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DECISION

This 19 2 clain for refund of the sum of
#57,703,37, representing Mu original sales
of crude rubber products produced by petitioner from
its rubber plantation \n Latuan, Isabela, Basilan
City, during the perisd frem the first quarter ef
1953 te the fourth gquaxter of 1994,

Respondent presented ne evidence at the hearing
of the case, and Lin his memorandum filed with the Court
on January 19, 1956 he aduitted petitioner's statement
of facts “as 8 fairly scocurate reflection of the facts
ts presented during the trial.®

From the svidence introduced by petitioner dur-
ing the hesring ef the case we gather the following
facts. The petitioner herein, American Rubber Compeny,
a corporation duly organized and established under
Philippine laws, owns & tract of land locsted st Le-
tuan, Isabela, Basilan City, about 900 hectares in
area, 8500 hectares of which are planted te rubber trees,
From this rubber plantation cpersted by the petitioner,
it produced and sold locally and abroad the fellowing:-
{(a) Preserved Lagex (Exh. *J*); (b) Pale Crepe No. 1
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(Bxh. **); (¢) Ribbed Smoked Sheet No. 1 (Exh,
*3*); (d) Ribbed Smoked Sheet Ne. 2 (Exh., %0°);

(o) Flat Bark Rubber (Exh. "E®)j; (f) 2X Brown Crepe
(Bxh, *i"); (9) 3X Brown Crepe (Exh. "4°)) and (h)
Pale Crepe Ne. 2 and "Campe®, The petitioner mo
longer produces Pale Crepe No. 2 and “Campo®,

The initial step commen te the production of
all these forms of crude rubber products is tapping,
f.90., the cellection of latex(rubber juice) frem rub-
ber trees. This is done by the daily cuttings, early
ia the mornings, of & spirel incission in the bark of
rubber trees and placing & cup below the lower end
of the incission te receive the flow of juice, The
collecting cup 1s filled after two hours. The tapper
then collects this latex inte buckets and carriss them
te the collecting shed, The tapper subsequently pours
the latex collected inte big milk cans, The filled
milk cans are then immedistely taken in motor vehicles
teo & coagulating shed, aleo within the premises of pe-
titioner's plantation, where the latex is strained
into coagulating tanks te remove foreign metters, such
as leaves and dirt, After these initial steps, the
processes then vary in the production of the various
crude rubber products mentioned above and which we
now describe briefly hereunder,
Exesexved Rubbex Latex (Exh, °J°)

Fresh latex 1is diluted with ammonis at the rate
of 5 to 5=1/4 ounces to & gallon, This mixture {s
thoroughly stirred and then poured into empty metal

. m
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drums, The addition of ammonia preserves the latex
in liquid form and prevents its deterioration ez the
scquisition of 2 repulsive smell, ot the same time
maintaining its uniform celor. Latex which has been
artificially preserved in its liquid form gemerally
lasts for about & month without speiling. Om the
other hand, fresh latex in its original state lasts
for only about two hours, after which it becomes
spoiled, '

The company sells preserved latex only upon pre-
vious orders of customers who supply smpty metal drum
containers.

moked Shaet tos, 1 and 2 (Exhs, *C
"0 regpectively).

~ Te produce Pale Crepe Ne. 1 and Ribbed Smoked
Sheets Nos, 1 and 3, the petitioner adds te the latex
in the coagulating tank about fifteen (15) or sixteen
(16) ounces of glacial acetic scid. The mixture is
stirred theroughly, after which aluminum partitions
ave placed crosswise inside the tank so that the latex
will coagulate in uniform slabs., Acetic scid fis added
te the latex teo hasten coagulation and te preserve its
fresh dnte and color (Test. B, G, Leafio, t.8.n. pp. 16
and 203 R, R, de Leon, t.s.n. pp, 40~4l). The simi-
larity in the production of Pale Crepe Me. 1 and Ribbed
Smoked Sheets Nos, ) and % ends st the point of remov-
ing the coagulum (coagulated rubber sheets) from the
coagulating tanks,

Te produce Pale Crepe No. 1, the coagulum is

T sk %
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passed through & series of rellers until the desired
thickness f{s attained, whereupon it is moved to the
sir-drying house situated in petitiomer's plantation
and hung for & peried of about twelve or thirteen days
te dry. There are ne mechanical driers usedy the air
drying {s done naturally, As soon &8s the Pale Crepe
is dried, it is baled and stered, ready for the market.

Aibbed Smoked Sheets Neos, 1 and 2 are produced
prectically fa the same meaner as pale crepe, emcept
that the coagulum is passed only once through & roller
provided with ribb after which the flattened and ribbed
coagulum is removed te petitioner's smoke-house where
it i hung and exposed to heat and smoke from wood fires
for about six ex seven days ia order te be cured, The
resulting smeked sheets are sorted and classified inte
ribbed smoked sheets (RSS) Ne. 1 and Neo, 2, baled, snd
stored ready for the market. Mo mechanical equipment
48 used in generating the smoke in the smoke-house
(Test, R, K. do Leon, t.0.n, 42-46),

The petitioner's rollers are powsred by engines,
If Pale Crepe No, ) and Ribbed Smoked Sheets Nes, 1 and
2 axe not air-dried and smoked, they deteriorate, get
speiled, and the color varies (Test. R, R, de Leen, ¢,
s.0. po 43).

