REPURLIC OF THE PHIILIPPIMES

COURT OF TAX APPEALS
QUEZON CITY

CENTRNL VEGETABLE OIL,
MANUFACTURING CO., INC.,
Fetitioner,
Ve g o : C.T.A. CASE NO. 4340
COMMISSIONER OF INTERNAL
REVENUE,

Respondent.
oo Y] ' ,f’f '

A
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This involves an assessment and demand against
petitioner for deficiency I%4 miller’'s tax in the
amount of FL,575,514.70 for the year 17986 contained
in the DNDeputy Commissioner Eufracio D. Santos’
letter dated NMovembher 17, 1588,

Thr aegesament arose from the disallowance of
petitictmer s yeguest for tar credit of the sales
teae 1L paid on containers and packaging materials
Aaagain=t the 2% miller's tax due on its gross sales
af edihle oil and allied products,

The fartae are undisputed and are guoted below:

Fetiticoner is a manufacturer of
edihle and  coconut/coprameal  cake and

cuch other coconut related oil subject to

the miller’'s taxw of JIW. Fetitioner also

manufactures lard, detergent and laundry

arap suhject to the zales tax of 104,

in 1984, petitioner purchased a
apeci fied numher of containers and
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packaging materials for its edible o1l
from ite suppliers and paid the sales tax
due thereon.

Nfter an investigation conducted by
respondent’ s Revenue Examiner, Assesament
Natice No. FAS—-RB-84&~-BB8-0014661-0016464

dated NApril 22, 1988 was issued against
petitioner for deficiency miller’'s tax in
the total amount of F1,573,814,70,
details of which are as follows:

1.9.86
First Quarter
Deficiency 3% Miller’'s Tax

Met tauable sales P11,414,673.57

T Miller' s tax due thereon JTZG,425.920

Less: Sales tax paid e B8, 762,71

Deficiency miller ' s tax 286 ,667.19

Ndd: 25% Surcharge 61 ,665.80

204 Int. fr. 4--21-846 to 123,331.60
42188

TOTAL AMOUNT DUE ANMD COLLECTIBLE B 431,660.57

L9 86
Second Quarter
Deficiency 2% Miller’'s Tax

Met taxabhle saleg P 8,5863,672.67

FL Miller’'s tax due thereon 249,427 .37

.pes: Sales tay paid 42,447 . 33X

Deficiency miller’'s tau F 2046,950.04

Nd: 257 Surcharge 51,737.91

207 Int. fr. 7-21-84 to 0,540,564
4~21--88

TOTAL AMOUMT DUE AND COLLECTIBLE P 349,228.19

Defiqiégé;wﬁz Hilié;‘g Tax

Net tauxable sales P10,732,730.34
34 Miller ' s tax due thereon I12,609.62
Less: Sales tax paid 23,894,892
Deficiency miller'= tax 259,.114.81
Ndd: 257 Surcharge 64,778.70

207 Int. fr. 10-21-86 to 97 .,168,05

4-21-88
TOTAL AMOUNT DUE AND COLLECTIBLE P 421,061.56

Jdbo
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Mot t
AL M
lLesss
Defic
Ndd :

TOTAL

1.9.8.46
Fourth Quarter
Deficiency 3% Miller’'s Tasx

axable sales F_B,672,015.59
ller' s tax due thereon 252,582,998
Sales tax paid o A3, 801,79
iency miller’' e tax P 239,081.19
25% Surcharage ‘ 59,770.30
207 Int, fr. 1-21-87 to 74,712.87

4--21- 698

3

AMDUMT DUE AMD COLLECTIBLE P

On June 2%, 1988, petitioner filed
with respondent a letter dated June 27,
1788 requesting for reconsideration of
the abhove deficiency miller's tan
asspmements, contending that the final
provision of Section 165 of the Tax Code
dors ot apply to sales tax  paid on
centainers and rackaging materials,
henece, the amount paid therefor should
have heen credited against the miller’'s

tax assem=erl against it Again, thru
letter dated Septemher 28, i9868,

petitioner  reiterated its  reguest  for
reconsideration.,

On November 17, 1988, respondent
finaltly came up with his decision denying
petitioner o request for reconsideration,
full text of which reads as followss

November 17, 1988
Central Uegetable 011l
Manufarturing Co.., Inc.

F.0. Row 281é
Mamnila

Attention: Mr. James Chua

FPresident
Gentlemen:
We have received your
letter of September 28, 19688,
relative to our assessment

Sbu

29643
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againast  vour company in  the
amoun t of F1,375%,514.75, as
deficiency miller’'s tax for the
year 190646,

Section 168 of  the Taw
Code provides that sales,
miller' s or excise tawes paid
o raw mAaterials or supplies
u=ed  din the milling ptrocess
shall not bhe allowed against
the miller’'s  tax due. You
conbend that =ince pachkaging
materialas are not used in the
milling process then, the sales
tawrs paid  thereon should be
allowmed as a credit against the
miller’'s tax due because they
do neot fall within the scope of
the prohibition.

