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The declislve question tendered for reselution
in these cases~ whether the use of conversion rates
and inclusion of the margin fee in determining the
tax base of imported articles which were financed
th:;ugh n:dan:r comnerciasl letters of credit or
telegranhic transfers and by digzect U5, dollar
loans are logale 45 not one of firet impressions
In Manila "lectric Company vsl acting Comnissioner
of Internal Revenue, CTA Case Mo, 1464 and CTA Case
Mo, 1548, March 22, 1978, where the factual setting
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and $ssuss of whichy "including the nsrties, are on
211 fours with the cases st barg this Court ruled
that In the computation of the tax base foxr the
purpose of the asseszment and collection of the
comensating tax due on the Lmmortation of articles
purchased from the nroceeds of dizect U.»., dollar
loans, or financed through ordinsry commercial let=
ters of credit or telegraphlc transfers, the values
of the imported articles queted in U.s, dollars
should be converted into “hllippine pesos at the
rate of exchange prevailing at the time of importye
tion, including the margin fee, pursuant to the
provisions of Section 204 of the Tariff and Customs
Code in relation to Republic sct Mo. 2609 and Lmnle-
mented by Finance Departument Order Mo, 22,

The relevant facts of these c2ses 3s borne out
by the nleadings submitted by the parties may be
stated as foilnwu

Prtitioner is » coznorstion crganized and
existing under the lows of the Philippines, and is
engaged in the business of generating snd distributing
alectric nower t0 customers in Manila and suburbs,

1. 48 Eirst Cause of sction in TTA Case Noe
170 «= During the period covering July 10, 1964 to
april 2, 1965; several shipments of various iteas
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1700.= Petitioner contrected for a direct U.s. dollar
loan from Msrubeni=Ilids “o., Ltd., of Tokye, Japan,
to finance the dollar costs of one additional gencrating
anit for 1ts nower plant. Under the loan agrernent,
Marubeniellida Co., Ltd., would from time to time
make advances to petitioner for the purchase abroad
snd transportation to the Philippines of one pddie
tional genexating unit for its power plant, petle

tioner to repay the advances in verious installments
as provided therein,

During the period covering December ll, 1963

to January ll, 1965, several shipments of various
items of electricgl equipment, asccesseries gnd
parts imported by petitioner and finsnced by it
from the sdvances or loans extended by Marubenie
Ilidg Coe, Ltd., with 3 total C.I.F. value of US

$4,805,9950,10 arrived at Manila. Nespondent, through
the Collector of Customs of Wanila, converted such
dollar value to pesos for determining the tax base
of thh imported articles to the eguivalent sum of
18,768,670, , and levied and collected thereon
a8 compansating tax pursuant te 3ection 19C of the
Mationsl Internal Revenue Code the total sum of
P1,504,872,00, 1In determining the tax base of the
imported srticlesy respondent, thru the Bureau of

TToaRw
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Customs, used the conversion rste of 3,905 to

US dollar and included the 235 m-rgin fee prescribed
in Republic act No, 2609, pursusnt to Department

of Finance Order No. 22 which took offect as of
April 25, 196C.

Cleiming that the conversion rate and the mare
gin fee should not have been used and included in the
tax base, and the correct amount of compensating
tax that should be assessed and levied thereon is
Fl,409,458,00 and not Pl 504,;872,0(, petitioner
computed sn overpayment of "95,414,00, On ‘ugust
24 1965, petitioner filed with respondsnt a claim
for refund of the alleged excess compensating tax
but the same was denied by the lgtter im his letter
dated august 31; 1965

