REPUBLIC OF TYHE PHILIPPINES

COURT OF TAX APPEALS
QUEZON CITY

!

EMBROIDERY AND GARMENTS

INDUSBTRIES, (PHIL.) INC.,
PetitinﬂGPL

|

- versus -— C.T.A. CABE NO. 2334

THE COMMISSIONER OF INTERNAL
REVENUE,
Respondpnt.
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Appealed by petitibner, Embroidery  and
Garments Industries (Phili), Inc. 1- the final
decision of respondent, G*mmissioner ot Internal
Reveqqe, holding petitioner liable for deficliency

(/{::oﬁ. and(‘ﬂc;nce sales taxes for the years 31939
to 1962 in the amou;ts] of P2,7%&,241.68 and
P3,500,798.47, respectively, inciu:lve of
surcharges and interests, f

Petitioner 1is a corporation ‘organized in

accordance with Philippine laws, duly licensed  and
i 1

i el

authorized under Republic Pct No. 3137, qthﬂﬁlihc"”

known as the Embroidery Law. by the Eﬁbrﬁmuury Oﬂd
Apparel Control and Ih!bﬂ&tion ﬁbdrﬁ to i pe

& i

textileA fabrics and c!othinq mlterillb t&l**t'd

from abroad and manufact“ﬁd?thuse into finished and
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embroidered goods which ard then re—exported to the
foreign suppliers and/or buyers in acgordance with
the agreements entered into by the parties.

Acting on the sworn report of ah informer
!x

dated September 10, 1964 (pp. 10-29; Folder Ms. 8o,
BIR records), agents af the th.p nntiﬂfkc“ﬁgtal

Smuggling Unit of the Bur.nu of !ntcml mue

€ £t

(ATSU for short), with nbarch warrahtﬁ bbtained

A

from the Courts of r-“irst,xn-tmc'- of Meiila end

Bulacan, raided and seizéd business records and
documents from petitioner’'s offices in Manila and
Marulas, Valenzuela, Bulacan on Septémber 22, 19464
on the basis of which, respondent conducted an
investigation of petiticmov}-'s business operations.
(ATSU Report‘of Investiga¥ion, p. 20, Folder No,
78, BIR records.) .

As a consequence ther$of. rejﬁon@gﬁt sssessed
petitioner in a letter dated January &, 196§; the
sum of P4346,846.44 r'e;»resenting advagr_:! sales tax
for 1959 to 1961 1nc1usiv§' of 7%% surcharge and
penalty and in a letter déted March 23, 19464 the
sum of P4,799,641.93 as dQ&icilﬂﬂ* income tawx faor
1960 and 1961, inclusive of 30% nﬁ%&hﬁ}%ﬁf:nﬂ 172%
monthly interest, (par. ?, Petition fTor Rwﬁiﬁnt

‘

Admitted par. & Answer.) |

Petitioner protested 'said assessments and

101:
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requested for the reinvestigation thersof which was
granted by respondent. The means employed By
respondent to reinvestigate the tax cease was to
recompute the taxes due from the Company .nn the
basis of the evidence seized by the ATSU in the
raid it conducted on petitmnm s bdsfriess
establishment. (Exalincﬁs H!&graJdun; é. &,
Folder No. 76, BIR rccarﬁ#.) As a ﬁﬁwult of the
reinvestigation, revised hssassmﬁnt nuﬁl#liw%ﬂﬁﬂfﬂ?
issued by respondent to p&titioner oh D!camb!f 9,
1970  requiring the payment of the asum of
P2,75%6,241.68 as deficienci income tax for 199%% to
1962 inclusive of 50% surhharge and 1/2% mbrithly
interest and on December 22, 1970 denandiﬁaé
payment of the total amount of FS.SOD;??B.Q? as
advance sales tax and 783% surcharge correspbhdlné'
to the same years. (Exh. 3, pp.,223~9251 Exh, 2,
pp. 225-226&, Folder No. 76, BIR records.}t '
On January 7, "1q971, petit!mey fi'ipd‘j with
respondent a lettervprote%t‘(Exh. 4, p. 244, foldar
No. 76, BIR records) B'uputmg the m&m
assessments and requesting that further
investigation of the cas?a be conducted which
protest was denied by f?!poﬂé.&% lh a letter
bearing the same date. (Exh. S, p. 245, Foldér No.

76, BIR records.)
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In a letter dated Jam‘.lary 20, 1971, pctlt*m.r
requested for reconsidﬁ%ation of P!!poquqt‘s
denial and further reinvestigation of the f.éispd
assessments (Exh. &, p. 23{6253, Folder No. 76, BIR
records) which was grantn#%by respondent on January
29, 1971 upon execution Ly petitioner of ja waiver
of the statute of limithtion. of tbb National

.Internal Revenue Code. | (Exh. 7, bp‘ ;2&2’-‘4;263,
Folder No. 76&, BIR recoi"c;s.) The dat:k&é &fﬁwﬁhﬁ
case was referred to tHe Regional yDlructorﬁ of
Revenue Region No. % who dLsiqncted a committer to
reinvestigate the case. T*m said cohmittwe in its
report dated June 1, 1971 Fecommended that thalcase.

}

be referred to the Legal, Department for fur‘ther"
svaluakien ‘wnd mi legal disposition. (Exh§ R,
pp. 293-308, Folder No. 764, BIR records.)

" SMéanwhile, warrants d? distraint and levy were
issued against petitionef | on January 7, 1971 to

enforce the summary collection of the adwm:mnlu

L L( M ‘i -
tax in the amount af P3J, 00 798.47. (pps *@38”?”’9}:

Folder No. 76, BIR records.r And an June mv.~4&tm. ;1
respondent issued Notices bf Seizure and Bt!ﬂ b‘;
petitioner‘'s real property located tt Hnmhu,
Valenzuela, Bulacan cavered by TCY Ncu 30775 ?ﬂl.

