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Manila Elesctric Company, netitiocner in these
twe cases for the refund of aslleged overpaid come
penssting tax on its various laportations during
the neriod 1962 to 1964, poses the lssue of whether
the use of conversion rates and inclusion of the
margih fee in determining the tax base of its ime
perted articles, which were finsnced by it through
crdinary commercial letters of credit or telegraphic
transfers and by dreect U.o. dollar loans with a
syhdicate of United States Gank scting through the
First Nationsl City Bank in Mew York, sre legal,
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During the joint hesring of those cases on
rugust 18, 1976, the parties withdrew the partisl
stipulation of facts filed by them on March 6, 1973
on the ground that the same is not necessary to
the resclution of the issue inveolved in the initaﬁt
cases, !lo trial on the merits wes, therefore, con=
ducted by the Court as petitioner and respondent
merely submitted these cases foxr decision after
they have filed their respective memorandum in
support of their pesitions,

As borne ocut by the pleadings submitted by
the parties, i.f sppears thaty

Petiticner is » corporation organized and
existing under the laws of the Philipninesy, and
is engsged in the business of generating and
distributing electiic power to customers in
Manila and suburbss

1. 4s Fizst Cause of agtion in CIs Case
lge 14644~ During the perlod covering august 13,
1962 to april 30, 1963, several shipments of va=
rious items of electrical equipment, accessories
and parts ilmworted by petiticner and financed by
it thoough ordinsry cemmercial letters of credit
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ox telegraphic transfers with a total C,I.F. value
of US$1,339,299.,66 »rrived at Manila, and respondent
through the Collector of Customs of Manila, converted
such dollar value o pesos for detexmining the tax
base of the lmported srticles to the equivalent sum
of 75,319,410,76, and levied and collected thereon
as compensating tax pursuant to Section 19 of the
ational Internal Revenue Code the total sum of
Pa11,759400s In determining the tax base of the
fmported articles, respondent, thru the Buregu

of Customs, usedtthe conversion rate of 13,90

to a2 US dellar and included the 25¢ margin fee
prescribed in Republic Act No. 2609y pursuant to
Department of Finance Order Nos 22 dated april 285,
1960,

Alleging that the conversion rate and the
margin fee should not have been used snd included
in the tax basey and the correct smount of compens
sating tax that should be pssessed and levied thexree
on is P2693223,00 and not PM411,75940C, petitioner
comuted an overpayment of rld6y536400, vetitioner
filed a claim for refund of this smount dated May
3, 1963 but same was denied by respondent in his
letter of July 3, 19634
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<. A8 jecend Cause of setion in JTa Case 1D,
A464.~ 1In 1962, petitioner contractdd for » direct
UeSe dollar loan with 2 syndicate of United itates
banks, acting through the First Mational City BDank
in New York, to finance the dollar costs of one ade
ditional generating unit for its power plant, Under
the loan agreement, the syndicate of United states
banks extended » credit of not exceeding UsS9,40,
Oinex to petitiocner wherein the syndicate of Ulltd.‘
$tates banks would magke advances from time to time
%o petitioner for the nurchsse in the United 5tatos
and tramsportstion to the Philipoines of one addie
tional genersting unit for its power planty petie
tioner to repay the sivances in fourteen (14) anpro=
ximately equal semieannusl installments commencing
‘on March 31, 1964,

puring the period covering June 28, 1962 to
april 8y 1963, several shipments of various items
of electrical equismenty asccessories md/hﬂl
imnorted by petitioner and financed by it from the
advances or loans extended by the syndicate of United
States banks with 5 total Cel.Fy value of $24305,685,09,
sxrived st Manilass Respondenty through the Collector
of Customs of Manilag converted such dollar value
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to pesos for deteraining the tax base of the ime
ported articles to the eguivalent sum of 1"8,992,211,17,
and levied and collected thereon as compensating
tax pursusnt to Section 190 of the National Internal
Revenue Codey the total sum of PTl4,136.07 o In
determining the tex base of the lmported articles
respondent, thru the Buresu of Customs, used the
éonversion rate of P3,90 to s US dollasr and included
the 25¢ margin fee prescribed in Renublic sct No,
2609, pursuant to Department of Finance Cxder Mo,
22 dated mpril 25, 1960,