Elat Bagk Rubbex (Exh, “E%).

Each morning before & tapper makes o fresh ine
cisdon in the bark of s rubber tree, he gathers the
latex drippings from the ground around the tree, called
“ground rubber®, as well as the dried latex from the
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incisfons made the previeus day, called "bdark rubber®,
which together constitute Exhlbit "0, Ground and
bark rubber sre not intentisnally produced. MNe chee
micals are addod to the latex transfermed inte greuand
and bark rubber, which, in their eriginal form, are
net marketable (Test, B, G, Leafo, t.s.n. p. 23), Ihis
kind of dried latex 1is speiled and has 2 bad odor,

“Cround® and "bari® rubber in sufficiont guan-
tities ave passed numerous times through the rollers
or mills until they form a uniform mass or sheet whish,
finally, 4s called "Flat Bavk Rubber* (Exh. “E®), We
chemical 1s used to cosgulate the dried “groind® snd
*bark® rubber, because they are alvesdy cosgulsted.
They are formed into sheets by neans only of pressure
of the mills or gollers through which they are passed,
(Test. 3, C. Lealio, tus.n, pp. 22-24; R, U, do Leon,
teSuns po 066), |
3.4 Spown Crepe Rushber (Bah, “N*).

Every worning, beafore & fresh incisien is wade in
the bark of the rubber tree, the tapper collects not
enly "ground® and “bark* rubber but removes and cole
lects the latex fn the cups, known as “cup rubber®
(Exh, “C*), The cup rubber cosgulates and éries throeugh
natural processes and, when gathered in sufficient
ouantities, milled and relled through 2 series of role
lers until by force of pressure it forms into & mass
of the desired thickness galled "3 X Brown Crepe” (Exh,
"N*). Like ground and bark rubber, no chemicals are
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added to cup rubber te producs 3 X Srown Crepe., Cup
zubber in £ts oxiginal ferx, like groumd 2ad bazk
subber, is not marketable bec2use it is spoiled and
has a bad odor.

2 X Brown Crepe 1s sbtalined by ailling or rele
ling the excess pieces of seoagulated aubdber latax cut
over frem tihe sucked sheet Ns. 2 (Exhibit *0") inte a
uniform asss., 2 X Srown Crape {5 produced in the sane
mannexr 55 the other shaets eof crepe rubber, 1.0., withe
out the addition of any chemical (Test., R. . de Leen,
8.0, pp. C3-04]), 3

Adl the cruda rubbar of the varleus types men-
tioned sbove produced by petitioner during the perilod
beginning the fisst quazter of 1953 thru the fourth
quazter of 19%4 were seld lecally (Exhs, "P", "P.gav,
T G607, RV, "R627, "S%, "Sd5", "TV, "Te40",
SR, Fuanae, VR, WVegER, YR, WHedT¥), ALl these
aferesaid local sales of crude rubbex were deslared
fer sales tax purposes by petitiener {(Exhs. "Y" te
*¥«7") and the corresponding sales tax paid to the
Tressurer of Sesilan City,

on April 12, 1959, petitioner lavoking Sestien
188 (b) of the Mational Internal Revenus Code, as
amended, filed with the vespendent Collector of lne
ternal Revanue a slaim for yefund of the sales tax en
sales of the sbove-mentioned rubber products in the
aggregate amount of »27,703.37, whish th latter paid
to the Treasurer of Basilan City during the two-year
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ma fsmediately prior to the claim for refund,
itemized 3b follows:

Apz, 14, 19%3 F175160 (!ﬂt. “K") F 6,046.99

July 18, 1953 §1920244 (Exh, *K1*) 9,569,32
Ost, 19, 1993 #1927909 (Exh, *Ke2%) 7,301 .42
Jan, 19, 1954 #3896943 (Bxh, "K-3") 4,990,73
Ape, 17, 1954 #387863 (Exh, "K-4") 7,993,791
July 19, 1954 #388582 (Exh, "Ke5*) 7,760,08
Ost, 18, 19%4 #389578 (Bwh, *"K-6") 6,932,2%
Jan, 20, 19%% 317730 (Bxh. S-T") £,096. 70

TOTAL PAID weoees 87,703.37

The sales tax corresponding 0 cach rubber product
is shown below:

L s
Pale Cyepe No. 1} (Exh, *N") P 7,999,17
Ribbed Smoked Sheet Ne, 1 (Exh, "ov) 22,979,48

. . * = 2 {Exh, *O%) 8,362,19
2 X Brown Crepe (Exh. "»*) P 1,572,34
3x *  (Exh, *¥%) 2,090,01
Flat Bavk Rubber (Exh, *i%) 3,%63,76
Presaxved Latex (Bxh, "J=) 11,095.99

