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DECISION

This 1s #n appes]l from the desision of the ress
pendent Collector of Internal Revenus sssessing and
donsnding from the pstitiener, La Tondehs, Inc,, the
payment of the sum of B268,158.73 us opecifis tax on
mmmmmwmmw
it during the peried from July, 1951 to My, 1954,
inclusive, plus & ponslty In the smount of #10,000,00
for alleged {ilegal removal of alsohol from the pluee
of produstien without prepsyment of the specific tax
due thereon in viclation of Seetion 124 in relstion
to Sections 127 snd 133, and penslized under Seetfon

The petitioner, La Tondeis, Ine. 1s & cosperss
liquers, the pstitionsr is alse & duly licensed rec
cenditioned upon petitioner®s payment of the specifie
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tax that may be due on the finished product, 2s pro-
vided for In Section 129 of the Tax Code, It is also
engaged in denaturing ethyl alcohol for the manuface
ture of rubbing alcohol either for {its own use or for
sale to the public under the brand "Jai Alai" rubbing
alcohol or for the use of the different grantees of
special formulas, approved by the Bureau of Internal
Revenue, for the manufacture of fuel, shellac, rubbing
alcohol and other products specified in the grantee's
permit,

In denaturing alcohol, the petitioner uses three
formulas, namely: (1) Under the general formula using
methyl alcohol and pyridine bases as ingredients which
composition is used for fuel or lightj (2) under the
special formula using castor oil, or methanol and uranin
solution, or some other ingredients which composition is
used for the manufacture of shellac, wood dye, or for
some other industrial purposes; and (3) under the spe=
cilal formulas enumerated in the report (pp. l=18, BIn
rec,) of Agents liarisno P, Uy and Venancio Ona all of-
which are authorized by the Bureau of Internal Revenue.

Before denaturing the alcohol for each general
or special formula, the petitioner if for its own use,
or the msm grantees if for their m use, secures
first the approval of the Collector of Internal Revenue.
Thereafter, a date is fixed for the denaturing of the
alcohol, and at the place and on the date and hour fixed,
a denaturing committee composed of members appointed by

Ced
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the Cellostor, from three (3) to five (5) in number,
vitness the pouring of the ingredisnts speciffed in
the sppreved formuls to the sleehel, snd the resulte
ing compound is then posked In containezrs oxr drums
which are peinted and lettaved with the informatien
as specifisd by the Buresu of Internal Revenue, dif-
farent in color from the drums ussd for tax p2id ale
The subjoct msticr of the present asssssment and
demand are the denaturcd aicehol used by the petitiemes
in the manufacture of 1is “Jai Alai” rubbing aleshel
and the slecohel spocially denatured by the petitioner
and seld te diffecont puzehesars, ALl the othyl alcehel
uwsed in the donsturing were 189% proof, and all the al-
mmmmqmmnuwmm
tested by the repzosentative of the Buresu of Internal
Revenuwe in the Officisl Ssglister Beok hnown as Account
%mzuuhﬂ.dmhmvmmeIlm
On Jume 24, 1954, Intermal Reovenus Agents Marlane
P, Uy and Venancio V. Ona reperted, after due investi-
getion, that from July, 1951 to May, 1954, the petitiencs
did not pay the specific tax on 391,206 proef liters of
papstion of rubbing slcohel and other medicinsl prepaxa-
tiens, but instesd, 1t paid the 7% sales tax on the sale
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asmuch 3s the petitloner hes already pald the sua of
#5,823,47 as sales tax, the respondent, on July 26,
1954, issued an assessment and demand for the paymrent
of the sum of #268,153,73 as speclfic tax on sald
alcohol, plus the amount of #10,000,00 2s penalty,
which assessment and demand 1s now under review,

The only question to be decided in this appeal
is whether or not the petitioner is subject to the
specific tex prescribed in Jection 127 in relation to
Section 133, both of the Natfional Internal Revenue Code,
on its “Jal Alat* rubbing alcohol and the speclially
denatured alconol which it produced and manufactured
in accordance with special formulas for its different
customers.,

