REPUBLIC OF THE PHILIPPINES
COURT OF TAX APPEALS
QUEZON CITY

SECURITY BANK and TRUST COMPANY,
Patitioner, -

- versus - C.T.A. CASE NO. 4784
COMMISSIONER OF INTERNAL REVENUL, Promulyated : v
Respondent. JAN 12 1996 %
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DECISIOWN

This is a review aof the 19é3 deficiency documentary
stamps tax (DST} assessmant on sale of securities in the
amount of P3,287,399.20 issued by the Dureau af Intefnal
Revenue (BIR}) against Security Bank and Trust Company
(5BTC).

Fetitioner 1s a duly registered domeztic ccrporation
engaged in commercial banking. It iz a wmember of the
Bankers Association of the Philippines (BAP!,

It received from the B.1.R., sometime bhefore HMarch
12, 13987, a Pre~-Asszessment Notice, dated March &, 1287,

containing the following details, to wit:
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TR, Case Mo, 4784

1983 - Deficiency Docusentary Stazps Tax

fa, On Prosissory Netes Issued

Orepissory nctes issued during the year - P 926, 385,256, 00
Decumentary stamp tax due thereen :

P__926,386,2050.00 % PO.B5 = covrriursrarorcevanercennenss F3 010,752, 68
p200

8. Or Sale of Securities under Repurchase fgreement

Securities sold during the year - ......... P3,022,803,857,63
Documentary stanp tax due therson @

F3,022,803,857.63 # PO.25 = severrrvnnvsrencsseersonesve 3,778,504, B2
P200

Total.oiiieesesreesssrsvessrsvnnnnsessvrorovsrenassonssse Fb, 763,206, 90
Add : Comproxise penally ...covenrirenrrrrerrcirssersssscnrsses £00. 00

TOTRL AMOUNT DUE AND COULECTIBLE L.vuvevsecnnsncsnnnnansoce <. P6,789,856.9C
In a letter, dated March 19, 12237, petitioner

disputed the abeove-quoted assessment on the grounds that:

1) promissary notes issued by OBTT priaov to
Octaober 135, 1984 ov specifically in 1283,

weve non-negotiable  and, therefore, not
subject to documentary stamp taewx; and

() sale of sgcutrities under Ropurchase
Agreement i1is not subject to DLT.

Instead of answering this written protest,
respondent sent petitioner an assessment letter, dated

May 29, 1987, which was received by the latter on June

11, 19387. The assessment was a vairtzrabtion of the
pro-assessuant previously rveceivwed by peolcf toner,
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On  June 23, 1987, as a reply to the asseszsment
letter, petitioner clarified that his answer was already,
contained in his previous letter of March 19, 1987.

Pursuant to the Compromise Agreement entered into on
Am~11 8, 1388, by amnd between B.A.P. and the former
Commissioner of Internal Revenue Bienvenido A. Tan, Jre
petitioner compromised on August 5, 1988 (p. 30, BIR
records) the aforementioned assessments by paying the
amount of P641,743.23 as full settlement of said
assessments (Exh. 74", Respondent; p. 21, 1bid.?

The amount of PG641,743.23 w;s computed (p. 146, BIQ
records)! by adding the total amount af promissery notes
issued during the vyear 1983, and the tatal amount of
sgourities sald during the same year. The reszulting sum
canstituted the comprorc:ise base, which if di:vided by 200,
and then multiplied by FQ.0Q325 would give the afovesaid
compramised amcunt. Thus:

Promissory notes issusd

during the year 19283 P 326, 385,255. 00
Add: Secwrities sold under

repurchase agreement S, 022, 303%,857.63

Compromise base P2,949, 183, 112.63

Comproumise Base
200 w  PO.0325

= P3,924%9,1839,112.63
=D » PO, O32%

= PRPE4l1, 743,23 - comrpromised amount paad under
F. 0. Neo. C3252171 and C.R. Mo.
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B14457384 both dated March 31,
1988.

