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‘ A M “
TAN KIM KEE, |
Petitioner,
- versus < GC.ToA. CASE NO, 569

COMMISSIONER OF INTERNAL
REVENUE , :
Respondent,

B oo nidese sl -

DECISION

This is sn appeal from a decisfon (p. 33 BIR
rec.) of the respondent Commisstioner of Internal Ae-
venue denying petitioner's claim for refund of fixed
and sales taxes paid by the latter on Mm 10,

1957 in the amounts of #40,00 and #1,254,24, respec~-
tively (Anmex A, p. 13 CTA rec.) as & producer of
copra.

The facts are not disputed. The parties have
submitted the case for decision on the basis of their
“Stipulation of Facts"™ (pp. 71=72 CTA rec.) and thefir
pleadings.

It appears thqt the petitioner herein s & pro~
ducer of copra which he sells te copra exporters in
Davao City. FHe produces copra in twe ways, namely,
the sun-dried method and the kiln=dried methed. (Pars.
14 2, Stipulation of Facts, p. 71 CTA rec.)

Under the sun~dried method employed by the peti-
tioner, the nuts are first split into halves and are
dried under the sun to partly loosen the meat from the
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shell, After cne or twe deye of drying in that state,
the meat is removed from the shell with an instrument
designed for the purpose. To facilitste drying and
handling, the meat so removed s chepped into small
pleces and the same 1¢ dried under the sun for at least
three doys or until its moisbure content fs reduced to
a8 mintmum scceptable in the merkets. (Par, 3, Stipuls~
tion of Facts.)

The processes involved in copra-meking under the
kilnedried method emploved by the petitioner sre the
same as the sunedried method des¢ribed above except that
in the latter method, the nuts are first unhusked before
being split intc halves end the meat is dried in 2 kiln
or oven heated with fuel, Further, the drving process
which takes from 18 to 24 hours under the kiln-dried
methed, is shorter than the sun=dried method. (Paz. 4,
Stipulation of Facts.)

Puring the period frem August 24, 1936 to Decem~
ber 31, 19%6, inclusive, petitioner netted a gross sale
on the cepra it produced the tetal amcunt of ¥17,917.73
on which he paild to the Treasurer of Davac City, on
January 10, 1957, the sun of 71,204, a3 the Th sales
tax fmpesed by Section 18& of the National Internsl Re=-
venue Code, asp amended by Republic Aet Ne, 1612, The
petitioner paid also to the same official on the same
date, fixed taxes (Cel4) of #40,00 for the years 1996
and 1957, pursuant te Section 182 of the said ‘Gath.
(Pars. 5 & 6, Stipulation of Facts; see also off1e 1ol
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Receipts Neos, C+lA6544 & C=l4645, both dated Jan., 10,
1957, p. 1 BIR rse.)

On Septembar 6, 1957, the petiticner filed with
the respendent a <laim for refund of the aforesaid
taxes which clain was denled by the latter an ioveaber
22, 1957, Subsequently, or on February 7, 1958 and
April 30, 1958, the petiticaer filed his firet end se-
cond requests for rsconsideration of the denisl eof his
clatm fer refund but said requests wore alse denijed by
the respondent on February 13, 1998 end July 1, 19%8,
respectively, (Pers. 8, 9 & 10, Stipulation of Fects,)

The petitioner, net being agreesble te the desi-
sion of the respondent denying his claim for refund,
filed with thig Court the present petitfen for review
on August 12, 1958, |

The only issue in this case is whether or net the
petitioner, as » producer of copra, is sudject te the
fixed and percentage taxes prescribed iIn Sections 182
and 186 of the Tax Code, as amendad by Republic Ast Ne,
1612,

The deteraination of this lone isoue depends on
the interpretation of the provision of Sectien 188 (b)
of the National Internal ARevenue Cede, as amended by
Republic Aet Ho, 1612 on August 24, 1956, the law ap-
plicable to the instant case inasmuch as the peried
under review is from August 24, 1956 te Decsmber 31,
1956 enly.
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Section 188 (b) ef the Tax Code pefors it was
ansnded by Republic Ast Ne, 1612 provided as fellows:

nim : mum:mmumy-
four, one hundred eighty-five, and one hune
dred eighty~gix, transactions in the !o.un-
ing commodities shall be excluded:

oottt ebaane

ult 0 or exchanged
&n ountry by the preducer er omner of
the hai uhcro produced, as well as fish and
its by-products when uid.hrttm. or exe
changed by tho nm ut fmm m-r,

