It should be stressed that the Interim Rules was enacted to provide
for a summary and non-adversarial rehabilitation proceedings. This
is in consonance with the commercial nature of a rehabilitation case,
which is aimed to be resolved expeditiously for the benefit of all the
parties concerned and the economy in general.

X XX X X X X X X

It is true that under the Interim Rules, similar to the
Rehabilitation Rules, publication of the notice of the



80 PHILIPPINE REPORTS

Allied Banking Corp. vs. Equitable PCI Bank, Inc.

commencement of the proceedings is necessary to acquire
jurisdiction over all persons affected, viz:

Section 1. Nature of Proceedings. - Any proceeding initiated under
these Rules shall be considered in rem. Jurisdiction over all those
affected by the proceedings shall be considered as acquired upon
publication of the notice of the commencement of the proceedings
in any newspaper of general circulation in the Philippines in the
manner prescribed by these Rules.

X X X X XX X X X

The question posed herein is whether the immediate effectivity
of the stay order is inconsistent with the publication requirement
under the Rules, such that the rehabilitation court cannot
invalidate acts made after its issuance but prior to its publication.
The Court rules in the negative.

Taking into consideration the laudable objectives of
rehabilitation proceedings, the immediate effectivity of the stay
order means that the RTC, through an order commencing
rehabilitation and staying claims against the debtor,
acknowledges that the debtor requires rehabilitation immediately
and therefore it can not only prohibit but also nullify acts made
after its effectivity, when such acts are violative of the stay
order, to prevent any irreparable detriment to the debtor’s
successful restoration.

The foregoing is validated by the Interim Rules, where the
court can declare void any transaction made in violation of the
stay order, viz:

Sec. 8. Voidability of Illegal Transfers and Preferences. — Upon
motion or motu proprio, the court may declare void any transfer
of property or any other conveyance, sale, payment, or agreement
made in violation of its stay order or in violation of these Rules.
(emphasis supplied)

The publication requirement only means that all affected
persons must, to satisfy the requirements of due process, be
notified that as of a particular date, the debtor in question requires
rehabilitation and should temporarily be exempt from paying
its obligations, unless allowed by the court. Once due notice is
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made, the rehabilitation court may nullify actions inconsistent
with the stay order but which may have been taken prior to
publication, precisely because prior to publication, creditors
may not yet be aware that they are to desist from pursuing
claims against the insolvent debtor.

Again, the immediate effectivity of the stay order can be
traced to the purpose of rehabilitation: once the necessity of
rehabilitating the debtor is recognized, through a petition duly
granted, it is imperative that the necessary steps to preserve its
assets are taken at the earliest possible time.

It is thus apparent that the RTC properly invalidated
petitioner’s action made on 15 September 2006, after the subject
order was issued.

There was no impairment of contract
or deprivation of due process.

According to ABC, the subject resolution constituted an
impairment of its contract with SCP because under the TR it
executed in ABC’s favor, ABC had the right to charge SCP’s
account in case of nonpayment of any indebtedness. ABC also
claims lack of due process because the rehabilitation court
directed ABC to restore SCP’s account even when the offsetting
was made prior to publication of the subject order, when ABC
was not yet deemed notified of the order.

Anent the alleged impairment of contract, basic is the principle
that the law is deemed written into every contract, such that
while a contract is the law between the parties, the provisions
of positive law which regulate contracts shall limit and govern
their relations.'® At the time the Trust Receipt Agreement was
entered into by ABC and SCP, the law expressly allowed
corporations to be declared in a state of suspension of payments
under specific instances.!”

16 Heirs of Severina San Miguel v. CA, 416 Phil. 943, 954 (2001); Sulo
Sa Nayon, Inc. v. Nayong Pilipino Foundation, 596 Phil. 715, 723 (2009).

17 Section 5 (d), Presidential Decree 902-A, as amended by Presidential
Decree 1758.
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Consequently, said law and its implementing rules are deemed
incorporated in the Trust Receipt Agreement, thereby limiting
ABC’s right to enforce its claim against SCP once a stay or
suspension order is issued. Clearly, the principle on inviolability
of contracts was not violated.

It must also be noted that the subject order did not eliminate
or reduce SCP’s obligations to ABC, but merely suspended its
enforcement while rehabilitation is being undertaken. In fact,
one of the purposes of rehabilitation is to ensure the efficient
and equitable distribution of the insolvent debtor’s remaining
assets to its creditors.'®

In Golden Merchandising Corporation v. Equitable PCI
Bank,"” which involved the question of whether the shorter
redemption period, provided under R.A. No. 8791 and applied
to a real mortgage contract executed prior to the enactment of
said law, constitutes a violation against the constitutional
proscription on impairment of contracts, the Court ruled that
there was no impairment because the provision in question did
not divest juridical persons of their right to redeem but merely
modified the time for the exercise of such right.

Similarly, ABC was not deprived of its right to enforce its
claim against SCP. The creditor’s right to enforce his claim
despite the issuance of a stay order is even validated by Section 8
of the Rehabilitation Rules, to wit:

SEC. 8. COMMENCEMENT OF PROCEEDINGS AND
ISSUANCE OF COMMENCEMENT ORDER. — The rehabilitation
proceedings shall be deemed to have commenced from the date of
filing of the petition.

X XX X XX X X X

The issuance of a stay order does not affect the right to

commence actions or proceedings in order to preserve ad cautelam
a claim against the debtor and to toll the running of the prescriptive

18 Supra note 12, at 660-661.
19706 Phil. 427 (2013).
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period to file the claim. For this purpose, the plaintiff may file the
appropriate court action or proceedings by paying the amount of
One Hundred Thousand Pesos (P100,000.00) or one-tenth (1/10) of
the prescribed filing fee, whichever is lower. The payment of the
balance of the filing fee shall be a jurisdictional requirement for the
reinstatement or revival of the case. (emphasis supplied)

It is also clear from the previous discussion that ABC was
not deprived of due process when the RTC issued the subject
resolution.

The essence of procedural due process is one which hears
before it condemns, which proceeds upon inquiry and renders
judgment only upon trial. It contemplates notice and opportunity
to be heard before judgment is rendered affecting one’s person
or property.”

Rehabilitation proceedings are considered in rem.?' In rem
actions are against the thing itself and they are binding upon
the whole world,? unlike in personam actions, which are against
a person on the basis of his personal liability.” “Against the
thing” means that the resolution of the case affects the direct
or indirect interests of others and assumes that those interests
attach to the thing which is the subject matter of the litigation.*

The Court has consistently held that in actions in personam,
jurisdiction over the parties is required since they seek to impose
personal liability. On the other hand, courts need not acquire
jurisdiction over the person of the defendant in actions in rem
because they are not directed against a specific person. The
court need only acquire jurisdiction over the res.” Nonetheless,
some form of notice to all affected parties is required to satisfy

20 Aberca, et al. v. Ver, et al., 684 Phil. 207, 221-222 (2012).

2L Supra note 7.

22 De Pedro v. Romasan Development Corporation, 748 Phil. 706, 725 (2014).
2 Biaco v. Philippine Countryside Rural Bank, 544 Phil. 45, 55 (2007).
24 Supra note 22, at 725-726.

»Id.
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the requirements of due process. Under both the Rehabilitation
Rules and the Interim Rules, publication of the notice of the
commencement of rehabilitation proceedings is the operative
act which vests the court with jurisdiction over all affected
parties. As discussed earlier, once jurisdiction is acquired, the
court can subject all those affected to orders consistent with
the rehabilitation of the insolvent debtor, including the reversal
of any transfer, payment, or sale made after the filing of the
petition.

It is not disputed that the 12 September 2006 Order of the
rehabilitation court was duly published on 16 September 2006;
that said order contained a directive for all creditors to file
their verified comment on the petition within a stated period;
and that ABC filed its verified comment on 17 October 2006.

It is therefore evident that petitioner was notified of the
rehabilitation proceedings and given an opportunity to be heard,
as in fact it filed a comment thereon, thereby satisfying due
process requirements. Moreover, as previously discussed, there
was no undue deprivation of property because SCP’s obligation
to ABC remains.