#issellaneous (Psle Creps Mo, 2
and b 40,493

TOYTAL ccccnvacans §57,702,37
The petitioner during the hearing of the case did
not adduce any evidence te substantiate its claim for
refund of #40.43, representing sales tax paid en sales
of Pale Crepe Mo, 2 and "Campe”, "because such rusber

e 24()m E—
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products are ne longer produced by the petitioner and
the amount invelved, $40.,43, did not warrant any addi-
tional expense®. The claim of petitioner has, there-
fore, been reduced te 797,662,994,

retitioner contends thet the crude rubber proe
ducts it produces from its rubber plantation sxe es-
sentially agricultural preducts and that the processes
involved ia their production are essantially agricul-
tursal prectices performed as an incident teo, or in
connection with, farming operations, hence, it can oot
be considered 3 manufscturer. Pursusnt te section 188
(b) of the Revenus Code, 8s smended, It {8 apgued that
local sales of its crude rubber products ave net subject
te the sales tax imposed by Section 186 of the same Code.

Respondent on the other hand, though net denying
that petitioner is engaged in agriculture stoutly maine~
tains that the precesses used by the petitioner te pro-
duce the crude rubber products from its rubber plante-
tion make the petitioner » "manufacturer® within the
purview of that term as defined In Section 194 (x) of
the Revenue Code., lience, it is contended by the res-
pondent that the petitioner can not avail itself of the
benefits of Section 188 (b), and cencludes that pursuant
te Section 186 of the said Code, the imposition of the
sales tax provided therein on the original sales of pee
titioner's cyude rubber products is valid sad preper.

The only issue to be desided in this case is whe-
ther or net the rubber preducts produced and sold by
petitioner are mapufsctured erticles within the meaning

SIRT TR e
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of 'mum 194 {x) of the Revenue Code, or whether

they are agriculturs] products within the weaning
of Section 128 (b) of the same Jode. If they are
sanufsctured articles, original ssles thereot Dy
the manufacturer (petitioner herein) are subject te
the sales tax provided in sectien 15¢ of the Revenue
Code. on the other hand, If said rubber products are
agrisultuxel products, sales thereof by the producer
(petitioner herein) sre not subject to the sales tax,
Section 186 of the Revenue Code iupuses a pez~
W@Ml tax on original sales of arti-
sles not enuserated in Sections LS4 and LD when the
nium-u-bymimlutuuarmﬂ. The
ters "amanufe sturer” is defined in Section 194 (x)
thus;:
who i '“‘“‘:m.‘-i“'&#s‘:f“ process alters

texturs or form or Lnner sub-
stance of any reaw material or manufactured

or partisliy asnufactured preduct in such
manner 28 to it for a special use
or uses to it could not have been put

in its original condition, or who by any

Such alters the guality of any such raw

matar or manufactuced cor HaNu-

!uwnﬂtuuuuﬁnt: marxet-
o

w- er it for any the uses
or such pEOCess Gom-
bines any such row n.gl or manufectured or
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The texm "producer” 1s synonymous to "msnufac-
turer®, except that the former is wore commonly used
to denote 3 pereon who raises agricultural crops and
pute them in & eondition fer the warket. (55 C,.J, €31.)

From the operstion of Section 186 are excepted
the transactions and persons enumerated In Section 188,
smeng which are sales of agricultursl products, The

provision exempting sales of agricultural products
reads:

'(B Agricultural products l.t.nlr.h"‘
“h{vmm':gmmofm“

lend produced, x x % whether in
thelr uiglna.l state or not,*

The term "manufacturer® as defined in Section

194 (x) is very broad and comprehensive, As aptly
stated by the Suprene Court -

*A more ecomprehensive and inclusive
def lnitien ceule m&v b8 given, of J
th- scts whieh would meke s person & menu-
15‘ " (irmwll ve Nalting, 33 Fhil.

This Court has 2lseo mede the following observations
on the meanine and scope of the word "msnufacturer®:

*For in anelysis of the previsions

el seGtion 1 s Supra, will xeadil
:hﬂ that the dif ftien :'r!’ mfntu:!r

comprehensive that the
am: of the exterior texture,
hln inner substance of any raw aa-
mm manufactured or partially senu-
fllttlﬂl product, by physical or chemical
ess, in such manner as to pre it
or a speclal use or uses Lo waich it
could not have bean put in its eriginal

‘ﬁ&‘mm«m.ﬁi“

Setistiy & ey A
l-pnuu. as to te markete

it te
or prepare it for amy of the
wm.hiu&nw
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cess. Even the combining of thease things
with other meterials or products, by phy=
sical sx chemical process, ia such manner
that the finished t may be put to

8 special use te such raw materisal,
manufactured or :: xnlly nanufactured ari-
ducts could net been destined, makes

one & menufacturer, While it is necessary
that the is for sale or distribu~
tion to othexrs, it seens that the finished
product need not be transformed inte & new,
different, distinctive, article having an
entirely separete name and charscter. I%
is bu-clly nacessary to sdd -

