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In & letter datéd Deceader L0, 19%4, respondent
assessed against petiticnsr the sus of +79,933.41,
'uMMMummﬂnmm
ponding surcharges. [he sald aswount hes been (toa-
ized in the seserendus of gounsel for respondent,
ss follows: '

i. Forest charyes and sarcharges
o alleged purchases of logs

-i-.:lhu or uuﬁa?w.
m‘.ﬂm f‘.‘. o « FED,3008.46

MOOQOIOOCOOl "m“

98 ¢ ¢ s« o s a2 s 0o 0 » 430,06
3. 5% surcharge for discharging |

ummﬁm > ® 162.59
4., Deficiency sales tox and sup-

charye, o v oo o JL8026.36

Totll..-...om
in addition t» the satd sus of #79,933.41, peti~

tisner has slse been 3sked to pay the swms of
L0000 and 200,00 as "penalty in extrajudigial
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settiement of petitioner's failure to pay the sales
tax ia visclajion of sections 183 and 186 of the Tax
Code, as penalized in section 209 of the same Code"
snd for vielstien of the Dookkeeping Law.

Petitioner received the letter of respondent of
Decenber 10, 1954 en January 12, 1955, and has ap~
pealed from said decision disclaiming liability fer
the entire amount. The letter of respondent dated
January 10, 1955 relative te the “pemalty” of # 200,00
was received by petitioner oa January 15, 1995,
we shall take wp each item of the assessment separate-
1y.

1.

This item of *60,388.46 has been arrived at as
follows:

Regular forest ¢ en
1,096,111 bd. ft. of
first group timber ¥ 9,048,086

Ssgular ferest charges en
‘m'm M, ft. of
second

group timder —haddl.bé
Total regular forewt charges riC,919.72

304 surcharge for cutt

without license -y 32,939.16
504 surcharge fer transpert-

ing without inwoice 5,489,086

for discharg
without permit - 5,489.86

504 surcharge for late payment —ai89. .86
Tetal forest charges and
surcharges RN PLT)
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retitioner claiss that the forest »roducts (legs)
on which the above furcst charges and surcharges have
boen assezsed were all purchased by ity hence, it
osn not be held liable for the payment of s3aid forest
charges and surcharges. On the other hend, respondent
clsims that while yetitioner did not cat and remove

8
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J“‘ n:ﬁlﬂ-wm
uill operators in &0% Na. H60
and at the same time be free from pay-
i:;ﬂu danlng

m -
derscering supsliede) ' o
It 1s adultled that petitlondr geve lowas of
cash sdvences to sestain jersons whe sald suel
loans or eash advances in She form of logs. Iub rese
ponéent alleges that the alleged suppiiers were
merely the agemts of .etitioner in view of the &fre
canstances of the case, Cabt are Liose ¢irenastunces
which justify the couclusion that the seld suppliers
of logs were the agents of petitiomer? '
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The circumstances mentioned by respondent in
Justifying his conclusion that the suppliers of leogs
were agents of petitioner are (1) that "the majerity
of the vouchers supperting the alleged purchases
were not accompanied by the auxiliasry or official
invoices or official receipts showing payment eof
the forest charges on the logs purchased, centrary
to the provisions of section 1l of Regulations Ne.
85", and (2) that "the vouchers supporting the
alleged purchases of logs lack adequate information
and identification of the payees sppesring therein.®
(Page 6, Memorandum fer Respondent.) From these
circumstances, respondent hes arrived at the follow-
ing conclusion:

*The £ ing fects ascertained by

the investiga agent show that the
petitioner either cut the $ in ques~

tion or caused the cu

that the ferest %m‘
not paid. The facts nlushut&t

mmimumafmum
% i:?%-t::wt e B

cut or cau

er without license, ahnmmu

ﬁllﬂ.f&th“me

muﬁhdinmtmu'lofﬂu‘tu

forest in sec~
tion 267. Ns juncture, it may be
stated that tho said surcharges of S0x
were rductd te 255 by virtue of Repub~
14c Agt No. 434 m?u took effect only
on June 7, xm. . B=9, Memorandua
for Respondent. .

Petitioner 1s sought te be held liable fer the

forest charges and surcharges on logs that it pur~
chased from 1947 te 1949 under Sections 264 snd 267
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of the National Internal Revenue Code, which read

as follows:

"SEC. 264. thﬁ.gaum
e e N ided, the
otherwise specially provided, the
following charges shall be c¢ollect-
ed on each cubic meter of timber cut
in any public forest or forest re~
serve in the Philippines, whether re-
moved therefrom or nots

“{a) On timber in the first group,

not including ebeony, camagon and
molave stripped of sapuuog. three
pescs and fifty centavos.