346-347, Folder No. 76, BIR rocard:). which was
[ |
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subsequently put up for sale at public augﬁ?gna
However, for lack of biddars, it was forteited in
favor of the government. ypp. 3%51-352, Folder No.
76, BIR records.) But sih&c‘the forfn*tnd property
was the subject of a first martgags with +the
Government Service Insurance Systes (GSIB] on
December 17, 1963 for a loan of szn.douuoo‘ its
~title could not’ be trqnnf&rred to tnﬁ qunﬁulat of
the Philippines. For fail?f. of potiéxdnur th pay
its indebtedness which had accumullted to
P751,582.00, the GSIS foreclosed the mortgage on
March 13, 1974, Thereafter, the GBIé‘sold the said
property at a public auction to Solid Industries
Inc., the highest bidder, for the amount of
F732,000.00. (Respondent s memorandum, p. 249, CTA
records.) ? ;
In his fimal decisidodn dated September 14,
1971, respondent deTied ! petitibner“s protest.
(Exh. B, p. 359, Folder No. 76, BIR recerds.)

Hence the present recourse.

Issues

1. Whether or not petitionsr is {1iable
for deficiency 4income and advance
sales taxes for (1939, 1960, 1961
and 1962 in ‘the apounts o
P2,7%6,241.68 #nd  P3,500,798.47
respectively} Al ety

5

{
i

2. Whether or not thé 1mposiﬁiaﬁEuf the
"0% surcharge for fraud is legal and
Justified.

13
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The record shows that the original tax
assessment arose from the sworn reaport of an
informer, Alfredo Perez, dT»oum: tng “pRtitibodd for
alleged tax evasion. HMV."“ in the
reinvestigation of thi%? | Case, the ;{pil,puted
deficiency income tax qﬂlﬁ advance tq;qh tax
assessments ware mainly| based by r-nﬁnndunt ‘s

R

examinérs of -the Audifi Divimion #nd Fraud

Investigation Division orﬁ.j'l‘:he sworn statement of

Felix Gareza, a friend of “the informer and former
General Manager of petitioner, whose ln'fdfmg.m

given to the informer actually led tb the ratd on
_ |
the business establishment‘ of petitipner by the

ATSU and the seizure of its business records and

other documents among which were 1,118 ilﬂiwi”t

} | [
invoices which constitate the evidetidéd in this

case, '

In his declaration. Bareza stated that the
dollar quotas for the’ years 1989 to 196-‘2 ll!dt.d by
the Central BRank , to p&**itionar as Mrﬂury
contractor under Republic Nt No. 3337 were sold to
local Chinese textile mer‘q ints at an ’%prm or
premium of B80% for nuii:& ) mat!rial!"in 70% to
78% for women’'s :lothingi lmaterials based on the
invoice value in «:h:)llenrs.l And that the Chinese

l

1

14
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buyers when placing their orders in the name of
petitioner through the lbcal indent agent in
Maniia, procured the dollars with which o pay the
suppliers abroad. As lﬂoﬂi as the materials thus
imported are ‘released from the customs warehouse,

i

they are delivered to the said Chinese buyers who

Hf
alesp pay the brokerage nmtl:;dthar chaﬂqblb Luﬁlly
purchased materials are {hen pvl"ocm in the
factory into finished qondn and these are the ones
exported to the supplier nho is only a fFront tor
the purpose of complying with the Embroidery Lew.
(See Exh. 10, Sworn Statfl'bont of Ffelix Gareza,
November 21, 1967, AnswerJ No. 49-53, 74, 84-8s,
93, 98-104, 109-111, pp. 51-66, Folder Wou 7%, BIR

recordsy Exh. 1, Examiners| memorandum, pp. 92-96,
|

Folder No. 76, BIR records.)
|

Gareza further alleged in his sworn statement
that. the 1,118 invoices which the ATSU team took
' '
into custody when it raided petitioner’'s premises
'

in 1969, had been .tampered with by petitioder by

reducing the quantities in: brder to ukl :i.t -?ﬁtr
: P s,

Iﬂl

to tally with the reduced quantltill in the uﬁpurt'"

invoices and also to reducke the bond rdqui.rl_-rti.

(Exh. 10, Answers, 16-43 & 54, pp. @&7-72 &‘ 4

supra.) In support therdof, he poihted out the
1 e 4 X)"
differences between the twelve (12) ‘“gudiitne®

15

bagiis |
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invoices (Falders No. é64-7S, BIR records) u??th he
had earlier surrendered tﬂ the said ﬁTﬂu ta:‘. ﬂﬁ“
the corresponding "faked“{invoices from #hi 1,118
invoices to show that tra latter invoices have
reduced amounts in dol*nf values and freduced

quantities in yardage of the textile xunurtuﬁtan-.

Gareza also - idontifidﬂh 16

ff o il
importations in 1940 )}élders No. :
records) the documents ﬁﬂ which he had 4u#§iih¢d
the informer who turned th?m over to the ATBU tesm,
so-called because they were Suppressdd' - by
petitianer from ite off?cial logbook and th;

records of the Bureau of

» { »
stoms to u;iniﬁ.ﬁ&ﬂ&fuu

these records the big i;portatlénl. (Exb.iﬂfOQ
Answers 161-165, pp. 41442, supra.)