WHEREFORE, the petition is DENIED. The 22 July 2008
Decision and 12 April 2010 Resolution of the Court of Appeals
in CA-G.R. SP No. 97206 are AFFIRMED.

SO ORDERED.

Velasco, Jr. (Chairperson), Bersamin, Leonen, and Gesmundo,
JJ., concur.
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Team Energy Corporation vs. Commissioner of Internal Revenue

THIRD DIVISION
[G.R. No. 197663. March 14, 2018]

TEAM ENERGY CORPORATION (formerly: MIRANT
PAGBILAO CORPORATION and SOUTHERN ENERGY
QUEZON, INC.), petitioner, vs. COMMISSIONER OF
INTERNAL REVENUE, respondent.

[G.R. No. 197770. March 14, 2018]

REPUBLIC OF THE PHILIPPINES rep. by the BUREAU
OF INTERNAL REVENUE, petitioner, vs. TEAM
ENERGY CORPORATION, respondent.

SYLLABUS

1. TAXATION; 1997 NATIONAL INTERNAL REVENUE
CODE; PRESCRIPTIVE PERIODS REGARDING
JUDICIAL CLAIMS FOR REFUNDS OR TAX CREDITS
OF INPUT VAT; 30-DAY PERIOD FOR APPEAL FROM
THE DECISION OF THE COMMISSIONER OF THE
INTERNAL REVENUE TO THE COURT OF TAX
APPEALS.— The prescriptive periods regarding judicial claims
for refunds or tax credits of input VAT are explicitly set forth
in Section 112(D) of the 1997 NIRC: x x x The text of the law
is clear that resort to an appeal with the Court of Tax Appeals
should be made within 30 days either from receipt of the decision
denying the claim or the expiration of the 120-day period given
to the Commissioner to decide the claim. x x x Section 112(D)
is consistent with Section 11 of Republic Act No. 1125, as
amended by Section 9 of Republic Act No. 9282 (2004), which
provides a 30-day period of appeal either from receipt of the
adverse decision of the Commissioner or from the lapse of the
period fixed by law for action.

2. ID.; ID.; ID.; ID.; STRICT COMPLIANCE THEREOF IS
REQUIRED.— “Excess input tax is not an excessively,
erroneously, or illegally collected tax.” A claim for refund of

this tax is in the nature of a tax exemption, which is based on
Sections 110(B) and 112(A) of 1997 NIRC, allowing VAT-
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registered persons to recover the excess input taxes they have
paid in relation to their zero-rated sales. “The term ‘excess’
input VAT simply means that the input VAT available as [refund]
credit exceeds the output VAT, not that the input VAT is
excessively collected because it is more than what is legally
due.” Accordingly, claims for tax refund/credit of excess input
tax are governed not by Section 229 but only by Section 112
of the NIRC. A claim for input VAT refund or credit is construed
strictly against the taxpayer. Accordingly, there must be strict
compliance with the prescriptive periods and substantive
requirements set by law before a claim for tax refund or credit
may prosper. The mere fact that Team Energy has proved its
excess input VAT does not entitle it as a matter of right to a
tax refund or credit. The 120+30-day periods in Section 112 is
not a mere procedural technicality that can be set aside if the
claim is otherwise meritorious. It is a mandatory and jurisdictional
condition imposed by law. Team Energy’s failure to comply
with the prescriptive periods is, thus, fatal to its claim.

3. ID.; ID.; VALUE ADDED TAX; CREDITABLE INPUT TAX
MUST BE EVIDENCED BY A VAT INVOICE OR
OFFICIAL RECEIPT.— Claimants of tax refunds have the
burden to prove their entitlement to the claim under substantive
law and the factual basis of their claim. Moreover, in claims for
VAT refund/credit, applicants must satisfy the substantiation and
invoicing requirements under the NIRC and other implementing
rules and regulations. Under Section 110(A)(1) of the 1997 NIRC,
creditable input tax must be evidenced by a VAT invoice or
official receipt, which must in turn reflect the information required
in Sections 113 and 237 of the Code, x x x Section 4.108-1 of
Revenue Regulations No. 7-95 summarizes the information that
must be contained in a VAT invoice and a VAT official receipt:
x x x This Court reiterates that to claim a refund of unutilized
or excess input VAT, purchase of goods or properties must be
supported by VAT invoices, while purchase of services must be
supported by VAT official receipts.

4. ID.; ID.; ID.; ID.; STRICT COMPLIANCE WITH
SUBSTANTIATION AND INVOICING REQUIREMENTS
IS NECESSARY CONSIDERING OUR VAT’S NATURE
AND VAT SYSTEM’S TAX CREDIT METHOD, WHERE
TAX PAYMENTS ARE BASED ON OUTPUT AND INPUT
TAXES AND WHERE THE SELLER’S OUTPUT TAX
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BECOMES THE BUYER’S INPUT TAX THAT IS
AVAILABLE AS TAX CREDIT OR REFUND IN THE
SAME TRANSACTION.— For context, VAT is a tax imposed
on each sale of goods or services in the course of trade or
business, or importation of goods “as they pass along the
production and distribution chain.” It is an indirect tax, which
“may be shifted or passed on to the buyer, transferee or lessee
of the goods, properties or services.” The output tax due from
VAT-registered sellers becomes the input tax paid by VAT-
registered purchasers on local purchase of goods or services,
which the latter in turn may credit against their output tax
liabilities. On the other hand, for a non-VAT purchaser, the
VAT shifted forms part of the cost of goods, properties, and
services purchased, which may be deductible as an expense
for income tax purposes. x x x Our VAT system is invoice-
based, i.e. taxation relies on sales invoices or official receipts.
A VAT-registered entity is liable to VAT, or the output tax at
the rate of 0% or 10% (now 12%) on the gross selling price of
goods or gross receipts realized from the sale of services. Sections
106(D) and 108(C) of the Tax Code expressly provide that VAT
is computed at 1/11 of the total amount indicated in the invoice
for sale of goods or official receipt for sale of services. This
tax shall also be recognized as input tax credit to the purchaser
of the goods or services. x x X A VAT-registered person may
opt, however, to apply for tax refund or credit certificate of
VAT paid corresponding to the zero-rated sales of goods,
properties, or services to the extent that this input tax has not
been applied against the output tax. Strict compliance with
substantiation and invoicing requirements is necessary
considering VAT’s nature and VAT system’s tax credit method,
where tax payments are based on output and input taxes and
where the seller’s output tax becomes the buyer’s input tax
that is available as tax credit or refund in the same transaction.
It ensures the proper collection of taxes at all stages of
distribution, facilitates computation of tax credits, and provides
accurate audit trail or evidence for BIR monitoring purposes.
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DECISION
LEONEN, J.:

For a judicial claim for Value Added Tax (VAT) refund to
prosper, the claim must not only be filed within the mandatory
120+30-day periods. The taxpayer must also prove the factual
basis of its claim and comply with the 1997 National Internal
Revenue Code (NIRC) invoicing requirements and other
appropriate revenue regulations. Input VAT payments on local
purchases of goods or services must be substantiated with VAT
invoices or official receipts, respectively.

The Petitions for Review in G.R. Nos. 197663 and 197770
seek to reverse and set aside the April 8, 2011 Decision' and
July 7, 2011 Resolution? of the Court of Tax Appeals En Banc
in CTA EB No. 603. The assailed Decision affirmed with
modification the October 5, 2009 Decision® and February 23,
2010 Resolution* of the Court of Tax Appeals in Division,

' Rollo (G.R. No. 197663), pp. 54-80, inclusive of Annex A. The Decision
was penned by Associate Justice Juanito C. Castaifieda, Jr.; concurred in by
Associate Justices Erlinda P. Uy, Caesar A. Casanova, Olga Palanca-Enriquez,
Esperanza R. Fabon-Victorino, Cielito N. Mindaro-Grulla, Amelia R.
Cotangco-Manalastas; concurred and dissented by Presiding Justice Ernesto
D. Acosta (pp. 81-84); and dissented by Associate Justice Lovell R. Bautista
(pp. 85-90) of the Court of Tax Appeals, En Banc.