Despite petitioner’=z availment of the bomprnmise
agreement, it sti1l1l received from respondent a letter
demanding payment of the amount of P3,287,399.20 as
decumentary stamp tax on 5ecﬁr1ties sold wunder a
repurchase agreement in 13283, Details of this amount are
shown hereunder (Exh., "77, Resp., p. 51, BIR records):

1983

Deficiency Duocumentary Stamp Tax
On_Sale of Securities binder Repurchasze Nuyreement

Securities Gold During the Year . P33, 020,0803,837.63
Documentary Stamp Tax Due Thereon

P3,.022,803,857.63

P20o0N. 00 » PO.25 P 3,778,604, 82
Less: Partial Fayment -
B3, 058,807, BS7. 63
P, o0 v P0.0325 521,200, 68
TOTAL hMOUNT STILL DUE AND COLLECYIBLE P ”QLRB?;ZQQ:EO
Thyvough a letter, dated Rugust 23, 1989, petiticner
infourmed respondent that the assessment srvught te be

collected was already the subject of a compro-inse.

As the case was referred to respondent®s Appellate
Division, petitioner filed with this office on Jur= 17,
TP, @ letter disputing the raassessment of  docurentary

wramp tam o the lattes-’s sale 0f securilies.
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Frotest too the reascessment was denied by respondent
in a letter, dated January 29, 1992, which was received
by petitioner on March 11, 1992.

Then on March 16, 1992, a regquest for
reconsideration  was filed by petitioner. However,
although this ]etter; as borne by the records, came into
the hands of the B.I.R., no action or anz=wer has been

received by peltitioner wup to the time the instant

petition for review was filed with this Couurt on April

Respondernt’s answer was filed on June 19, 1992
alleging as special and affirmative cdefrnses the
following:

i. The 1788 BIR-2AP DST Coumpramiee
Agreement covers only tax assessmer’s invaluwing
Fd

documentary stamp tan on all (ORERAT L 4
mramizsery notes issued prior to Dotloke- 15,
13843
« -
e Petitioner’s sale of secuwrities under
a8 Repurchase Agreement is not imcluded  or
placed within the scope of the Compromise
Ayreement, The law ics specific  thaot the

subject of a compromise comprises only theo:ze
matters which are definitely stated therein
{Article 2036, New {i1vil Code?;

3. Fetitioner, knowing fully wo11 that
documentary stamp Ytaxes on zalesz of scourities
under Repurchase Bgreement were not wi the
soapne of the BIR-TAP DST Couwpromise Dpreement,

n

induced the reuwpondent to ent er into &
comprami=e settlerent thereof. A compromise 1T
which there 1s a miztate, fraud, violence,
intimidation, undcue influence or faleity of
documents  may te rescinded or invalidated
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{(Article 2038 in relation to PArticle 1330 of

the New Civil Coded; and
1 The assezcment is in accordance with

law and regulation.

Issues having been Joined, petitiopner presented
dercumentary and testimonial evidence to prove and/or
support its case. , RAfter petitioner rested its case,
respondent presented and offered only documentary
evidence which were part of the BIR records. No
testimonial evidence was offered by respondent.

The two izsues that confront uwus in this case, are
both purely 1legal. First dissue- is whether or not the
reassessment, imposing DST on securities under a
repurchase agreement, is covered by the compromise
agreement of Am il B, 1988. The second issue deals on
whether or not subject reassessment has lesgal basiz.