*(b) On ebony stripped of sap-
wood, six pesos.

*({c) On camagon stripped of sap-
wood, five pesos.

*{d) On molave stripped of sap-
wood, four pesos.

"(e) On timber in the second
group, two pesos.

"(£) On timber in third group,
not including firewoed, omk peso:and twenty
centavos.

'(g) On timber in the fourth group,
not in¢

uding firewood, sixty centavos."

' 1y cut or gathered in any
public forest without license or, if
under license, in violation of the
‘terms thereof, the charges on such pro-
ducts shall be increa by three hun-
dred gentum. If forest products
shall be removed without inveoice, or
upon removal, shall be discharged with-
out permit from boat, c¢cap, cart, or
other means of transportation, the
charges shall be increased by twenty-
five per gggggg, and 1f, in any case,
the proper charges upon forest products
are not paid within 31:25 days after
the same shall be due payable,
such charges shall be increased by

sxar, That o Colleeter SPEatemal

Revenue may, in meritorious cases,
waive the surcharge of fifty per cen-

724



DECISION -
G T. A. CASE ND, 1O,

“- P

foxr disch without permit
xoimguat an exten of time not

atat of Ihe forvst sharges without

W&&ﬁ‘ swended by Republic

Section 264 classifies timber inte various
groups snd imposes different rates of charges on
each group gyt in any public forest or forest re-
serve. Section 267 prescribes the penalties feor
gutting or gathering forest preducts im say public
forest without license ex, if under license, in
vielation of the terus thereof; fer removing forest
products from the cutting ares without inveicej
for discharging forest products at destinstion with-
out permit; and for late payment if the feorest
charges are mot paid within the peried prescribed
in 273,

'Ithwt from Sections 264 and 267 that
the person whe guts or gathers timber from the forest
fs the one liable for the payment of forest charges.
The saae Lis true with respect te other ferest pro-
ducts,| Section 265 imposes forest charges on fire-
wood gut ia public forests eorx forest reserves;
Section 266 prevides fer the payment of forest charges
on all forest products gut., gathered snd premeved
from any private land the title te which is met
registered with the Director of Ferestry; sSection
268 prescribes forest charges on timber gyt fexr use
in the development of » mining claimj and >ections
269 snd 20 provide for payment of forest charges

on ainor ferest preoducts gathered or removed from
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any public forest or forest resszrve. lhat the
person who culs, githers oFr reacves ferest preo~
ducts frem the public forests is the ene lisble fer
the forest charges is 2lse evident frem tection 273
which prescrives the tize of paysent of such charges.
That section provides that fewest charges shall ve
péyable at the tiae of the resoval of the saas froa
the forest. ~

We are, thepefore, of the spinion thai, under
existing lew (Secs. 202-273, Revenue vode), ferest
charyges are payable prisarily by the person whe cutls,
galhers or removes forest producis frem the public
foresis oz forest reserves. Fotiticaer is adaittediy
not the sne who cut, gathered or resoved the logys
in guestion fros the public iorests.

Sat it 1s srgued that Lhe persens who allegedly
supplied petitioner with the legs in question were
ssrely the agants of the latter se that it f» the
ene llable fer the paymssat of the forest charges and
the corresponding penalties. [he {acts of recexd
do mot suppert the conclusien arrived st by res-
pondent, hﬁmﬂﬂwm!.ﬁl
of the duresy of Internal Reveaus:

"It was also ascertained in the
that ¥y buy

Agent Razal explained the neture of said trensaci-
fons as follows: '
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evidence having been sdduced that it cut oy removed
sald logs from aay public forest. Ths mere sbsence
of suxiliary ianveices or "gulias" does net give rise
to the presusptioa thst petitioner caused or osdered
to be sut the logs in question in the face of the
adaission by respondent himseli Lhat petitiener pur-
chased said logs "froam public land concessionsires
and private wodland owners throughout the Fhilip-
pines."

slozecver, petitioner is beiny charged with cutting,
or ordering er causing to be cut, forest products
without license, which carries with it the laposi-
tion of a penalty by way of surcharge im the amount
eof 300» of the forest charges due ea the forest pro-
ducts illegally cut. io person way be penalized wpen
mere presumptiocns mot supported by clear and convin-
¢ing evidence of the commission of the prohibited sct.
That no auxilisry iaveice ex "gula"™ accompanied »
purchase invoice covering forest products is neo
evidence that the said forest products were {llegally
cut and that the purchaser is gullly thereof, such
more than the fallure te preseat auxiliary iaveice er
“guia®™ is necessary to prove that a supposed buyer
of forest products is not in fact & “buyer” but an
“1llegal cutter® of such forest products to warrant
the Lepesition of the heavy pesalty of 300N of the
ferest charges due, lLespondent has miserably failed
te present such evideace; on the contrary, the evie
dence of record shows beyond doust that petitioner
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was merely the purchaser eof said legs.