Prier to its amendment by Republic Ast Ne, 1612,
Section 188 (b) of the Tax Code, which is gquoted above,
exempted copra from the payment of percentage tax when
sold, bartered, or exchanged by the producer or owner
of the land where 1t was produced. As a matter of fact,
even the canning of sliced pineapple, pineapple chunks,
crushed pineapple, and pineapple juice from fwesh pine-
apple fruits was declared by the Supreme Court as an
exempt sale of agricultural preoducts. In the words of
the Supreme Court, speaking thru Mr, Justice J.6.L. feyes,
*The very text of the law (i.e., Sec., 188 (b) of the Tax
Code prior to its amendment by Rep. Ast Ne. 1612), in
exampting *agricultural products -« « « whether in their
original state or not,' makes it clear that the exeap-
tion {8 net divested merely because the products theam-
selves have undergone processing of some kind,” (Mil,
Packing Corp. vs. Collector of Internal Hevenue, G. A,
Ne. L=9040, Dec. 26, 1996; 53 0.6, 8093.)
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Code was smended by Republic Act Ne, 1612 to read as
followss

: one hundred efghty-
four, one hundud sighty-five, and one hun=-
dred efghty=six, transactions in the follow-
ing cmuu shall be excluded:

% % % x 1

*{b) Ag ucts and the opdi~
salt jin their oriqir for n seold,
ered, or exchanged oy th nmar or

mr -! tht 1mm mﬁ.

The Supreme Court, fn comparing the provisions of r
Section 188 (b) of the Tax Code, bhefore and after its 1
amendnent by lg_nb\m Ast e, 1612, made the follewing

: k Ssote that while the old provision exempts

agricultural products x x x whether in
‘their original state or not', the new amende-
mt omitted the mds ':t no{' u-i.:m

exemption to ‘agricultural products x x
in their original form', and further clari-
(hdthcnumlagoftht phrase 'in their |
original form® as follows: f

the term agricultural preducts shall
not include x x x those which have
undergone the process of manufacturing
a8 defined in section one hundred
ninety=four (x} of this Code’,

"By the nature of the changes made in
the orig statute, it is clear that the
amendnment f{s intended, net teo clarify the
doubtful meaning of the former law, as caon~
tended by respondent, but to withdraw frem
the scope of the former exemption the agri-
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cultural products that are no longer in
their original form because they have
w.mu the process of umfatm
view is also supported by t

lanatery note te House Bill Ne., 5809,
tho source of Republic Ast Ne, 1612,
wherein it s stated that 'all the pro-
posed amendments teo Title V of the Na-
tienal Internal Hevenue Code' were aimed
‘at greater revenue by imposing slight
increase in tax rates and ?untn cover=
age of subject of taxatien®,

ot cm the new amende
ment te sec. b) of the Tax Code,
the products ef petitioner Phil
s 3 but a6 Repubiic Act Ne.

age tax as

1612 does not gm any retroactive ef-
fect, there being no provision for its
zetroactive operation, it can only af-
fect petitioner aftexr, and net before,
its passage and effectivity.” (Phil.
Packing Corp. vs.. Collector of Internal
Revenue, G, R, No. L=-9040, Jan. 22,
1957; Resolution on the Motion for Re-
cons atien. )

In view of the above interpretation given by the
Supreme Court to the term "aggisultural preducts” which
are not subject te percentage tax, under Section 188 (b»)
of the Tax Code, as amended by Republic Ast Ne. 1612,
the mmumcau at bar narrows down teo whether
or not copra has “undergene the process of manufacturing
as defined in section one hundred atnety=four (x} ef"
the Tax Code.