3o As Fixst Cause of Action in CTa Cose Moo
].m- During the period covering October 16, 1961
to July 24, 1962, several shipments of varlous items
of electxical equipmenty accessories and parts imported
by petitioner and financed by it through ordinary
commercial lotters of credit or telegraphic transfers
with a total C.1.F. value of USS203498 411 arzived
at Manila. Respondent, through the Collector of Cuse
toms of Manilas, converted such dollar value to pesos
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for detesmining the tax base of the imported articles
to the rquivalent sum of 7746,390,12, and levied and
collected thereon 25 compensating tax pursusnt to
Section 1% of the Naticnal Internsl Revenue Code
the total sum of P& 913,00, In deteraining the
tax base of the imported articles, it sppears that
gespondent, through the Burepsus of Customs, used
the conversion rate of 3,905 to a USs dollar and
included the 256 mprgin fee prescribed in Republic
act No. 2609, pursuant to Department of Finance
Oxder No., 22 which tock effect as of mpril 25,
1960,

averring that the conversion yate and the
margin fee should not hsve been used and included
in the tax baﬁ. snd the §armt amount of comansas
ting tax that should be assessed and levied thereon
is M2,7358,00 and not P60,917,00, petitioner computed
an overpayment of P18,159,00, On September 17,
1962, petitioner filed with respondent » claim for
rofund of the glleged rcxces: compensating tax but
the same was denied by the latter in his letter
dated October 7, 1965,

4. 13 secondiCause of Action in CTA Case
4113+~ Petitioner contracted for a direct U.a.

@
- 6D
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dollar loan from the "nort=Import Bank in ashington,
UeBefey and with a syndicate of United States banks to
finance thu dollar costs of its additional Rockwell
Units Nos. T and 8, respectively. Under theo loasa
agreement, the "port=Import Sank and syndicate of
United States banks would from time to time mapke ade
vances to petitionex for the purchase abroad and
transportation to the Philippines of the sdditionsl
generating units for its power plant, petitioner

to repay the advances in various installments »s
provided thexein,

During the period covering sugust 4, 19 to
August 21, 1962, several shipments of varicus items
of electricsl equipment, accessories and parts imported
by petitioner and financed by it from the asdvances
or loang extended by the "xporteImport fank and
by the syndicste of United States banks, with »
total C.i.F. value of US$1,998,296,93 srrived at
Manils. Respondent, through the Collector of
Customs of Manila, converted such dollar value to
pesos for determining the tax bose of the imported
srticles ¢o the equivalent sum of 75,%536,730,%94, and
levied and collected thereon as compensating tax
pursuant to Section 190 of the National Internsl
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Revenue Code the total sum of 41"‘35.&-10.00. In detere
mining the tax base of the imsorted articles, it sp=
pears that respondent, through the Buresu of Customs,
used the conversion rate of 3,908 to 5 Us dollar
and included the margin fee prescribed {n Repnublic
act No, 2609, pursuant to Departpent of Finance
Order No, 22 which tock offect as of mril 25, 190,

Alleging that the comversion rate snd the mare A
gin fee should not have been used and included in
the tax bpse, 2nd the correct amount of compense=
ting tax that should be assessed and levied thereon
is H-Z,ﬂﬂ.m and not PA35S,010 00, petitioner come
puted an overpgyment of T132,691.00, On september
17, 1962, petitioner filed with respondent a claim
for zefund of the alleged excess comensating tax
but the same was denied by the latter in his letter
of (ctober 7, 1965,

The questions for determinastion in these appeals
as posed by the parties ates

~da Vhether or not the' conversion rate of 3,909
40 a Us dollsr should be used in determining the tex
base of the imported articles for compensating

tax purpeses,
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2. VWhether or not the 2% margin fee imposed
under Republic “ct No. 26(9 should be added ss part
of the basis for the c#mputation of the compensating
tax on the imported articles.

At the outset, it should be stated that “due
to the pressure on the international reserve of the
countzry and the threat to economic stability,” as
well as "the rate of exchange crisis", the Monetary
Board avalled of the emergency power granted by
secthon 74 of Republic Act No, 263, otherwise knaown
35 the Central Bank Act, and issued, on December 9,
1949, Circulax No. 20 restricting "ssles of exchange
by the Central Bank", subjecting "all transactions in
gold and foreign exchange to licensing” by the same,
and requiring the surrender thereto of 10X of all
foreign exchange receifits at the official pazity
rate of ¥2,00 to » U.5. dollar, (See Commissioner
of Internal Revenue vs, iioyal Interocesn Lines,