S0 much stress has been placed by respondent
upon Section 13 of Regulations Ne, 85 of the Depart-
ment of Finance, which provides:

he m-m ° ‘
or gathered witheut uuau on which

charges axe payable is required te
present auxili invoices. I[he pro-
cedure outlined sectien 11 of thno
regulations shall then be followed,
Supcharges shall be collected fex
cutting without license, fox cutting
nm-unofthtm-cfthon-
cma. trensporting without nntu.

or discharging without permit.®
The position taken by respondent is that since this
section of Regulations Ne, 85 “speciffcally requires
the payment of forest charges by the pessessor of
forest preducts cut, gathered, or removed without
license,” amy person in possession of such forest
preducts, whether or net he was the one who cut,
gathered or removed the same from the public ferests,
is liable fer the payment of such charges. This is
& toe literal interpretation eof the regulations J
which finds no sanctien unller the law.

As already sdverted te 2bove, the law requires
paynent »f forest charges by the person whe cuts,
gethers or removes forest Mt: irom th- publ ie
forests or forest reserves. [he "possessor of fuﬁst
products cut or gathered without license” aeationed
in Section 13 of Regulations Ne. 89 ocbviously ufm.
to the person whe cut or gathered the forest products,
and not te a subsequent possessor or transferee for
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value, otherwise the sald provision of the regula-
tions would be invalid for being ceontrary te loaw.
Furthermore, the said section of Regulations Ne.
85 requivres that surcharges shell be callested "for
cutting without license, fer cwtting in violation
of the terms of the license,” etc., which penalty
can net certainly be impeeed upon a person whe did
mot cut such forest products. To construe said
section as suthorizing the imposition of the penalty
for illegal cutting of forest products upon a personm
whe did net cut the same would be violative of the
constitutional guarantee that ne persen may be de-
prived of his life, likerty or property without due
process of law. .

Let us view the case fi'li ancther sngle. day
a purchaser for value of forest products be held
personally ltable for the forest charges?

Forest products may be cut and removed from
the public forests only uwpon licenses issued by the
Pirecter of Forestry. Ihe lssuance of licenses by
the Director of Forestry 1e in the nature of sales
of forest products to the licensees at the prices
specified in the Netional Intermel Revenue Code or
as otherwise determined in accordance with law,
(See Sec. 1830, Administrative Code.) For this reasen,
the Tax Comuission which recommended the enactment
of the Natienal Internal Revenue Cede in 1939 ex-
pressed the view that -

mm‘munua
tinguished from taxes. They ave, '’
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stéietly spoaking. the price which

Fone aetntas 5o Setvssisasings to on=

ploit the public domain, rather than

Sevvives of goverments® (Wl Bo.

forert s 0t T Semlanian/(is5T. o

Respondent. )

For the protoétioa and conservation of the pub=-
lic forests, the utilization of which is expressly
limited by the Censtitution to ¢itizens of the Phil-
ippines (Art. XIII, Sec. 1 of the Constitution), the
Tax Commission recommended that the surcharge ox
penalty for cutting {9rost products without license
or in violation of the terms of the license be in-
creased from 100% (See. 1514. Adm. Code) to 30C% of
the regular charges duo: This recommendation was
adopted by Congress in Section 267 of the Revenue
Code.

But while the forest charges imposed in Chapter
V, Title VIII (Secs. 262-273) of the Revenue Code are
in the nature of prices for the sale of forest pro-
ducts, Congress has seen fit to maintain the classi-
fication of forest charges as national internal
revenue taxes., (Section 18, Nagional Internal Revenue
Codej formerly Section 1438, Adm. Code.) Being an
internal revenue tax, the collection of forest
charges is enforceable only in the same manner as
other internal revenue taxes. (Op. Atty. Gem., Oct.
27, 1922.)