Relying heavily on the sworn statement of
Gareza and using as basis the abovementioned 1,118

L}

invoices and the 16 "blacked out® 1’#??# entrien,
respondent’'s examiners computed the <ovlrprinl on
the dollar values of the‘ textile 11#“%‘“# b*'-f
petitioner for the years 1959 to 1962‘ arriv&ﬂ? at.
a total undeclared income of P5,5$#¢5¢5‘7ﬁ as
follows: (Exh. 1, p. 93, Folder No., 7é, BIR

records)

16 |

\-n
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Invoice Value

_____ (In U.8., Dollars)
19% 8 - 131,071.12 s 91,749.78
1960 1,481,094.57 1,086,766.19
1961 1,263,611.73 898, 928.21.
1962 344,540:04 24:2,573&@
! ‘ i
REr _SUITING MATERIALS
Invoice Value - .
Year (In U.S. Dollars) (In U.8. Dollarw)
1959 8 * .
1960 149,229.%% 119,383, 42
1961 122,659.60 98,127.52
1962 365,;74.42 295,019.63
RESOE |
RESCME l
Year  70% Premium " 8% Premium
1959 P 163,499.5% P -l
1960 2,073,5%2.38 Z38,767.24
1961 1,797,0%6.42 ' 19?;255.04
1962 "

499,156,004 | 99,057.00
Totals P 4,509,249.40  £.1,028,061,38
’ i

(In Phil. Pesos)

N
P 3 33 AL hib
s {-nﬂ. ‘{:‘l g;

£y

%mﬁﬁﬁ#%ﬂf
19w, 29804
o o
Po1es, 9N
2,812, 299.62

’j4V%h3Q¥M$
b i bt gl il o

)

K

Adding this undeclared income of Pﬂiﬂb4,3ﬁ$§g§

to the net income per return fﬂ& the ywars in

question, the disputed

!
S

qnficieney

income : tax
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assessment of P2,756,241.68 was detersined by the

examiners, as follows: (Exh. 3,  p§. 228-229,
Folder No. 76, BIR records)
1959
Net income per retumn ‘.....a}....... P 7:3%..07
fdd: Undeclared income from sale of
dollar quota rights under the
Embroidery Law (R.A. No. 3137). P 183,499.%
Net fncome per investigation ...... P___190,830.463
Income tax due thereon ..visssrescse P 49,235.00
lLess: Tax already pald ...bssnceceees P 14617.00
&lne [ N N NN NN NN NNNENNENE NN NN NENNENENN] P 47.m.m
Adds 307 mmmm ..-----bn!-.-nnon P 23.819.0)
172/ mo. int., fr. 4160 to
41663 ------n---ao-’:-b-p--- E !_‘gzagm

TOTAL AMOUNT DUE AND COLLECTI

oed

|

Net income per retlWm  c.ccaecesssee
Add: Undeclared income from sale of
dollar quota rights under the
Embroidery Law (R.A. No.| 3137).
Net income per investigation '......
Income tax due thereon
lesa: Tax already paid
B&\lé\ﬂ:e "asNrsessssgvessanatabdvenrae
Add: DO srcharg® .c..ecessnbossnns
/24 mo. int. fr. 4-16-61 to
4—-16’-’64 LI B B R BB B B B A BV B BN BN B BN BN B AN ]
TOTAL AMONT DUE AND COLLECTIELE

1961

L
asssdbprmcasnse

(AR RN NN NNENN]

Net income per retWrn  c..cecescesss
Add: Undeclared income from sale of
dollar quota rights under the
Embroidery Law (R.A. Nb. 3137).
Net income per investigatiort .c....
Income tax due thereon .....-5".--.
Lesss Tax already paid
Ralance sucsnnnsnsnnansRsbapROREnED
Addr Y. srcharg® c..ccesascascsans
1720, mo. int. fr. 4-16-462 to
B-36H6ET cinucensessapnaseses
TOTAL AMOINT DUE AND COLLECTIBRLE

18

P 1,85.%

P 342,918.00
|

fg_,....m.m._ﬁ
P 1,132,204,36
4
P 8,208,74
P 1 aé
P 20
P 992,493%.00
P 1,80%,00
P 990,680.00
B 106,317,00

e i
TR

s

B
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1962

Net income per retlrn  .c.eseeseesse. P 28,213.33
fdd: Undeclared income from sale of

dollar quota rights under the

Embroidery Law (R.A. No. 3137). P_1,075,198.10
Net income per investigation ...... P_1,099,410.45
Income tax due thereon ..eivee.-... P 321,80%.00

LEBSI TBK dll"emy mid ewspésraarnES &__ Q,&Z:m
Bal“e S eseadsRNENROREERNNOERRONEEEN P 316,4%-0)

Md' EO'/- g—‘mmm LRI NI B RN LN P 1%'2@!0’
1/2% mo. int. fr. 4-16-43 to

4’16‘% l!I-lllll-.l“\:...‘.-. &,_MML@ !
TOTAL AMANT DLE AND COLLECTIRLE ..
. i

As to the advance sales tax of ﬁs;sbu.m.w.
it was assessed against petitioner on EHe ﬂ;ﬁdryﬁ
that since petitioner sold to textile deadlers its
dollars quota rights for 1m§ortationn enjoying tax-
free privileges, it should be made to shoulder the
advance sales taxes due on all this importations.
Thus, relpol-tvéent‘s axamiﬁc‘lr_s computed €¢He 7% and

{ t | 1 |
307 advance sales taxes on the impbirtations as

follows: (Exh. 2, p. 226, Folder No. 76, BIR

|

[

records)

18 Advance Sales Tax w1 %l 1982
?

Total Landed Cost P 412,820.49  P3,572,724.24  P9,043,777.59  P4,985,371.%0
Plus 231 mark-up 103,203.12  _1,393,181.06 _2,260,944,3% _1,246,392.687
Taxable Value © P_516,029.81  P4,963,903,30 PL.I08,120,74 | P6.282,904.37
71 Advance Sales Tax i

due thereon P 36,121.79 P 487,813.37 P T9L,330.02 P 436,307.90
Add: 301 surcharge ' QIR |

for willful neglect P 18,000.40 P 243,006.68 ¢ 395,k ° "b;mm

251 surcharge for i 5t 3

late paysent 9,030,200 __121,903. 30 L3020 P MO
301 Advance Sales Tax 1999 1980 b1 T Nt
Total Landed Cost P None P 84,8949 P 20,498 » N0
Plus 301 sark-up - 42,424.7% 109,809, 73  __126,043.00
Tarable Value - P_127,278.24 P _328.4%.180 P_J74.333.00
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301 Advance Sales Tax
due thereon = P 38,182.27 P 98,340.73 P 112,360.50
Add: 301 surcharge !
for willful neglect = 19,091.13 49,270.38 %,100.29
251 surcharge for ; ‘
late paysent 9,543.57 22,6351 . 2.0%,12
Total Asount Due _None P 66,818.97 P 172,84.32 P_1%4%0.07

