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ATIAB FRATILIZER CORPORATION

Fetitioner
e 1 ) . CTA CASE WO. W)
COMMISSIONER OF INTERWAL
REVENUE
Fespondent.

PRCISICA

Petitioner led ' agtion sgeainst =
spondent for or tax eredit of #90,98 .40
o8 2lleged overpeld sales tax in the sanufasture
end sale of fertilizer. The said amount s
reduced - P77. 0,56 after rectifiga - = o
% thmetioa oo

The faets of the case, = ' by respondent -
exaniner and sdopted by  ti iomer, shows

tiliger
the APC for brevity, = - domest
the tien "o = Hay p 5=
Fertlliss "1t Started Cooual Sperebises
as such in 958. Frevieus to ts incor-
fu I'llﬂ however 4 was known . the

aelidatel Mining & Dovelepment Gore
pontul uu!.nrtu un::l te &g

mﬂh;z:mlahMto in
ﬂndhﬂmm %
& new necessary industry This
exemption vi was tansferred
ﬁahtﬁﬂun:r. -
m;memamum-imm"m
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In th-t year Jmm =lecember .

! .3.‘;:‘ *?:"ﬁ a..t:.uf:' :

o w& E; I;Eogluunl; honexes :
rom the start -mntm

958 AFC h.nl ‘Iun tu
e { sed_ miu

tax ncidents t mmu This

supply o8 in addition to existing in-

nntm A snamary of the purchase 1
‘o issued 1: attached . Annex 'n"

nm i  eorporation not

the sales hfuwothrhmhﬁu

th- u ecovered the claim. From

n {uu :: ﬂtum.annt)
te thl inventory labelled pyri

unde ‘gned is satisfisd that el
pmnl purghased ss Dbove-stated were
used in the mamufecture of fertilizer.

e tax mllntr -.
1!' é mﬁi""“rfﬂ with
np ce wHE
officer and the rest ‘
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The menthly statements show -how
the tax lisbility of AFC was computed
and how the seme had been paid, It ia
on thelr correctness therelore that
the elaim of AFC must rest or fall,

On this premise, the undersigned

\ exaxiner theroughly verified and in- _

* vestigeted the MMzures shown on eaeh
. wonthly statement and tested the smethod |
- of computation used. Thus, he verified 1
and examined ANEX "A", the lnntb.l.L :

lt-tmt for “ay 19‘2 !‘11.! | -

bu City Office of uﬁ A
, um tive of the ttﬂmtl of 1
L computation sulmitted to the HKIR. 1
& based on Aanex “A", he found:

I. faw materials used - o

These raw smaterisls consisted g ~
of imported raw saterials and locally _
purchased raw materisls. The latter
nﬂr on.'t: to pyrites purchased freem
m The imported rav materials are
I{ import entry declarations
au igated by the proper A
of the Buresu of Customs. '

From the stockesrds and other
records maintained by AFC and sade
mmlh to the undersigned, he is
ln that these 5 thess import num '
had all been setually .
in the sanufacture of feartilizer. The
pyrites locelly purchased are based on
purchase invoices ::ntltn l!t.":yt“h.
w ACHDG & m 2
the undersi 15 slso satisfied that
all the tes were used ia the manu-
facture fertilizer-

Ii. Cost of preducticn -

This item consists of rew J
materiels sentioned in I, direet laber
and others. Cost of ﬂlrut lebor relers
to laborers snd perscanel working in the .
fertiliszer plant itself and is based on
the payrolls during the peried. "ﬂthnﬂ'
refors to indirect manufact ex-
penses, supplies that do not enter the
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, . finished produat ae an 1n§::dimt.
. office maintensnece and salaries,
‘ deprecistion and sundries. The fig- O
I - ures are supported by rnhn iavoices
of supplies, payrolls fer the indireet
t labor, suppliers’ iavolees and book
- entries. The undersigned went over all
these source saterials thoroughly and
he found them to be correet and sccurate.