Under Seetion 315 of the Revenue Code (formerly
Sec. 1588, Adm. Codo); the Government has a lien on

forest pioducts on which the cerresponding forest



DECISION «
Ge T. A, CASE NO, T

- 13 =
charges and surcharges have aet been paid. This
1isn sttaches to the forest products and may be en
forced aguinst such forest preducts is the hands
of subtequent pessessors out met egainst {nmeccent
purchasers. “Vhere & stetute makes taxes e perscnal
property a lien thereon, & purchaser of such pro=
perty taskes the same free from any lien for taxes if
the title passes before such 2 lien attaches by levy,
distraint, or otherwise, (sheldy vs. Ilddy, 1836,
118 . ., T92)." (Hongkong & Shanghai danking Corpers-
tion v. Rafferty, 3 Phil., 145, 181.)

it may be ergued that pestitiocmer herein caan
net be considered as 8@ Lanocent purchaser of the logs
in question secause of its failure te produce suxi-
liary invoices or “"gulas” coveriny its purchases
of said legs. CGranmting Lhet petitioner was sst an
innocent purchaser which 68 not oseen clearly estan-
lished, yei we ape of the oplalon thet the cellect~
ioa of the forest charges and surcharges here iavelved
can not oe eaforced ageinst petitioner personally.
The lien, if it exists, may be eaforced caly as
sgainsi the property te which it hes stiached. ‘s
aptly stated in the case ef Hengkeng & sheaghai Bank-
ing Corporatisn v. Rafferty, sapra, “"the plaintiff
(the purchaser of the forest producis) was met of
mm,vmm-rmﬂthm
nal revenue Laxes due the Covernment fros Fujalte
& Co. {the selles).® Therefere, if the property
subject te the lisn e lenger exists, as ia the
instant case, the logs purehased and menwfasturad

R -
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into lumber having been seld by petitioner, the liea
is thereby lost and the remedy of the Coverament is
. te proceed against the person or persons primarily
liable for the payment of the tax obligaticn, in
accordance with Sections 316=330C ef the Revenue
Code, This principle has been recognized and adopte
od Lia Regulations lie, 59 ef the Deparxtmeat of [inance,
Sestion 43 of which provides:
*Ia case the products have already

been removed and are beyond recovery,

or have Lecome valueless, the collectien

of the regular forest and sure

¢ s due thereon shall enforced

by distraint and lo:z in accordance with

sections 1588«1601 the Adainistrative

Code (liow Sections 315330, Revenue

C.dl)."

There 1s aneother iapertant aspect of the case
which apperently has been overlooked by respondent
which to our mind militates against the legelity of
the assessmeni. Agent Hazal, im his repert of Hoveme

bex 11, 1954 (Exh, 1 of Respondent) feund as a fast

No evidence hes been adduced to show that the public
land concessicneires and private wecdland owners
refexred to did not have licenses teo cut ferest

products frea their public land concessions and
private weodlands, The failure of respondent -t‘o pro=
duce such evidence is specially significant as regapds
ouners of private woodlands er forest lands,

In the case of private woodlands, forest proe-

ducts cut and removed therefrem are net subjlect to
733
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forest charges, if said lsads are registered with
the Directer of forestry in accardance with the
Forest Law and regulations. (5ee.1829, Adm, Codej
Sec. 266, Revenus Code; 5ec. 15 /a/, Regulatiens
Mo, 88,) The reasen for this te oovieus. The
Governmeat can not sell forest preducts which it does
sot own, (See. 1830, Ada, Gede.) The registration %s
seoquired 3s a condition for exemption to prove prie
vate ownership of such woodlands, \here the wood-
land or forest land is not registered, eicher because
the suppesed owner can not establish & valid title
thereto or for auy other reason, the owner is re=-
quired to secure » license from the Pirector oi Foxe
estry te cut fourest products from his land, /A license
ongce sesured ontities the cwner of the privete land
te sut timber and other forsst preducts from said
lond witheut the necessiiy of paying ferest charyes.
In other words, the license issued by Lhe Lirector
of Forestry tc the owner of a private weodland in
agcoxdange witih the Forest Law anu regulations has
the same force and effect as the registretion of said
land with the Directer of roxesiry, If the owner of
the private woodlanc fails to secure such license,
he 1s liable te the cerresponding charges es in the
case of ferest products cut from the puvlic {orests.
(See Sec. 266, Hev, Code; $66.15, Regs. No. 85.)
Respondent not having shown that the owners of
private woodlands whe supplied loys to petitieners
either did not register their private woodlands wits
the Bureen of Porestry or 41d not have licenses to
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cut forest products therefrom, the assessment
against petitioner for forest charges and the
imposition of the penaltj for illegal cutting of
such logs is fatally defective.