- 'mtu:umfnw:mt-
cle or preduct includes anything
which is ess of ma-
Mumwﬁﬂt?rM!m
such as iron oxe to iren, logs te
Mutm.Mhm
dust, potstoes to pouto chips,

carn corn meal, and water te
m. gty. m ve, Lorman,

Rover BT o oo 183, Yane A1s T9000)

There can be ne doubt that Section 194 (x),
standing alene, would make petitioner hezein e wanu=
fagturer with vrespect to the rubber products produced
and seld by it, except 88 regards Preserved Latex
(Bxh, *J*), ss will be shown later, and, therefore,
subject te the sales tax prescribed ia Section 186.
But Section 188 (b) exsmpts from the sales tax agri-
cultural products, whether io theix exisinsl state or
pet. when sold by the producer or owner of the land
where produced. The phrese “whether ia their origimal
atate or not" is likewise broad and comprehensive,
and may include transférmations whish, ordinarily,
would be considered manufacturing under Sectfion 194
(x)s The law neither define. nor limits slteratiens
ox transformations of asgricultural products which

age necessary to :an?lrt thes into wanufactured arti-
& »2*44@ s
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cles, or which would make them retain their charac-
ter &8 agrisuitural preducts, The question, there-
fore, that is presented for reselution is: ahsa

is aa sgrisuliuvral product which has suffered altera-
tion or transformation, and therafore not in its
eoriginal state, still an agricultural preduct, and
when is it ne longer an agricultural product but »
ssnufactured articler

A urief zesuds of the baskground and the ressons
for the inclusion of Sectien 188 (b) in our sales tax
law would aid ws $a finding » solution to the sppa-
rent conflict setween parsgraph (b) of Section 188
and paragrapn {(x) of Section 194,

The evemption from the percentage m@)uu-
sax (forweriy merchant's sales tax) found ﬁs‘;ﬂy inte
ouUr Tevernue laws first as section 148 of Act Mo, 1189,
better known a% the Internal Revenue Lew of 1904, para-
graphs (8) and (g) of which read:

"$ec, 142, The followiag sasll
oe -mt.;d from the paysent .,¥ taxes ime
posed ia section 130

“{a) Agriculturists, en all products
ofi their ewn production seld by the=m,

« x X

*(a) Persons whoss m nufacturse cone
sists solely in hervestinu and rttm‘mu
condition for their own use or fer the
proaucts of the land ownea or occupled by
them, such as, cutt!.nE and drying of goprs
and theshing of rise,
From the sfore-quoted provisions, we see 3 dee

finite policy established by the lawmaking bedy as

. ey
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eaxly ss 1904 te protect and encouraje the farmers,
Net enly all agricultural products of their owm pro-
duction sold by the agriculturists were exempted froem
the sales tax; the exemption applies te these which
in their production snd preparation for the market
had ¢ underge some sort of menufacturing precesses
te give the farmers s falr return for their lebor,
such a8 themoduction of copre from coconut or the
theeshing of rice from palay. This same policy eof
protection snd engouragement was refterated and (ts
scope even brosdened with the enactment of Act Ne,
2339, otherwise known as the ™Tnternal Revenue Law of

- 3 I. :v!“\; fti-
tions in the fellowing commodities

x X =
"{¢) Agricultural products when seld by
the preducer or owner of the land where grown,
whether in their ewiginal state er not,”

From the afore-quoted provisiom it is apparess
that subeparagrephs (8) snd (g) of Section 142 of Ast
o, 1189, were consolidated in erder te accomplish
the legislative purpose to exeapt from the sales tax
all persons directly producing goods from the lamnd,
By thic censelidation, "the Legislature instead of
attespting sn snumeration ¢f sxempted products, has
grouped them all under the general designatien of
‘agrisultural preducts’.” (Melina we, Rafferty, 38
Phil, 167.) It 4s sefe teo sssume, therefore, that
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the Legislature did mot intend te limit the exemption
fzren taxation eof agricultural products which underge
sanufacturing processes to copras and rice.

It 1s evident that the change in the language used

ia the aseaded provisien was intended te extend the
scope of the exeaption se as to include all otaer agrie
cultural products which in their production and pre-
pavation for the market have to undergo sowe manufac-
turing processes.