II1. Gales -

This refers to ssles made to |
ACCFA under R A. 1609 and to commercial j
ssles. The sales to ACCFA are not !
subject to the ssles tax and were not
considered in computing the tax lia- '
bility under reviows. commereial !
sales are subjeet to the sales tax and i
the AFC tax 1iability shown in the ¥
monthly statements is based thereon.

¢e, total quantity sold,
and of course, the name and sddreas of
the customer. In some instances, the
discount granted ig alse shown,

“:“. c“t 'Df “h. - E

These 1 show the cost

of produetion of the guantity of fer=-

tilizer sold during the month. Theo-

retieslly, if the quantity produced in

any given month fs all in that

month, then the figures shown in the

item "Cont of Produetion® will tally

with that under “Cost of fsles". |

Such is not the case in reality, how- .
_ ever. The fertilizer production in 1
o any given month is not sold entirely in -

that month. It may take so months '
i to sell the seme, Cometimes pro-

duction in & given month might not be

enough to seet the demand for that month
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8¢ that the deficiency has to be |
ut%;.ﬁﬂ from the production in other A
months, v

]
| AFC has therefore devised a method, |
! which, over the long 1, fully ac~ ,
counts for the ecost o proﬁuutim |
,' shown in ftem II above. Bince the cost :
of predueticn in sny given month is -
known together with the bag quentity
produced, the averuge cost per bag can
be determined. Thins cost per |
sultiplied the total number bags 1
po.d during the given month gives the '
total eost of shown in the month-
ly statement of ecomputation.

V. Cost of raw saterials on goods sold - il

This shows the cost of the rew
materials that went intc the produetion
of the fertiliszer scld during the ugthw
Instead of deducting this figure 1005

trcl-:h tlu“ - price, AFC de-

duot cos nlu
i B 5 e e

tlh Mﬁﬂlnthlutmt

of Imported faw Materials".
Since counsel of AFC believes that the
ot Py KB B ol g i R
]
should be deducted, AFC is now accord-
ingly recomputing Tts tax 14ability
rr month to support its elaim for
ax eredit of the excess payments.

The m‘:du-uud :;: 5: own
lnunulu recompute sueh exoess
s based on the provision of
1“ Tax Gﬂn that the entire cost
of tu uu materials used 1s deductibdle

gm selling price for
ruu 74 sales tax on the
1lizer produets Annex "IYY gshows the

tatica sad the nhnu::l
:Emu ':E' u'-:f-u- of 310 ,:-
DXCeES a nuan -
from May 1 through Mareh m‘

The pericd coversd by the claim
for tax eredit sxtended over menths
uﬂllnmu‘:r-thut BIR
in the mn-mn

1
™ o \
i P il Rl e

]
e i et o ) WY R L . W | o il e .
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computation of ssles tax 1isbility.
Eln“ iFC has two offices that mede
u{ uruntl Cebu City and Teledo
he und-n gnad verified and
nﬂl k& sueh muthly statements.
The method discussced above for Aanex
Rpw 1: tm for the rest cf the state~
the undersigned is satils
Tt e e
acecurately the transactions covered by
the entries.

The next phase of iovestigation
is the determination of whether or not
the amountes shown in each monthly
statement as sales tax u-nut;n

APC had been to the

The best proofs Em

of course the official rmipt; ;luud
Ilfth- res ive ecellsotion of

agents
he BIR, vere produced eithsr by
hm or the ACA (formerly the ACCFA).