Tt ie o position,
hewgesvey, that wsince the law
aperil firally dnerg not allow
taves paid on the raw materials
o enpplicrs used in the milling
proceass as A credit against the
miller’a tasw due, with more
reason ahould the sales taves
paid o omaterials not used in
the milling process be allowed
A A credit against the
miller = taw due, There iz no
provision of  law which allows
much a credit-to-he made.

In view of the above. we
Aare retterating the assezsment
referred to above. We request
that you make payment
immediately =0 that this case
may he considered closed and
terminated.

Very truly yvours,

(56GD.) EUFRACIO D. SANTOS
Reputy Commissioner

On May 2, 17872, petitioner filed

incstant Petition for Review with

Sy

the
this
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Honorahle Court aszailing the validity of

the herein tax assessment. (pp. 98-101,

CTA rec.)

The only issue posed for our determination is
whether or not petitioner is liable for deficiency
miller ' s tax for the year 1986 in the amount of
F1,8375,514.70.

The question in this case hinges on the
application of the final proviso of Section 168 of
the National Internal Revenue Code which reads:

"Provided, finally, that credit for

any =ales, miller’s or excise tarxes paid

o raw materials or supplies used in the

milling process shall not bhe allowed

against the miller's tax due, nuxx"
Nocoording to respondent, the aforesaid provision
clearly and specifically does not allow taxes paid
on ravw materials or supplies used in the milling
pracess as a credit against the miller’'s tax due,
Nnd there being no specific provision allowing such
tax credit, the sales tay paid on materials not
uwsed in the milling process cannot be allowed as a

credit against the miller’'s tax due. Simply put,

the iscue is: Whether or not the containers and

packaging materials are raw materials used in the

milling process within the contemplation of the

afore—-quoted statute.
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Fetitioner' s contention is to the effect that
respondent erred in not allowing petitioner to
credit the sales tax it paid on the containers and
packaging materials against the miller’'s tax
aszesuned against it because the final proviso of
Section 1648 of the National Internal Revenue Code
does not apply in the case at bar and that it is
entitled to a tay credit pursuant to the ruling of
then Commissioner Ruben Ancheta.

Fetitioneyr is of the opinion that the
application of the final provise of Section 168 is
preposterous and  devoid of reason  because the

containers and packages cannot be considered as

the following reasons:

First: The raw materials used by
petitioner in manufacturing edible oil
are copra and/or coconut oil. In other

vicor des, the term Tused! in the final
proviso of Section 168 of the NIRC refers
or is strictly confined to "raw
materials" or supplies fed, supplied or
put into the apparatus, equipment,
machinery or its adjuncts that cause or
execute the milling process. On the
ather hand, the containers, such as tin
cans, and/or packages are not used or fed
into the milling machinery nor were ever
intended for conversion to form part of
the finished product, i.eay refined
coconut/edible oil. Consequently, it
wonld he absuwrd to say that said
containers and packages are "used in the
milling process", for the process

37w
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involves "grinding, crushing, stamping,
cutting, shaping or polishing” (See THE
DICTIONARY, by TIME, CORYRIGHT 1974, npn.
434, It iz one of the primary canons of
construction  that all statutes should

receive a reasonable interpretation, if
the meaning of the gstatute is at all
doubhtful, It has been a well-entrenched

doctrine in our jurisdiction that ":xuxx in
the interpretation of statutes levying
taves or duties, that in case of doubt,
auch astatutes are to be construed most
strongly against the government and in
favor of the subjects or citizens,
because  burdens are not to be imposed,
nor presumed to be imposed beyond what
atatutes expressly and clearly import
(Commissioner.  of Internal Revenue vs.
Fireman’'s Insurance Co., 168 8CRA 3153
Manila Railroad €Co. vs..  Collector of
Customs, 852 Fhil. 950; Collector v La
Tondena, Inc., 5 SCRA 663% Luzon Stev.
Co.. _vs. _Trinidad, I Phil. B03).
Furthermore, since the interpretation
given by respondent would result to
absurdity, such construction must be
peremptorily avoided (Ledesma _ _vs.
Fictain, 79 Fhil, 993 Diokno _ . vs.
Rehabilitation Finance €Corp., 91 PFPhil.
108, Feople vs. Villanueva, 1 SCRA 12483
Lagdameo  vs. Lao., 12 SCRA 6263 OGuevara
vs. Inocentes, 16 SCRA 370).