Section 194 (x) of the Tax Cede provides:

s:) 'mtutw' mm. omy ptr-

son (1 oy phvsigal :

alters the extericr tex

substance of any raw meterial er manufactured

or partially manufactured preduct in such

manner as to prepare it fer a special use or

uses to which it could net have been put in

its original condition, ar (2) whe by any
such precess
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% or manufactured or partially
manufac product so as n_nﬁg_n
I s o ke, o (3) whe by
uses stry, or (3) who by
such precess combines any such raw
erial or monufactured or ally
manufactured products with materfals
or products of the same er of different
kinde and in such manner thaet the finished
product of such process of manufacture can
l:‘rt to a special use or uses te which
row material or manufactured oxr pare
tially manufactured products in their ori-
ginsl condition could net have been put,
and who 1in addition alters such rew mate-
rial or manufactured or partially manuface
tured products, or combines the same to
produce such finished products for the pur-

pose of their sale or distribution te others

and net for his own use or consumption.”

(Underscoring and nuabering supplied.)

In the light of Section 194 (x) quoted sbove,
and the comparative analysis given by the Supreme Court
to Section 188 (b) of the Tax Cede, prier te, and asfter
fts amendment by Aepublic Act Ne. 1612, we believe and
80 hold that the petitioner, for tax purposes, is 2
manufacturer of copra. liete that the statutory defi~
nition of the term "manufagturer* is so broad and com-
prehensive as te include a person whe by physical er che-
mical process alters the quality of s raw material so as
to reduce it teo marketable shape, é the instant case,
there can be no doubt that the petitiener in converting
the fresh meat of matured cocenuts inte copra altered
the gquality of the fresh coconut meat by physical snd
chemical process, and reduced it te marketable shape.
As a matter of fact, the petitioner adaits that “s literal
interpretation of this prevision weuld, indeed, cover the

case of your petitioner and make him a gaaufacturer simply
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because the drying eut process of the nut alters the o
quality thereof se as to reduce it to marketable nhm“_./
(Petition for Review, p. 7, CTA rec.; see also Annex

A, Reply to the Memerandum for the Respondent, p. 92,
CTA rec.) te find this admission of the petitioner to
be in sccordance with the facts and the law in this case.
And we wish to add that the petitioner s not only lite-
rally but alsc substantially within the purview and
meaning of the tern “manufacturer” as the same is de~
fined 1In Secticn 194 (x) of the Tax Code.

The established tax jurisprudence in the Philip-
pines shows that those whe meke nipe shingles from nipa
leaves; cr those who produce charcoal which fs lecally
used for froning clothes from weod; (Bermejo ve. Col-
lsctor of Internal Revemue, 87 Phil., 96) er these who
convert fresh eggs into salted eggsy (lge Siek vs. Col-
lector of Internal Kevsaue, G. . Mo, L-8989, Oct. 18,
19863 52 LG 6873) or thwse who can sliced fzesh piaee
apples; {Pnil. Packing Coarp. vs, Collecter of Internal
Revenue, gypra., Aeesolutien on the Motion for Reconsi-
deration) or thoee whe merely apply varnish and affix
mirror or glasses to locally purchased furniturej (Yu
Kuan va, Collecter of Internal Revenus, C.T.A. Case No,
270, Aug. 3, 1957) and those who transform raw kapok
into clean, seft and light kapok by removing the seeds,
cores, dirt snd other foreign materials (Cmu Rapok
Factoxy vs. Areneta, C.T.A. Case Ne. 1D, Mazx., 29, 1957;
see also Pacific Kapok Factery, C.i.A. Case Ne, 342,
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June 29, 1959, and Oriental Kapek Industzry, C.T.A.
Case Mo, %06, Nev.12, 1960) are considered “"manufec~
turers” fexr tax purposes, and their products - "Phil-
ippine manufactures®. (See also Manila Trading & Sup=
ply Co. vs., City of Manila, G.Re Neo. Le12156, April 9,
1959; 56 (G 3629; Central Asucerera Den Pedro ve. City
of Manila, G.R. Me. L7679, Sept. 29, 1996.)