This item of the assessment is in the nature of
s deficiency assessment of forest charges and sure
charges in connection with what romt calls
undeclazed purchases of logs. Inasmuch as res-
pondent himself admits that the said sums of
$4,125,35 and #430,06 ure being assessed against
petitioner on acount of leogs that it purchased, the
assessment can not be sustained as in the case of
the first item,

Respondent seeks to cellect from petitioner the
sua of #162,58, representing Scﬁsmmn for dis~
charging without permit certain shipments ef logs
in 1948 and 1949, Petitiener claims that, as pur-
chaser, it was under no obligation te secure the
discharge permits, even granting that ne such per-
mits were in fact secured, Says petitioner, through
its counsel: !

"It is quite clear that the time

A

tm It is
muy ttod tlnt the timber
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covered by these invoices were pro-
perly eut under license and proper-
lz;trianport.d; the only claim of
the respondent {s that the discharge
was not proper. On the basis of the
admitted fagts that this timber was
eut properly under license and
transported properly under auxilier
invoice, it would seemn that the pet
tioner had no intervention at all in
this timber until it purchased the
same, As such purchaser, it certaine
ly would not have the ehi ation to
discharge the timber, for the dise
c ing of the timber is a part of
n which pertains to the ven-

« And since it is quite clear that
the act of discharging, improper or
otherwise, was not done by the petie
tioner, the surcharge therefor should
not be borne by the petitioner."” (Pp,
42-43, Memoran for the Petitioner.)

On the other hand, respondent ¢laims that
*since the herein pttizlonox appears to be the con-
sianee of the logs involved in this particular item
of the assessment, the 50K surcharge for removal
without disgharge permit as preseribed in section 267
of the Tax Code is due snd collectible.® (Page 15,
Memorandum for the Respendent.)

It is admitted by respendent that the duty of
securing a discharge permit for forest products
transperted from the point of erigin te the place of

destination devolves upon the licensee (forest con-
sessionaire) or his agent. However, he alleges that
taking into consideratien Seection 17(a) of Regulations
No. 85 which provides - g

“x x x The deputy provincial
treasyrer shall lthen grant a permit
to discharge the forest products
agccomplishing the form printed at
bottom of the offigial invoice and
return the official inveoice te the
consignee for his protection and as
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authority to discharge the forest

sists 3‘;&.%‘22":? f&'

i et et Shetos

in the proper place will be returned

to the consignee, together with the

official invoice. x x x*
ia relation te Section 22 of said Regulations, “the
duty te secure disgcharge permit develves also upon
the consignee and if the consignee receives delivery
of forest preducts without discharge permit he
stands liable fer discharging without permit.”

The cbligation of the consignee of forest pro-
ducts te secure a discharge permit at the point of
destination may be admitted. Petitiomer claims that
it wes net the consignee but only the purchaser, and
that it received the logs from the vendors after their
discharge by the carrier. Counsel for respondent
have not called cur attention te any piece of evi-
dence to show that petitioner was in fact the cone
signee of the logs in question. They merely stated
in their memerandum that "the herein petitioner
appears to be the consignee of the logs involved in
this particular assessment.”

It should be borne im mind that the surcharges
provided in Section 267 of the Revenue Code are pen~
alties imposed foxr offenses committed ia connection
with cutting and removing of forest preducts and in the
payment of forest charxges. (3ee Op. Atty. Gen.,
Nov, 14, 1922,) As such, there must be clear and
sonvincing evidence teo prove the commission of the

offense to justify the imposition of the corresponding



UECISIUN -
c‘t.‘.mmin

-1l9 =
penalty. The statement of counsel for respondent
put slight consideratioen,

Granting, argugndo, that petitioner was the con-
signes, it has been setisfactorily preven that dise
charge permits were secured from and granted by
agents or inspectors of the Buresu ¢f Internal Re-
venue, as shown by the testimeny eof Agent Razel,
whose report (Exh., 1) is the only basis of the
assessmeat in this case.

G Wil extmine Exhinit *5*

with isesblank marked
it "S=AY . . . 15 this a repre-

1siynee deserves

discharge

A, (¥Witness examines Exhibits *9*
and "S-A")
Yes, sir.

G In classif this Exhibit "5
a8 an nﬂlhtzv inveice which

you
face of Exhibit *3* which u;n
*Cancelled this date 9/23/40
all transported® with an !llegible

A I aid net.
lm. W-‘\Mdl

For puzpose of identifigation, we

request that this notation aru—
in*g on the ftﬂ.:! Exhibit ;. s
gﬂn and mazked as Exhibit "F"

the petitioner in this case.