GRAND TOTAL DF ANOUMT DUE AND COLLECTIBLE , |
§§_§W;
Petitioner vehemntw denies havimg! sold to

textile dealers its alln:a#ed dollar quotui 79} the
1,118 importationl and the 16 allegedly "blécked
out” ones, maintaining that all Ehisczimportiiianu
were processed and re—exported to their suppliers:

in accordance with the Embroidery Law, As proof,

~ .
petitioner adduced the | following documaentary

evidence to account for these importations in
question: (pp. &4-49, CTA records)

a) Re: 16 "blacked 'out" importations
L]

1. Storekeeper s bonded ware-
house ledger entries showing the
accounting and | clearance by the
Bureau of Cugtoﬂs of the 14 import
entries Exhs. &, 'S-1 to $-13, Folder
No., 58, BIR records. '

’

2.  Requisition and withdrawal
certificates of petitioner @ ¢o
account for the existence of ¢hé t&
import entries Exhs. T+ t4° “Y“Et# it
Folder No. 53, BIR records. il

X. Export documents, consists
ing of invoices, expart entries,
certificates of identification and
examination and bills of jading
showing the re-akportation of items
covered by the 16 import entries
Exh. X-1 to X-4S, Folder No. 59, BIR
records. 1

I

2R3
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4, Additional export dotu—
ments likewise sHowing  rm—
exportation of items coverwsd By @ﬁﬂ
16 import entries Exhs. W-f qw%ﬂﬂﬂ,
Folder Noe. $4, BIR recaords. :

8. Letters of :aﬂcell.iiéﬂ ot
warehousing beonds by the Chimt, Law
Division, Bureau of Customs, issued
upon recommendation ot the
Appraiser’'s Divimion showing thq re—
exportation aof the articles cuvernq;
by the 16 import entries Exhs. VW?%
to V=12, Y-1 to Y-S, Folder Ha. 52 &
60, BIR records.

b. Re: 1,118 importations

1 Letters of cancellation of
warehousing bonds by the Chief, Law
Division, Bureau of Customs, issued
upon recommeridation ot the
Appraiser’s Division showing the re-
exportation of the articles covered
by the 1,118 import entriee Exhs,
2-1 to 2-93, Folder No. 6&f, BIR
records. ; ‘ :

25 Worksheets of petitioner
showing summary of the 1,118 lmport
entries for 19%9 to 1962, Cfeeiy
Import entry nos|, yardage imported,
export nos., dxport entry nNos.,
yvardage exported and date bond was
cancelled, , Folder No, &2, BIR
records. 4

3. . Customs bond ¢lerk reports
for cancellation of bonds ageainsé
export documenth Folder No« 88, BIR
records. ‘ '

|
It is argued that due to thﬂ flilurd* of

i

respondent . to present the ordcln‘!u ot thl
allegedly “"genuine” 1mport documents !uhmitthi by
Gareza, petitioner cauld not verify thuir

authenticity in order to rbbut the accu“tldﬁv%’ht

21
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it faked its invoices to reduce ita importations,
while the above evidence presented by petitioner
show§’tﬁat the allegedly fékt documents related to
the 1,118 importations in question are instead the
true and qenuine documents which were submittqd to

and cleared by t.r?e Bureau @f Customs and hi‘w@ %ﬁbhn :

16 allegedly "blahked out” khipments were r ted
to the Bureau of. tuntoms and accordingly (zlum"‘&i M
having been re—exﬁorted ? | f;?

To discredit the sworn statements 'm%* tha
informer and Felix Gareza, petitiunerli!-ailb»the

integrity, truthfulness anB character of boath by
it
producing the following personal letters drittiﬂ by
'
them to Ramon Chuanico, the Presidnﬂt Q? pntltiuner

i

EGIP, revealing their 'dbuble dq?nl ing" and
"blackmailing” activities:

|
a) Letters of Felix Gareza to Ramon
Chuanico, President of EGIP - Exhs: A to
D, pp. 38-42, Folder No. 51, BIR reéords.

b) Letters of Alfredo Perez (the
informer) to Ramon Chubnico - Exhs. £ to
@, pp. 1-A, 1-14, Folder HNo. 51, BIR
records.

194

Petitioner avers that! the above letters ot
Felix Gareza, whose swdfn statement is the
principal basis of tha? revised ‘ltlﬁliﬂ!ﬁﬁg
establish his motives :mh fabricating widijncﬁ'
againat petitioner. Sincﬁ Garaeza was cnn*irnlﬂ

dead as so stated in open Court by ruugﬁhﬁnﬁ& ]
7%%

3 Bl ¥ 1
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counsel (t.s.n., pp. 30-31, August 28, 1983), he
could no longer be presented by respondent as his
witness and petitioner could not cross examina him
to disprove his accusatians'

Finally, to bolster ihis stand, petitipner
cites Exh. R, (pp. 29;—;3@, Folder Mo, T8, }BIR
records) the report datqd June 1, 197%£;n+ the
Committee created by thef Regional fbﬁﬁq#tgrl of
Revenue Region No. 35, Valenzuela, 4Eiu;cdn. to
reinvestigate the tax case of petitioner, briefly

stating their observatidgns therein, to wit:

(Petitioners memorandum, pp. 220~222, CTA records)