21d. at91-101. The Resolution was penned by Associate Justice Juanito
C. Castafieda, Jr.; concurred in by Associate Justices Erlinda P. Uy, Caesar
A. Casanova, Olga Palanca-Enriquez, and Esperanza R. Fabon-Victorino;
concurred and dissented by Presiding Justice Ernesto D. Acosta (pp. 102-
105); and dissented by Associate Justice Lovell R. Bautista of the Court of
Tax Appeals, En Banc. Associate Justices Cielito N. Mindaro-Grulla and
Amelia R. Cotangco-Manalastas were on wellness leave.

3 1d. at 13-36 (inclusive of Annex A). The Decision, docketed as CTA
Case Nos. 7229 and 7298, was penned by Associate Justice Caesar A.
Casanova, concurred in by Associate Justice Lovell R. Bautista, and concurred
and dissented by Presiding Justice Ernesto D. Acosta (pp. 37-39) of the
First Division, Court of Tax Appeals, Quezon City.

41d. at 41-46. The Resolution was penned by Associate Justice Caesar
A. Casanova, concurred in by Associate Justice Lovell R. Bautista, and
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granting Team Energy Corporation (Team Energy) a tax refund/
credit in the reduced amount of P11,161,392.67, representing
unutilized input VAT attributable to zero-rated sales for the
taxable year 2003. The assailed Resolution denied the respective
motions for reconsideration filed by Team Energy and the
Commissioner of Internal Revenue (Commissioner).

Team Energy is a VAT-registered entity with Certificate of
Registration No. 96-600-002498. It is engaged in power
generation and electricity sale to National Power Corporation
(NPC) under a Build, Operate, and Transfer scheme.’

On November 13, 2002, Team Energy filed with the Bureau
of Internal Revenue (BIR) “an Application for Effective Zero-
Rate of its supply of electricity to the NPC, which was
subsequently approved.”®

For the year 2003, Team Energy filed its Original and
Amended Quarterly VAT Returns on the following dates and
with the following details:

Quarter | Original Amended Zero-rated Sales Input VAT
Return Return
1+ April 25, July 25, £3,170,914,604.24 P15,085,320.31
2003 2003
2nd July 25, October 27, 3,034,739,252.93 15,898,643.56
2003 2003
3rd October 27, - 2,983,478,607.66 21,151,308.57
2003
4t January 24, July 26, 3,019,672,908.84 31,330,081.06
2004 20047
Total 1’12,208,805,373.678 1’83,465,353.509

concurred and dissented by Chairperson Ernesto D. Acosta (pp. 47-52) of
the Special First Division, Court of Tax Appeals, Quezon City.

3 1d. at 13-14.
6 Id. at 14.
7 Id. at 14-15.
8 1d. at 23.
9 Id. at 25.
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On December 17, 2004, Team Energy filed with the Revenue
District Office No. 60 in Lucena City a claim for refund of
unutilized input VAT in the amount of £83,465,353.50, for
the first to fourth quarters of taxable year 2003."°

On April 22, 2005, Team Energy appealed before the Court
of Tax Appeals its 2003 first quarter VAT claim of P15,085,320.31.
The appeal was docketed as CTA Case No. 7229."

Opposing the appeal, the Commissioner averred that the
amount claimed by Team Energy was not properly documented
and that NPC’s exemption from taxes did not extend to its
electricity supplier such as Team Energy.!?

On July 22, 2005, Team Energy appealed its VAT refund
claims for the second to fourth quarters of 2003 in the amount
of P68,380,033.19, docketed as CTA Case No. 7298.13

As special and affirmative defenses, the Commissioner alleged
that it was imperative upon Team Energy to prove its compliance
with the registration requirements of a VAT taxpayer; the
invoicing and accounting requirements for VAT-registered
persons; and the checklist of requirements for a VAT refund
under Revenue Memorandum Order No. 53-98. Furthermore,
the Commissioner contended that Team Energy must prove that
the claims were filed within the prescriptive periods and that
the input taxes being claimed had not been applied against any
output tax liability or were not carried over in the succeeding
quarters.'*

On October 12, 2005, the two (2) cases were consolidated.'

10 74. at 56.
1 q.
12 1d. at 56-57.

13 1d. at 56. The CA Decision states P63,380,033.19 on this page but
the correct amount is £68,380,033.19. See rollo (G.R. No. 197663), p. 58.

14 1d. at 57-58.
15 1d. at 59.
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The Court of Tax Appeals First Division partially granted
Team Energy’s petition.'® It held that NPC’s exemption from
direct and indirect taxes had long been resolved by this Court."’
Consequently, NPC’s electricity purchases from independent
power producers, such as Team Energy, were subject to 0%
VAT pursuant to Section 108(B)(3) of the 1997 NIRC.'8

The Court of Tax Appeals First Division further ruled that
£20,986,302.67 out of the reported zero-rated sales of
P12,208,805,373.67 must be excluded for Team Energy’s failure
to submit the corresponding official receipts, leaving a balance
of £12,187,819,071.00 as substantiated zero-rated sales.'’
Consequently, only 99.83%% of the validly supported input
VAT payments being claimed could be considered.

The Court of Tax Appeals First Division likewise disallowed
P12,642,304.32 of Team Energy’s claimed input VAT for its
failure to meet the substantiation requirements under Sections
110(A) and 113(A) of the 1997 NIRC and Sections 4.104-1,
4.104-5, and 4.108-1 of Revenue Regulations No. 7-95 or the
Consolidated Value Added Tax Regulations.?! Team Energy’s
reported output VAT liability of P776.36 in its Quarterly VAT
Return for the third quarter of 2003 was further deducted from
the substantiated input VAT.?* The Court of Tax Appeals used
the following computation in determining Team Energy’s total
allowable input VAT:

19 1d. at 30.
7 1d. at 21.
'8 1d. at 20.
9 1d. at 24.
20 Id.; Computed as follows:

Substantiated zero-rated sales P12.187.819.071.00

Divided by total declared zero-rated sales P12.208.805.373.67
Rate of substantiated zero-rated sales 99.83 %

2L 1d. at 25.
22 1d. at 28.
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Substantiated Input VAT $£70,823,049.18
Less: Output VAT 776.36
Excess: Input VAT 70,822,272.82
Multiply by rate of substantiated zero-rated sales 99.83%

Excess input VAT attributable to substantiated
zero-rated sales £70,700,533.01>

Finally, on the issue of prescription, the Court of Tax Appeals
First Division held that “[t]he reckoning of the two-year
prescriptive period for the filing of a claim for input VAT refund
starts from the date of filing of the corresponding quarterly
VAT return.”* It explained that this Court’s ruling in
Commissioner of Internal Revenue v. Mirant Pagbilao
Corporation,” to the effect that “the two-year prescriptive period
for the filing of a claim for input VAT refund starts from the
close of the taxable quarter when the relevant sales were made,”?
must be applied to cases filed after the promulgation of Mirant.
Accordingly, Team Energy’s administrative claim filed on
December 17, 2004, and judicial claims filed on April 22, 2005
and July 22, 2005 were well within the two (2)-year prescriptive
period.”

The dispositive portion of the October 5, 2009 Decision
provided:

WHEREFORE, in view of the foregoing, the instant Petition for
Review is hereby PARTIALLY GRANTED. [The Commissioner
of Internal Revenue] is hereby ORDERED to REFUND or ISSUE
atax credit certificate to [Team Energy] in the amount of £70,700,533.01.

SO ORDERED.? (Emphasis in the original)

2 1d. at 29.

% 1.

25 586 Phil. 712 (2008) [Per J. Velasco, Jr., Second Division].
%6 Rollo (G.R. No. 197663), p. 30.

2 1d.