In/principle, we find no difference between thea
and the petitioner herein whe cenverted the fresh coco-
aut meat fnte sopra in order that It could be marketable,
Therefore, we rule that the petitioner is, for tax pur-
poses, ¥ manufegturer, and is subject teo the fiwed and
pezcentage taxes prescrived in Sections 182 and 126 of
the detional Interssl devenue Gode,|

WHEAEFURE, in view eof the foregoing censidera~-
tiong, the decision of the respundent appesled from
denying petitionex's claim for refund eof find snd sales
taxes paid by the latter oa January 10, 1957, tn the
amounts of #40.00 and #1,754,24, respectively, beiny as
it £9 in sccordance with law, the same should therefore
be, as 1t fe hereby affirwmed, with costs against the
petitioner.

- S0 ORDERED .
Manila, December 6, 1960,

Fresiding® Judge

Associate Judge ROMAN M. UMALI
dissents in a separste opinion,
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AANILA

TAN KIM KEE,
Petitioner ™Y

c&?.&.
- Versus - CARE NO. 569
COMMIST MR OF INTARNAL
REVENUE,
Reepondent.

P oo e = e m = a B

DISTENTING OPINICN

1 regret my inability tc a2dd my concurvence te
the majerity epinion,.

The question presented is whether or not a coce-
- nut planter whe produces copra ocut of the coconute pro.
duced by him is 2 manufacturer and ig subject t¢ the
sales tax of 7% on hie ecales of such copras The majowe
ity epinion says he is such a manufacturer, susteining
the ruling of respondent; I believe he 1s net.

The muling of respundent 1s predicated wpen the
provision of Section 188(b), which readss

"The term 'agricultural products® az used

herein shall net include cultured fish and

- other preducts raiged oy produced in fish.

pends, snd those which have undergone the

process of manufocturing ss defined in sec-

tion ens hundred ninety-four (x) of this

Code.*
This provision wae added by Republic Act Ne. 1612, which
took effect on August 24, 1956, PRefore the amendment,
& cocuonut plamier who produced copra out of ceocenuts
preduced from his plantation wes never considered s manus
facturer within the meaning of %weetion 194(x) of the
Revenue Codes Coprz thus nroduced by a coconut planter

remained an agricultural product, sales of which by the
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cocenut planter were exenpt from the sales tax. Dee
cause of the amendment, it is contended that copza
even if preduced by the ceconut plenter himself becamse
a manufoctured articles 1 do not think this interpretw.
ation ie Jjustified by the nmanifest intention of Congress
or by the very langusge of the statute.

Section 188(b) of the Revenue Code, ar amended by
Repubiic Aet Ne. 1612, eliminsted from the definition
of “agricultursl preduects™ enly "those wiich have under-
gons the proceas of menufacturing ae defined in section
ene hundred ninety-four (x) of this Code.® The process
¢f makina copra by the coconut planter is not considered
2 process of maaufactg;}ng as defined in Section 194{x).
The precess of making copra by the coconut plonter is
nerely pert of the egriculteral lober applied by the
farmer €0 rrarare his erop for the markete This has
been the rule conecietently folleowed and avrlied by the
Buresu of Intermal Fevenus siince time ivmenczel. It
e¢ennot be etherwise after the enactment ¢f fgpublic Ast
Ne. 1612 becaus: the pioctesscs thet constitute menufach
turing under “ectiw 194(x) have not been enlarged or
extended to include processcs thet are merely considerxe
ed part 6f sgricultural labor ef the farwer.

\4; Court has expressoed the view thet “"agricule-
tural lebor® iz not a procece of manufacturing within
the meaning of “ection 194(x)e In /mericon Fubber Come
pany v. Collector of Internsl Revenue, C.T.%. Ne., 111,
June 14, 1956.1 we stated:

"1 The case 1s still pending sppeal in the Supreme
éurt. —
449
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In crder t0 de justice to the inten-
tion of the legislature in granting tax
exenption te agricultursl preductis, whe~
ther in their original state ox not, when
scld by the preducer or owner of the land
where produced, we should net raly solely
on Section 194(x) and consider as manu-
factured erticles eall soricultural preducts
wiiich have undergone any form of alterstion
:x :x:nggarnntisn. Ihat uzriginuliify the
legislative purpone in qualifying "agmicul-.
tural preducts® appearing in Section 186
(b) by the se *"whether {m their omiginal
wtate oxr not.® The only reascneble inter-
pretation thet ¢an be given to the two provi.
sions (Recs. 188/b/and 194 /xj, in crder te
hammonize thew, is tv consider as agricuie
tural products thase prrducts which, ale
though they Leve suffered changes oz alter-
ations, 2re the wesult of gen agricul~
tural labex, All othex ch::z:: or alterse
tions in en agricultural » t net cone.
nected with agricultural Labor make such
producte 'st¢tured articles, and are,
therefore, taxebie under Section 1686 in re-
lation to Sectisn 194(x). MNeo hard and fast
zule can be nas s te whnat cuoastitutes