As an offshoot of Fascual v, Nelting, supra,
the .eylslature extended the exsuption frem the sales
tax to cover ordinary salt (Sec. 1, 3293), Subsequent
smendsents sxpandsd the exeapilen to include fish and
its by-products, even whem caught in the high seas, when
sold by the fisherman exr fishing operator, (Sec. 1, Aet
3702y Sec. )y Rep. Act Ne, 969,)

The reasons for the incluslon of Lhe exempiion
frou the sales tax of agricultural preducts have been
explained by our Supreme Couxt im holina ve, Rafferty,

AUBEa, thus:
“The iirst inguiry, therefere, mt Te=

to the belilef on the part of the law making
body that @ sgricultural products
from this the industry would be
favored and the development of the resources
ﬁﬁ;imj e nu-tz::td
which we take (3 ° thexe
m“m#ﬂhw



In order to do justice te the intention of the
Legislature in granting tax exemption te agricultural
produsts, whether in their original state oz anot, when
seld by the producer or owner of the land where pro~
duced, we should not rely selely en Section 194 {n)
and consider as manufactured articles all sgriscule
tural products which have undergene any form of alters-
tion er transformation., That would mullify the legis-
lative purpese in qualifying "agricultural preducts®
sppesring in Section 188 (b) by the phrese “whether
in their original state oxr not.” The ealy reasonable
interpretation that cen be given to the twe provisions
(Secs. 188 [/ and 194 /), in oxdar to harmenize
them, is te consider as agricultural products these
products which, although they have suffered changes
ox alterations, axe the result of genuine agricul-
tural labor., All eother changes er alterations {a en
agricultural product net connected with agricultural

|
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lasbor meke such products manufactured articles, and sre,
tharefore, taxable under Section 1896 In relation te Sec-
tion 194 (x), Fo hard snd fast rule can be made as
teo whet gonstitutes genuine agricultaral labar which
may suffice for every given situation, We confess it
s roather a difficult toesk, and we shall not, there-
fore, make any sttempt to define in prectss terms what
senstitutes genuine agricultural laber, Each gase must
be decided on its m:ltl.l

That the natuxe of the laber appifed to or éx-
ponded in the production and preparetien fer the market
of an articlc (procuccd frow an agricultursl product)
dotezmines whothor or not such article is 2 manuféc-
tured sptddle or remains an agricultural product may
be gleaned from the decision of the Supreme Court In
Mezcado v, Collector of Interasl Revenue, 32 "h{l, 271,
S$aid the Court in that case:

"ihe raising of plant shrub known

locally as ‘bakawen® and the gethering
ﬂnltrmkuﬂmhuium“
firewcod

R e, conssauently sitc of
B T e L e
sales tax,® (underscoring supplied,;
Ia that case it was held thas firewood produced out of
*hakawan® plants &8 not a wanufasctured article. If
Sestion 194 (x) is to be imk erpreted strictly, 2s res-
pondent woula want it to oe se interpreted, firewsed
produced by cutting the stems, branches and twigs, and
removing the leaves and unserviceable portions, of

“bakawan® trees, cutting them imto standaxrd sizes aad

v—-—',.:um ! ”
"t 249
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form sizes or weights, would constitute manufscturing.
The Supreme Court rightly held that firewcod se pro-
duced is not & manufactured article within the mean-
ing of the law defining the term "manufscturer”, the
processes employed ia the production ef firewced being
essentially agricultural laber,

Respondent cites the following cases im support
of the taxability ef the rubber products produced and
sold by petitioner: Pascual v, Nelting, 33 Fhil. 154;
Kuenzle & Streiff v, Collector of Customs, 32 PEil, 510j
Bermejo v, Collector eof Internal Revenue, €. R, No,
L~3029, July 25, 19950; Central Azucarera de Bais v,
Trinided, 46 Phil, 492; Philippine Packing Corperation
vs Collector of Internal Revenue, B.T.A. Case Ne, 182,
decided by this Court én January 31, 199%5; Nge Sisk v,
Collestor of Internal Revenue, C.T.,A, Case Ne, 14, Feb-
ruary 28, 1995; Chus Kay v, Collector of Internal Re-
venue, B.T.,A, Ne. 8, May 14, 19525 Lim Tie, Dy Mung &
Py Hue v, Collecter ¢f Internal Revemue, B.T.A, Ne,
102, December 13, 1952; and other American cases,

The case of Pascual v, Nelting ¢an hardly be
cited a8 authority in suppert of the prepesitien that
the processing ef am agricultursl produst te prepave
it for the market constitutes manufasturing. That case
invelved the making eof salt from ses matter, The ge-
thering of sss water can not by any stretch of the
inagination be considered an sgricultural pursuit, It
was precisely for this reason that Congress saw fit e
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specifically provide for the exsaption of “ordinary
salt®,

" $imilaxly, Xusnzle & .‘:tnl.ff ve Gollectoxr of
Custems is nat in pointe That case lavolved imparted
coffes, snd the quntiﬁn at issue was whether or not
the seffee so laported (rom abroad was “manufsctured®
fox taxiff purposes. The Court precisely held that
the definition of "sanufscturer® in the Internal Re-
wonue Law was lnapplicable in fix.lm‘.— tariif zates eoa
faported articles. | |

