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reflectors using the brand of its parent company,

from which the raw materials wused in the production

w2 imported. These - imported materials are
giligantic  in sizes contained in bhig rolls,

hereinafter described as "jumbo" materials (Exhibit
UEY, "B, and  "H", pp. 40-41, CTA records). The
imported "ijumbo" materials are cut into smail sizes
arnd packed for resale to consumers (Exhibit "F-1",
"G-1", and "H-1", pp. 40-41, CTA records).

0 Augus Z0, 1974, respondent  assessed
petitioner the sum of PI42,357.97, representing
deficiency sales  tax for the period from September
1, 1973 to Dotober 21, 1974, including swrocharge
and intersst, computed as  follows: {p. 149, RIR
records)

Amount subject to deficiency

sales tax per investigation P, 193%,723.40

T osales tax dus thereon Froo 223,560.64
28% surocharge for late

payinent 55,870.16

FoR79,450.80
14% interest per annum from
January 21, 19735 to
Ceptember 20, 1976 62,207,177

TOTAL AMOUNT DUE FoEAR VIR .97

Fetitioner received the assessment letter on

October 11, 19276 and protested the same in its

Oy
“
b~ ¢



DECISION - .
CTA CASE NO. 3BBZ=

letter dated October 28, 1976 which respondent
Feceived on November %, 1974.

On DPecember 17, 1984, petitioner received the
decision of respondent dated September 28, 1984
denying its reqguest to cancel and withdraw the
deficiency sales tax assessment notice issued to
petitionear.,

Hence, the present petition for review.

The issue herein raised is  whether or not
there was  an overstatement in the cost of "jumbo"
raw materials  in the amount of F2,65%2,.875.59 that
would result to  double deduction 1f considered

deductible from the gross selling price

Respondent in  his special and affirmative
defenses contend  that the oost of these imported
Tivmbo" materials  were already deducted for sales
tay purposes o acocordance with  section 186 in
Felation to Section 194(x) both of the 1974 Tax
Code.

The RIR examiners disclosed as  per its

investigation that the raw materials deducted from

the gross aelling price Was overstated by
F2,652,875,59, Consequently, 1 he sales tax
separately billed to its customers, amounting  to
[ Bak)
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FRAO.BA7.81, was erroneously computed, therefore,
the same should not  have been deducted from the
gross selling price by virtum of RBIR General
Circular No. 431, Thus, the total amount of
FZL,195%,725.90 should not have been deducted from
the gross selling price. For a more picturesgus
view, the EIR presented its proposerd assessment for
the fiscal year _endmd Dotober  3E1, 1974, as
fol lows: {p. 41, RBRIR records)

Computation of deficliency sales tax:

FRaw Materials (R/M) and

Fackaging Supplies (FP/S5)

deducted per sales tax

et sa s e mee e FEH,B814,524,58

Allowable deductible R/M
2 F/% per investigation ... _4,161.648.99

Dverstated deductible
/KM & /S womaewoa e ersuasan F2,652,875.59

Aodd s Sales tawx paid
(Separately billed in
sales invoice) Fer BIR
Gen. Cir. No. 431, the
tax billed mast be
correctly computed, in
arder to bse deductible
from the gross selling
PricC@ ..ieecesxsensesas 540,847 .81

’

Total amount subject to

deficiency sales tau ceaws FELI9E,723.40
i 7%
o 2R2E,960.64
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Deficiency sales tax
e

Y surcharge for late
PAaymMEnt 4 n e e nm e a5,890.16

Deficioncy sales tax plus
surcharge fcm e eaanws B 279,450,080

Fetitioner, on the other hand, maintains that,
as a  manufacturer, it  is entitled to deduct the
cost of  raw materials, likewise subject to  tax,
from the gross selling price or gross value  in
monmy of the manufacihuwred goods puarsuvant to Section
184 and 189 in  relation to Section 194(x) of the
1974 Tax Code.

Gection 194(¢) defines a manufacturer as to
include svary person who by physical or chemical
process alters  the quality  of any raw material or

manufacturad or partially manufactured product so

as to reduace it to marketable shape or proepare it
for any of the usss of industery.

I its  arducousness to  refute the assessment,

titioner claims that pursuant to a directive of

its parent  company, the "jumbo” materials received
therefrom, after paymant of the corresponding
customs duties and taxes and  upon release  from

customs custody, are recorded in its books of

accounts as purchases of findshed goods inventory -
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specified as  "jumbo" materials. They do not form
bart of Loe materials of other locally

manufactured finished goods but instead form part

af locally converted goods, by virtue of the fact

that they are cut into small sizes and by the use
of other manufacturing process which changes their
foarms, whose domestic sales are also subiected to
the T manufacturer’'s =sales  tax (Exhibit "E",

p. 39, CTAH records, underscoring ours).

It is notewonrthy  to point  out  that in
computing the sales tax on locally converted goods,

petitioner deducts  the cost of the "jumbos"., other
tax paid raw materials, and packaging materials
(p. D0, CTA records).