G Did you not inquire from your
ma-uum can have signed
this notation marked Exhisit *F"7

2 i did net,

G mnmmuﬂ-mu
{on that the date when

the notation was made as to the
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transportation of the logs in
auestion is mnutiulm '
same 83 the date of the fary
inveise. . othe notation "Cane
celled this date September 23,
1948" wheresas, the auxiliary in-
voice waes dated Seploadber & e
yOAr . « +8id you notice thet?

I did mot notice it before.

Sp this euxil invoice dated

mey 3, 1949 » for purposes of
idantification, we ask shat it be
marked Exhibit "8" for the petie
tiener In this gase, isancother of
those auxiliary inveiges which yow
:z snow :go i{mpreper discharge withe

(fHitness exanlnes Exhibit “G*)
fes, sair,
In clagsifying this iaveice as such,

aid note the appearance of the
on the fasce of Exhibit
™A tad

this case.

Do you know if this fellew “Angeles®
wiose appesrs 38 part oi
Exhibit was one of the forue
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& Yeu sald you have not veferred

ually be censidered s disc
t of this particular inveice,.
Q. fut, 25 » matter of fagt, at the
time condusted this casa,
you did net Iinquire as who
was thet person signing « + + is
it not? *
A, Yes, sir, Decsase 1 have set re-

A, Neo, sir.

Agent Razal confessed his fgnorance #s to the
WARNEr or procedure of granting discharge peraits.
He admiilied that he did mot check the signatures
or indtials appearing in the suailisry invoices
showing thel the shipments of forest products covered
by sald invelces were verified and checked by agents
ox inspeclors of the Sureau of Internel "evenue.
¥hen confrented with the signature of /ngeles (8
former forestry inspector of the dureas of Inter=
nal Revenue) ia one of the iaveices, he werely said:
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*1 would net know that because, 88 I said, I have
not referred te the markings.® And yet the repert
of Agent Razal, which ebvicusly lLecks esseatial
deotails for the proper determination of the liabi-
lity of herein petitioner, was accepted at face value
by respondent. We can not leock with faver upea halfe
hazard investigations eof this charegter where inves-

tigating ageats conveniently overiesk eor dissegard
essential details te suit their ewn purpeses,

214,826, 9¢ for the peri
‘ran 1947 1o Lo%3

The assossuent of deficiency sales tax sad sur-
¢harge against petiticner in the sua of #14,826,96
sovering the pericd frem 1947 te 1949 is based on
thie -allewance of the value of the logs puzchased as
8 deduction irva the yross selling price of lumber
manufactured out of said logs. Ihe position taken
by respondent on this matter is as foliows:

®Xx x x As ascartained by the

investigating asgent, the tioner
unwcﬂy punhm.lqt said

of the forest
said circumstances, it is
ovident that the said were il-

tf
i
;
:



in short, respondeat is of the epinien that fer the
value of the roaw wasterials te be deductible from
the gross selling price of the msnufsctured articles
it is esseniial that the “sales tax has been pre-
vicusly poid on the rew ssterials” and that the
asnufacturer sust prove that the sales tax has been
sctually pald, We do not think that this is the
Gerzect interpretation of the law, Farenthetically,
we even doudt whether respondent has given the matier
sarious thought Lecause we sneow that me samfagcturer
has ever Sean reguired to prove that the sales tax
had beon previcusly vaie on the rew matarisls pur-
chesed locally tros anocher aanufacturer, producer
or isporier beiere he is aliewed to deduct the value
of such row waterials from the gross selling price
of his sanuisctured articles. The case of petition-
er is an eloguent proof of this statement., Jas ree~
pondaat required petitioner te prove previous pay-
ment of the sales tax on all sales of logs te it by
188 suppliers pefore allowing the deduction of the
value of sueh logs from the gross selling price of
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its luaber? Certainly not., In the assessment of
the deficiency sales tax in this case, respondent
has taken into account enly the purchases of logs
involved in the first item, 2lready discussed above,
while the value of the loges purchased im other ias-
tances hae been allowed as a deduction frem its gress
selling price of manufactured lumber witheut preef
of previous payment of the sales tax on the sales of
such logs te petitioner. Sut this iz beside the
point. %e shall consider the question purely on its
merits.

The provision of Section 196 of the Revenue
Code invelved in this case reads - |

. B W That where

the articles are actured eut of

materials subject te tax under this

section, the teotal cost ¢f such

materials, as duly established, shall

be deductinle

fmmwmm

price or gross value in money of the
manufactured articles x.x x.