The saxe may be ssid of Centzal Azucaress e
Sais v. Irinidad, where the plalntiif wes the ewnex
of & suger nill and was engaged principally in the
Wm of raw centrifugal sugar from sugsr cane
delivered to it, for milling, by suger-cans grownezrs
having pléntatlions in the nelghboraged of plalatifi’s
ablles® Flalntiff was not the owner of 9 sugar lead
and was not engaged in plenting sugar cane. [he Sup-
ggems Court rightly held that the adll owner was a
manufacturer, Jut the Court weat fucther end made
& prencuncemeat which precisely runs counters to the
stand taken oy respondanit la this case, we gquotes

"It Ls also suggested that follow-
ing this argument to its 1 1l ceaclu~
sdon (referring to the that a
sugar mill owner is 2 sanufocturer), we
would be ¢ od to held that a sugar
planter whe & saall on his
plantetion wherein ho convezts nis oun
:r- - manufac
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of the plalntiff :nrpnrlt.lon whi:h in

effect, buys its raw ssterial and devotes

ftseli exclusively te converting it inte

finished werchandise, It may, perhaps,

not always Le e3sy Lo draw the line of

deuiarcat setwesn one business end the

other, vut difficulties of thet sort are

frecuently encountered in the interpreta-

tiony of the lLaw," (Underscoriag supplied,)

In this case, the Suprewe Court very cleadrly expressed
the opinion that & {arser who works his farm preduct
inteo & more convenient 2nd valuable form does not cone
vert hia into a mnuflictu:lr. That the ferm product
suffers alteration or trensformation is immateriel, if
the manufacturing process eaployed "1s merely an incli-
dent to the management of his plantation,” or, In the
language used in mercedo v, Collector of Internal Re-
venue, supra, if the work ssployed constitutes & “"genuine
agricultural labor,”

The case of Sermejo v. Collector of Internal Re-
verme invelved nipa shingles end charcowl. In Lhat
casy the Suprems Court held that nips shingles and
chazxcosl are manufactured artlcles. In the case of
nipa, the nipa leaves have 2 utility of thelr own =
they are generally "utilized for partitlions, windows
and doors.” The farm owner who makes nipe shingles
out of nmipe leaves no longer employs agricultural laber

but engages in manufacturing, In the language of the

et AT
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of sawali, These are adaittodly Fhilipe

pine "manufoctures®, (See Miller, Prin-

ciples of Economics Applied to the Fhil-

ippines, pp. 468, g% seg.)"

As regards charcoal, there can be no doubt that the
production thereof sut of firewood ¢onstitutes manu-
facturing, the processes employed ia the production
of charcoal aet having any relation with the owner=-
ship er management of a ferm, The destrine laid down
by the Supreme Court ia this case is epplicable te
sone of the rubber products invelved ia ths Lastant
case as will be shown presently.

The decisions of the Soard of Tax Appeals and
of this Court in the cases of Ngo Siek, Chua Kay and
Lim Tie, Dy Heng snd Dy MHue, supra, sre also inappli-
cable to the instant case, All of them did net iavelve
sgricultural products and the taxpayers ia those cases
were net owners of agricultural lands. /Any reference
te those cases would be futile.

The enly case so fay decided by this Court i~
velving exesption from taxation of agricultural pro-
dusts is the case of Fhilippine | scking Cexpozation v,
Collector of Internal Reveaue. The issue there was
whether canned pineapple products are "agriculiurael
products® ox manufactured articles., The case is new
pending in the Supreme Court on appeal by the Fhilip-
pine Packing Coxporstion and we, thezefore, decline
te make sny comment thereon,

e will net 2lso dwell on the American cases
cited by respondent, there being no showing that the
facts and the laws involwved in thase esses sre the oame

e Syt
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or similar te those invelved in the instant case.

Having srrived at the conclusion that the ex
enption provided in Section 188 (b) in regard to agrie
sultural preducts, whether ia their eriginal state or
not, applies te farm products which have undevgone
alteration or transformation as 8 result of genuine
agricultural labor, we shall now procesed te consider
whether ez not the sales of various rubber products
produced by petitioner during the peried in question
are exempt from the seles tax under Section 188 (b),
oz subject to said tax as menufactured artdcles as
defined in Section 194 (x).

The first kind of rubber products involved in
this case is the so-called Freserved Latex exemplified
by Exhibit *J°, As has already been described above,
fresh latex s merely diluted with ammonia at the rate
of 5 to 3=1/4 ounces to a gallon. The mixture of am-
monia with the latex hes for its sols purpese ts pre-
vent the latex from being spoiled and ts preserve it
in its eriginal state, It appears thet fresh lstex
becomes speiled after 2 hours, wheress with the addi-
tion of smmenia it lasts for about & month., Even set-
ting aside the qualifying phrase “"whether ia their eorigi-
nal state eor not,” referring te sgrisultural produsts,
in Section 188 (b) and considering Section 194 (x) sbove,
we san not see how Preserved Latex can be considered 3
manufactured article, The addition of aameonia %o fresh
latex does not "alter the exterier texture eor form ox
inner substance® of the fresh latex “in such manner s
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$o prepare it for a special use or uses teo which it
could net have been put im its original conditien.
Neither ia the gquality of fresh latex altered by the
addition of ammonia. In fast, the purpose of adding
sumonia to fresh latex is merely to preserve the listex
in fts original condition. And Freserved Lagex does
aot have “a special use or uses® to waich fresh latex
sould not have been put ia its eriginal ceadition.
This is the same as fish caught ia fishponds which
are placed in ise te prevent its esrly spoilage. Thare
ean be mo doubt that such fish remains to be oa agri-
sultural product. lo are, thereiare, eof ihe epinion
that Freserved Latex, as descrised adove, is essen~
tially sn agriculteral product, the sales of whish,
by the owner of the land where produced, are cxeupt
from the sales tax under Sectien 188 (#).