Claiming that the conversion rate and the
margin fee should not have been used and included
in the tax base; and the correct smount of compensg=
ting tax that should be sssessed and levied thezeon
is P35641724(0 and not P714;1364C petitioner come
puted anh cvernayment of FAST 964400, On May 3,
1963, petiticner filed with respondent 3 elaim
for refund of the excess compensating tax but the
same waps denled by the lastter in his letter dated
July 20, 19634 '

3s As Cflxst Cauge of scilon in CTA Case No.
1548, During the neriod covering December 26, 1962
to July 9 1964, several shioments of vsrious items
of electrical equipments sccessorles and parts imorted
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by petitioner and financed by it through ordinsry
commercial letters of credit or telegraphic transfers
with » total C.X.F. value of US§1,927,695.05 srrived
at Manila. Respondent, through the Collector of
Customs of Manila, converted such dollar value to
éml for deteraining the tax base of the imported
articles to the equivalent sum of ¥7,536,177.85,
and levied and collected thereon »s compensating
tax pursuant to Section 190 of the Mptional Internal
Revenue Code the total sum of PH93,436,00, 1In
detexmining the tax base of the imported ~rticles,
respondent thru the Duresu of Customs, used the
conversion rate of P3,90 ¢to a US dollar and inclue
ded the 25 margin fee prescribed in Mepublic act
Ho. 2600, pursusnt to Department of Finance Crder
Noe 22 dated april 25, 1960,

mvexring that the conversion rate and the
margin fee should not have been used and included
in the tax base, and the correct amount of compen=
sating tax thot should be assessed and levied theree-
on is M96,039,00 and not P593,4364.0, petiticner
computed an overpayment of P97,301,00¢ On sugust
28y 1964, petitioner filed with respondent a claim
for refund of this amount but the same was denied
by the lstter in his letter dated October 12, 1964,
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4. L3 second Cause of sctien in CTA Case
No, 19484~ 15 has alresdy been stated sbove, in
1962 netitioner contrscted for » direct U.S, dollar
loan with » syndicste of United States banks, ascting
through the First National City Bank in New York,
to finance the dollar costs of one sdditional gene=
rating unit for its power nlsat. Under the loan
agreement, the syndicate of United States banks ex=
tended a crodit of not exceeding Us$9y400,0 0,70 to
petitioner wherein the Syndicate of United Ststes
banks would make advances from time te time to petie
tioner for the purchase in the United ststes and
transportation to the "hilinpines of one additionsl
genegating unit for its pover plant, petitioner to
repay the advances in fourteen (14) approximately
eqgual serleannual installment: commencing on March
31y 1964,

Puring the peried covering mu 16, 1983 to
Janusxy 9 1964, several shipments of various items
of electrical equinmenty sccessories and parts
imperted by vetitioner and financed by it from the
advances or loans extended by the symilcate of
United states banks with g total Cyl.Fy value of

UsS341714087,78y axrived st Manilas Hespondents
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through the Collector of Customs of Msnily, convexted
such dollar value to nesos for determining the tax
base of the imported articles to the equivalent sum
of "I2367,340,17, and levied and collected thereon
25 compensating tax pursusnt to Section 190 of the
Mational Internsl Nevenue Code the total sum of
P9T4,430,004 1n determining the tax Dase of the
imported articles respondent, through the Buregu
of Customs, used the conversion rate of 73,90 te
» US doldar and/included the 2% margin fee prese
cribed in Aepublic rct Noe 2609y pursusnt to Doparte
ment of Finance Under Mo 22 dated mpril 25, 1960,

slleging that the conversion rate and margin
fee should not have been used and included in the
tax base, and the correct smount of comoensating
tax that should be assessed and levied thereon is
PAT5,9354 and not P974,43 Oy petiticner compue
ted on overpayment of PM94,495,004 On August 28,
1964, petitioner filed with respondent » claim for
refund of this sncunt but the same was denied by
- the latter in his letter dated October 12, 1964,

The parties now pose the follcwing issues:

1y thethex or not the dollar values of the
imported srticles should be converted to pesos »t
the official (parity) rate of ‘2400 to $1l4703 and
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2+ Vhether or not the margin fee should be
included in the tox base of the lmported articles
and should fora paxt of the conversion rate.