. "a. The fact was mentioned that the
Commissioner approved the recommendation
of the Chief, Prosecution Division, to
forego the criminal tax phase of these
tay cases for insufficiency of evidence
but to proceed with the issuance of
revised tax assesshents as determined by
the National Tax Fraud Unit and this was
done (Memd of Chier, Prosecution
Division, dated November 17, 1970 and
revized assessment notices issued dated
December 2, 1970 and December 22, 1970);

b. The so-called “bimck—out?
import entries numbering sixteen (1&)
folders furnished by the informer
presented as evidence of the r“mﬁ\g
(BIR Folder ‘'Y .=  Report of Antie ‘;
Smuggling Unit (ATSU) dated Janusry 3,
1966) were properly dccountud Tor un&“*
cleared by the ' Bureau of Customs
supported by the aesvidence prhcdhtdd by
the petitioner (Exhsi Folder ‘2 {(Naw) bped
EGIP, .Folder X-2-BIR marked ‘Exhsi 3 to.
28-A EGIP, Exh. ”"RR” part of EGIF Folder:
7 (New) res ledger entriesy; EGIP Folder I
(New) and BIR Folder o £00' Lot rer

requisitions and Nitthawalsl EGIP fa!dlr

R

23
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No. 3 with Exhs. “4” to ”4-X” and BIR
Folder ”X-3” Exhs. ”29 to JJ*E“'OW EGIP.
res re exportation of importsy If‘if*
Folder No. 4 (New) with Exhs. ”3$” tu ”g?
and BIR Folder “X—1" marked EGIP Exhs, lﬁ
to 127 res cancellation of bonds arter:
Customs liquidationly

c. The 1,118 import documerits (BIR
Folders 1, 11, 111, 1V and V) cunﬁiltihg
allegedly of both genuina and Take
invoices were likewise duly accounted for
and cleared by the Bureau of Customs as
supported by the evidence presented by
the petitioner (Exhs, EGIP Folders &
(New), 6 (New) and 8 (New),

| CETEAIR e

d. The petitioner presen ted
evidence to impugn the compatency,
integrity, truthfulness and character of
the informer - Alfredo Perez and his sole
witness Felix V. Garela (Personal Jetters
to Mr. Ramon Chuanicb marked Exhs. A to
@) showing their ‘"double dealing” and
"blackmail" efforts ofF activities as well
as the fact that Mr.l Perez was never an
officer or employee or a person privy to
EGIP business transactions and that Mr.
Gareza, a former general manager of EGIP
who resigned on September 20, 1942, was &,
disgruntled officer of EGIP as stated 1A‘
the Memo-Report ot the Proswcution
Division referred to'trrlier;

e. The Committmee, "relying on the
rules of evidence and judicial reasoriing,
is of the opinion that the g¢opies of
properly identified government retords
and entries: introduced by EBIP to
overcome ‘sweeping uncorroborated
testimony of the sole witness, Mr..
Gareza, are publit documents and should
be given full weight &and credence.’

: f. The "originals" of the alleged
‘genuine’ 1,118 iMport invoices or
documents could not be produced as
requested by petitidher andy thersfore,
"the Committee is not in a aolid
foundation to resolve the issums of
authenticity and genuineness of the
alleged documents caonsidering that the

b ¥

|
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BIR stand on this matter is based alone
on the ‘sweeping uncorroborated testimony
of Mr. Villa Gareza whose competetts as a
witness has been questioned.

The position of petitioner is tenable.

" We agree with the abovestated findings of the
committee., The evidence pfcsented by petitioner to
assail the integrity and character of the lﬂidr.'r
and Felix Otrnﬂl. conulﬂring of their personal

" letters to Ramon Chuanicd, indeed dﬂi&iuiu their
"double dealing" and “b}ackmailing activitiea",
casting doubt on their competency as witneswses,
especially so in the case ﬁf Felix gnraza who was
the only source éf the information which gave V@i&
to the tax assessments. It was q.ﬁpmqﬂ who
admittedly ‘fu;nished the information lg;lﬂlt
petitioner to  the ‘1nfdrm¢r, including  the
supporting documents. (Exh. 10, Q@Quesxtion and
Answer 161, pp. 42 & 43, supra.) And it wam on his
swofn statement that the revised assessments were
mainly based. (See testidbny of 0x¢-indr, t.z.n.,
p. 16, July 7, 1983) 'L

Reproduced in full hereunder are the p&ﬁlbﬂdl
letters of Gareza to Ramon Chuanice, thﬁ **"f?’“t
of EGIP, written after Gurﬁza had risiqn.ﬂ ¥rom the

company . (Exh. A, p. 42, Folder Nos 51; BIR

records)

X740
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August 3t, 1962

M. Ramon Chuanico
(Confidential) | )

Dear Monet: !

A group of informers approached me
yesterday and brought to me for m} itudy
and comments several documents which they

’ claim to belong to and covering various
importations of embroidery materials bf»ﬁ
Embroidery & Garments Induﬂtr1“¢ 4 ’”‘
documents . consist of impdrt mtri“,
suppliers invoices,; packing lists, etoc.:
How they manage to produce the documsnts,;

I really don’t know, although, I have mny

doubts about the genuineness of the
documents. According to them they

already consulted a close friend in the
Pureau of Internal Revenue about their
plan, but were advised that they need
someone who can | corroborate  the
correctness of the ‘1nformatian against
EGIP and vyou. Be!.m; the former Manager
of EGIP, they feel that I am the most
ideal and competent witness.

I know that what the group has in
mind will definitely depend upon my
acceptance bf their proposal. Ohly they
don‘t know that I cannot btear false

witness aqgainst you even if you did not
during the past shown your apprﬁ:ia'ﬂlﬁﬂ
for my services, At any rate, dan’t

worry because I can |persuade the: group
not to proceed with their bad irtentions.
So it is very importaﬁt that we confer as
soon as possible for your own quod, |
Please don’'t delay because, th;l.fs gr g
right or wrong, can cause ybu m-i %

all sorts of trouble. % '
notorious  and has THEE {0
r; :

connection in almo

almost all the offices in
the government. (Underlining .,pippli!!d‘) ;; e

3 -1

k3

8 4
(Sighed) F. Villa BGarezi' ' |
(Exh. D, p. 39, Foldel No. 51; Brﬂ records)
!

|
f
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| September 12, 1963

Mr. Ramon Chuanico
EGIP i
VERY FPERSONAL,

i
= ———TTE i {
Dear Monet: ?

