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REPFUBLIC FLOUM MILLS, INC,, /
Petitioner,
- YeTSUS = GaT.A.
« ,f*& CASE MO, 1181
THT COMMISSIONTR OF INTFRMAL A,;) _
Respondent, )
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Petitionsr appeals from the decision of respondeng

holding 1t liable for the sum ef ¥27,723.85 as deficlency

lg!:gp!g;_lnd surcharge for "the year 1999,

The parties have stipulated on the facts, the perti-

nent portions of which are the following:

*3. That Fetitioner is engagediin the mae
nufagture of flour, The raw materials which are
utilized in the manufacture of ‘etitioner‘'s flour
ars slther purchased locally, or, 1f not available

locally, like the wheat grain, are lmported by ieti=-

tioner from abroad, principally the United Statesg

"4, Thet ‘etitioner is tax-exempt in respsct
of the manufacture of wheat flour under Republie
Act Ma, 901, Dfecause of its tax~exemption, /'stie
tioner was totally exempt from payment of the
advance sales tax on its wheat importations as
well as from payment of the manufacturer's tax on
the sale of 1ts flour im the year 1958, Copy
of letter of the #-cr-tit¥ of Finance, dated Febe
ruapy 11, 1997, granting Fetitioner tax-exemption
has been attached as Amnex "A® of the etition
for Reviewy A

*S. That on Januvary 1, 1959, Fetitioner had
a P1,486,60)6,.4]1 surplus of wheat graln from the
“provious year, Fetitioner millied the surplus on
or after January 1, 1959 gnd subsequently sold
the flour during the same yearg
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*8, That commencing on Janwary 1, 1999,
Petitionsr became liable to 10% of the 7%
manufacturer®s tax on the sales of 1ts flour.
In that year, 'etitlioner pald s tax of 737,-
276.55 on its total sales of P2)1,011,818.17;

*7. That in computing the sales tax for
the Inar 1759, Petitioner deducted from gross
selling price of flour the cost of wheat grain
which i¢t had lmported tax-free in the year
1958, Petitioner's computation is shown on
the statement prepared by its letountlﬂtl:
copy of which has been sttached as Annex "B"
of the Petition for Review;

*8. That on March 28, 1961, after a
routine lnvestigation of Fetitioner's books
of acesunt, Respondent addressed to letitioner
the following letter:

x x ) 4 X x

"11. That on May 21, 1962, respondent
fssued 3 revised letter of demand agalineg
petitlioner lncreasing the deficlency sales
tax liahili;; of the lattar from « 170,17
teo P27,723.85, computed as followss

x 7 % x x

*12. That the legal issue is whether or not
the cost of raw materials imported tax-free
in the year 1958 which raw materials were
utilized in the year 1959 for the manufacture
of flour sold in 1959, is deductible from
gross sales in the year 1959;

®13. If the legal guestion before this
Honorable Court should be resolved in the af-
firmative, "etitioner’s tax liability shall
be F3,288,.16, computed as followss

Net sales . « ¢ o » & » * e .'F 21.{-}’-1'131.17
Deduct: Cost of raw -atorlals
used for flour (including

tax=-free raw materials) . .w
Taxable aross sales . « ¢ « o « o101, .
™ tax theveon . H R P s @ > W m.ml.aﬂ
l'ii of ‘lt" t.‘ & 8. & &% % % 3 & ”. "?'m
Less: Amount of tax peld . . .

Deflciency sales tax . ¢« ¢« o o o .
Plus m ‘“rﬁhﬂm e & o 8 @ @ ® M

TUTAL ANOUNT PAYABLE . . » » » -M
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"14, On the oth-r hand, Lf the guestion
. 18 resolved in the negative, Petitionerr's tax
#ii?illtr shall be 724 ,%587.98, computed as
ollowss

N‘t “1“. B W &R e 8 N O e % @ L4 21.‘)11‘.&18.17
Deducts Cost of raw

materials used for

flowp . . £ 8 e ’15.31“;3-"-"
Lessy Cost of tax-free

raw materials . . __2,434,264.24
¥ 12,876,542.50

Taxable oross sales ; 8,135,275.67
7% tax thereon _ 969,469.30 .
1% of said tax . “.9“.13
Less amount pald :
Deficlency sales tax due 19,670,

Plus 29% surcharce .
TOTAL AMIUNT DUR & COLIFCTIBLE, ,

4§2i; only question i{nvolved in this case is whether or

not the ecost of raw materiald imported tax-free in the year
1958, which were utilized in the year 1959 for the manufacture

of flour sold in 1959, Ls deductible from the gross sales
in the year 1999,
. Petitioner seesks to jJustify the deduction of the cost

of the wheat grain from the greoss selling price of flour

on the theory that its tax exemption is equivalent to 3 pay-
ment of the advance sales tax on the wheat urain used ip |
the manufacture of flour. In support of this theory, it.
invokes Se¢, 186-A of the Rovenue Code, which authorizes the
deduction of the value of a tax~free product used in the
manufacture of an article from the value of such finished
article. It 1s also suocested that the wheat ¢rain, which
was imported tax~free in 1958, did not lose its tax-exempt
character merely because it was used In 1959, the year the