Indeedy "due to the pressure on the internge
tional reserve of the country snd the threat te eco-
nonic stability," a8 well as "the rate of t+nm|.
crisis®, the lonetary Roard svpiled of the emergency
power granted by Section 74 of Mepublic sct No. 265,
otherwise known as the Cemtral Sank Act, and issued,
on December 9, 1949, Circular Yo, 20 vestricting
"sales of exchange by the Central Bank”, subjecting
"all transactions in gold and foreign exchange to
licensing” by the same, lliﬁr-qutﬂlu the surrender
thereto of 1008 of all foreign exchange receipts at
the official parity rate of ¥2,00 to » U.se. dollaz,
(see Comissioner of Internsl Revenue vs, Royal
interocean Lines, Yo, [=26806, July 30, 1970, 34 Sona
9s) Section 2 of Circular No. 22 of the Centrd
Banky dated May 21, 1953, nrovided, intex alise

“The fellowing are fore nhT
tr fons and as nquudiﬁ Bank

1
ﬁ;umhm-h.tfm& driu fcensing
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“(a) Transactions ing or with respect
p:huscu situsted sbroad h-lnngj.ng to
ipoine residents, whether cx such
pssets are held through, in or ul.th Philip=
pine Banks or banking institutionsg

x x x x x

" tr
Iil!l'l lm‘c) :;l!:._an:ﬁimm 4 l‘al
s Or giﬂn security for »

BT LI i 1 M
nt

act which 3 reside
or e&ll wmagt nfa;nn-nﬂm
znv momy or the account of 3 resident
orelgn euzrrency;

i

5

its

s-B‘

X X x x x

“{ ny other transactions :I.mlvl.ng
| internat and f!.mh.l implicationse”

AS long as the Central Bank of the Philipyines
subjects all transactions in geld »nd foreign exe
change to Mcensing in accordance with the provie
sions of Section 74 of Republic ‘et Noy 265; the
Central Bank, in respect of all ssles of foreign
exchange by the sald Bank and its agent banks; was
suthorized on July 16, 1959 undexr Republic Act Mo,
2600 to establish a uniform maprgin of not more than
forty per cent over the banks' selling rates stipue
lated by the Monetsry Board under Section 79 of
Republic act No, 266, The policy incorporated in
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Circulax Mo, 20 and imolemented in subsequent cire
culars, was »lso relsxed with the eaactment of
Republic rct Mo m./ which directed the monetary
authorities to take steps for the sdontion of a
foureyear nxogram of gr-dual decentrol, during
which the Jonetaxry Roard, with the approval of the
Presidenty could and did fix the conversion rate
of the Philinoine pese to the Ugve dollar at »
ratio other than that prescribed in Section 48 of
Republic “ct Mog 2654 Uuring the periods involved
in the instant cases, it appears that the free
market conversion rate was F3490 to » Usie dollazy
at which 2ate the values and prices of the varicus
importations of petitlioner quoted in U,5, dollars
were converted inte "hilinpine pesesy including
the margin then fixed at 25% for the purpose of
the comoutation of the tax bsse in the assessaent
and collection of the commensating tax due on the
shipmentay

The transactions from which the different
importations of petitioner srose involved the fole
lowings

ls 1n 19624 »s stated earliery petitioner
contracted for o direct Usds dollar losn with »
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syndicste of Upited itates Lanks, scting through
the 7irst Hatiomal C4ty Bank im New !-u-k. to fie

the }hllu \lﬂltl of one additicnal genarating
unit for its power plant, Under the loan sgreement,
the syndicate of Upited ftutes Banks exteanded 2 cree
84 of not excesding U099,400,000,00 to petitioner
wvhereia the syndicete of Uplited States bank: would
make sdvonces from time to time to petitionar for the
purchase in the Uplited Stetes snd transportationm to
the Philippines of ome additional generatisg umit
for its power plant, petitioner to rapay the al-
vances ia fourteen (14) spproximetely egusl semie
annvel installments commencing on March 31, 1964,

During the periods covering J,ne 28, 1962 to
April 8, 1963 snd April 16, 1963 to Jemuary 9, 1964,
seversl shipments of various iteme of electrical
tioner snd fisanced by it mmm:
loans extended by the syndicete of United itates
Danks with o total C.l.F, velus of Udl3, 308, 695,00
and U©$3,171,087,78, respactively, srrived st Menila,