1 would like to remind you again of
the P50,000.00 to help me start an
electronic business in Q.C. The busif
I assure you is most profitabims. In * i
I did not hesitate | to invest t.il df}k
savings and many mord, If you wtuﬁ, vq&
can be a partner in tHe venture. fu g

t f iﬁ H je'

If you will récan, 1 h.a“w
asking you for the P50,000.00 mvefh when I
was atill with EGIP and if vy cannat
extend me the amount as gratuity pay, you
may give it to me {n the form of a locan
payable in a years time. ~

o5 g&- w,.,_
i A

Kindly let me knbow where you can be
reached outside your office =o' we can
. . confer on the manner of repayment of the
T PR0,000.,00 and what e@ecurity you would
want. Also more | important 1s the
denounciation being prepared against EGIP
or you by the same.group I was mentioning
to you. In fact I wrote you a nat. about
this people sometime last year and in
several occasionas I kept on callinq yourt
attention about it. It seems that '@ cary
no longer stop this group anymore.' ﬁhdy
are trying their very best to prevail
upon me tb go aldng with "them inv
clarifying certain documents they. qllaqed
to have in their poss#ssion and accerdin
to them they had ralready con ﬂa
certain people in the governmant., ”ﬂ&ﬁ
they need is someone who ca#. dﬁ!ndﬁb F

3

sworn statement, preferably ohe who m'*v'”"

connected with EBIP. Do you tﬁink x

would be so foolish to be ulld as thalrw‘
tool? Besides, wh av i
without legal bwmmé
because as Manager of EGIP I did ey ysry -

best to manage the business of EGIF in
accordance with law and. the
investigations repeatedly conducted

2% :
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against EGIP such as, ‘thog_g_mmw
the Finance Agents, CRC, Bureau of
Customs, Central Bank, CIS and gnther
agencies can best attest to the
reqularity of the business gperatiops of
EGIP., Jo_me, all this _amounts . to
intrigues, pet an
attempt to extort money from you. At any
rate, you need not bother with the group.
I can still take care of this grbup for
you. | _

In closing, please wait for my cull
at around 12100 noon today in Valenzuelas !
It is very very important that we arrange’ |
an appointmant before it is" toﬂ lhlﬂﬁ“ﬁ-
(Underlining supplied)

afEp
'-r : Al
!

(Signed) F. Villa Bareza
(p. 38, Folder No. SI, BIR records)

-~

November 10, 1963

l
" Mr. Ramon Chuanico }
Valenzuela, Bulacan ;

|

|

Dear Mr. Chuanicol

Inspite of my effbrts to assist vou
in your business and personal probleks,
you did not éven bother to talk to me nor
answer my letter. Worst of all, I lost
my business and with it all my savings
because vyou did. ‘not ‘extend me even &
single peso to help me with my bUusiness, |
I was very right when I was suspﬂttlﬁt‘s‘ |
since the begirfning that you really’ hnv! o} e RS R
no intention to help me with t &ﬁg& ol gt el

I need. Whatever hapnun. ] ‘%
all your fault. “ Ag‘% f

I had been talking to many of y&Uﬁ%,f
business associates including .« tuinhig
people in your office to let' yeu t’ﬁmﬂi;)
what I think of you as an empléy.f.‘it :
friend ‘and business associate. You ‘hh'tﬁ
deserve anything. Al]l that is dear to |
you is money and nothing more. If I

i1
)
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cannot ask you for help in friendly way,
then I must do it the dirty way perhaps

much more than P%0,000.00, (Underlining .
supplied) |

1 {

(81¢?¢d) F. Villa Blrnza
Tii
i

0

From the tenor of the above letters which were
. e f

not challenged by respondeqt. there 1'§ﬂu “1 A,

4 ;
the intention of Gareza &d blackmail #i
f(‘ o

o

r%@ §‘? his’
iia ﬁ!port
aptly stated1 (Exh. R, p. 295, Folder MNo. 76, BIR

Undoubtedly, thu impugnsrthe croaw l_

f“'"’"

L"

sworn statement. Thus the committee in

records)

“In view of the foregolrng, the
committee has the strong belief that due
-to the character and propensities of Mr.
" Gareza, exposed in his own writings, the
government faces the weakness of relying
on his written declaration, especially so
that his declarations have not been
properly corroboratnd 'by other competent
evidences." | : ;sﬁ
With regard to the documtaH evidence

presented by petitloner tb refute the claim of
respondent that in the yekrs in question it Md :

sold all its dollar quotas. for | th@,,,,u;ins:'*

I

Division of the Burdlu* ot m&m“m ,

Hh ,'.y, 1 'rﬁ i
bonds filed to cover the hbovc mporutmm W‘ bi
recommendation of the Apbrain.r;hg ﬁavitihﬂ, is

strong proof that contrary to reshondtht‘n c it

i
+

29
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these tax~free importations have been re-
exported to their suppliers in acc‘ordlhc. with thw

0
Embroidery Law and cleafwd by M‘qk Meﬂu of
B ol 15,1

Customs, (Exhs., 2-1 to Z2+93, Folder ,Ho» Mn
| SRRl

‘ i i

records) : [ ! b
!

i H*_‘ !%;\

: : B 18

called "blacked out" 1mporthtions. Simd g . 1t
f f

of cancellation of warahouslng bondl cover:

importations issued by ﬂﬂe Chief of the Law
kK s

, I8
Division, Bureau of Cust't‘ﬂr‘l (Exh. V-1 ¢to 7%«12,

Folder No. 52j5 Exh. Y-1 to Y-S5, Foider No. 60, BIR
records) proffered by petitioner, 1n‘dm:a'tﬂ' Bat

l' 25.:.)
[ a1

said importations were pf'oc ssed and re-—eﬂpbr‘t&& to

their suppliers and therefore could not hive been
. , | i

suppressed from the" recor‘ds and sold tb local
:

textile buyers as alleged by Barezn. . ::-.-i_ L

Under Republic Mtt’iﬂd’. 3137i t'ﬂ hniﬂﬁ l‘

s kL MR )
Law, the rules and rogulltiﬁﬁ@ﬁ ql*v'lm'nl.rlﬂi#ﬁ*h

i .
establishment, suspension, Tbntrol Md aﬁritl.lﬁ Hf

- bonded manufacturing wurahﬁ«lbs with rq-p-:t tﬁ th-

A
|
i
|
|
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importation of embroidery and apparel raw materials
to be processed and re-exported, provides for the
; I
liquidation of import entries as fallowss
| ‘