Section 186 imposes & percentage tax ea eoriginal
sales oi articles, not enumersted in Sections 184
sad 165, by ssnufacturers and produsers, ,such tax
te be based on the gress selling price or gross value
in meney 6f the spanufagtured articles. From the
gross selling price, the law allows te be deducted
the total cost of rew materials, es duly established,
to arrive at the taxable gross selling prise. Fer
the cost of the rew materisls to be deductible from
the gaddd selling price of the ssnufsctured articles,
the law requires:

(1) That the rew materials
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mhmummm
tien 186; and

{2) That the total cost of
such row materials must be duly
establ ished,
tas petiticnsy met these requirements? we
selieve o,

“ihe Logs in questicn were @datittedly purchased
by petitioner irea “publis land concessionaires amd
froa private woodland omwers.® The said logs were
used In the senufsgture of lLusber for sale, and
were actually seld. Public land goncessioensires
ond private woodland cuners are producers f the
loge eut or jathered by them whether from public
land concessions ex frem privete weodlands. Cone
sequently, they are subject to tax en thelr sales of
such loys to petitiener under sectien 186, legs met
fﬂlh.uﬂ-mumchmdmkh,m
ted in Sections 184 sad 109, ﬁln. the tetal cost
of such logs has boen duly established, as evi-
denced by the fact thet respondent has assessed
8 deficiency sales tax en the cost of such logs.
These circuastances sre sufficient to estsdlish the
dedustibility of the cest of the logs frua the
gross selling price of Lunber senufictured sut of

V‘Wummmutmwm-
sion requiring preef of previsus payaont of the
of may be allowsd as & deduction frea the gross
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selling price of the wanufactured articles. To
require preef of previous payaent of the sales
tax on the raw waterials by the vendors thereof
would constituie an unreasonable requirement which
finds o justification 1a nu';ﬂ- 1lustrate:
(l)s A, 2 manufascturer of fure

aill epemerar, on Jemary 15 1954

A made furniture out ef said lumber

::;‘ :old the furniture im March, |

Under the law, A {3 required to file hie return
of his sales of furniture from Janwary to sarch,
lmmtommulnuxtm:»mlwutm
Apzril 20, 19%4. & !fs glu required to file his re-
turn of his sales of lumber frem January to March,
1954 and to poy the sales tax thexeon net later than
Ani!; X, 1994, (Sestien 183, Revenue Code.) sust
A prove firet that B paid the sales tax on the lua~
ber that he dought froxm the latter to enable hia te
deduct the cost theveof frem the taxable gress selling
prise of furniture? And what evidence would be
required oy the Cellestor of Internal Revenue to
prove payment of the sales tax ea said lusber? weould
it be the efficial receipt or & certification by the
collecting officer?

Another illustretion:

(2)e A, & manufacturer of doers

and windows, lumber frem B, &

luaber desler, in turn bought

the lumsber from C, a sawaill operator.

In this case, C is subject to the sales tax on

lumber sold te B. 5 13 net subject te the sales
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mmhumlo-tqlmrto!.MnQMy
sabject to the gredusted flxed fnnual tax under
section 182 of the Revenue Code. - 1s subject te the
sales tax on his sales of doors and windows, What
anu &2 recuired of 2 Lo preve payaeat of
the sales tax on the lusbor thet he bought fres 37
Would A be required to get » certificste {rom &
as to payment of the sales tax? Ia 3ll lilkelihced,
3 would not be in a pesition e sertify to the pay-
ment of the sales tax ss he was 2ot the one whe pald.
L the other hand, ~ caa met 2sk C o glve hia such
s certificate as he did not buy the luaber Irem G.
In sueh 2 case, 1f the. theory of respondent is Lo be
belioved, » would not be antitled to deduct the cost
of the lusber from his gross sales of doors aad wine
dows, which is contrary to the letter and spizit of
sectien 18¢,

(A

In this cese, must A walt ustil after § had paid
the tax to entitle him te deduct the cost of the
luaber from his gross seles of furniture? To follew
the theory of respondent would be unduly harsh wpea
l. .