24 ‘wuring the periods covering rwgust 13, }962
to April 30, 1963 and December 26, 1962 to July 9,
1964, seversl shipments of veriows items of slectricsl
equipment, scost.oriss and parts imported by petitiomer
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and financed by it through crdinary commerciasl letters
of credit or telegraphic transfexs with a total ".1.F.
value of U5ily339,299,66 and 1)55)1,927,695,, res=
nectively, srrived at Manilae
#ith respect tc Transasction Yo, 1, it night

be 3afe to say that in line with the ordinary course
of business, sdherence to which is nresumed, in the
sbsence of proof to the contrary == upon approval
and grant of the U5 dollsar losn of petitioner by
the syndicate of Unlited States banksy, acting through
the First nNational City Bank 4in Mew York, the snocunts
o proceeds of the spme had been debited’ to the ac-
count ofy, or set apart fory petitioner »nd which
could be drawn upon by ity and in fact used by
petitioner in financing the U.5, dollar costs and

| transeortation te the Philipoines of the electrical
‘equipment, accessories and parts imported for use
in the construction of its additional generating
unit for its nowexr nlanty and that, uron notice

~f the nayment of such purchasses and grant of sazid
loan te petitioner in the Philippinesy the latter
in turn must have credited the accounts cf the syn=
dicete of United Ltates banksy, acting through the

- First National City Bank in New Yorks such proe
cesses of boockkeeping and accounting are, for all
legal imtents and purposesy equivalent to delivery,
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zoceipt or reaittance, in much the seme way as petie
tioner would have received the dollar loan directly
from the syndicste of United States banks, acting
theough the First Nationsl City Bank i New Yerk.
incidentally, this is in sccord with established
prattice esneclslly among banks the world over,
which seldom bring or send =momey physicslly fros
one country to sncther, but generslly, resort to
bille, notes or cthexr conventional forms of ¢transgct-
ing business in the mgnner they may deem most praetis-
eal and suitasble to their respective interests. (See
Comndssioner of Internsl Revenue va, Royal Intercceasn
Lines, Mo, L-26806&, July 37, 1970, 34 S2a 9)

25 stated by petitioner in pazagzsph 2 under
Ats second Cause of retion in both CTA Cases Wose
1464 & 1548;: "Under the loan sgreenment, the syndicate
of United States banks extended a credit of not ex-
ceeding USI9,400,7 0o/ O to petitioner wherein the
syndicate of United States benks would make a2dvances
from tine to time to petitioner for the purchase in
the United States and transoortation to the rhilippines
of one sdditional generating unit for Ats power plant,

Reiiticones to zaoay fhe advences in 14 anorexisately
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2gual sewiw-annual imstallments commencing on March
31, 1964." (Emphasis supplied,) MNeedless to =ay,
the rafeyments or remittences in '!nurum. (14) appro-
ximately egual semi-annual installments in terms of U,%,
dollare by petitiomer from the Philippines, which
mo-nriiy’ must involve the purchase of foreigm
-m in the Philippines, chould be credited in
its books of accounts and in turs debited by the
syndicate of United States banks, acting through
the First National -ity Bank im New York, against
the U,7. dollar loan of peatitioner, and, hence de-
ducted from said loam, (“-2 Manila Flectric ~owpany
/98, Acting Commissioner of Customs, t,’r.A. Case NO.
2487, August 16, 1977)

In -hrt..m incurrence of ﬂtitlmr.uf the
Uiy dollar l.m. vith 2 syndicate of ‘un;tt-d “tates
banks, acting through the First National City Bank in
New York, the proceeds of which were used to finance
the dollar costs of its importations mentioned imn
Transaction N,. 1, above, and the repayments or re-
mittances in terms of U, ., Jollars from the Philip-
pines of the payments of such loan not only involved
the mluné and sale of foreign exchange in the
Philippines but also are foreign exchange unmm
under Central Bank Circular Ne. 20, They are not
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only trasnssctions by which » resident incurred »
debt payable to 3 noneresident either in FPhilippine
pesos or foereign cuxrency, or acts by which 3 resident
debits or credits the sccount of s non-resident im
any curzency, but transsctions invelving internationsl
financiasl implications. Consequently, ia the comnue
tation of the taw=base for the purpose of the sssesse
ment and collection of the compensating tax due on the
fmportations of the syticles purchased from the dollar
proceeds of the loan, the values of sald articles
quoted in Ue.d, dollars should be converted inte "hilip-
pine pesos at the rate of exchange prevailing st
the time of imnortations, including the margin fee,
pursuant to the provisions of Sections 204 of the
Tardff and Customs -ode in relstion te Republic
Act No, 2609 and implemented by Finance Department Order
Moe 22. {(Manila Flectriec Company vs. “cting Commise
sioner of Customs, SUprg.) |