Respondent avers that the subject reassezement 1%
nut covered Ly the 1983 BIR-BAP DST Compromicse fAgreement,
amn it covers only tax assessment involving doocumentary
alamar Lax on 3!l types of promissagyy nobes s asued proLav
Lo Detobiors 15, 1984, The heat evidence of responderntt e
avermnent 15 the Compromise fgreement phoee whoioh
provides, amorng others, the foulleowing:

THITRITY LSS UM fara TRUST TEWNNY

Beveinafter vefereed Yo as "the Ranl, a omeombiee

e thao Rankers Neooriation of the Prslympynes,

ey herzhy offer e comprowise its Drooueontaey

Stamp  Tox (DST) _assessment  relatinyg to Mo

negotiable FPromizsory MNoies issued rior  to

36



DECISION

C.T.A. Case No. 4784

-7 -

October 15, 1984, under the following terms and
conditions:

1.

I1.

I11.

Vli.

CCMRROMISE RATE:
MM N
SCOFE:

The above-mentioned Documentary Stamp
Tax Compromise cvontemplates and includes:

A. R11 vyears with assessments and pre-
ascessment notices;

B. Years where documentary stamp tax on
non—-negotiable promissory notes issued
prior to DOctober 1S5, 1384 were paid under
praotest;

C. Years where a case 185 presently with
the Cowrt of Tax Appeals; and

D. A1l open years, up to October 14,
1984, at the optiop of the Bank.

COMPROMISE BASE:

HHUXK

COMPROMISE COMPUTATION:
MUK

MODE OF PAYMENT:

HHH
EXCLUSIDNSG:

Other issues raised in the tax
assessments or which may be raised for
open and assessed/pre—assessed years
respectively, not . involving documentary

stamp tax on all tyges of promissoury notes
1zsued prior to Octoeber 15, 1984 are  not
included 1n, nor affected by this
compromise. HHX" {pp. i6-17, cTA
records; undeyvscoring supplied)
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We concun with respondent®s contention. The above-
guoted provisions of the Compromise Rgreement glearly
show  that it covers only DST assessment on all types of

promissory ngtes issued prior to Bctober 135, 1984, 1t

does not cover DST assessment on securities sold under a

repurchase agreemenf and all other documentary stamp tax
assessments:

FPetitioner's averment, that the subject reassessment
imposing DST on securities so0ld under a repurchase
agreement, is already covered by the compromise
agreement, was based on 1ts er;oneou5 interpretation of

Section <Z(a) of the Revised Securities Act (Batas

HPambansa Blg. B), whivh states that:

TR Securitics thall i1l
debenbures, ratea, evidences of
K Qs zomrecial paper s
indetedness ef  any persoaon, financi
Financilal entaty »uw such as promizaeusy mnbtes,
repurchasue agreements RIS S i’ IreUorYing

supplied).
Bazmed o©on the abuve-quoted provision, pelitioner

"

wrongfally equates "securities” with "promizsery notes”.
Hence, even i1f the Compromize RAgreement specirfically
mentioned that i1t covers only DST aszescnments on all

types of proemissory notesz, DST assessmenits on cecurities

2

SRR deened inciaded, following petitioner-Ts

interpretation that securities include promizsory notes.
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The Court brushes aszide petitioner’:s interpretaticn

and/or definition of the term "securaitica, The

73]

aforeguoted previszion of the Revised Securities RAct  did
not properly define or describe the term “zecurities.”
What has beer done by the said prdvisicn, was merely to
cite examplex, cf enumerate different forms of
securities, and one of those given was promissory notes.
The proper and more acceptable definitions are those
yuoted hereinkelow, stating that:
"Securities are generally defined as
written assurances for the return or repayment
gf money or evidences of indebtedness.™ (Jaffe

v. Goldner, 251 111. App. 188; Words _and
Phrases, Voel. 38, p. 469).

The term security has no exactly defined
legal definition. Generically, the word has
reference to written instruments, usuznlly for
the payment of muney or evidences of a debt,
and being more than a mere promiss of the
debtor of o geneyral liability on his part, bt
having az collateral to i1t =& pledge of property
gr some additional obligation.