Section 4. wxkx Liquidation of
import entries. When  the manufacturer
finds, through his records, that all thdf
raw materials covered by any Import Entry .
has been manufactured and re—.xport.d. b
shall submit to the Board a "Statement m%
Liquidation." The statement e 5
contain a list of all export eatri ﬁﬂﬁr
under which a particular !mpo&t entwy hdi'
been =0 liquidated and shail
accompanied by copies of as nnﬂy
"Certificates of Inspection" as there. are
export entries invdlved. TQ@nﬁgggsggg
official up on finding that the statement
of liquidation submitted for any
particular Import Entry is correct, he
© “shall certify to__ the closing _and

liquidation of that particular entry on
the face of the certificate. This
certificate shall be submitted ¢to the

Collector of Customs as proof for the

e

cancellation of _the bond on _ that
corresponding Import gntry. {Underlining
‘supplied)

In line with the ibregbing provision, the
notification of the cancel*ation of the bﬁrehédilnq
bond on an import .entry| by a Customs uifltidl

evinces the manufacture and re-exporﬁdtldh
. } ; t
materials covered by suqh import .htrv§w

ili ?ﬂ %%ﬁ i

Respondent failed ‘tb cmtraﬁrt*-t versaley T
m§ el I

Law Division of the Bureau of Guﬂtoﬁ.roffiﬂlﬂ bv

of the aforementioned letters fron thd ﬁﬁi

petitioner to substantiate its stnﬂd.? A!tuificill;

| g
records, they are entitl!d to *uli h; |

!

credence, |
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"Entries in offitial records made in
the performance of his duty by a publict
officer of the Philippined, or by a
person in the performance of & duty
specially enjoined by law, are priwa
facie evidence of ' the facts ' therein
stated." (Section 38, Rule 130, Rules v¢?§
Court.) ( ,

t 5
The law reposes a particular cnn’f&;gs;x‘ 1
} ot R ) &:‘

1 I
public officers that 1t presdmuq “tﬁuv &nill

discharge their several trusts with a&curncy and
fidelityy and, therefore, rhatev-ﬁ acit'thuy ﬂﬂ in
the discharge of their pu?lic duty maybe given in
evidence and shall be taken to be trquuhd!r such a

degree of caution as the [hature and circumstances

of each case may appearvﬁ
Barcelon, 37 Phil. 148, vj%LSZ.) Thers can be no
question theé, that as iﬁ‘inst the uncorrobarated
testimony of GBGareza, the ‘ndisputad abovementioned
official documents should He upheld.

As to the allegation &hat petitioner kﬁﬁﬁhﬁed
with tﬁe impdrt " hocudents to r!duth

4
importations, petitioner Correctly arnu*ﬂ

e [
i ’ﬁ'f‘:!‘ H

the absence of the nriqthﬂi documuhtiuuﬁgﬁsﬂf
@é“, . [ ‘;:1§‘1,>

the possession of raspﬂﬂdﬂﬂt.

4,‘i|v

invoices entered in the official loqbonk cnﬂ hbt be
rebutted. It is so adeitted ie the ﬁnwmurnhdun

report of the reinvestigating uxaminern seted
il i) It

32k

require. (Antillion v.

i
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October 13, 1969 that the ariginals of the shipping
documents are in the hands of respondent, as
follows: (Exh. 1, p. 8, Folder MWo, 76, BIR

records)

“The original  and/or  duplidate
original and photostat copies of l!lﬂ%hﬁ
1,118 import invoices and other shippi
documents, genuine and fake invoices amd | .
supporting papers on the 12 iqmr% L
shipments, the ofticial logbook of thu
EGIP, the books of aq:ounts ot ﬁGIP :
the years in question 'and other pﬁrtiﬁtn’t
records are in the dfficial’ custody of
the _Deputy Commissioner of Internal
Revenue (Operations), the former ATSU
coordinator under wHosa diréction the
EGIP was raided succe#sfully.

'yDespite efforts on the part aqf respondent,
however, the oridinals of éhe shipping documents 1in
question could no’. longér be loc#tﬁd. bﬂly
photostat coples can be fodnd in the ﬁ*&ﬁﬁ*ﬁ uf the
case. In answer to the letter of th‘ Assiutant
Revenue Service Chief (Leng Office) dutcd Jdﬁhdry

31, 1985 inquiring about the whereabouts ot the

originals of the docudents ' involved iﬂ the case nt

pil L
bar, the revenue examiner wﬂ# hﬂhﬂlnd.u th. Ty

* W4
o L 1

reinvestigation of the %',*“

1985, as follows: . (EXhMHS jip. 192, Cfﬂ?ff~

"With respect to your: wt i
January 31, 1985 requesting ‘me & ﬁaen*i'
the whereabouts of the origifal sﬁinﬁinqﬁj

~documents and the official laqboak ot tnn,

. Embroidery Garments Industries (Phil.)
Inc. in connection wWith its 1989° ghru
1962 internal revenue tax case now the
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subject matter of C.T.A. Case No. 2334,
please be informed of the following facts
and circumstances - |