Coning to Trasnsaction No. &y petitioner states
that the several shipments of various items of electricsl
equipment, accessories and parts imported by it were

financed by petitioner through ordinary commexcial

Aetters of credit or telegraphic tzansfers. Clearly,
therefore, the importastions involved not oaly the

purchase snd sale of foreign exchange in the Philipe
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pines, but slso are transactions involving internse
tional financial implications entsiling foreign
exchange trgnssctions under Central Bank Cireulay

ltas 20, and in the comutation of the tax-base for
the purnose of the assessment and collection of the
cwﬂiukﬂ due thexreon, the values of aaid
shipments quoted ia U,5, dollars should be converted
into Philippine pesos at the rate of exchange pre=
valling a2t the respective tine of importsticn, imelu=
ding the 2% margin fee, pursuant to the provisions
of section 204 of the Teriff and Customs Code in rela~
tion to Republic nct Mo, 2609 and implemented by Fie
nance Department Order Ne, 22, Paragraph 11 of Departe
ment of Finsnce Uzxder No, 22 providess

: £ I‘I’ Y and e
ides Darler arta: aefent with Back
r‘hrrl I zad f.- Th e

x :r“
above, sh ﬁ :?:‘.&L':’f.!" {-ﬂm o

preferred rate or free rate depending
.ﬁnm of the Centra
B us l.ng
e SR e e carned'st s S
the particular shipment or importase
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The case of Comnissioner of Customs and Comuise
sioner of Internal flevenue vs, Miguel Fertich Celdran
and Court of Tax Appeasls, Mo. L=23425, February 26,
1968, 22 sn 742, cited by petitioner in support of
its stand that the margin fee of 234 should not be
added as part of the basis for the computation of the
compensating tax, 1s not applicable to the instant
cases because the "Impala” car involved therein hed
been bought by iguel Fortich Celdran with savings
from his earnings as » physicisn working in » hospital
in the United States, and that no agent bank of the
Gentrgl Bank of the "hilippines had made any sale
of foreign exchange in connection therewith, Unlike
in the cases 2t bar wherein the shipments of various
itens of electrical equinment, sccessories and parts
imnorted by potitioner invelved ssles of foreign
exchange {or transactions Lnvolving international
financial implications) under Central Dank Circular
Mo« 204 Supkas there has been neither such sgle of
foreign exchange nor the intervention of asny asgent
bank of the Central Bank in the Celdrsn cases
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~ Accerdingly, no mistske was committed by resw
pondent Commissioner of Intermnpl Revenue in converte
inge thru the Burepu of Customs, the dollasr values of
the imported articles of petitioner into Philippine
pesos st the rate of exchange prevailing at the time
of importations, and in adding thereto the margin
foe of 208 of the values of the articles, ss the
basis for the computation of the compensating tax
due on the iLmoortations, pursuant to the srovisions
of Section 24 of the Tariff ond Customs Code in
relgtion to Aepublic rct Yo, 2609 and implemented
by Finance Department Oxder Wo. 22, The decisions
of respondent sppealed from in CTa Case No, 1464 and
CTA Case Mo, 1548 denying the claims of petitionex
Manila Tlectric Company for the refund of the pmounts
of PIA6,536,00, F357,964.00, P97,381,00 and PM94,495.00,
reprosenting comoensating tax on imported articles during
the perieds covering sugust 13, 1962 to April 30, 1963,
June 28, 1962 to wpril 8, 1963, Decomber 26, 1962 %o
July 9, 1964, and Spril 16, 1963 to Janusry 9, 1964,
must M:fﬂn be sustalned,

WFREFCRE, we find no merit in these Petitions

for Review and we hereby SFFIAM the decislons appeasled

RELE
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froms Vith costs against petitioner in both instances.
JO (RDURED,
Nuezon City, Maxeh 22, 1978,

AMANTT W/
acting Presidfng Judge
I CONCUR S /

COMNBTANTY c; ROAQUIN

 nssociate Judge