B 1d.
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Upon the denial of her Motion for Reconsideration, the
Commissioner filed on March 31, 2010 a Petition for Review
with the Court of Tax Appeals En Banc.” She argued that the
Court of Tax Appeals First Division erred in allowing the tax
refund/credit as Team Energy’s administrative and judicial claims
for the first and second quarters were filed beyond the two (2)-
year period prescribed in Section 112(A) of the 1997 NIRC.*
Additionally, she averred that Team Energy’s judicial claims
for the second, third, and fourth quarters of 2003 were filed
beyond the 30-day period to appeal under Section 112 of the
1997 NIRC.?! Team Energy filed its Comment/Opposition to
the Petition.*

On April 8, 2011, the Court of Tax Appeals En Banc
promulgated its Decision, partially granting Team Energy’s
petition. It held that Team Energy’s judicial claim for refund
for the second, third, and fourth quarters of 2003 was filed
only on July 22, 2005 or beyond the 30-day period prescribed
under Section 112(D)* of the 1997 NIRC. Consequently, the
claim for these quarters must be denied for lack of jurisdiction.
Furthermore, the Court of Tax Appeals En Banc found Team
Energy entitled to a refund in the reduced amount of
P11,161,392.67, representing unutilized input VAT attributable
to its zero-rated sales for the first quarter of 2003.

The dispositive portion of the Court of Tax Appeals En Banc
April 8, 2011 Decision read:

WHEREFORE, on the basis of the foregoing considerations, the
Petition for Review . . . is PARTIALLY GRANTED. The assailed
Decision and Resolution of the First Division dated October 5, 2009
and February 23, 2010, respectively, are hereby MODIFIED.
Accordingly, [the Commissioner] is ORDERED to refund in favor

2 Rollo (G.R. No. 197770), p. 18.

30 Rollo (G.R. No. 197663), p. 62.

3UId. at 61-62.

2 1d. at 62.

33 Now Section 112 (C), pursuant to RA 9337.



94 PHILIPPINE REPORTS

Team Energy Corporation vs. Commissioner of Internal Revenue

of [Team Energy] the reduced amount of Eleven Million One Hundred
Sixty[-]One Thousand Three Hundred Ninety[-]Two [Pesos] and
Sixty[-]Seven Centavos (P11,161,392.67) representing unutilized input
value-added tax (VAT) paid on its domestic purchases of goods and
services and importation of goods attributable to its zero-rated sales
for the first quarter of taxable year 2003.

SO ORDERED.* (Emphasis in the original)

The separate partial motions for reconsideration of Team
Energy and the Commissioner were denied in the Court of Tax
Appeals En Banc July 7, 2011 Resolution.™®

Team Energy and the Commissioner filed their separate
Petitions for Review before this Court, docketed as G.R.
Nos. 197663 and 197770,” respectively.

After the parties have filed their respective comments to the
petitions and replies to these comments, this Court directed
them to submit their respective memoranda in its July 1, 2013
Resolution.*®

Team Energy filed its Consolidated Memorandum™® while
the Commissioner filed a Manifestation,* stating that she was
adopting her Comment dated February 21, 2012 as her
Memorandum.

The issues for this Court’s resolution are as follows:

First, whether or not the Court of Tax Appeals erred in
disallowing Team Energy Corporation’s claim for tax refund

3 Rollo (G.R. No. 197663), pp. 74-75.
3 1d. at 100.

36 I1d. at 112-141.

37 Rollo (G.R. No. 197770), pp. 8-37.

38 Rollo (G.R. No. 197663), pp. 368-370.
¥ 1d. at 376-414.

40 1d. at 371.

4 1d. at 275-305.
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of its unutilized input VAT for the second to fourth quarters of
2003 on the ground of lack of jurisdiction;

Second, whether or not the Court of Tax Appeals erred in
failing to recognize the interchangeability of VAT invoices and
VAT official receipts to comply with the substantiation
requirements for refunds of excess or unutilized input tax under
Sections 110 and 113 of the 1997 National Internal Revenue
Code, resulting in the disallowance of P258,874.55; and

Finally, whether or not Team Energy Corporation’s failure
to submit the Registration and Certificate of Compliance issued
by the Energy Regulatory Commission (ERC) disqualifies it
from claiming a tax refund/credit.

I

The prescriptive periods regarding judicial claims for refunds
or tax credits of input VAT are explicitly set forth in Section
112(D)* of the 1997 NIRC:

Section 112. Refunds or Tax Credits of Input Tax. —

(D) Period within which Refund or Tax Credit of Input Taxes shall
be Made. — In proper cases, the Commissioner shall grant a refund
or issue the tax credit certificate for creditable input taxes within
one hundred twenty (120) days from the date of submission of complete
documents in support of the application filed in accordance with
Subsections (A) and (B) hereof.

In case of full or partial denial of the claim for tax refund or tax
credit, or the failure on the part of the Commissioner to act on the
application within the period prescribed above, the taxpayer affected
may, within thirty (30) days from the receipt of the decision denying
the claim or after the expiration of the one hundred twenty day-
period, appeal the decision or the unacted claim with the Court of
Tax Appeals. (Emphasis supplied)

42 Now Section 112(C), per amendments introduced by Republic Act
No. 9337 (2005).
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The text of the law is clear that resort to an appeal with the
Court of Tax Appeals should be made within 30 days either
from receipt of the decision denying the claim or the expiration
of the 120-day period given to the Commissioner to decide the
claim.

It was in Commissioner of Internal Revenue v. Aichi Forging
Company of Asia, Inc.®* where this Court first pronounced that
observance of the 120+30-day periods in Section 112(D)* is
crucial in filing an appeal with the Court of Tax Appeals. This
was further emphasized in Commissioner of Internal Revenue
v. San Roque Power Corporation® where this Court categorically
held that compliance with the 120+30-day periods under Section
112 of the 1997 NIRC is mandatory and jurisdictional. Exempted
from this are VAT refund cases that are prematurely filed before
the Court of Tax Appeals or before the lapse of the 120-day
period between December 10, 2003, when the BIR issued Ruling
No. DA-489-03, and October 6, 2010, when this Court
promulgated Aichi.*

Section 112(D)* is consistent with Section 11 of Republic
Act No. 1125, as amended by Section 9 of Republic Act No.
9282 (2004), which provides a 30-day period of appeal either
from receipt of the adverse decision of the Commissioner or
from the lapse of the period fixed by law for action:

Section 11. Who May Appeal; Mode of Appeal; Effect of Appeal.
— Any party adversely affected by a decision, ruling or inaction of
the Commissioner of Internal Revenue, . . . may file an appeal with
the CTA within thirty (30) days after the receipt of such decision

43 646 Phil. 710 (2010) [Per J. Del Castillo, First Division].

4 Now Section 112(C), per amendments introduced by Republic Act
No. 9337 (2005).

4703 Phil. 310 (2013) [Per J. Carpio, En Banc].
46 1d. at 398-399.

47 Now Section 112(C), per amendments introduced by Republic Act
No. 9337 (2005).
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or ruling or after the expiration of the period fixed by law for
action as referred to in Section 7(a)(2)*® herein.

Appeal shall be made by filing a petition for review under a
procedure analogous to that provided for under Rule 42 of the 1997
Rules of Civil Procedure with the CTA within thirty (30) days from
the receipt of the decision or ruling or in the case of inaction as
herein provided, from the expiration of the period fixed by law
to act thereon. (Emphasis supplied)

In this case, Team Energy’s judicial claim was filed beyond
the 30-day period required in Section 112(D). The administrative
claim for refund was filed on December 17, 2004.* Thus, BIR
had 120 days to act on the claim, or until April 16, 2005. Team
Energy, in turn, had until May 16, 2005 to file a petition with
the Court of Tax Appeals but filed its appeal only on July 22,
2005, or 67 days late. Thus, the Court of Tax Appeals En
Banc correctly denied its claim for refund due to prescription.

Team Energy argues, however, that the application of the
Aichi doctrine to its claim would violate the rule on non-
retroactivity of judicial decisions.”® Team Energy adds that
when it filed its claims for refund with the BIR and the Court
of Tax Appeals, both the administrative and judicial claims
for refund must be filed within the two (2)-year prescriptive
period.”’ Moreover, Revenue Regulations No. 7-95 did not

48 Section 7. Jurisdiction. — The CTA shall exercise:

(a) Exclusive appellate jurisdiction to review by appeal, as herein provided:

(2) Inaction by the Commissioner of Internal Revenue in cases
involving disputed assessments, refunds of internal revenue taxes, fees
or other charges, penalties in relations thereto, or other matters arising under
the National Internal Revenue Code or other laws administered by the Bureau
of Internal Revenue, where the National Internal Revenue Code provides
a specific period of action, in which case the inaction shall be deemed
a denial[.]