SECONMD » Fespondent’'s interpretation
of the term raw materials is contrary to

1 aw and jurisprudence. Thus, raw
materials as used in the definition of
"manufacture”, denotes materials from

which final product is made (Rlack’'s Law
Dictionary, 4th ed., citing State vs.
Hennessy Co., 71 Mont. 301, 230, p. 64,
&8) . And consistent with said
definition, Revenue Requlations Nos. 2-86
and 11-86 [effective Janhuary 1, 1986 and
Aunu=t 1. 1984, reaspectivelyl which
govern the filing of quarterly percentage
tay return and payment thereof under the
provisions, Inter allia, of Section 168 of
the MIRC, define raw materials or
material, to wit:
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"any article which when
used in the MANUFACTURE of

annother article, becomes a
bomogenous  part  thereof, such
that it can no longer be
identified in its original
state AInTe may bhe removed

therefrom without destroying or
render-ing useless the finished
article to which it has been
merged, mixed or dissolved.”

Tested in the ligbht of the foregoing
astatutory definition, it is evident that
crmbtainers and pachkages used by
petitioner are pot within the purview of
the final provien of Section 168 of the
NIRC. Understandably, _coontainers and
packages are finished products while rav
materials are as yet to be manufactured,
procesaed or milled into finished goods.
As  such, containers and packages  are
separate and distinct from the finished
goods, in that the former are. d
receptacles, not as  ingredients or
components, of the latter. As a coup_de
grace, it iz pertinent to note the case
of Caltex (Fhile.) Inc., vs. Manila Port
Service (17 8CRA 1073) where the Supreme
Court aptly defined containers and/or
packages -

"wuy a package is a bundle
made up for transportation; a
packet: a bale; a parcel; or
that in  which _anything _ 1is
packed:; a bow, case, barrel,
crate, etc. in which qoods are
packed: a container"
(Under=scoring Ours)

The definition is an emphatic rejection

of respondent’s construction that
petitioner’'s containers and_ packages are
raw materials  used in_ . the _milling

process. (pp. 80-82, CTA rec.)

Respondent however contends pursuant to

Revenue Regulations 2-846 and 11-846 and RIR Ruling

3 /‘f
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Ma. 66027 dated January 29, 19646, "that containers
are raw materials of manufactured articles'.

This contention is without merit. Suffice it
to =ay that what was defined in the cited Rewvenue
Flegnlations, iz the term "raw materials”. Said
Mevenue Requlations did not define‘"gqngg;ngng" or
"packaging _ materials". Clearly therefore
respondent’s contention  that the containers and
pachages are raw materials is untenable.

Section 168 of the National Internal Revenue
Code expressly limits the articles subject to
percentage tax [miller’'s tax]l to the following,
vizs "rape, sugar coconut oil, palm_oil, cassava
flour or starch, desiccated coconut, manufactured,
processed or milled by them, including the by~
product of the raw materials, from which said
Aarticles are produced, processed, or manufactured."
(p. 116, CTA rec.) From the aforesaid enumeration,
it i= unquestionable that containers and packaging
materials are not subject to miller’'s tax. As
such, the alleged miller's tax assessed against
petitioner for ites containers and packaging
material=z, in the first place, has no ba=sis, in
fact and in law. (pp. 116-117, CTA rec.)

Furthermore, the cited BIR Ruling No. 66-027

has no legal effect whatscever in this case, for it

37w
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ia deemed revoked, repealed or superseded by the
cited Revenue Regulations 2-846 and 11-86. And
hesides, the subject matter of the said RIR Ruling
Na. 6&66-027 is not Section 168 of the NIRC but
"Section 18R(e) of the Tax Code" in relation to
"Repuhlic Act No. 4084" (AN ACT TO FPROMOTE THE
TEXTILE INDUSTRY OQF THE PHILIFPFINES BY EXEMPTING,
UNDER  CERTAIN CONDITVIONS, IMFORTATIONS OF NEEDED
il MATERIALS, CHEMICALS, DYESTUFFS AND SPARE FARTS
AND  THE SURSEQUENT MANUFACTURE AND SALE OF PRODUCTS
DERIVED THEREFROM, FROM DUTIES AND TAXES, BY
CREATING A SPECIAL FUND FOR VITAL RESEARCH, AND FOR
OTHER PURPOSES) . Therefore, respondent cannot seek
refuge in =said BIR Ruling No. 66027,

FPFetitioner contends that it is entitled to a
tax credit pursuant to the Ruling of the then
Commiassioner Ruben Ancheta dated QOctober 18, 1984
which reads:

MMM MMM MRR
This refers to vyour letter dated

September 5, 1984 requesting that the 10%

sales tax paid on container cans

purchased by you, bhe credited against the

2% (now JI¥) miller's tax due on the

refined coconut edible oil.