Webrter defines it as anything niven or
deposited to secure the payment of s debt gv
the performance of a contract, as a hond with
surety, & movrtgage, the indorsemen®t of a
vresponsible man, ot a pledge. It is that which
renders a matter sure; an instrumcent  whiach
renders certain the performance of a cvoantract.”
(Storm v. Wanddell, M. Y., 2 Sandf. Th. 494,
[507, citing 2 Bouv. Law Dict. . 4935 Uoirds  and

Plucsses, Vol. 38, p. 471}

1t 1z manifesbtly “lear from all e ARSI S
3 A that Yreourilieo” ar e not CIFRARE RSP A e with
pronisenry notes. Faor while a “promios vt 1 2
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wiritten promise by one person to pay another person
therein named or order a fixed sum of money at all events
and at a time specified therein or at & tire which must
certainly arise” (Clarke v. Hunter, 83 111. Rpp. 1003

Wavds and Phrases, Vol. 34, p. 303), a srcurity 1= more

than mer= promise to pay, 3s 1t has a collateral to such
promise, a pledge af property or some additional
obligation. Hence, if the subject Compromise RAgreement
specifically provided, that it would cover only DST
assessments on all types of promissory notes, definitely,
it would not «cover DST assessments on securities sold
under a repurchase agreement. It is a well-settled rule
that:
"2 compromize agreement pust be otrictly
interpreted and must be wunderstood as_including
cnly matbrrs specifically determined therein ov
which, by necessary inference from its wording

must be deemed included. " {Ferrer vs. Ignacio,
3% Philj. 44635 Underscoring supplied)

FPetitioner’s plea for the cancellation and
withdrawal of the subject DST assessment ‘was anchored not
enly on the ground thaf the assessment was already
compromised, but also on account that it lacks legal
basis {see p. 13, Petitioner’s Memorandum; p. 191, cTA
rreorods ), Fetitioner heldse the View, that only

conveyance of instruments mentioned in Sections 223 and

SEAh (now Sections 174 and 179) of the Tawxw Code, are

40



DECISION -
C.T.A. Case No. 4784

- 11 -

subject to DST imposed by Section 225 (now Section 176)
of the same (ode. Conveyanées of instruments covered by
other sections of "the Code, such as the instruments
covered by Section 229 (now Section 180), are not subject
to DST imposed by Section 225.

In other words,‘ only transfer or sale of bonds,
debentures, certificates of indebtedness (instruments
mentioned 1in Section Z223) and certificates of stocks
(instrument mentioned in Section 224); are subject to DST
imposed by Section 225. However, transfer or sale of
instrumentz mentioned in Section .229 such as promisczory
notes, bills of exchange, drafts, certificates of deposit

are not subject to DST impused by Section 22T,

«

The Court dors not uphold petitiorer’c view.

Fespondent®’s revised reassessment proper ly Fivds legal
basis 1n Section 229 of the Taw Code, which provides:

"Section 2205. Stamp Tax on Sales,
figreement to Sell, Memoranda of Sales,
Deliveries of Transfer of Bonds, Due Bills,
Certificates of Obligation, or Hhares or
Cevtificates of Stock. -  On all sales or
agressents to sell, or memoranda of sales, o
deliveries, or trancfer of bonds, tue thills,
certificates of obligation, or shares or
certificates of =ztock, in any association,
company or corporation, or transfer of such
zecurities by assignment in blanlk, or by
delivery, or by any paper, or agreermcnt, ar
memoranduan or pthier evidences of tiraonefer o
sale whether entitling the holder in any mannes
to the benefit cf such bonds, dur bills,
certificates of obligation or stock, or to
cecure the future payment of money, or for the
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1
| d
m

l

future transfer of any bond, due bills,
certificate of obligation or stock, there sball
be collected a documentary stamp tax of twenty-
five centavos on each two bundred pesos, or
fractignal part thevreof, of the par value of
such bond, due bill, certificates of stoch or
obligation or stocl. XXX H®KKM XXX KRN R’XH. "
{Underscoring supplied.)