Under R.i. 1609, as amended by
R.A, 2706, ACCFA was suthorized to
m its own fertiliger products
snd soll conditioners for cheap dis-
tribution to bona fide farmers. AFC
umafthauppumnrmn
Under the law gnmr_at ®8 are
ad to i!t 14 from the gross
ng price due any seller or supplier
er the ;mrmnt ruﬁ:ﬂﬁt nmt:
to be applied to ties of
such sellsr or mﬂhm. Dezpite the
faet that AFC sales to ACCFA were
under See, 6=A, N.A. 2706, AOCFA with-
held numerous amounts from the gross
sell price due AFC. In turn, ACCFA
ru these withheld smounts to the
IR on behalf of AFC, (Testimony of
the » Chief Corporete Accountant
and of the .sstu Treasurer and Cashier
ef ACA, the new name of the old ACCFA,)

The result of the investigation
by uadersigned into these payments is
shown in Annex “&",

'hotostats were made of these
originel offlcial receipts. The under-

signed compared and 'fled these
photostats with the originals snd is

SRR N N T )
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The only gquestion -t fssue in 0 ssas
whether oo not = cost of v ma v (pyrite)
purchased by pe  tiener and used in the
manufecture I fertiliser is * . ' 'ble fros ‘he
S0t selllyy priee thereof before imposing
computing the 7f tax on the sales of fertiliszer.
Petitioner's wls fap Feiiwed ow Oos ssedlitf Lo
A pred oo en Wi provisisis of Deciion 186ed o
Wee Nationel Internal Revenue Code whieh resd =0
nrc 186eh. Whonover | tax~free

product §- utilized . the oot

wu of any article, n the

m- of the i suen

T R

(See. 5, lepublic Aet No, 202%)

Pet ticner contends that Rection 186-A of the
Revenue Code. sugra, 1s plain, unasbiguews, o .o
and sufficiently broad to embrace the deduction of
15 eost of raw materisl (pyr te) from the gross
seiling price of the finished or manufactured produgt
i - The exemption of pyrite, . mineral
produet. from the ssles tex 1. sanetioned by Seection
(e o the levemue Code wileh provides as /vlll=wn

sl one mndred el
o el i o ".'3'5.. f-m
eighty-six. transsctions in the follow-
ing commod tles shall be excluded:

s W &, =
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Fetitiorer arguoes that, inasmuch as pyrite
is & tax-free product which was wtilized in the
manufseture of fertilizer, the cost of the sald
rev material should be deducted from the grose
selling price of fartilizer before imposing and
eomputing the 74 ssles tax, in line with the
provisions of Bection 106=A of the Revenue Code,
giores. Respondent, hovever. contends that pyrite
is not a tax-fres product begause the sald sinersl
or mineral product, which was purchssed by peti-
tioner from Atlas Consolideted Mining & Levelop-
ment Corporation, had been subjeet to the mining
tax, whether royalty or ad yvalorem. imposed by
Sections %2 and 243 of the Revenue Code. Accord-
ingly, respondent argues that pyrite is not a tax-
free product within the purview of fection 1B6-A
of the Tax Code.
| fespondent contends further that petitioner
is not entitled to deduct the cost of rew material
(pyrite) from the gross selling priece of the finished
produet (fertilizer) because Tection 166 of the
Revenue Code provides, among others, as followss

ENC. 106. Fareeatage tax oo seles
a= X x X
where the srticles sub-
) under this section are
manufsotured out of saterisls likewlise

---ﬂ.lﬁ.

-l
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subjeet to tax under this seection

and section one hundred snd eighty-

nine, the total cost of suoh materials,

120 Tren Vhe rroes’ selling peies o

E':::: ::tl:::l::.-my of such sanifse-

Unfler Section 186 of the Revenue Code, SULEE,
in order that the cost of raw material may be
deducted from the gross selling prise of the
menufsetured product before imposing and computing
the tax, it is indispensable that the said rew
material must first be subject to the 7 sgales
tax under the ssme section of the Tax Code or to
the 28 tax impesed by Section 189 of the same
Cofe. MNespondent argues, therefore, that inssmuch
as pyrite is neither subjeet to tax under Section
186 nor 189 of the Tex Code but to the royalty
or id waloreg teax imposed by Sections 242 and 24)
of the said Code, the cost of said ssterial is not
deduetible from the gress selling price of the
manufactured fertilizer.