It is represented that vyou process
copra and/or coconut oil o and sell  the
refined edibhle il in cansy that said

cans are purchased from can manufacturers
wha in turn bill to you the price of the

306
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cang and the 10% tax paid thereon which
are separately shown on the involce; and
that the cost of the cans, including the

A

25% miller's tax is computed.

In reply, I have the bhonor to inform

you that your request is hereby granted.

wor (Facific Owygen & Acetylene Co. vs.

Commissioner, G.R. Mo. L-17708, April 30,

1765y .. " (Emphasis supplied.)
citing the case of Pacific Oxygen & Acetylene Co.
vz. Commissioner, G.R. L-17708, April 30, 196%.

The ebove ruling of the Commissioner Ruben
nncheta dated Qctober 18, 1984 was effective and in
force when petitioner availed itself of the tax
credit in 178246 of a specified number of containers
and packaging materiale. Such being the case, the
zaid ruling cannot be reveolked by the November 17,
1998 apintion of the Deputy Commicessioner Eufracio D.
fantos (Exh. F) as  in  that way., to apply it
retroactively, would clearly be prejudicial to

petitioner., Section 278 of the Mational Internal

Revenue Code states as follows:

"Non-retroactivity of  rulings. Any
revocation, modification, or reversal of
any of the rules and regulations
promulgated in accordance with the
preceding section or any of the rulings
or circulars promulgated by the
Commissioner shall not be given
retroactive application if _ the

revocation, modification, oy
will be  prejudicial

eversal
to .the taxpaver
(Underscoring ours)

FEYEYS
WM .
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The reason for incorporating the aforequoted
provision in the National Internal Revenue Code was
aptly declared by the Supreme Court in ABRS-CEN
Rroadeasting Corporation ve. CTA (Noe. G.R. L-52306,
Oct. 12, 1981; 108 SCRA 143), thus

[

"This Court isn not unaware of the

well-entrenched principle that the
Government is never estopped from
collecting tares because of mistakes or
erraors on the part of its agents. In
fart, untmest caution should be taken in
this reagard. EBut, like other principles

of law, this alzo admits of =xceptions in
the interest of justice and fair play.
The inser tion of Section I8N {(now
Seetinn 327)Y  into the National Internal
Reovenue Code, as held in the case Tuazon,
Jr.  wve. Lingad (88 SCRA., p. 170), is
indicative of legislative intention to
suppnrt the principle of good faith. In
fact, in the itnited States, from where
Gection 24(h) was patterned, it has been
held that the Commissioner ar Collector
is  precluded from  adopting a position
inconsistent with one previously taken
where injustice would result therefrom,
or where there has been a
mistrepresentation to the taxpayer."”
(Emphasis =upplied)

The undevrlying principle of Section 338-A, now
Spction 278 of the Tax Code, is to provide for the
non-retroactivity of rulings of thé Commissioner of
Interpal Revenue (Tan Chong vs. Sec. of Labor, 72
Fhil, 307.) The principle of said provision is
qoad faith in that "the Commissioner or Collector

is precluaded from adopting a position inconsistent

d /(1
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with one previously taken where injustice would
result therefrom, or  where there has heen a
misrepresentation ta the taxpayer." { ARS~-CEN
Broadcasting Corporation vs. CTA, ibid, citing
Tiagon., Inc. ve. Lingad, 158 SCRA 130.)

In the case at bar, the imposition of the
deficiency miller’'s tax for the vyear 1986 will
surely result tn the prejudice and injustice to
petitioner in that the sales tax paid by petitioner
on the containers will not be credited against the
alleged deficiency miller’s tax; petitioner will
then bhe subject to tax twice considering that said
miller' s tax is based on the gross selling price of
the refined coconut edible oll on said containers,
(pp. 115114, CTH rec.)

Conzequently, the 1984 ruling of Commiseioner
fuben Ancheta, Allowing petitioner to credit the
maleg tan it paid on containers against  the
deficiency miller’'s tax on 1986 cannot be revoked
or repealed by the 19698 ruling/opinion (Exh. F) of
Deputy Commissioner Santos. (p. 114, CTA rec.)

WHEREFORE , in view of the foregoing,
petitioner Central Vegetable 0il Manufacturing Co.,
Inc., is not liable for deficiency miller’'s tax for

the year 1986 in the amount of P1,31%5,514,70,

51/\1
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No pronouncement as to costs.

S0 ORDERED.

Muereon City, Philippines, December

/'A\_

CONSTANTE/C. ROAQUIN
ssociate Judge

T CONCUIR:

>

ALEX 7. REYES
Frestding Judge

CERTIFICATION

1 hereby certify that this decision was
reached after dus consultation between the members
of the Court of Taxw Appeals in accordance with

Section 13, Article VIIT of the Constitugion.

éi 7. REYES

Pﬁésiding Judge
Court of Tax Appeals
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