taxabllity of petitioner's produce or ranufacture commenced,
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¥e do not subscribe to petitioner's view that tax
exemption is equivalent to a tax payment. /4;1 Supreme
Court, in the case of Tan Chiu vs. Commissioner, Le-i3. 8,
January 28, 1961, denied the deductibility of the cost of
cotton knitted saterials (raw saterisls) used in the manu-
facture of undershirts (finished articles) from the gross
selling price of the finlshed articles becavse no sales
tax was rald on the raw materials Lnlah were boucht from |
s tax-exempt industry, (See also Facific ‘xygen L Acetylene
Co. v, Comm,, L-17708, April 30, 1965.,) The fact, th-re=
fore, that the raw materisls wers tax-eoxempt does not mean
payment of the tax 350 as to/preclude ilts taxabllity, A
¢lear indication that exemption ;f raw saterials freom the
paysent of tax 1ls not cunuidpfnd paymont therefor 1a the
ln:nrpaftttun nf Section 186-A, which expressly allows
the deduction of the value of tnx-eu;;nt raw m:trri;ls
from the gross selling price of the finished articles.

We now come to the question of whether or met peti-
tioner comes within the purview of Section 186-A of the
Revenue Code, which provides as followss

“SPC, 186e«A, Whenever a :.g;{ggﬁ_nffdug;
is utilized in the manufacture of  roduction -

of any article, in the detersination of the

value of such finlshed artlcle, the value of

such tax-free nroduct shall be deducted."”

[tnderlining supplied)

f/Gonqé-:n passed laws (Aepublic Acts MNos, 35 and 901)

exenpting new and necessary industries frt- the nly-ont
of taxes, However, Segtion 186 of the Revenue Code does
not allow the deduction of the cost of raw materials

Bauqht from new and necessary industries from that of the
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finlshed articles Lf the sales tax on the raw materials
has not been previously paid (Tan Chiu vs, Cosmissioner,
supra)e Thus, Section 186-A was added to the Hevenue Code
ta sllow the deduction of the cost of raw -itoria!s bought
from new and negessary industries which were utilized inm
the manufacture of another -rticlo.iﬂang since petitioner
imported the wheat graim in guestion, it cannot justify
the defyction of {ts cost from the value of the flour en
the provisions of Section 186-A of the Revenue Code. The
*tax-free product® mentioned in the sald Sedtion 186-A
refers to a product or raw material bought from tax-exempt
new and negessary lnd-;trini.i)lnrpavrr. to sustain the
view of petitioner would extend the full/ tax exemptiom on the
flour beyond Decesber 31, 1958, contrary e the time limit
set forth in the certificate of exemption granted te petli-
tioner, '

| The Bureau of Internal "svenue in implementing Section
S, fepublic Act No, 2025 (now Sec. 186-A, fevenue Code),
fssved Coneral Clreular No, Ve29] dated July 1%, 1957
{Phil. Tax Journal, Vel, 2, p. 605) which reads:

M- n# on, The tix-fr-- produt' mentioned

—4in this new section has referente to raw ma-
terials purchasad from tax-esxempt industries,
Hefore its enactment, the cost of raw materials
purchased from tax-sxempt industries ls not, for
purposes of the sales tax, deductible from the
gross selling price of the articles manufactured
therafrom, By virtue of its enagtmsnt, the cost
of sald raw materials is now deductible.

“In arplyino the provisions of this new
ssetion, the cost of raw materials purchased
from tax~sxempt industries prior to June 22,

1957 shall not be allowed as a deduction although
they are or may be used after sald date, In
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othepy words, only the cost of such raw
1957 shal1 be deductinlers’ ¥ Jume 22

We do not think that the -huv«f.-ntionad clrculai :
is contrary to qiutinn‘lﬂﬁ-ﬁ of the Revenue lode,
as contended by petigioner, The construetion of “m
a "tatute placed by the department whose duty it
s to carry /it into execution 1s entitled to greag
welcht (Regalado v. Yuls, 61 Phil, 173). And it
i1s a cardinal rule in taxation that "exemptions
from taxatlon are highly disfavored in law, and he
whe clalms exemption must be able to justify his
c¢laim by the clearest arant of orcanic or statute
law, An exemption from the common burden cannot
be permitted tu.llltt upon vlgu-. implications"
(Col.,. v. Manlla Jockey Club, [-8795, March 23,
lﬁﬁi; House v, 'csadas, 53 Fhil, 338; Asiatic e~
troleum v, Llanes, 49 hll, 466), Vetitioner falled
to Justify its claim for tax exemption and, theree
fore, the cost of tax-exempt surplus wheat grain
imported in the year 1958 but utilized in 1959 can-
not be deducted from its qui; selling price in
1999,

KE;/;IFJ # ALL THF F'irbaiﬂﬁ, petitioner 1s
hereby ordered to pay respondent the sum of F24,-

587,98, as deflclency sales tax and spreharge for
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the year 1959, With costs acainst petitioner.

80 ORDEAFD,

wezon Clty, December 12, 1965.
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OfALO D, RTYFS, R,
‘residing Judge
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Aigsociate Judge
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