The Aéxt kind of rudber products seld oy peti-
tioner is what ie kneown ss Flat Bawk Aubber (Exh, "£"),
The precess of producing this kind of rubbsr has alse
been described above, “Uround rubber® &nd “bark zub-
bex" are coagulated latex collected svery meraing frea
the ground and from the incisiens In the barks of rube
ber trees, They are apolled coagulated latex and hawve
& bad odor, They are aet maxketable s such. Yo pre-
pere them for the market, they are passed nusercus
tiaes through rellers or mills until they form & unie
form mass or sheet which is celied Flat aark Hubber,
We sre of the opiniea that the preduction of Flat Serk
Rubbar out of “"ground rubbexr® and "bexk yubber”® sonsti-

-
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tutes & genuine sgrisultural laper, which Is neces-
sarily connected with the managenent and operation eof
the rubber plantation, and, thereiore, the same re-
tains its charecter as an agricultural product. (See
Mercade v. Collecter of Int, Hev. 3nd Central Azucerera
de Bais v, Irinidad, suprs.)

The same Lis true with 3 X Urown Crepe Rubber
(Bahe *"N*). This kind of zubber is produced from “eup
zubber®, whish ie coagulated latex found every woralng
in the cups placed velow the incisions made In the
baxks of rubber trees. “Cup zuboer® im its criginal
condition when gathered 18 Ret asrketisviec. [0 prepare
i for the market, 1% is amilled and relled Liwough &
saxries of rellere uwntil it foxme late & mass of the
desired thickness called 3 X drown Cyepe. (he laver
enployed in the preduction of this kind of rucber is
genuinely sgricuitural, and we believe that such rub-
bexr product remeins essentially an agrisultural pxo-
duct within the meaning of sectien 18¢ (b),

The same can net be said sbout iale Crepe Ho. 1,
ribbed Smoked Sheets Wos, L and 2, and 2 X drewn Crepe.
It 18 our opinion that the labor employed in precess~
ing fresh latex te produce these rubber preducts, oo
described above, is aet » genuine agriculiurel ladex
ner s it nesessarily connected with Lae nanijeaent
and operation of & rubber plantation, Fresh latex er
preserved letex in itself is aslready marketsble, and
if the owner of a rubbexr pleatation desires te precess
tta tatex into wore marketeble forms and theredby secure
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better prices for its predusts, it goes beyend the
donain of agrisulture and invades that of the manu-
fasturing industry. The rubber products so precessaed
are, therefore, ne lenger agricultural products but
. mssufactured srticles as defined in Section 194 (x),
the sales of which sy the menufacturer are taxasle
under Section 186 of the same Code, lierein spplies
the dectrine im sermejo v, Collector of iIntermal
Revenue, supra, |

IN VIEW OF THE FUREUOULNG, we are of the opinien
that the sales tax amounting te #16,749,76 paid by petie
tioner en its sales of Preserved Latex, ilat Sark Rubber
and 3 X irvown Crepe, which are sgrisultural proeducts,
from the first querter of 1953 to the feurth quarter of
1954, was illegelly collected oy respendent; while the
sales tax in the sus of +40,913.18 paid by petitioner
on its sales of Fale Crepe Ne.l, Ribved smoked Jheets
Nos, 1 and 8, and 2 X drown Cpepe, which sxe manufag-
tured articles, was collected in agcordance with leaw,
The decision of respondent denying petitioner's clsaim
for refund of ¥57,662,94 is, therefore, modified as-
sordingly, snd respondent is hereby ordered to refund
te petitioner the sua of V16,749,776, wih costs against
petitioner,

S0 RLERED,

Menila, June 4, 193G,

ROEAN M, UWALI
+980¢ Late Judge
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CONCURR ING AMD DISSENTING OF LNIOH

After examining the recoxd and the axrguaents
presented by the parties, 1 have te make wy dissent
in paxt fzon the epinien of ay colleagues. I be=
lieve that the question presented by the petitioner
in this case glearly falls within the pucview of the
definition of manuiscturer contained in Section 194
(X) of the National internsl Revenue Gede, which is
cited belew feor convenience,
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original cendition could not have been
put, and whe in addition altexrs such
zow material or manufactured eor par-
tislly manufactured mt;! or combines

pro=
ducts for the se of their sale or

distribution te o and not for his

own use or consumption,®

Under the description of the rubber production
of thc‘pnlumr herein, it is evident thet the pe-
titioner is & manufacturer and, therefore, subject
9 the sales tax imposed upon all goods sanufactured
and sold by It and that the products ef the peti-
m W9 not come under the term “agricultural pro~
ducts® exempted under Section 188 of sald Code. The
definition cited above of & manufactarer may be pare-
phrased as follows.

