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SECOND DIVISION
[ G.R. No. 175188, July 15, 2015 ]

COMMISSIONER OF INTERNAL REVENUE, PETITIONER, VS. LA
TONDENA DISTILLERS, INC. (LTDI [NOW GINEBRA SAN
MIGUEL], RESPONDENT.

DECISION
DEL CASTILLO, J.:

The transfer of real property to a surviving corporation pursuant to a merger is not
subject to Documentary Stamp Tax (DST).[1]

This Petition for Review on Certioraril?] under Rule 45 of the Rules of Court assails

the September 26, 2006 Decision[3] and the October 31, 2006 Resolution[4] of the
Court of Tax Appeals (CTA) in C.T.A. EB No. 178.

Factual Antecedents

On September 17, 2001, respondent La Tondena Distillers, Inc. entered into a Plan
of Mergerl>] with Sugarland Beverage Corporation (SBC), SMC Juice, Inc. (SMCJI),

and Metro Bottled Water Corporation (MBWC).[6] As a result of the merger, the
assets and liabilities of the absorbed corporations were transferred to respondent,

the surviving corporation.[”] Respondent later changed its corporate name to
Ginebra San Miguel, Inc. (GSMI).[8]

On September 26, 2001, respondent requested for a confirmation of the tax-free
nature of the said merger from the Bureau of Internal Revenue (BIR).[°]

On November 5, 2001, the BIR issued a ruling stating that pursuant to Section
40(C)(2)[10] and (6)(b)[11] of the 1997 National Internal Revenue Code (NIRC), no
gain or loss shall be recognized by the absorbed corporations as transferors of all
assets and liabilities.[12] However, the transfer of assets, such as real properties,
shall be subject to DST imposed under Section 196[13] of the NIRC.[14]

Consequently, on various dates from October 31, 2001 to November 15, 2001,
respondent paid to the BIR the following DST, to wit:

Property

- Total Assets DST Payments
Locations

A. Metro

Bottled Water

Corp.

General Trias, P326,508,953.00[15] P4,897,635.00



Cavite

Mandaue
City,Cebu 14,078,381.00 211,185.00

Pavia, Iloilo 10,644,861.00 159,675.00

B. Sugarland
Beverage
Corp.

Navotas, Metro 171,790,790.00  2,576,865.00
Manila

Imus, Cavite 218,114,261.00 3,272,175.00

Pine Street, 201,562,148.00  3,023,445.00
Mandaluyong

Totals P942,729,393.0014,140,980.00[16]

On October 14, 2003, claiming that it is exempt from paying DST, respondent filed
with petitioner Commissioner of Internal Revenue (CIR) an administrative claim for
tax refund or tax credit in the amount of P14,140,980.00, representing the DST it

allegedly erroneously paid on the occasion of the merger.[17]

On the same day, respondent filed with the CTA a Petition for Review, docketed as
C.T.A. Case No. 6796 and raffled to the Second (2"9) Division of the CTA.[18]

Ruling of the Court of Tax Appeals Division

On January 6, 2006, the 2"d Division!1°] of the CTA rendered a Decision[1°] finding
respondent entitled to its claim for tax refund or tax credit in the amount of
P14,140,980.00, representing its erroneously paid DST for the taxable year 2001.

[20] The 2nd Division of the CTA ruled that Section 196 of the NIRC does not apply
because there is no purchaser or buyer in the case of a merger.[21] Citing Section

80[22] of the Corporation Code of the Philippines, the 2"d Division of the CTA
explained that the assets of the absorbed corporations were not bought or
purchased by respondent but were transferred to and vested in respondent as an

inherent legal consequence of the merger, without any further act or deed.[23] It
also noted that any doubts as to the tax-free nature of the merger had been already

removed by the subsequent enactment of Republic Act No. (RA) 9243,[24] which
amended Section 199[25] of the NIRC by specifically exempting from the payment of
DST the transfer of property pursuant to a merger.[26]

Aggrieved, petitioner moved for reconsideration but the 2"d Division of the

CTA denied the same in a Resolution dated April 4, 2006.[27]

Unfazed, petitioner elevated the matter to the CTA En Banc via a Petition for Review,
docketed as C.T.A. EB No. 178.

Ruling of the Court of Tax Appeals En Banc

On September 26, 2006, the CTA En Banc rendered the assailed Decision, finding no



reversible error on the part of the 2"d Division of the CTA in granting respondent's

claim for tax refund or tax credit.[28] The CTA En Banc opined that Section 196 of
the NIRC does not apply to a merger as the properties subject of a merger are not

sold, but are merely absorbed by the surviving corporation.[29] In other words, the
properties are transferred by operation of law, without any further act or deed.[30]

Petitioner sought reconsideration of the assailed Decision.

On October 31, 2006, the CTA En Banc issued the assailed Resolution, denying
petitioner's motion for reconsideration.[31]

Issue

Hence, petitioner filed the instant Petition for Review on Certiorari raising the sole
issue of whether the CTA En Banc erred in ruling that respondent is exempt from

payment of DST.[32]
Petitioner's Arguments

Petitioner posits that DST is levied on the exercise of the privilege to convey real
property regardless of the manner of conveyance.[33] Thus, it is imposed on all

conveyances of realty, including realty transfer during a corporate merger.[34] As to
the subsequent enactment of RA 9243, petitioner claims that respondent cannot

benefit from it as laws apply prospectively.[3°]
Respondent’'s Arguments

Respondent, on the other hand, contends that DST is imposed only on conveyances,
deeds, instruments, or writing, where realty sold shall be conveyed to a purchaser

or buyer.[36] In this case, there is no purchaser or buyer as a merger is neither a
sale nor a liquidation of corporate property but a consolidation of properties,

powers, and facilities of the constituent companies.[37]
Our Ruling

The Petition must fail.