No, Le2668G6, July 30, 1970, 34 SCia 9,) Section
2 of Cizcular No, 22 ef the Central Bank, dsted
May 21, 1933, provided,inter alias:
"The following are foreign exchange
transactions and as required by Central
Bank Cirecular No, 20 sre subject to priem

licensing by or on behalf of the Centrsl
Banks

>
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'(a) Tr-nigct ons in ox with respect
assets situasted asbroad loagnzz to
hi1ianine :pﬁidpnts. whether
assets are held through, in or with Philtpn
pine Banks or banking institutions:
b X x X X

“(c) Any transsction by which » resie
tn:urs. :ssu-pn or acknowl edgps 3.,

tens or gives
a drh:’g; e to » nefwresi nt either
in Phil pine pesos or foreign currencyg
“{d) any act by which » resident debits
& credits the account of s noneresident in
’nr currency or the account of a resident in
ereign currency;
x x x ® 3

*(m) ~ny other transactions involving
internationgl financiagl imnlications,”

A8 long ps the Centrgl Bank of the Philippines
subjects all transactions in gold and foreign exe
change to licensing in accordance with the provie
sions of Section 74 of Republic act Ne., 268, the
Central Bank, In respect of all ssles of foreign
exchange by the said Bank and its agent banks, was
authorized on July 16, 1959 under Republic rct Ne.
2609 to establish » uniform margin of not more than

. forty per cent over the banks® selling rates stipue
1ated by the Wonetary Board under section 79 of
Republic act ‘o, 265 The nolicy incorporated in
Circular ey 20 and implemented in subsequent cipe

. g
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culazs, wWas also relaxed with the enpctment of Republic
act Ne, 2609, which directed the monetary authorities
to take steps for the adoption of » four-year program
of graodual decontrel, during which the Monetary Bosrd,
with the agpproval of the President,could and did f£ix
the conversion rate of the Philipnine pese to the U,S,
doller ot a ratle other than that prescribed in Section
- 48 of Republic »ct No. 265, During the periods invelved
in the instant cases, it appears that the free market
conversion rate was P3,905 t0 a3 U.i. dellar, at which
rate the values and prices of the verious importations
of petitioner guoted in U.5. dollars were converted
into "hilippine peses, including the margin then

fixved st 25( for the purpose of the computation of

the tax base in the assessment and cellection of the
compensating tax due on the shipaents. (Menila mlectric
Company vs, Acting Commissioner of Internal Ravenue,
CTA Cases Nos. 1464 & 1548, March 22, 1978.)

" The txanssctions from which the different
impertations of petitioner arose involved the fole
lowing opexrations:

Izansaction Vo, 1
As stated esrlier, petitioner contracted for
a direct U.5. dellar loan from Msrubeniellida Ce.
Ltd., of Tokyo, Japan, to finsnce the dollar costs
of one additiconsl generating unit for its power
plant. Under the loan agreement, Marubeni=llids Co.

234
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Ltd, would from time to time make advances to netie

tioner for the purchgse gbrosd and transpozrtation
to the '?hinnpinps of one sdditional genersting unit

During the peried covering December 11, 1963_
to January 11, 1965, severpl shipments of varicus
items of electrical equipment, s=ccessories »nd parts
iaported by petitioner and finsnced by &t from the
advances or loans extended by Marubeni=1lids Ce.,
Ltde, with & totsl C.1.F. value of Us$4,805,950,10
arrived gt Manila, Mespondent, threugh the Collectex
of Customs of Manila, converted such dcllar value to
pesos for determining the tax base of the imported
articles to the equivalent sum of 718,768,670,00,
and levied and collected thezeon a»s compensating tax

pursuant to Section 190 of the Nationsl Internal
Revenue Code the total sum of P1,504,872,00, In

determining the tax base of the imorted srticles,
respondent, thru the Buresu of Customs, used the
conversion rate of P35,905 to » US dollar and inclue
dod the 255 margin fee prescribed in Republic act Me,
2619, pursuant to Department of Finance "rder Mo, 22
which took effect on spril 25, 1960,