./ The legal positicn snd stand taken and sdopted
by respondent are reflected snd manifested in Gen~
eral Cireulsy No. V-252 of the Bureaw of Internal

Revenue, dated July 15, 1957, which implemented
‘eetion 186-4 of the lational Internal Mevenue Code,
Sucri. The sald circular speeifically provides
that the "tax~free oroduct™ mentioned in Gection
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1864 of the Tax Cede ' referesncs @& iow i
purchesed  ax-exempt industrie. .

sstee Republic Aet No. 907 besause, before = o
ltiom = Begtion 106«A te fsetion 86 of the
enue Code. the cost of raw material purchesed from
tuz-exempt industries i3 not feor purposes of the
sales tax, Joiuiible from the gross seliing price

- the finished product before iaposing and ecemputing
the 7% i

The stand taken by respondent . assa &
petitioner on the ground that Genersl Cireulsr No.
V=252 of the Buresw of Interasl Nevenue Implementing
Bection H6-4 of the Tax Code. i3 mull and vold
beeavse it limits the meaning and secope of the
"tax-free produet” found 'n the said section of the
fevonme Code  Hespondent eountered by alleging
that petitioner g clals for refund or tax credit
is without any just fiable legal basis,

Wa are in aceord with the stand taksn by -
spondent. In the cese of FRepublie Plour Mlis, Ine.
7. Commiesioner of Internal Fevemue C T.A Caco
Ne. 151, Decenber 5, 965, involving / similar
question at issuve, K thi; Court in sustaining
spondent s view ruled as follows:

We do not subseribe to peti-

2‘.:::1...1 2 Vo parmanty. Tha

R R

- aﬂ, tﬂh denied the m-munw

cotton initted saterials
tmmlmumm

P e S —
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of undershirts (Finighed erticles)

from the gross selling srice of the

finighed srticles becsuse nc soles

tex was talé on the raw materials

widieh were bought from a t

industry. (See also Faeifie |

| & mt]' ng co.*. ¥ :_¢' !!-1 [ |

\ April 30, 1965.) The fact, there~ i

. fore, that the rav saterl were taxme ]

| exempt does not mean nt of the

) tax 50 as to preclude its taxability.

4 A clear indication that exemption of

. rev materials from the paywent of tax

is not eonsidered payuent therefor is

the incorporstion of Seetion 186-a,

which expressly allows the deduetion

B B R o g g )
on gross ge ce §

the finlshed srticles. 4

We now oome to the guestion of
whether or not petitioner comes with-
in the purview of “eetion 18i-A of :
the Sevenue Code, whieh provides as W |
follows: |

"SRC. 166-A. Whenever s
is utilized
ure or prodwe-
tion of any srticle, in the
deterninetion of the value of
such finished srticle, the
valus of sueh tax- product
shall be deducted.” (Under-

PN ] RRLTNT W

iy T
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r And since petitioner imported the

A in guestdi it cannot o
; t1 deduation its cost from T
= . lun nftunmmthwi
_ llm Section 186-a of the Hevenue |
KAs s The "tax-free " mentioned |
i in m said Seetion 1 refers to a

Ff‘ ' mﬂ rew saterial beught from A
' new snd necessary indua- o>
r't

tries. y o sustain the view B |
n.rp-uum-rm:ummnum: N
, ax axemption on the flour beyond

“y huﬂh! i1, 195!, eontrary te the ﬂ.u
Bl ' limit set forth in the ficate of
exemption :mhl to petitioner.

Ilutl of um:z Revenue in 4|
:mz (-n Tee. 1!2-& mm "l

psued OGeneral ml?hr
s, v-m "duted Jaly 15, 1 Pail, Tax
' Journal, Vol. 25 Bs m wideh reads:

:" o .--w—ruw-r-nr'"
'l "'I"'"‘"""If""}h!f""‘"l""r"'"

Gwh 18 & Dew nm

> ihe 'tn-rl'u product' mene

i tioned in this new mun hasg
reference to raw materisls pur-
chased from tez-eXempt indus-
tries; Nefore its snsctment,
the cost of rew saterials pur-
chased from tax-exempt industries
is not, for 8 of the sales
tn: am: ¢ from the gross _

price of the srticles .