4 Rollo (G.R. No. 197663), p. 56.
0 1d. at 387.
SUTd. at 388.
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require a specific number of days after the 60-day, now 120-
day, period given to the Commissioner to decide on the claim
within which to appeal to the Court of Tax Appeals.’> Team
Energy contends that to deny its claim of £70,700,533.01 duly
proven before the Court of Tax Appeals First Division “would
result to unjust enrichment on the part of the government.”>

This Court is not persuaded.

When Team Energy filed its refund claim in 2004, the 1997
NIRC was already in effect, which clearly provided for: (a)
120 days for the Commissioner to act on a taxpayer’s claim;
and (b) 30 days for the taxpayer to appeal either from the
Commissioner’s decision or from the expiration of the 120-
day period, in case of the Commissioner’s inaction.

“Rules and regulations [including Revenue Regulations No.
7-95] or parts [of them] which are contrary to or inconsistent
with [the NIRC] are . . . amended or modified accordingly.”*

This Court, in construing the law, merely declares what a
particular provision has always meant. It does not create new
legal obligations. This Court does not have the power to legislate.
Interpretations of law made by courts necessarily always have
a “retroactive” effect.”

In Aichi, where the issue on prematurity of a judicial claim
was first raised and passed upon, this Court applied outright
its interpretation of the 1997 NIRC’s language on the mandatory
character of the 120+30-day periods. Consequently, it ordered
the dismissal of Aichi’s appeal due to premature filing of its
claim for refund/credit of input VAT. The administrative and
judicial claims in Aichi were filed on September 30, 2004, even
prior to the filing of Team Energy’s claims.

32 1d. at 393-394.
3 Id. at 396.
34 TaX CODE, Sec. 291.

53 See Dissenting Opinion of J. Leonen in Commissioner of Internal Revenue
v. San Roque Power Corp., 719 Phil. 137 (2013) [Per J. Carpio, En Banc].



VOL. 828, MARCH 14, 2018 99

Team Energy Corporation vs. Commissioner of Internal Revenue

San Roque dealt with judicial claims which were either
prematurely filed or had already prescribed. That case,
specifically in G.R. No. 197156, Philex Mining Corporation
v. Commissioner of Internal Revenue, involved the filing of a
judicial claim beyond the 30-day period to appeal as in this
case. Then and there, this Court rejected Philex Mining
Corporation’s (Philex) judicial claim because of late filing:

Unlike San Roque and Taganito, Philex’s case is not one of
premature filing but of late filing. Philex did not file any petition
with the CTA within the 120-day period. Philex did not also file
any petition with the CTA within 30 days after the expiration of the
120-day period. Philex filed its judicial claim long after the expiration
of the 120-day period, in fact 426 days after the lapse of the 120-day
period. In any event, whether governed by jurisprudence before,
during, or after the Atlas case, Philex’s judicial claim will have
to be rejected because of late filing. Whether the two-year
prescriptive period is counted from the date of payment of the output
VAT following the Atlas doctrine, or from the close of the taxable
quarter when the sales attributable to the input VAT were made
following the Mirant and Aichi doctrines, Philex’s judicial claim
was indisputably filed late.

The Atlas doctrine cannot save Philex from the late filing of its
judicial claim. The inaction of the Commissioner on Philex’s claim
during the 120-day period is, by express provision of law, “deemed
a denial” of Philex’s claim. Philex had 30 days from the expiration
of the 120-day period to file its judicial claim with the CTA.
Philex’s failure to do so rendered the “deemed a denial” decision
of the Commissioner final and inappealable. The right to appeal
to the CTA from a decision or “deemed a denial” decision of the
Commissioner is merely a statutory privilege, not a constitutional
right. The exercise of such statutory privilege requires strict compliance
with the conditions attached by the statute for its exercise. Philex
failed to comply with the statutory conditions and must thus bear
the consequences.’® (Emphasis supplied, citation omitted)

Philex filed its judicial claim on October 17, 2007, before
Aichi was promulgated.

56 Commissioner of Internal Revenue v. San Roque Power Corporation,
703 Phil. 310, 362-363 (2013) [Per J. Carpio, En Banc].
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The proper application of the mandatory and jurisdictional
nature of the 1204+30-day periods, whether prospective or
retroactive, was, in fact, at the heart of this Court en banc’s
debates in San Roque.

Some justices were of the view that the mandatory and
jurisdictional nature of the 120+30-day periods must be applied
prospectively, or at the earliest upon the effectivity of Revenue
Regulations No. 16-2005,%" or upon the finality of Aichi.’® Still
others> argued for retroactive application to all undecided VAT

5T RR 16-2005, otherwise known as the Consolidated Value-Added Tax
Regulations of 2005, became effective on November 1, 2005. The prefatory
statement of RR 16-2005 provides:

Pursuant to the provisions of Secs. 244 and 245 of the National Internal
Revenue Code of 1997, as last amended by Republic Act No. 9337 (Tax
Code), in relation to Sec. 23 of the said Republic Act, these Regulations
are hereby promulgated to implement Title IV of the Tax Code, as well as
other provisions pertaining to Value-Added Tax (VAT). These Regulations
supersedes Revenue Regulations No. 14-2005 dated June 22, 2005.

In the Dissenting Opinion of J. Velasco in Commissioner of Internal
Revenue v. San Roque Power Corp., 719 Phil. 137, 400-434 (2013) [Per J.
Carpio, En Bancl], J. Velasco, joined by Justices Mendoza and Perlas-Bernabe,
opined that the permissive treatment of the 120+30-day periods should be
reckoned not from December 10, 2003 when BIR Ruling No. DA-489-03
was issued, but from January 1, 1996 (the effective date of Revenue Regulation
(RR) No. 7-95, which still applied the two (2)-year prescriptive period to
judicial claims) to October 31, 2005 (prior to the effective date of RR No.
16-2005). He explained that it was only in RR No. 16-2005 (effective
November 1, 2005), particularly Section 4.112-1, where the reference to
the two (2)-year prescriptive period in conjunction with the filing of a judicial
claim for refund/credit of input VAT was deleted.

38 Separate Dissenting Opinion of C.J. Sereno in Commissioner of Internal
Revenue v. San Roque Power Corp., 719 Phil. 137, 395-400 (2013) [Per J.
Carpio, En Banc].

% In the Separate Opinion of J. Leonen in Commissioner of Internal
Revenue v. San Roque Power Corp., 719 Phil. 137, 388-395 (2013) [Per J.
Carpio, En Banc], J. Leonen, joined by Justice Del Castillo, argued that the
plain text of Section 112 of the 1997 NIRC would already put the private
parties within a reasonable range of interpretation that would serve them
notice as to the remedies that were available to them. An erroneous
construction placed upon the law by the Commissioner, even if it has been
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refund cases regardless of the period when the claim for refund
was made.

The majority held that the 1204+30-day mandatory periods
were already in the 1997 NIRC when the taxpayers filed their
judicial claims. The law is clear, plain, and unequivocal and
must be applied exactly as worded. However, the majority
considered as an exception, for equitable reasons, BIR Ruling
No. DA-489-03, which expressly stated that taxpayers need
not wait for the lapse of the 120-day period before seeking
judicial relief. Thus, judicial claims filed from December 10, 2003,
when BIR Ruling No. DA-489-03 was issued, to October 6,2010,
when the Aichi doctrine was adopted, were excepted from the
strict application of the 1204+30-day mandatory and jurisdictional
periods.