Similarly, petitioner contracted for » direct
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U. 5. dollar loan from the "wport=Import Sank in Washinge
ton, UsieAey and with a syndicate of United States banks
to finsnce the dollar costs of 1ts additionsl Rockwell
Units Wos. 7 .nd 8, Tespectively. Under the losh agree=-
ment, the Txport-Import Bank snd syndicate of United
States banks would from time to time make advances to
petitioner for the purchase abroad and txanspertstioen

to the Philinpines of the sdditional generating units

for its nower plant, pet

During the period covering August 4, 1960 te
fugust 20, 1962, seversl shipmentd of "M items
of electrical equipment, sccessories and parts isported
by petitioner »nd financed by it from the sdvances or
loans extended by the Twport=Impacrt Oank and by the
dyndicate of United States banks with » total C.I.F,
Value of USS],558,256,93 arrived at Manilas. Respondent,
through the Collector of Customs of Manila, converted
such dollar value to pesos for determining the tex
base of the imported articles to the equivglent sum
of P5,536,730,9My and levied snd collected thereon as
comoensating tax nursusnt to Section 190 c¢f the wWational
Internal Revenue Code the total sum of P4335,010,004
Agsin, in determining the tax bsse of the imported
articles, respondent, through the Buresu of Customs,
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used the conversion xate of 13,905 to a US dollax
and included the 25 margin fee prescribed in Hepub-
lic Act Mo, 2609, pursusnt to Department of Finance
Oxdex Mo, 22 which toock effect on april 295, 1960,
Izanssction No, 2

During the periods cevering fctober 16, 1961
to July 24, 19562 and July 17, 1964 to spril 2, 1963,
several shipments of various items of electricpl
equipment, accessories and parts imneorted by netis-
tioner and financed by it through ordinaxy commercisl
lotters of credit or telegranhic transfers with 3
total C.1.F, value of US$203,960,11 and UsS], 5)1,838.56,
respectively, arrived ot Manils. Resoondent, through
the Cellector of Customs of Manila, converted such
dollar values to pesos for determining the tax base
of the imported articles to the equivalent amounts
of P746,390,12 and "4, 101 616,93, snd levied and
collected thereon a3 compensating tax pursuant to
Section 190 of the National Internal Revenue Code
the total sums of P60,917.00 and P337,266,00, In
detexrmining the tax base of the imported articles,
~ resnondent, through the Buresu of Customs, used
the conversion rate of 93,905 to a Us dellar and
included the 25¢ margin fee prescribed {n Republic
Act Noe 2609 pursusnt to Department of Finance Order
Noes 22 which tuk effect on maprxil 25, 1960,

e

2372
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_ With reference to Ixamsaction No, 1, we held,
under snalogous conditions, in Manils Tlectric '

Company vee Acting Commissioner of Internsl Revee
nue, CTA Cases Nos. 1464 and 1548, March 22, 1978,
where the parties, factual setting snd lssues aze
identical to those in the instant cases:

With respect to Transaction Mo, t.
-i be safe to say that in line with the
nary course of business, ;dhurnu to
wh!.ch is presumed, in the gbsenco proof to
the contrary == upon 5 grant of
thc Usis dollar loan petitienar h the
cate of United States banks, acting
t the First Natienmal City Dank in
New York, the amounts or proceeds of the
am had been debited te the asccount of,
set ;p.:t for, petitioner and which
could unen tnr it. and in fact
tlm ing the U.5.