The pertinent provisions Of-SQCtiOﬂ! 127 and 133
of the Tax Code provide as follows:
"Sec, 127,

A

h @il BPRUOIATSLIONS LOTiILa L)
mv;trm? -

oral

0Gier :.: 1 r.' -, “ -
ief ingredient." (Underscoring

H3ec, 133, égiigﬁgg iai on d%s;;l;gd
«=~ Un dis ed sp s there shall
collected subject to the provisfons of
section one hundred and twentyeeight of this

Act, except as hereinafter provided, specific
taxes as follows:

*{a) If produced from sap of the nipa,
coconut, cassava, camote, or buri palm, or
from the juice, syrup, or sugar of the cane,
per proof liter, seventy centavosj

*{s) If produced from any other mate~
rials, per proof liter, ten pesos.

“This tax shall be proportionally in-

creased for a swn- of the spirits
taxed over n:EZG snirfte ¥ »
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On the authority of the provisions of law
quoted above,,the respondent Collector of Internal
Revenue assessed and demanded {rom the petitioner
the deficiency specific tax in question. The res~
pondent contends that the specially denatured alcohol
manufactured and produced by the petitioner herein,
some of which were used by it in the manufacture of
its "Jai Alai" rubbing alcohol and the rest seld to
the different grantees given permits by the Bureau of
Iaternal Revenue, are pmedicinal preparations, the chief
ingredient of which 1s distilled spirits, and hence
ijoct to the specific tax on distilled spirits.

The flrst inquiry therefore turas upon the mean-
ing of the terws “medicinal preparations" and "tollet
preparations®, The following definitions are in point:

W o mining n Vel sad Sommeres 0 ba

common speech and is descriptive of and ree

fers to substance used in medicine and pre-

pared for the use of the apothec wphr
sfcian to be adminitered as tro:xy in di-

sease." (Law Dhumuz with Pronounciation,
Ballantine, Philippine Edition."

"The expression *medicinal preparation®
Schedule A, 22 Stat, 494, means such articles
as are of use or believed by the prescriber
or user fairly and honestly to be of use, in
curing or alleviating or palliating or pree
vent some disease of affection of the
m::_' -:):m‘." (#ords & Phrases, Vol, 26A,

P'o »

ftpedicinal' means curative or allevia=-

tive; used for the cure or slleviation of body
e . " ﬁ‘r" & ’m‘“’, Vol. mg Pe
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®iTollet watex® - & perfumed ligquid,
usually wesakly alcoholic, as cologne or
Flox water, used in or aftexr & bath,
or #s 2 freshner of ths skin.,” (wWebster's
New International Dictisnary,)

“ipreparation’ is thet which is pre-
pared, or something _tqulgpo?‘ ompounded

or ¢
33‘ .‘ - mlarm : ords & Phrases,
e, Rectorine B, Cruz, Pharmscist of the Reme
Pharmaceutical Laberatery, testiffed te the effect
that donatured olcohol could be considered as medicinal
preparation because it can be used as an antiseptic end
tnhibits the growth of bsctaris (pp. 120-121, 135-138
‘Co®oMs ). This view is shapred by lMrs, Clemencia de¢ Dies,
Chief Pharmacist of the Quexen Institute (pp. 215-219
tos.n. )y by Dr. Gezmen Gastills, Residant Physician of
the Philippine Genersl Hospital (pp, 397406 t.s.n.)j
by Dea, Basilia-2falcita Taningee, Phaymecist of the
Philippine Genazal Hospital (pp. 151-153 t,s.n.)j and by

of Pl v, Univarsity of the Philippines, (tsn p.178-180, )

/ im the 1ight of the litersl mesaning of the texm
"medieinal preparation,” snd the opinien of euparts as
stated above and considaring that the Dyug and Cosmetie
Rogulations hus classified ond considered alcshol as
medicine (see 43 0.G. Wo, 2, Fab. 1947, pp. 406-419),
we hold therefore that the specislly denstured alcehel
menufactured and produced by the petitiomer s a medio
We shall now precled to detsrmine whethexr or not
distilled spirits {s the chief ingredicnt of the dens-
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tured othyl alcohol in question, Distilled spirits
as defined in Section 133 of the Tax Code iamclude:

*all substances known as Mﬁm,
m exide of 4thyl, or 3 s
which are commonly
}:: fexmentatfon and mmt m
m of grain, starch, molasses, w
or of sm lm or “TM

Thes, under this definition, ethyl aleshel is
sonsidered distilled epirits, Censidering this statue
Sary definition and Genersl Circular Ne, 468 of the
Bureay of Internal Revenus, dated September 18, 1940,
which states in part that "alcehol shall be censidered
the chief ingwedient of medicinal prepaxations If after
oueluding weter, alcohol constitutes more than 506 of
the m«m by velume,* we are of the epinien and
80 hold that the specislly denstured alechel peepared
and produced by the petitioner hexein, some of which
were used by it ‘n the menufscture of its “Jai Alai”
zubbing aleohol and the rest sold to its customess who
usad the same as rubbing alechel and fer medicel and
surgical purposes, is subject te the specific tan prese
exibed by Section 127 in reletion to Section 133 of the
Tax Codo. A cursary perusal of the different fozmulas |
wsed by the petitioncs, {n meking the spectully demss
tured oBeshol supperts this conclusiom, AL thess faor-
malas show that ethyl alcobel which by express pmovie
sion of law Is classified as "distillied spivrits® is the
shief iingredieat of said proparstiens,

Howsvar, the patitiessr contends thet for & P
peration the chisf ingradient ef which is w
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spirits to be subject to specific tax, the same must
be potable or ¢apable of being taken internally., . It
argues that since the denaturants used rendered the
alcohol unfit for internal consumption, it follows
that the specially denatured alcohol cannot be cone
sidered as distilled spirits taxable under Section 127
in relation to Section 133 of the Tax Code,

We are of the opinfon that such an interpreta-
tion is erroneous and farfetched, The law is general
and speaks of "medicinal and toilet preparations" and
*all other preparations* of which distilled spirits is
the chief ingredient, It does not make any distinction
but subjects such preparations alike to the specific

Moreover, in the impositfon of the specific tax
on alcohol as a medicinal preparation, the circumstance
of whether it is capable of oral intake or internal cone
sumption is not taken into account., It 1s sufficient
that alcohol has been menufactured and produced, and the
specific tax thereon immedfately attached. (Sec. 124,
NoI.R.C.) ’

The petitioner also maintains that the alcohol in
question was used for industries and i{s therefore exempt
from specific tax under Section 128 of the Tax Code
which reads as follows:

i Sl
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centum sbsolute
dznmd%uiwm
m‘:'oi’thn B or of the

Government ﬂm ef the
specific tax C3 seetion 133,
::" !mt n- fqr'\‘:n generall ig the
axts ond tndustrios,” .

We find petitioner’s mmtm untenable sad
without moxit, and on the contzary, we balisve that
the oxemption under Section 128 of the Tax Code refors
e B s | 0 demestic denstured alcohol uted in the opexetien
Bl | of industries and net te denstured alcohol te be used

Ceg
CS . ,q-vl.w‘u serely as an ingredient in the manufecturs of ancthex

f/*\— {‘-‘-f b fired

produet. To hold otharwise would render megesory and }
without effect Section 127 of the Tax Code for it 18 /f'
undenisble thet the msnufacture of medfcinal, teilet
and ether preparatiens aze industries, Congress in
snseting Sections 127 and 128 could not have intended
ﬁhu:atmhmmhaomhum_ﬁm
flollowing section. It 19 & caxdinsl rule of interpmos
tation that provisiens of law should be interpreted in
such & manner 8s to harmonize the same with other proc
visfems, Morceover, excmptions frem tenstion are highly
disfavored {n lsw end must be striatly censtrued. He
who clesims exomption must be sble to justify his elogm
by the clesrest grant of owgenis eor statute law, (Celc
lector vs, Nanils Jockey Club, Inc., 53 0.6, S76%)
amylmuaMmmxmwoe,l,mm
Jily 30, 1955.)