. nmflm therefrom 4

virtuoe of ite -um:t, cont

of sald raw saterisls i¢ now

deduetidble,

h “In applying the provisions
. of this new section, the cost vl
of reav saterials nnh-ui from A
tax-exempt industries prior to ol
June 22, 1957 shall be al- B
; lowed as a deduction slthough
. they are or say be used after
' said date. In other

the cost of suell raw uttrluh
purchaged on or nﬂn June 22,

20
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$57 =hall be deduetible.”

We do not think that the lm-
mentioned circular is unntnr! !
fgotion 186-A of the m nh, as .
contended utitim. I
struction a atatute :hud tw the
department whose duty it 1s to carry
i it into mﬂtim is -ntithﬂl to
1 great Hli’ht (Regalado v. Yulo, 6
: "ndl- 173). And it is & cardinal
rule in taxation that “"exemptions '
from taxation are nighly disfavored |
in law; and he whe ¢ exemption !
sust h &ble to Justify nds clsim by
the clearest grant of organiec or
statute law. An on from the
common burden cannot tted to

impld " (C
il SRS Ko
Jill““ House v. ‘osadas Fhll

Agsiatie Petrolemm v.
). Fetitiocner rum to
Just its clalm for tex exemption
l“g t m. t“tmiwimt“_
n
19 but utilized in 959
m deducted fm its gross
This esse is similar to the csse of Fepublie
flour ¥lls, Ine.; suppa. in the sense that in
both cases the rov meterials used in the manu-
feotured produet were not subjeet to the 7§
sales tax under Section 166 of the Tax Code or to
the 25 tax imposed by Seoction 189 of the same Code
as a condition precedent to the dedvetibility of
tie cost of rav saterials from the gross selling '.'.
priee of the finished produwet before imposing and
computing the 7§ sales tax '
At first blush 1t would seem that the doctrine

lsid down by this Court in the case of Wepudlic '
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to speeifio taxes in computing the sales tax
imposed in Seetions 18k, B and 86 of the Tax
Code

However. in the case of pyrite, which 1s a
minerasl or a mineral produet Cection B88(e) of
the Tax Code provides that “minerals and mine
products when sold, bartered, or exchanged by the
lessee. concessionaire. or owner of the mineral
land from which removed” sha be excluded in
computing the sales tax imposed hy Seetions 184
185 ané 86 of the same Code. It should be noted
that, unlike articles subject to speeific taxes,
pyrite a2 s mineral product must invariably be
sold by the lessee, concessionaire, or owner of
the mineral land from which removed before the
said article is exempted from the salea tax. The
evidenge of record. however. failed to show that
the article in question was sold by the lessee
concessionaire, or owner of the aineral land from
which it was removed Consequently, the value
thereof cannot be excluded or deducted in computing
the sales tax imposed by Section 186 of the Tax
Code on the sale of the finished produet (fertilizer).

Moreover, the finished article (fertiligzer)
is not a minera. produet and the sale of fertiliszer
by petitioner is not exempt frem the sales tax
imposed by Cection 66 of the Tax Code, Meither
can the value of pyrite be deducted from the sale

D . ik T SR LY e e e Y
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of fo "/ ge bsfore imposing and ccmputing the
sales tax because pyrite. unlike arti - = subject :
to spegifis taxes '~ mot aly " exempt from the i
s-les tax un ~ ~ the conditions imposed by Section

188(c) of the Tax Code are met or satisfied.

WHIREFORE . finding no meri” in petitioner s .
elaim for refund or tex eredit. the instant peti- |
tion for review hes to be. o= '\ ' hereby, di -
sissed with cost: agains: petiidone