g"ﬁrppm?o :i"""g%ﬁﬂ :l :

cessories nn:i arts imported
: . sm of fts additional

n the construct
gm:‘ttu unit its power plant, And

! .::i Mlca of o?:.im of IM_

foner in m ’5&5“1@’" the httu in
turn nut huﬂ ed the pccounts of
tht of United S5t t!s banks,
grw the First Hutlﬂlnl city Ba
in Mew York, Such processes of bookke
and accounting asre, for all al inte
and purpcs .:I equivalent to delivery, n-
ceipt @ remittance, in much the same w
as petitionar would have received the D'Ihl
loan directly from the syndicate of Unitad
States banks, acting through the First Ne~
tional City Bank in New Yor Incidentally,
this is in accord with es shed practice
nms:hlll among banks the world over, which
seldom bring or send money physically from
one caunm to another, but generally, re-
sert to ls, notes o® other conventional
forms of transacting business in the manner
t mpy deem most practicaly asnd suitable to
thelr respective interests, (See Commige
sioner of Internal Ravenue vs, Mﬂl Inter=
ueag{.mn, Mo, L=-26806, July 3¢, 1970, 34
SCAA

238
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s stated by netitioner in paragraph

2 under its Jecond Spuse of Action in both
CIa Case:. Hg. 1% & lM&d ;}Uﬁg the loan

entien e cate n states
g?nks extended :’cudﬁ of not exceedi
USS 9,4 .C,000,0") te netitioner wherein
syndlc;ta of lUnited States banks would
make advances from time to time to petie _
tionexr for the purchase in the United States
and tran ation to the Ph nines of one
adi:;uona enerating unit for its power
L) " & A Wl v & Sty g £ p . 23

<

8 suphlied, 1=~ 3 T0 5aY¥y the Ioogys
ments or remittances in fourteen (14) ;p;-:o-_-
xhatdx equsl semi-annual installments in
terms of U,i, dollars by netitioner from the
Philippines, which necessarily must involve
the purchsse of forei p:u:hangq in the Philipe
pines, should be credited in its books of sze=
counts and in turn debited the syndicate of
United itates banks, acting through the First
National City Bank !n Now Yoxk, »Gainst the
Uss, dollar loan of petitioner, =2nd, hence
deducted from sszid logn, (See Manilas "lectric
Comoany vs. sct Commissioner of Customs,
GeTeAe Case MNoe 2 0 Auw‘t 16' 1977}

In short, the incurrence of petitioner
of the US, dollar loan with s syndicate of
United States banks, acting igh the First
National City Bank 1n New York, the proceeds
of which were used to finance the dollasx
costs of its importaticns mentioned in
Transaction o, 1, sbove, and the !mic'l:.l
meonts or remittances in %mn of Us . -
lexs from the Philipoines of the nayments of
- such loan not only invelved the purchase and
sale of foreign exchange in the "hilinnines
but slso are foreign exchange transasctions ;
under Central Bank Cireular Mo, 20, They are

not enly transactions by which » resident
incurred a debt naygble to » non=resident
either in Philippine pesos or foreign cure
zency, or acts which » resident debits
or credits the account of a non=gesident
in any euumn but transactions involvéng
fnternational financial implications, Conse=-
uently, in the computation of the tax-base
o the nurpose cf the sssessment and cole
lection of the compensating tax due on the
importations of the articles nurchased from
the dollpr vroceeds of the loen, the values

T e el A —— s i g Y
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of sald articles quoted in W.S. dollars should
i converted into Phihpnim pesos at the nh

-uhm ,ﬁ"’&. "im of

the %s.. ﬂk "ifu
Dld-r No, 22 ie ana ’ny vo.
ing cmiuiw ttm, SUnTae

and with respect to IIansaction No, 2 of the

instant appeals, which is on all four with Transsction
Noe 2, »lso of Manilas ®lectric Company vse Acting
Commissioner of Internal Revenue, Suoxa, this Court
disnosed of the same nroblem in the following wise:

Coming to Transaction Mo, 2 fiti
states hat the :nwni s f vari -

ltmtﬂ n ical oy e ware fmm

[
th

exchsnge in ¢ pines, _
transsctions invelving intornational finan-
cial implicstions entailing Foreign exch
transsctions undez Central Bank cul ar
204 and in the computastion of the taxe=bpse
for the purpose of the assessment and cole
lection of tho compensating tax due thereon,
the values of sald shipments guoted in u.i.
dollars should be convexted into "M.].