San Roque Power Corporation (San Roque) filed a motion
for reconsideration and supplemental motion for reconsideration
in G.R. No. 187485, arguing for the prospective application of
the 120+30-day mandatory and jurisdictional periods. This
Court denied San Roque with finality on October 8, 2013.%°

In Commissioner of Internal Revenue v. Mindanao 11
Geothermal Partnership,® Mindanao II Geothermal Partnership
(Mindanao II) filed its administrative and judicial claims on
October 6, 2005 and July 21, 2006, respectively, prior to the
promulgation of Aichi and San Roque. While its administrative
claim was found to have been timely filed, this Court nevertheless
denied its refund claim because the judicial claim was filed
late or only 138 days after the lapse of the 120+30-day periods.
This Court held that the 30-day period to appeal was mandatory
and jurisdictional, applying the ruling in San Roque. It further
emphasized that late filing was absolutely prohibited.

followed for years, must be abandoned. When the text of the law is clear,
unbridled administrative discretion to read it otherwise cannot be condoned.

60 See Commissioner of Internal Revenue v. San Roque Power Corporation,
719 Phil. 137 (2013) [Per J. Carpio, En Banc].

61 724 Phil. 534 (2014) [Per C.J. Sereno, First Division].
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Since then, the 120+30-day periods have been applied to
pending cases,®* resulting in denial of taxpayers’ claims due to
late filing. This Court finds no reason to except this case.

Further, the Commissioner’s inaction on Team Energy’s claim
during the 120-day period is “deemed a denial,” pursuant to
Section 7(a)(2)% of Republic Act No. 1125, as amended by
Section 7 of Republic Act No. 9282. Team Energy had 30
days from the expiration of the 120-day period to file its judicial
claim with the Court of Tax Appeals. Its failure to do so rendered
the Commissioner’s “deemed a denial” decision as final and
inappealable.

Team Energy’s contention that denial of its duly proven refund
claim would constitute unjust enrichment on the part of the
government is misplaced.

“Excess input tax is not an excessively, erroneously, or
illegally collected tax.”** A claim for refund of this tax is in

82 Commissioner of Internal Revenue v. Toledo Power Co., 766 Phil. 20
(2015) [Per C.J. Sereno, First Division]; CE Casecnan Water and Energy
Company, Inc. v. Commissioner of Internal Revenue, 764 Phil. 595 (2015)
[Per J. Leonen, Second Division]; Northern Mindanao Power Corp. v.
Commissioner of Internal Revenue, 754 Phil. 146 (2015) [Per C.J. Sereno,
First Division]; Rohm Apollo Semiconductor Phils. v. Commissioner of Internal
Revenue, 750 Phil. 624 (2015) [Per C.J. Sereno, First Division]; CBK Power
Co. Ltd. v. Commissioner of Internal Revenue, 724 Phil. 686 (2014) [Per C.J.
Sereno, First Division]; Commissioner of Internal Revenue v. Dash Engineering
Philippines, Inc., 723 Phil. 433 (2013) [Per J. Mendoza, Third Division].

63 Section 7. Jurisdiction. — The CTA shall exercise:

(a) Exclusive appellate jurisdiction to review by appeal, as herein provided:

(2) Inaction by the Commissioner of Internal Revenue in cases involving
disputed assessments, refunds of internal revenue taxes, fees or other
charges, penalties in relations thereto, or other matters arising under the
National Internal Revenue Code or other laws administered by the Bureau
of Internal Revenue, where the National Internal Revenue Code provides
a specific period of action, in which case the inaction shall be deemed
a denial[.] (Emphasis supplied)

64 Dissenting Opinion of J. Leonen in Commissioner of Internal Revenue
v. San Roque Power Corp., 703 Phil. 310, 389 (2013) [Per J. Carpio, En Banc].
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the nature of a tax exemption, which is based on Sections 110(B)
and 112(A) of 1997 NIRC, allowing VAT-registered persons
to recover the excess input taxes they have paid in relation to
their zero-rated sales. “The term ‘excess’ input VAT simply
means that the input VAT available as [refund] credit exceeds
the output VAT, not that the input VAT is excessively collected
because it is more than what is legally due.”® Accordingly,
claims for tax refund/credit of excess input tax are governed
not by Section 229 but only by Section 112 of the NIRC.

A claim for input VAT refund or credit is construed strictly
against the taxpayer.®® Accordingly, there must be strict
compliance with the prescriptive periods and substantive
requirements set by law before a claim for tax refund or credit
may prosper.®’” The mere fact that Team Energy has proved its
excess input VAT does not entitle it as a matter of right to a
tax refund or credit. The 120+30-day periods in Section 112
is not a mere procedural technicality that can be set aside if the
claim is otherwise meritorious. It is a mandatory and
jurisdictional condition imposed by law. Team Energy’s failure
to comply with the prescriptive periods is, thus, fatal to its
claim.

II

On the disallowance of some of its input VAT claims, Team
Energy submits that “at the time when the unutilized input VAT
[was] incurred in 2003, the applicable NIRC provisions did
not create a distinction between an official receipt and an invoice

5 Commissioner of Internal Revenue v. San Roque Power Corp., 703
Phil. 310, 366 (2013) [Per J. Carpio, En Banc].

% See Microsoft Philippines, Inc. v. Commissioner of Internal Revenue,
662 Phil. 762 (2011) [Per J. Carpio, Second Division]; CIR v. Manila Mining
Corporation, 505 Phil. 650, 671 (2005) [Per J. Carpio Morales, Third
Division].

7 See Commissioner of Internal Revenue v. San Roque Power Corp.,
703 Phil. 310 (2013) [Per J. Carpio, En Banc]; Commissioner of Internal
Revenue v. Manila Mining Corp., 505 Phil. 650 (2005) [Per J. Carpio Morales,
Third Division].
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in substantiating a claim for refund.”®® Section 113 of the 1997
NIRC, prior to its amendment by Republic Act No. 9337 in
2005, provides:

Section 113. Invoicing and Accounting Requirements for VAT-
Registered Persons. —

(A) Invoicing Requirements. — A VAT-registered person shall,
for every sale, issue an invoice or receipt. In addition to the information
required under Section 237, the following information shall be indicated
in the invoice or receipt:

(I) A statement that the seller is a VAT-registered person,
followed by his taxpayer’s identification number (TIN); and

(2) The total amount which the purchaser pays or is obligated
to pay to the seller with the indication that such amount includes the
value-added tax.

Team Energy posits that Section 113, prior to its amendment
by Republic Act No. 9337, must be applied to its input VAT
incurred in 2003, and that the disallowed amount of P258,874.55
supported by VAT invoice or official receipts should be allowed.

Team Energy’s contention is untenable.

Claimants of tax refunds have the burden to prove their
entitlement to the claim under substantive law and the factual
basis of their claim.®® Moreover, in claims for VAT refund/
credit, applicants must satisfy the substantiation and invoicing
requirements under the NIRC and other implementing rules
and regulations.”

% Rollo (G.R. No. 197663), p. 397.

8 See Luzon Hydro Corp. v. Commissioner of Internal Revenue, 721 Phil.
202 (2013) [Per J. Bersamin, First Division]; Commissioner of Internal Revenue
v. Seagate Technology (Philippines), 491 Phil. 317 (2005) [Per J. Panganiban,
Third Division]; Atlas Consolidated Mining and Development Corp. v. Commissioner
of Internal Revenue, 547 Phil. 332 (2007) [Per J. Corona, First Division].

0 Bonifacio Water Corp. v. Commissioner of Internal Revenue, 714 Phil.
413 (2013) [Per J. Peralta, Third Division]; Microsoft Philippines, Inc. v.
Commissioner of Internal Revenue, 662 Phil. 762 (2011) [Per J. Carpio,
Second Division].
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Under Section 110(A)(1) of the 1997 NIRC, creditable input
tax must be evidenced by a VAT invoice or official receipt, which
must in turn reflect the information required in Sections 113 and
237 of the Code, viz:

Section 113. Invoicing and Accounting Requirements for VAT-
Registered Persons. —

(A) Invoicing Requirements. — A VAT-registered person shall,
for every sale, issue an invoice or receipt. In addition to the
information required under Section 237, the following information
shall be indicated in the invoice or receipt:

(1) A statement that the seller is a VAT-registered person, followed
by his taxpayer’s identification number (TIN); and

(2) The total amount which the purchaser pays or is obligated to
pay to the seller with the indication that such amount includes the
value-added tax.