In Commissioner of Internal Revenue v. Pilipinas Shell Petroleum Corporation,[38]
the Supreme Court already ruled that Section 196 of the NIRC does not include the
transfer of real property from one corporation to another pursuant to a merger. It
explained that:

[W]e do not find merit in petitioner's contention that Section 196 covers
all transfers and conveyances of real property for a valuable
consideration. A perusal of the subject provision would clearly show it
pertains only to sale transactions where real property is conveyed to a
purchaser for a consideration. The phrase "granted, assigned, transferred
or otherwise conveyed" is qualified by the word "sold" which means that
documentary stamp tax under Section 196 is imposed on the transfer of
realty by way of sale and does not apply to all conveyances of real



property. Indeed, as correctly noted by the respondent, the fact that
Section 196 refers to words "sold", "purchaser" and "consideration"
undoubtedly leads to the conclusion that only sales of real property are
contemplated therein.

Thus, petitioner obviously erred when it relied on the phrase "granted,
assigned, transferred or otherwise conveyed" in claiming that all
conveyances of real property regardless of the manner of transfer are
subject to documentary stamp tax under Section 196. It is not proper to
construe the meaning of a statute on the basis of one part. x x x

XX XX

It should be emphasized that in the instant case, the transfer of SPPC's
real property to respondent was pursuant to their approved plan of
merger. In a merger of two existing corporations, one of the corporations
survives and continues the business, while the other is dissolved, and all
its rights, properties, and liabilities are acquired by the surviving
corporation. Although there is a dissolution of the absorbed or merged
corporations, there is no winding up of their affairs or liquidation of their
assets because the surviving corporation automatically acquires all their
rights, privileges, and powers, as well as their liabilities. Here, SPPC
ceased to have any legal personality and respondent PSPC stepped into
everything that was SPPC's, pursuant to the law and the terms of their
Plan of Merger.

Pertinently, a merger of two corporations produces the following effects,
among others:

Sec. 80. Effects of merger or consolidation. - x x X
X X X X

4. The surviving or the consolidated corporation shall
thereupon and thereafter possess all the rights, privileges,
immunities and franchises of each of the constituent
corporations; and all property, real or personal, and all
receivables due on whatever account, including
subscriptions to shares and other choses in action, and
all and every other interest of, or belonging to, or due
to each constituent corporations, shall be taken and
deemed to be transferred to and vested in such
surviving or consolidated corporation without further
act or deed;

In a merger, the real properties are not deemed "sold" to the surviving
corporation and the latter could not be considered as "purchaser" of
realty since the real properties subject of the merger were merely
absorbed by the surviving corporation by operation of law and these
properties are deemed automatically transferred to and vested in the
surviving corporation without further act or deed. Therefore, the transfer
of real properties to the surviving corporation in pursuance of a merger is



not subject to documentary stamp tax. As stated at the outset,
documentary stamp tax is imposed only on all conveyances, deeds,
instruments or writing where realty sold shall be conveyed to a purchaser
or purchasers. The transfer of SPPC's real property to respondent was
neither a sale nor was it a conveyance of real property for a consideration
contracted to be paid as contemplated under Section 196 of the Tax
Code. Hence, Section 196 of the Tax Code is inapplicable and respondent

is not liable for documentary stamp tax.[3°] (Emphasis in the original)

Following the doctrine of stare decisis, which dictates that when a court has reached
a conclusion in one case, it should be applied to those that follow if the facts are

substantially the same, even though the parties may be different,[40] we find that
respondent is not liable for DST as the transfer of real properties from the absorbed
corporations to respondent was pursuant to a merger. And having complied with the

provisions of Sections 204(C)41] and 229[42] of the NIRC, we agree with the CTA
that respondent is entitled to a refund of the DST it erroneously paid on various
dates between October 31, 2001 to November 15, 2001 in the total amount of
P14,140,980.00.

Likewise without merit is petitioner's contention that respondent cannot claim
exemption under RA 9243 as this was enacted only in 2004 or after respondent's
tax liability accrued. To be clear, respondent did not file its claim for tax refund or
tax credit based on the exemption found in RA 9243. Rather, it filed a claim for tax
refund or tax credit on the ground that Section 196 of the MRC does not include the
transfer of real property pursuant to a merger. In fact, the ratio decidendi (or reason

for the decision) in Pilipinas Shell Petroleum Corporation43] was based on Section
196 of the NIRC, in relation to Section 80 of the Corporation Code, not RA 9243. In
that case, RA 9243 was mentioned only to emphasize that "the enactment of the
said law now removes any doubt and had made clear that the transfer of real

properties as a consequence of merger or consolidation is not subject to [DST]."[44]

All told, we find no error on the part of the CTA in granting respondent's claim for
tax refund or tax credit in the amount of P14,140,980.00, representing its
erroneously paid DST for the taxable year 2001.

In closing, we must stress that taxes must not be imposed beyond what the law
expressly and clearly declares as tax laws must be construed strictly against the

State and liberally in favor of the taxpayer.[4°]

WHEREFORE, the Petition is hereby DENIED. The assailed September 26, 2006
Decision and the October 31, 2006 Resolution of the Court of Tax Appeals in C.T.A.
EB No. 178 are hereby AFFIRMED.

SO ORDERED.

Peralta,” Bersamin,”™ Mendoza, and Leonen, JJ., concur.

* Per Special Order No. 2088 dated July 1, 2015.

** per Special Order No. 2079 dated June 29, 2015.