As expressly stated in the above-guoted provision,
transfer of s=securities is clearly subject to DST at the
rate of PO.25 on each PEO0.00 or fractional part of the
par value thereof. It is manifestly erroneous for
petitioner, to insist again that its securities sold
under repurchase agreement, are synonymous to "promissory
notes” wmentioned in Section 229. The Court has
previously explained that securities are different from
promissory notes, RAlthough as pmrovided 1n the Revised
Geourttiss RAot, that securitiez may irnclude promissory
notes, 1t dov:z net follow that promizsory nete:n  1nclude
SR ililes, Hence, if Section 229 speoificlly provides
that 1t covers promizszory notes, this w:1ll! not meran to
include securities sold under a repurchace amreement.

As aptly put by respondert, petitaiorner'sz sale of
securlities under a reépurchase  agreement, rightfully falls
under Sertion <25, which impzmses DST not on the 1ssuance,

but o the sale DY transfer aof inztyruments mentioned

tthhervelrn, «among  them are meruarities. And wnder Sectionr
Zas fnngw Section 173 of the Tax Cude, the cerson
transferring Lhe securities 1s liable for payment of DET.

42
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__1[’.....
other party thereto who
shall be the one directl
the tax.® (Underscoring

It is not likewise correct f
that the instant reassessment has
careful review of the computation
reveals, that the figure of P3,022
as "securities sold during the year
supplied or given by petitioner to
Compromise Agreement. This amount
under a repwchase agreement, was
DST at the rate of PO.25 on each
part thereof, puarsuant to Section
The result was P3,778,604,.82 which
of DST due on the aforesaid =zale bof
as the same amount of sale of secn

included in the Compromise Pgreeme

15 not exempt
y liable for
supplied)
or petitioner to state
no factual basis. . A
of subject reassessment
, 803,857.63 denominated
"y was the same figure
respondent during the
of sale of =zecurities
properly subjected to
P200. 02 or fractional
225 of the Tax Code.
represents the amount
securities, However,
rities was gr-oaoneausly

nt, at the co=mpromined

rate of PO.0320 on  each P2ZOO.00  or fractirrnal part

thereof, the resulting amount

considered as partial payment, and

the same was deducted

from 03,778,604, 82 leaving the net fapure of
o, 287, 399.20 as  the amount of DST still due and

cnllectible from petitioner.

Fimally, the Court coensiders

respondentts vrevised

casesament as  correct, following the time-honared

principle Ythals

44
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"Ascsessments are gripa facie presumed correct  and
made 1in good faith, The taxpayer has the duty of proving
otherwise, In the absence of proocf of any irvegularities

’

ment will

in
i

in the performance of official duties an asses
not be disturbted. A1l presumptions are in Tavor of tax
assessments (Interprovincial Autobus Co., Inc, V.
Collecto?, 98 Phil. 2903 Cecilia Teodoro Dayrit v. Hon.
Fernando Cruz and Commissioner, L-39910, Sept. 26, !958;
Beonifacia Sy Po v. CTA and Commissionery; G.R. No. B1446,
Aug. 18, 1988). Failure to present proof of errvor in the
assessment  will  justify judiciai‘ affirmance of said
assessment (Delta Motors Co. v. Commissioncr, CTR Case
No. 378c, May &1, 138&6)."

WHEREFORE, novien o all the  forooeooog, inntant
~tatipn for revipw 1z found b bl

mane is hereby DISMISSED. ACCORDINGLY, e titiomer  ig

hereby ORDERED to PAY teo rezpondent tha  amount of

03, 00T, 372,82, without any surcharge aried interent
theer eon, as  deficiency documenitary  stomp tas duee on
pelitionee? s naile vf securities uriter repuschase

agreement oy the year 1203,
S DRPERPRED.
’, é;?
v -
RAMON 0. DI VEYR

Rzsocaate Judge
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WE CONCUR:
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