: 178 My memorandum—repc*t on the taw |
case of EGIP (for shurt) dated Oct. 13,
19649 was submitted |on that date or
thereabouts and {t is so stated in &y,
report that the origindl/dupiiﬂat!
original and photostat copids of tf&ﬁﬂ
import invoices and other tﬁlﬂﬁdﬂg
documents, genuine and fake invoices and '
supporting papers on 12 impoft shipments,
the official logbook of EGIP, bpoks oft
accounts ard other pertinent recnﬁ&i were'
in the official custody of the' Deputy
Commissioner of Internal ‘Revenue
(Operations); |

o 1_;1._}._::__:_-_; £

. 2 The report of the Committee of
- ‘Messrs. Samuel A. Vdrzola as chairman,
Mamerto Silangan, Jr.,; Leopoldeo Bernabe,
and Alfredo C. Sercado, then offlcials of
Revenue Region No.! - 1 Valenzuela,;
Bulacan, dated June 1, 1971 states, ‘asmong
other things, that the aforementioned
documents wWere not | with the - docket
referred :to them upon instruction of the
Commissioner of Internal Revenuej ‘and

e T

x. The records on this tax case
show that it was elevated to the Court of
Tax Appeals in 1973, A good nuﬁb‘?”d?
revenue officials (the former D.C.YI: R.,
the former regional ditector of Rev. Rega
No. 8, committee rmembers and others who' -
may be expected to shed light, on the .
whereabouts of the missing records) had' Lt
already retired of Had bedn sqp& Fw di
from the service. Thilg is e Veay Ley g
tracing the whersabouts of whu amg‘m 1 ;
records." "‘in4

i 3 rx\,m‘: W | ;'
3 1nvu¢tiqﬁtt@n af”ﬁﬁ.

Wi
they aoulﬁ?ﬂqt verity

Even during the oriq%;

e

case by the ATSU cxlmlndr#
1

the correctness of the infOrmer 3 claln hhat the
¢

shipping documents for 1.119 importhtiuﬂb
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false, for lack of basis.  Thus, tho%ﬁ manorahdum
report dated January 3, 1946 reads: (p. 17, Fbider

No. 78, BIR records) ! v

passing that the _undersigngd . : Q

possession of shipping docume (. dng |
ONE_THOUSAND _ONE HUNDRED EIGH
shipments which were seized fngm; tng !
different offices of the EBIP which are
presumed to be fake. Thigwgmglghguu;W :
passed upon in this inVQgtiqggigﬂmxggﬁxngaﬁ
reason that there is no evidence at hand .

to substantiate this claim. In this =
connection it is deemed nucnsicry to
verify that correctness of this claim by
- cross—checking these ! fake commercial
invoices with those | on file in the

Philippine Consulate'L - Tokyo and/or
source of origin of ¢t a raw materials in
question. As, matter of fmtt. an

authority to travel tDA Japan has ! been,
approved by the Sectretary of Finance some
months ago with a mis$ion to cross—check:
the alleged fake involices with those o#f:
file with the Philigpine Consulate in
Japan, but somehow thel authority was’ help
up in Malacanang and #till pending up to
the present." (Underlining supplied)
| N1
There is nothing in the record showing ?htt
i gEEs |

such cross checking was made on fh.' nhtppinq
P t
documents in queatioh. Under the circumltlﬂédﬁ,
the allegation that these documents wdri mk“mm
*ﬁﬂ»

The case of Bonifacia by Po vs. MJ“W:

not stand. ' s, g%hi

of Internal Revenue, CTA 6‘30 No. 33865 SQth-bor'
30, 1987 caffirmed in G.Ri; No. 81446, August 18,
1988, 164 SCRA S524) citéd by  respondent) nas! ino

application here. Therdf petitioner repeatadly
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refused and failed to | present the pertinent
accounting records and other relatéd %Qﬁcgggqtq@i
while in the instant case,!all the business riﬁdrds{
1 the

and shipping documents l involvﬁﬂ are | in

& oo SR

possession of respondent. | %
In point is the dase of Coqlimsioncr of
Internal Revenue vs. Island Garasst Hﬁtu?a¢§ur1nq
Corporation and: the Court bf Tax Appn&lﬁ,:élﬂaiﬂﬁ.
L= 46644, September 11, 1?87 (153 SCRA $55h wherein .
the” Supreme Court reitergted the rule haeld in

Collector of Internal Revenue vﬁ. Benipayo,

. !
L—-13456, January 31, 1962, r SCRA 182" that:

¥

"An assessment fixes and detarminas
the tax liability of ﬂ taxpayer. As 8oon
as it is served, an dbligation arises on
the part:of the taxpayer concerndd to pay.
the amount assessed and demanded. Hence,
assessments should not be based ‘on mere !
presumptions no mattedr how reasonable or
logical said presumptlkns may be s ® Hi"

"In order to stand the test of
judicial scrutiny, the assessment must be |
based on actual dactd. The presumption
of correctness of assessment beipng & mere |
presumption cannot be& made to ru?t on. hl
another presumption.!;; \wﬁn@ ’ijﬁ

;'ﬁd woighmqﬂ'%ﬂ mu ‘f'-sﬁmi b
y -:Ltiunnr rm'!: Eiihug* fbr

After considering

evidence, we here find

i

the deficiency income and  advaficw .ilnﬂ tinu:
assessed against it by ralpnndnnt for the ‘y’!ﬁi
1959 to 1962. With this conclusion, JW?T second

issue as to whether the iimposition of tha 30%

i

{

1

f

3
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surcharge for fraud is juﬁtified becom&s moot  and
| ,
academic. |

WHEREFORE, the deci
hereby reversed. No costs
S0 ORDERED. i

Guezon City, Metro Mat
|
]

WE CONCUR:

@ZLuzéE;t .

AMANTE FILLER
Presidind Judge

coné%hurs . ROAGUIN
9ﬁéaciate Judge

¥

I hereby certity thﬂt

reached after due consdlid!

the Court of Tax App&hi;

Bection 13, Article vrx:,nkV‘

i

ILLER
) {ﬁaﬁdg. 1
: ‘ .| Court of fb&gﬁ?

-
R s-
= .M":' .&...