Section 237. Issuance of Receipts or Sales or Commercial Invoices.
— All persons subject to an internal revenue tax shall, for each
sale or transfer of merchandise or for services rendered valued at
Twenty-five pesos (P25.00) or more, issue duly registered receipts
or sales or commercial invoices, prepared at least in duplicate,
showing the date of transaction, quantity, unit cost and description
of merchandise or nature of service: Provided, however, That in
the case of sales, receipts or transfers in the amount of One hundred
pesos (P100.00) or more, or regardless of amount, where the sale
or transfer is made by a person liable to value-added tax to another
person also liable to value-added tax; or where the receipt is issued
to cover payment made as rentals, commissions, compensations or
fees, receipts or invoices shall be issued which shall show the
name, business style, if any, and address of the purchaser, customer
or client: Provided, further, That where the purchaser is a VAT-
registered person, in addition to the information herein required,
the invoice or receipt shall further show the Taxpayer
Identification Number (TIN) of the purchaser. (Emphasis supplied)

Section 4.108-1 of Revenue Regulations No. 7-95 summarizes
the information that must be contained in a VAT invoice and
a VAT official receipt:
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Section 4.108-1. Invoicing Requirements — All VAT-registered
persons shall, for every sale or lease of goods or properties or
services, issue duly registered receipts or sales or commercial
invoices which must show:

1. the name, TIN and address of seller;

2. date of transaction;

3. quantity, unit cost and description of merchandise or nature
of service;

4. the name, TIN, business style, if any, and address of the
VAT-registered purchaser, customer or client;

5.  the word “zero rated” imprinted on the invoice covering zero-
rated sales; and

6. the invoice value or consideration.

In the case of sale of real property subject to VAT and where the
zonal or market value is higher than the actual consideration, the
VAT shall be separately indicated in the invoice or receipt.

Only VAT-registered persons are required to print their TIN
followed by the word “VAT?” in their invoice or receipts and this
shall be considered as a “VAT Invoice”. All purchases covered
by invoices other than “VAT Invoice” shall not give rise to any input
tax.

If the taxable person is also engaged in exempt operations, he
should issue separate invoices or receipts for the taxable and exempt
operations. A “VAT Invoice” shall be issued only for sales of
goods, properties or services subject to VAT imposed in Sections
100 and 102 [now Sections 106 and 108] of the Code.

The invoice or receipt shall be prepared at least in duplicate, the
original to be given to the buyer and the duplicate to be retained by
the seller as part of his accounting records. (Emphasis supplied)

In this case, the Court of Tax Appeals disallowed Team
Energy’s input VAT of P258,874.55, which consisted of:
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1. Input taxes of P78,134.65 claimed on local purchase
of goods supported by documents other than VAT
invoices;’! and

2. Input taxes of £180,739.90 claimed on local purchase
of services supported by documents other than VAT
official receipts.”

Team Energy submits that the disallowances “essentially result
from the non-recognition [by] the [Court of Tax Appeals] En
Banc of the interchangeability of VAT invoices and VAT [official
receipts] in a claim for refund of excess or unutilized input
tax.””

In AT&T Communications Services Philippines, Inc. v.
Commissioner of Internal Revenue,’ this Court was confronted
with the same issue on the substantiation of the taxpayer-
applicant’s zero-rated sales of services. In that case, AT&T
Communications Services Philippines, Inc. (AT&T) applied for
tax refund and/or tax credit of its excess/unutilized input VAT
from zero-rated sales of services for calendar year 2002. The
Court of Tax Appeals First Division, as affirmed by the En
Banc, denied AT&T’s claim “for lack of substantiation” on
the ground that:

[Clonsidering that the subject revenues pertain to gross receipts
from services rendered by petitioner, valid VAT official receipts
and not mere sales invoices should have been submitted in support
thereof. Without proper VAT official receipts, the foreign currency
payments received by petitioner from services rendered for the four
(4) quarters of taxable year 2002 in the sum of US$1,102,315.48
with the peso equivalent of £56,898,744.05 cannot qualify for zero-
rating for VAT purposes.” (Emphasis in the original)

"' Rollo (G.R. No. 197663), p. 71.

2 1d. at 72.

3 Id. at 134,

7+ 640 Phil. 613 (2010) [Per J. Carpio Morales, Third Division].
5 Id. at 615.
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Reversing the Court of Tax Appeals, this Court held that
since Section 113 did not distinguish between a sales invoice
and an official receipt, the sales invoices presented by AT&T would
suffice provided that the requirements under Sections 113 and
237 of the Tax Code were met. It further explained:

Sales invoices are recognized commercial documents to facilitate
trade or credit transactions. They are proofs that a business transaction
has been concluded, hence, should not be considered bereft of probative
value. Only the preponderance of evidence threshold as applied in
ordinary civil cases is needed to substantiate a claim for tax refund
proper.”® (Citations omitted)

However, in a subsequent claim for tax refund or credit of
input VAT filed by AT&T for the calendar year 2003, the same
issue on the interchangeability of invoice and official receipt
was raised. This time in AT&T Communications Services Phils.,
Inc. v. Commissioner of Internal Revenue,” this Court held
that there was a clear delineation between official receipts and
invoices and that these two (2) documents could not be used
interchangeably. According to this Court, Section 113 on
invoicing requirements must be read in conjunction with Sections
106 and 108, which specifically delineates sales invoices for
sales of goods and official receipts for sales of services.

Although it appears under [Section 113 of the 1997 NIRC] that
there is no clear distinction on the evidentiary value of an invoice
or official receipt, it is worthy to note that the said provision is a
general provision which covers all sales of a VAT[-]registered person,
whether sale of goods or services. It does not necessarily follow
that the legislature intended to use the same interchangeably. The Court
therefore cannot conclude that the general provision of Section 113 of
the NIRC of 1997, as amended, intended that the invoice and official
receipt can be used for either sale of goods or services, because there

76 1d. at 618-6109.

77747 Phil. 337 (2014) [Per J. Perez, First Division]. See also KEPCO
Philippines Corporation v. CIR, G.R. No. 181858, 24 November 2010, 636
SCRA 166 [Per J. Mendoza, Second Division] cited in Northern Mindanao
Power Corp. v. Commissioner of Internal Revenue, G.R. No. 185115, February
18, 2015 [Per C.J. Sereno, First Division].
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are specific provisions of the Tax Code which clearly delineates the
difference between the two transactions.

In this instance, Section 108 of the NIRC of 1997, as amended,
provides:

SEC. 108. Value-added Tax on Sale of Services and Use or
Lease of Properties. —

(C) Determination of the Tax — The tax shall be computed by
multiplying the total amount indicated in the official receipt
by one-eleventh (1/11).

Comparatively, Section 106 of the same Code covers sale of goods,
thus:

SEC. 106. Value-added Tax on Sale of Goods or Properties.

(D) Determination of the Tax. — The tax shall be computed
by multiplying the total amount indicated in the invoice by
one-eleventh (1/11).

Apparently, the construction of the statute shows that the legislature
intended to distinguish the use of an invoice from an official receipt.
It is more logical therefore to conclude that subsections of a statute
under the same heading should be construed as having relevance to
its heading. The legislature separately categorized VAT on sale of
goods from VAT on sale of services, not only by its treatment with
regard to tax but also with respect to substantiation requirements.
Having been grouped under Section 108, its subparagraphs, (A) to
(C), and Section 106, its subparagraphs (A) to (D), have significant
relations with each other.

Legislative intent must be ascertained from a consideration of the
statute as a whole and not of an isolated part or a particular provision
alone. This is a cardinal rule in statutory construction. For taken
in the abstract, a word or phrase might easily convey a meaning quite
different from the one actually intended and evident when the word
or phrase is considered with those with which it is associated. Thus,
an apparently general provision may have a limited application if
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viewed together with the other provisions.”® (Emphasis supplied,
citation omitted)

This Court reiterates that to claim a refund of unutilized or
excess input VAT, purchase of goods or properties must be
supported by VAT invoices, while purchase of services must
be supported by VAT official receipts.