A menufacturer is one of any of the following.

(8) Cne who, by physical or chemigal

prosess, alters the exterier texture or

form or inner substance of say raw mate-

rial or wanufactured or partially menu-

factured product in such a manner as te

prepare it for a special use ox uses %o

which it could not have been in its ori-

ginal cendition; '

{b) Gne whe by (any such) physiscal

or chemical process, alters the quality

of any such rew material exr manufactured

oz paztially manufsctured product se as

te reduce it te marketable shape ox pre-

paze it for any of the uses of industry;

~ ¢ 250
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{e) One whe by (any such) physical

or chemical precess, combines any such

raw materials er manufactured er paw-

tially masnufactured preduct with other

materials ex products of the same or of

different kinds in such a msuner that

the finished product of such process of

manufacture can be put to & special uee

or uses te which such raw materials ex

nanufactured ox partially sanufsctured

products in their eriginal condition

could not have been put; and

(#) ﬂu‘-.\h addition te any

of the processes above (i.e., {a), (b),

and (8), shove), alters such ram materials

or nanufactured ox partially aenufsctured

products eor combimes the same te produce

such finished products for the purpeses

of their sale er distribution te others

end not for his ewn use or consumption,

From the manner of preducing the articles des-
eribed in the majority opimnion, I believe that the
"flat bark rubber* (Exhibit *E") and *3X Erown Crepe
Rubber® (Exhibit “N") produced by the petitiener do
net constitute wanuiacturers within the purview oi
said section 194 (x) and as such aze in the class of
agricultural products exempt from the percentage
taxes, by virtue of Section 188, of the sane Code,
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However, it 1s my belief, that all the other rubber
products of petitioner presented in this case con~
stitute manufecture under section 194 (x), and which
de not fall within the examption grented to agricule-
tural produsts in sald Sectisn 188 go that these
products axe therefors sudject t¢ the parcentage tax
under Section 186,

In the first plase, the product known ss "pre-
served rubber latex" {Axibit *J%), falls within the
purzview of the manufacture, by virtue of the addi-
tion of the chemicals which is intended ts preserve
the same and, as petitioner admits, is made enly
upon receipt of the ovders of its customers, making
it fall cleaxly within the ¢lass of manufscture te
"peepare it for a special use or uses te which It
could net have been put in its original condition,”

The preodust known as “"Fale Crepe Ne, 1%, Exe
hibit "H", and that known as "ribbed smoked sheet
Neos. 1 and 2*, Exhibits "G" and "Q0", is essentially
& manufastured product in that, chemicals are added
te it to hasten the cosgulation to preserve its
state and color ¢e that the sam¢e mmy be reduced to
8 mazketable shape oxr prepare it for any ¢f the
uses of industry,

On the other hand, the flst bark rubber in-
voise no use of chemicals and it is net especially
prepared for any partisular use and, thus, doss not
fall under the definition of manufagcturer contes~
 plated in Section 194 (x) cited above. For the same

- . g’
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reasons, the rubber product known as *Jidrown Crepe
ARubber® (Hxhibit “n*) does net constitute a manu-
facture.

It is @ settled doctrine in taxstion that the
persen whe clalss an exouption wust clearly show
that basis of such exemption, and thet any exesption
MHWQIMWWHIM
such benefits, He who clains the benefit of the ex-
emption frem the cosmon burden generelly sustained
by all muet justify his claim by the clearest great
of the benefits under the law, (Asistic Fetroleum
Compeny ve. Lianes, 49 Phil, 466; Collector of Ine
ternel Revenue ve, Manils Jockey Club, G, R. Le8799,
Maxch 23, 19%¢.) .

I syspathize deeply with the position of petie
tionsr herein especially because its ectivities ave
closely related with the agricullturel industry, hore-
over it is contended that petitioner's products te
some degree enhance the econpmic rehabilitatieon of
the country, being a doller-produsing industry which
should be given the benefits of exemption as an agrie
cultural industry., However, it is ay belief that the
somedy lies not with this Tribunmal but in the leglse
lative body,

WHENEFCRE, I vote to held the petitioner liable
for the pexcentage taxes on its rubser producis, &x-
hibits H, G, G, N, J and that known as “Pale Crepe
No. 2% and "Campo"” but the petitioner should be ex=
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enpt from the paymsat of percentage taxes in Exhi-
bits "E" and W', The decislon of the respoadent.
should oe medifisd and petitioner yraated & zefund
of ¥5,653,77, taxes erronecusly paid on the rubber
pooducts, Exhibits *B* and “N",

Manile, Philippines, June 21, 1956,

/r"
/‘mm

Presiding Judge
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