peses st the rate of sxchange prev nt._

at the respective time d imoortat

cluding the 25 margin fee, pursuant

the provisions of Jection 204 of the Ta
ciff and Customs Code in relstion to Repube
o Aie 8 g iy o
D . aLaGIa

Department of Flnance Crdexr No, providess

"Paragranh 11,

) *'im'r'iﬁ-'rtw = =
n""ﬂ"r"n:rm‘rr* i

ux rm for hn of customs

———— A — i 0 e

.
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- duties, internsl revenue taxes snd s
¢ial import tsx on imrarted or brx
into the ﬂhiltnpina;‘ zefaxrpd to in

P nd
*:rm&e.razes " tho: tﬁe pn-

4 t f:
1z;t*d iﬂeﬁc::nnsg’ .:{:::1}icatien o?

the al B o the g n ao
prevailing on the dato of liqui at
abrosd of the draft covering the usru-
cular shipment or impertation,

The Central Hank eor through its
suthorized asgent bank shall indicste
in the gorresponding relesse cextifie
'I::g'te the date of licuidation sbresd of
the cevering draft and effective Zate
of exchange at which the draft wes lie
w-‘ldl’tﬂdt

The case of Commissioner of Customs and
Cammissioner of Internal Revenue ws. Miguel
Fortich Goldt;n and Cmt of Tax h 313

No, L=23425, February 26, 1968, 2 \ %42,
cited by petitioner in ~ uoport of gy e
that the margin fn/ 25% should not be

added as nart of the h;-i.r. foxr the cuput
tion u: tgn compensating tax, is p.'l;uh.‘lr
to the instant cases because the "Im:-i
fnvelved theredin had been bought gnd
Portich Celdran with savings from his earnings
as » physiciasn working in a hospital in_the
United States, and that no agent bank of
Central Bank of €the Philiopires had made any
sple of foreign exchange in connection thua-
with, Unlike in the cases st bar wherein the
shinments of vaﬂws jtens of slectrical
equinment, ncunuies pnd narte imnorted
bg neh ioner involved sales of fofeigg ex-
or transactions involving
tinmd inancial ications) under C al
Pank Circular No, exe has been
neither such sale of fﬁ%« sxeha nox the
{ntervention of sny »gent bank of Central
Eank in the Celdran case,

we find no cogent and valld reason to modify,
much le ss depart from the conclusion reached in '!an.l.l.;

241
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Electric Company vs. Acting Commissioner of Intexnsl
Revenue, CTA Cases Nos. 1464 gnd 1548, mh 22, 1978,
as expressed in the above-quoted opinion of the Court
there, 2nd the same should resolve the ssme questions
now brought before us 4in these preceedings.
Consequently, no orroxr was committed by respon=
dent Commissioner of Internal Revenue in converting,
through the Buresu of Customs, the dollar values of
the imported articles of petitioner intc -'*hlnppim_
pesos at the conversion rs=te of P3,905 to » US dell.r
and in adding thereto the margin fee of 25¢ of the
value of the articles, »s the bpsis for the comute
tion of the comensating tax due on the importations,
pursusnt to the provisions of Section 204 of the Tariff
pnd Customs Code im relstion to Republic aAct No, 2609
and implementcd by Finance Department Order No, 22,
The decisions of respondent denying the eclaims of
pqﬁtianox Manila "lectzic Commany for the refund
of the amounts of P1§,159.C0, 132,691,001, P28,129,70
and 795,414,006, representing slleged compensating
tax on buported articles during the period covering
October 16, 1961 to July 24, 19623 sugust 4, 1960
to August 21, 1962; July 10, 1964 to april 2, 1965
and December 11, 1963 to Jsnuary lly 1963 ifwvolved
in CTh Cases Nos, 1713 and 1700 should therefore be

affirmed,
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WEREFORE, we find no mexrit in these Petitions

Foxr Review and the 3ane are hereby dismissed st neti=-
tioner's costs in both instances.
$0 CRD™ED,
Qbezen City, April 25, 1978. =
CRuiaillh *'
reting Presiding Judge

1 COMAIRS

7

COMST ANT® 3? ROAQUIN

Associste Judge

of 3