The patitioner furthor srgues that the new inters
protstion given by the respendent te Scectiomns 127 and
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128 of the Tax Code should net be givea 2 refresctive
offect; It claims that for the last tweaty (20) yesrs
it had been rolying on the previous rulings and pesmits
of the Buresu of Internsl Ravonue, and conssquently,

it did not take into consideration the amount of spa-

sific tax in its sale of the specially denatured alcohel

to the different grantees of peranits end in {is sale of
its *Jai Alsi® rubbing sleshol te the consuming publis,
'm.mtmammemmmuwm

offiser is bound by the previous rulings of his prede-
- csssors in office has alrsady been squérsly decided by

the Suptoms Court in ths case of Hilsde vs. Collectar
of Internal Revenue and The Court of Tax Appasis (53 0.
2481). Monce, it shall suffice to quote frem ssid de-
efsfon the spplicsble ruling of the Stpreme Court in
exder to dispese of the present contention of the patie

m th- Muim m

it
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This same point was decided in this
way in Stanford Unimsig Bookstore,
Thoue" 1 uthern Kaeylond Agrieuis
- ou n . r -

tﬂ!‘ll_?ti.t Associstion v, Commis~
sioner of Internal Revenue, 40 B.T.A,,
549, 554,)

And as to the retroactive effect that may be
given to a new interpretation or construction of a
tax law, the Supreme Court in the same case saids

*With regard to the contention that Gene
eral Circular Mo, V=132 cannot be given retroe
active effect because that would affect and
obliterate the vested right acquired bz petie
tioner under the previous circular,suffice it
to “I that General Circular No., V=123, having
been issued on a wrong construction of the law,
cannot give rilse to a vested right that can be
invoked by a taxpayer, The reason is obvious:

a vested right cannot spring from a in=-

terpretation, This is too clear to remqu
elaboration,”

Moreover, the previous interpretation of Seciions
127 and 128 of the Tax Gode having been determined to be
erroneous becomes a nullity. And as between the taxpayer
and the Government, the taxpayer camnot plead the veoid
act of an official to shield him from the demand of the
Government that he pay the lawful specific tax that is
demandable and due from him. The Government can neither
be estopped nor prejudiced by the illegal acts of its
servants. (Government v, Galarosa, 36 Phil., 338, 347,)

WHEREFGRE, In view of the foregoing considerations,
the decision of the respondent Collector of Internal Re=
venue assessing against and demanding from the petitioner
La Tondeiia, Inc., the payment of the sum of #268,153,73
as specific tax on the denatured alcohol it produced

458
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during the perfod from July, 1951 to May, 1954, inclue
sive, is hereby affirmed, and the petitioner is hereby
ordered to pay the said amount to the respondent,

However, with respect to the imposition of the
penalty in the sum of ¥10,000,00, the same being purely
penal in nature, this Court has no jurisdiction over the
same, (Ollada vs. Court of Tax Appeals, et al., 52 0,G.
4667.) With costs against the petitioner.

$0 CHDERED,

Manila, Philippines, December 16, 1957,

T CONCUR:
3 - ~ -
Presiding Judge

ROMAN M, UMALI
Associate Judge

dissents in a separate opinion,

'/«Mo?(z'- e copm WWL« G R Mo p- 4336, wit 2 eeidsd.)
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2 the tamability of edment Wy omscting Rcpublis At
Nao 1299. Those cireusstaness indicatso that if Cenge.
2008 1o dssctiefied with o otending prsetieo, 13 onseto

Sogioletien e sozecst 1% Tho faet Chet CongzoeC hao

not amandad tho lsw rolofiimg te demetured sleobel ss
imomproted ond sdoinistersd by the Buresu of Istar-
nol Movonue fez holf e somtury @ives rise ¢e a sizeng

POR THE FOREGOING CONSIDERATIONS, 4% is my epdo
nien thot both tho lettox and the epdzit of ¢he law
sheuld be reverses.
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