For context, VAT is a tax imposed on each sale of goods or
services in the course of trade or business, or importation of
goods “as they pass along the production and distribution
chain.”” It is an indirect tax, which “may be shifted or passed
on to the buyer, transferee or lessee of the goods, properties or
services.”® The output tax®' due from VAT-registered sellers
becomes the input tax® paid by VAT-registered purchasers on
local purchase of goods or services, which the latter in turn
may credit against their output tax liabilities. On the other
hand, for a non-VAT purchaser, the VAT shifted forms part of
the cost of goods, properties, and services purchased, which
may be deductible as an expense for income tax purposes.3?

8 AT&T Communications Services Phils., Inc. v. Commissioner of Internal
Revenue, 747 Phil. 337, 356-357 (2014) [Per J. Perez, First Division].

" Commissioner of Internal Revenue v. Seagate Technology (Philippines),
491 Phil. 317, 332 (2005) [Per J. Panganiban, Third Division].

80 TAX CODE, Sec. 105.

81 “Output tax” means the VAT due on the sale or lease of taxable goods,
properties or services by a VAT-registered or VAT-registrable person. See
last paragraph of Sec. 110(A)(3) of the Tax Code.

82 «“[TInput tax” means the [VAT] due from or paid by a VAT-registered

person in the course of his [or her] trade or business on importation of
goods or local purchase of goods or services, including lease or use of property,
from a VAT-registered person. It shall also include the transitional input tax
determined in accordance with Section 111 of this Code.” See Sec. 110(A)(3)
of the Tax Code.

83 See Commissioner of Internal Revenue v. Benguet Corporation, 501
Phil. 343 (2005) [Per J. Tinga, Second Division].
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Panasonic Communications Imaging Corp. v. Commissioner
of Internal Revenue® explained the concept of VAT and its
collection through the tax credit method:

The VAT is a tax on consumption, an indirect tax that the provider
of goods or services may pass on to his customers. Under the VAT
method of taxation, which is invoice-based, an entity can subtract
from the VAT charged on its sales or outputs the VAT it paid on its
purchases, inputs and imports. For example, when a seller charges
VAT on its sale, it issues an invoice to the buyer, indicating the
amount of VAT he charged. For his part, if the buyer is also a seller
subjected to the payment of VAT on his sales, he can use the invoice
issued to him by his supplier to get a reduction of his own VAT
liability. The difference in tax shown on invoices passed and invoices
received is the tax paid to the government. In case the tax on invoices
received exceeds that on invoices passed, a tax refund may be claimed.

Under the 1997 NIRC, if at the end of a taxable quarter the seller
charges output taxes equal to the input taxes that his suppliers passed
on to him, no payment is required of him. It is when his output taxes
exceed his input taxes that he has to pay the excess to the BIR. If the
input taxes exceed the output taxes, however, the excess payment shall
be carried over to the succeeding quarter or quarters. Should the input
taxes result from zero-rated or effectively zero-rated transactions or
from the acquisition of capital goods, any excess over the output taxes
shall instead be refunded to the taxpayer.® (Citations omitted)

Our VAT system is invoice-based, i.e. taxation relies on
sales invoices or official receipts. A VAT-registered entity is
liable to VAT, or the output tax at the rate of 0% or 10% (now
12%) on the gross selling price®® of goods or gross receipts®’

84 625 Phil. 631 (2010) [Per J. Abad, Second Division].
85 1d. at 638-639.

86 “The term ‘gross selling price’ means the total amount of money or
its equivalent which the purchaser pays or is obligated to pay to the
seller in consideration of the sale, barter or exchange of the goods or properties,
excluding the value-added tax. The excise tax, if any, on such goods or
properties shall form part of the gross selling price.” (Emphasis supplied)
See last paragraph of Section 106(A)(1) of the Tax Code.

87 “The term ‘gross receipts’ means the total amount of money or its
equivalent representing the contract price, compensation, service fee, rental
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realized from the sale of services. Sections 106(D) and 108(C) of
the Tax Code expressly provide that VAT is computed at 1/11 of
the total amount indicated in the invoice for sale of goods or official
receipt for sale of services.®® This tax shall also be recognized as
input tax credit to the purchaser of the goods or services.

or royalty, including the amount charged for materials supplied with the
services and deposits and advanced payments actually or constructively
received during the taxable quarter for the services performed or to be
performed for another person, excluding value-added tax.” (Emphasis
supplied) See last paragraph of Section 108(A) of the Tax Code.

88 TAX CODE, Secs. 106 and 108 provide:

Section 106. Value-added Tax on Sale of Goods or Properties. —

(A) Rate and Base of Tax. — These shall be levied, assessed and collected
on every sale, barter or exchange of goods or properties, value-added tax
equivalent to ten percent (10%) of the gross selling price or gross value
in money of the goods or properties sold, bartered or exchanged, such tax
to be paid by the seller or transferor. . . .

(D) Determination of the Tax. —

(1) The tax shall be computed by multiplying the total amount
indicated in the invoice by one-eleventh (1/11).

(2) Sales Returns, Allowances and Sales Discounts. — The value of
goods or properties sold and subsequently returned or for which
allowances were granted by a VAT-registered person may be deducted
from the gross sales or receipts for the quarter in which a refund is
made or a credit memorandum or refund is issued. Sales discount
granted and indicated in the invoice at the time of sale and the grant
of which does not depend upon the happening of a future event may
be excluded from the gross sales within the same quarter it was
given.
Section 108. Value-added Tax on Sale of Services and Use or Lease
of Properties. —

(A) Rate and Base of Tax. — There shall be levied, assessed and collected,

a value-added tax equivalent to ten percent (10%) of gross receipts derived
from the sale or exchange of services, including the use or lease of properties.

(C) Determination of the Tax. — The tax shall be computed by
multiplying the total amount indicated in the official receipt by one-
eleventh (1/11). (Emphasis supplied)
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Under Section 110% of the 1997 NIRC, the input tax on
purchase of goods or properties, or services is creditable:

(a) To the purchaser upon consummation of sale and on
importation of goods or properties;

(b) To the importer upon payment of the VAT prior to the release
of the goods from the custody of the Bureau of Customs; and

[(©)] [T]o the purchaser [of services], lessee [of property] or
licensee upon payment of the compensation, rental, royalty or fee.

8 TaX CODE, Sec. 110 provides:
Section 110. Tax Credits. —
(A) Creditable Input Tax. —

(1) Any input tax evidenced by a VAT invoice or official receipt issued
in accordance with Section 113 hereof on the following transactions shall
be creditable against the output tax:

(a) Purchase or importation of goods:
(i) For sale; or
(ii) For conversion into or intended to form part of a finished product
for sale including packaging materials; or
(iii) For use as supplies in the course of business; or
(iv) For use as materials supplied in the sale of service; or

(v) For use in trade or business for which deduction for depreciation
or amortization is allowed under this Code, except automobiles,
aircraft and yachts.

(b) Purchase of services on which a value-added tax has been actually
paid.
(2) The input tax on domestic purchase of goods or properties shall be
creditable.

(a) To the purchaser upon consummation of sale and on importation of
goods or properties; and

(b) To the importer upon payment of the value-added tax prior to the
release of the goods from the custody of the Bureau of Customs.

However, in the case of purchase of services, lease or use of properties,
the input tax shall be creditable to the purchaser, lessee or licensee upon
payment of the compensation, rental, royalty or fee.

(3) A VAT-registered person who is also engaged in transactions not subject
to the value-added tax shall be allowed tax credit as follows:
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A VAT-registered person may opt, however, to apply for
tax refund or credit certificate of VAT paid corresponding to
the zero-rated sales of goods, properties, or services to the extent
that this input tax has not been applied against the output tax.

Strict compliance with substantiation and invoicing
requirements is necessary considering VAT’s nature and VAT
system’s tax credit method, where tax payments are based on
output and input taxes and where the seller’s output tax becomes
the buyer’s input tax that is available as tax credit or refund in
the same transaction. It ensures the proper collection of taxes
at all stages of distribution, facilitates computation of tax credits,
and provides accurate audit trail or evidence for BIR monitoring
purposes.

The Court of Tax Appeals further pointed out that the
noninterchangeability between VAT official recei