agricultural leber which mey ~uf.
ice for every given situation. ‘e contfess
1t 4¢ rather a difficult task, and we shall
not, therefore, wake any attempt to define
in precise tems what cinsittute genuine
agricultural lsbhor. EHach case nust be de-
cided en 1ta marits,

That the nature of the labor apnlied

t¢ or expended in the production and prepera-~
tion for the market of sn article (produced
from #n soricultural product) detemmines
whethex or not such articleis =» manufae~
tured article oz remains an agricultursl

reduct way be glezned from the decieion of
the “upreme Court in Mergade v. Collectexr of
Interns]l Revenue, 22 Fhil. 271. ©aid the
Supreme Coyft:d .

"The reeing of plent shxub
knewr locelly ea¢ *hakawan' and
the agsthering of $ts trumk and
Eranches for use =a fireweood -

kawan' ae {irewood raised in
mangrove swamps are exarmt from
the merchente' sales tax.* (ine
dersccring supplied. )

In that case it waa held that firewced pro-
duced out of “"bakawan® plante is not 3 manue
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factured article. 1f Section 194(x) is

te be intermpreted, firewood produced by

cutting the lt.lll brenches and twige,

and rewovin {nvn and uneerviceable

pertions, *btl:m trees, cutting

them into stendaxd sizee and lengths, and

tying or' hllllinz the firewoed into unie
form sizes or weights, weuld conetitute

manufacturinge The !hp:uu Court right-

ly held that firewoed eo is not

o mmand article wi Eﬁlﬂ the mesning .

of the lew defining the temm “manufecturer,®

the processes employed im the preduction

;{ b: rewocod hinq essentially mi:ultml
DO,

x x X

The seme may be eaid of Central Azu-
carera de MI v. Trinidad [“ Phil. MI.
s » » Where the court  « » made a pronounce~
mant which precisely runs counter te the
ltﬂld't&klﬂ by respondent in this case. Ve

"It fe-aleo that fel.
lowing this & te fte logical
conclusfon { te the opinien

thet a sugsr mill owner s 2 manue
hoid u:g' '8 m“i,::m e
& sugar '

small ‘h plentation
uhn :m- kis own cane inte

raw suger fe & manufacturex. Ve deo
not think that umuum
te “ um. . .

that o! thn me cerrorstion
which, in effect, buyes ite row mate-
riel and devotes iteself exclusive~
ly to cenverting it inte unum

worchandise,. It may tnbx

always be wsecy to hnf line of

degmarestion one busine

and the other, but ﬁﬂ'lmuu of

thet soxt are frequently encounter-

T‘ in the interpretsticn of the lew.”
inderecering supplied, )

In this cane, the Supreme Court very clear-
ly expressed the opinien that 2 forxmer who
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works his famm product inte a more conw

venient :nd veluable form does not cone

vert him inte 2 manufacturer. That the

farm croduct suffers alteration or trans-

formation ie immatoxial, if the manufage

turing process employed "is merely an

incident to the management of his plamta-

tion,* oz, in the language used in Mere

- gado v. gmm I.'!;f mrx:l H-mum

qn, ' o P A0 eon

a “genuine agricultu laboxe®

I wish to add that {f respondent®s ruling, te
the effect that a cocenut planter who produces copra
out of cocemute produced from his own plentation is »
manufacturer, is 2 correct intemretation of the law,
then a coecenut planter whe merely removes the husk from
the coconut te produce unhusked coconut weuld be &
manuf scturer and is subject to the sales tax on hie
- seles of unhusked cocomnuts; =nd there are theusands of
cuch farmers threushout the Thilippines. The owner of
an abaca plantatien whe preduges abseca fiber by etripe
ping abeaca steis would be 2 manufscturer; thers may
also be thoussnde of them threughout the Philippines.
Likewieo, & rice rlanter whe threshes palay harvested
from hie ferm te produce clesn palay [or sale would be
s manufascturer; ond, undeubtedly, there are several
thousands of =uch rice famerge /las the Furesu of In.
temal Revenue made any attent to assess and collect
the sales tax frem them?