#e heve given the sbove illustretions tc preve
the unressonableness of respondent®s theerv. it
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would cause manufacturers umnec difficulties

end hasper the flow of business, VIt is eur opin-
ion that whezre » manufecturer of articles taxable
under Section 186 buys rew materials lecally, it is
enough for him to show that the materials bought by
him and used in the manufacture of articles sold s
subject to tax under the saue section and that the
total cost thereef is duly established. I1f the
Collector ef Internal Reveaue has reasen to believe
that the sales tax on the raw materials has not been
paid, {t is his duty teo go after the delinquent
taxpeyer. In the instent case, what respondent
should have done is to investigate the vendors of
the logs to determine ;hOthnx or not they have pafd
the sales tax,

Petitioner has also rafsed the issue of pres-
cription, It is ¢laimed that the power of respondent
to asgess tai-s against petitioner for the yesrs
prior to January 12, 1950 has expired, The assess~
ment in this case wmas received by petiticner on
January 12, 1955, Respondent alleges that pgti-
tioner has net presented evidence te sustain the ¥
defense of prescriptien,

The deficiency sales tax has been assessed
against petitioner in coennection with th; total cest
of logs deducted from its gross sales of manuface
tured luaber. It can not be denied, therefore,
that petitioner filed ite sales tax returns snd
they were filed on time. HAespondent could not have
agssessed 8 deficiency seles tax in rospaei of the
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cost of logs deducted from petitioner®s gross sales
if no returns wers filed. Said Agent Aszal in his
report (Exnibit 1 for respondent}):

~ “Evideatly, no sales tax was

also paid on logs and timber
fllegally seeurcd. khevertheless,

g July ":ﬂ::l; .1nu::. -
with General Circular V=32, (Page

55, 5, I. R, fecords; underscoriag

Counsel for respondent claim that the law applie
cable to the case is Section 322 of the Revenue Code
which mm&m respondent to assess the tax withe
fa 10 years from the date of the discovery of the
froud committed by plti‘&imlr. They say thet "M!.-‘
tioner 1s guilty of frewd becsuse it deducted the
cost of the logs from its sales of lumber "notwithe
standing the fact that the legs in question were
not previously subjected to the stles tex,” We

wote from the meworandus of counsel for respone

dent:

“Iit may also bs stated that the
fagt that petiticasr deducted, ier
sales tax purposes, the cost of logs
from its sales of lumber, noi~
withetand the fact that the logs

in loa were not previously sub-
ot S e
.
gespondent has, under Sec 332 of
the Tax Code, ten {1U) frea
thﬂwdthll{mr.w
or omissien within waish to assess
the taxes In guestion. Ine records
show that the focts upem which the
assessaent in this case is based
ware ! on Nevens
%ﬂ .‘:ﬁu
on
10, 1954 (Exh. 2 ‘within the
peried section 332

&
1
£
7
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Memorandum for Respondeat,)

Counsel for respondent have apparently taken a
stand diametrically opposed te that of respondent
in this case, The sssessment of respondent as cone-
tained in his letter of December 10, 1954 (admitted
to have been received by petitioner on Jan. 12, 1938)
has imposed upon petitioner only ordinary sure
charge of 251 for late payment. \Z cases of fraud
in the filing of perceatage tax returns, Section
183 impeses, and respondent his invariably added
to the tax or chﬂc;aney tax, a surcharge of 504,
That the fraud penalty of %X surcharge is not scught
to be collected from petitioner is an admission that
respondent himself does not believe thet the former
is guilty of fraud, | (See Gentyal Azucarera de Tar-
1sc v, Collector of Int. Rev., C, T. A, Ne. 206,
Ogt. 15, 1956.) Counsel for respondent have not
made sny allegation or representation that respon-
dent committed 2 mistake Iin not seeking te collect
the fraud penslty. We are, therefore, of the opin-
fon that the statute of limitatians propesly appli-
cable te this case 1s Section 331, which autherizes
the Collector of Internmal Revenue te assess internal
revenue taxes only within 5 years after the return
was filed. Si@- the returns ia this case, covere
ing transactions which took place from May 1, 1947
te July 25, 1949, were filed more than 5 years befere
the assessaent was received by petitioner on Jan.
12, 1955, the right to assess said deficiency sales
tax has prescribed, assuming that the stand of res-
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pondent as regards the disallowange of the deductioen
of the cost of the legs from the gress selling price
of lusber {» preper.

¥ith respect te the “comproaise pesaity” ia
the sums of 21,000 and $2C, we reiterste the opinion
exprossed ta numerous cadés alresdy decided by tals
Court (notsbly Seledad %, Srifiss v. Collester of
Internal Nevenme, C. T. A, Ne. 16, Sapt, 14, 1995
Unfivarsity of Sto. lemas v, volleclewr of Intexasl
Rev,, C. T, A, No. 10, Septesber 10, 1956) to the
effect that the Cellector of Internal Revenue Lés
a0 power to fmpotse penaltlies fn the gulse o ceu~
promise without the consent of the tampayers.

FOR MR FOREGU ING CONS UEHAT Iuise, the decision
appedled from {s reversed, without proncuncesent es
te costs,

S0 ORDERED,

Manila, November g, 1956,
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