It ha= been the conesistent policy of Congress te
encourage famers by exenpting from taxation sgricule
tural p e As stated by Lthe “upreme Couwrt:

The [irst inquiry, therefere, must
relate to the purpose the leglelature had

in mind in establishing the exerption cone-
tained in the c¢clause now under considera-
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tione It secis reasonable to ascume that
it wae due to the balie{ 'n the part of

the law making body that by exewpting egri-
culturel prodiclis from this tax the [21%-
ing industry weuld be favered and the devel-
epmant of the remcurecse of the country en-
muragec. Jt is a fact, of which we take
Judicial cognizercs, thot there arz irvvenne
tracie of public Lond in this country, at
present whelly unpreductive, wh o ch rnight
be wade fruitivl by cultivation, and that
lavge sume of meoay a0 eheond <veTy yoar
for the purcuase of fond subetances vhich
might be arewn here. ‘very dallar'e worxth
of food which the furmer producss and sells
in these lelonds adde divsetly to the wealth
of the gountry. ‘m Lhe other hand, in the
oroccese of Ai=ztribution of commeditize %o
the ultl "le ¢ navepry, no divect increase
in value yeculte selelv fren the!r trang.
for from cie persen te ancther in the coursas
of comwrelial trarcaciione, It 4= falrly
te be inferred i{rem the statute that the
objact and purpose of the legislatuic wes,
in genesel terms, to levy the tax in ques-
tion, sionifieantly termed the "merchont®-
taxe® upcn ali pexsons engaged in making

a profit wper vesde produced by cthove,

but ¢o exeupt from Lhe tax 2ll persens
dirsetly producing covde frem the land,

In crder te asccumplish this purpese the
legielatune, inestend of atterciiny sm onc-
meration of exstwtes proeducte, hos grouped
them all under the neneral designation aof
*fagriculiusal productg.® (kolina v. Raf-
ferty, € Thil, 167.)

There has been no chance in the sgtitude ol Cengress

in giving preferential trestuent te €erners. However,

®

the ruling of mesvondent would be » zodiesl duparivrs

from thies time«honored pelicy. Tocemut planters would

be liable for the s=2lea tax of 7Y, while eprerateors er

preprietors of coronut oil wills end desiecated cocunug

factordes are %8xahle only av the rate of 20 undar S¢ce

tion 189,

Alze, shboca planters would bhe liszble to the

sales tax of T2 on gaies 0f chace {iber, whils rope

fagtorics are taxaile ol the rete of 236 Likewire,
rice famere would be taxevie at 7¥ en their salee of
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paisy, vhile cwnerz ef rico mille are taxable at 2%
I do net think Cingress fntended such a3 result when
it ensct:d Hapublic ‘et We, 1612 smending “ection 168
(b) of the %avenue Cede.

Finally, ar cvidence that the interpretatien
given by resrondent to the cintrevarsial smendment
introduced by Repiblic Act YNe. 10612 was not in cenase
nance with the epirit snd intent of the law, (onoress
was Quick to rerezl *he ammendment, net becaure there
wane necessity ‘'fer the meneal but in order to place on
recerd the ohbvicus fntantion of Congress and to et
short onee =7 fag =1! the injustiee baing cemmitted
by the continued anforcevent of the Tarronecus inter-
pretation® given to the law by the Buresu of Intemm:l
Revanues. {%e 2x-lanitery note te Ha B No. 6094, which
becsme %o Aet Moo 18%6; Vol. IV, e 3, Coograssion-
2l Records of ths 'lcuse of Heprocsntatives, duted Jsn.
30, 1957, raje %6. )

I vote to revar=o the degislon mpeale’ {xoa.

Agmpeiata Judye
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