After a carmfph review of the record, We bave

found no [ RCERS

son att all to disturb the findings of
the BIR  srxaminers. The lassue iz not one of

deductibility but  rather one of overstatement in

the ocost  of raw materials deducted in the gross

les of its  manufacturing operations. We
therefore find petitioner’'s allegations

unmeritorious .
In fact, the cost accountant of petitioner

raevealed during  trial that the sales tax liability
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for the year ended October 1, 1974 was computed on
the basis of the gross sales less the sales

returng, arriving - at the net sales minus the cost

of deductible materials which represents the cost

of locally manufactured items and the cost of

locally converted items (underscoring supplied).

The balance iw tavable net sales out of which the

7hn sales  taw is  based (p. 17, t.s.n., July 1é&,
192457 . We stress  that the cost  of locally

converted goods have already bheen considered as a

deduction in  computing the sales tax liability of

petitionsr. Therefore,  to wuphold petitioner’s
claim that the same should be deducted from the

nross selling price of its manufacturing operations
wortld entail double deduction. It would be absurd
if such would be allowed.

Fetitionsr, in support of his claim, submitted
the following revised Statement of Cost of Goods
Sold for Trading only' and a Statement of Cost of
Goods Manufactured for the year ended October 31,
1974, as cowoared with  the original statements

submitted, to wit:

€ty
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Statement of Cost of Goods Sold
(Trading Only)

Driginal Revised
(Exhibit "B", (p. 26, BIR
pP. 24, CTA rec.) records)

Finished goods -~
Furchases (Beg.) F 8,863 ,330.00
Add s Furchases S9,009 434,00

Cost of Goods
Available 47,872,769 .00
L.esss Finished goods-
Furchases
(End) FRE2,106,057.00
Other disposals 1,084,785 ,00
FR23,150,840,00

Cost of sales
{Trading only) FEA,741,929.00 F24,741,929.00

Less:  Dost of sales
{locally coan-—
varted items
f scld the
SBAMN R YEeAr) X R.A64,700,.44

FREWE77 ., 228,056

fdds  Operating Expenses

Inventary Control

& Froduction

Flanning F 167 .996.70
Receiving, WHSEG

& SHFG 478,934.90
Equipment Service 812,717 .27

P 1,159.669.07

Cost of Sales -
Trading Only FaE, 476,897
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Statement of Cost of Goods Manufactured
Far the year ended October 31,1974

Original Revised
(Exh. "A", pp. (Exh. "D", p.
Z1-35, CTA rec.) 3I&, CTA rec.)

Cost of Raw
Materials (R/M)
and Fackaging
Materials (F/M)
Used , FH,244,862.00 F5,244,862.00

Add:  Locally con-
verted items
(imaorted

fin shed goods ¥ 2,464,700.44
Total R/M & F/M UsedFH,244,862. 00 ' 7.709,.562.44

Acid 2 Conversion Cost

Direct Labor F1,541,310.00 F 760D,132.40

Manufacturing
Overhead 2.501 344,00 1,917, 8B83.3%
tEa 842,604, 00 P 2,682,985.73

Total Manufacturing
Cost F7,087,816,00 F1O,592,548.17

In the Revised Statement of Coust of Goods Sold
(Trading Only), petitioner deducted the coszt of
sales of locally converted items amounting to
F2, 464,700,444, computed as follows: {(p. 134, RBRIR

records)
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Manufacturing Statement —~ Jumbo
Fiscal Year Ended Octoher %1, 1974

Inventory beg. — Nov. 'l, 1973 F 390,685,590
FUFZNASES s e esneosasnsasanenn D4561.989.00
Jumho Available for Use ..... FO. 792,674,720

Less: Inventory end,
Octoher 31, 1974 ... SaeB7,974.46

Jumbo Hsed oo i e v vwanneennnnn F2,464,700.44

and transferred it to the Statement of Cost of
Goods Manufactured by adding it to the cost of raw
materials and packaging materiales wsed on  the
ground that the same should be deducted as such
considering that these "jumbo" materials have under
gone a manufacturing process and were not actually
s0ld as is.

However, the findings of the BIR examiners,
too which We adhere, showsed that the cost of
imported finished goods ("jumbo"  materials) were
already included in the original statement of Cost
of Goods Manufactured, this finds support dpon
examination of thg purchases \Qf imported raw
materials and packaging materials 1in relation to
the advance sales tax paid as shown below: (p. 78,

BRIR records)
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ITmported vaw materials purchases,
per orig. statement . oeo v eiewesen. F7,131,094.00
Imported packaging materials
purchases, per orig. statement ... HO L. 804 .00
TOLAL wevnenansrnananasnnnsnnensnaeen F7,182,398,00
Lezms s Cost of importation of raw
and packaging materials
per advanced sales tax
paid —

Landed Cost = A.5.7T.

~0B75

= P4, 7800,628.57
Add: A.8.T. 416,508, 00 0,198,9335.087
SRTE represanting
imported finished goods (.ooe e F1,98%,464.43

Aclct s

MAF 11D @ e anannmnennnnan 495,866, 10

Tootal  landed cost of imported

finmished goods .. ernsannareensnse N W A g
The contention of petitioner that the

difference representing imported finished goods
were  actually in-transit raw materials i1s not

convincing since nothing is shown in the records to

prove that such  were actually in-transit raw
materials. No evidence was adduced by petitioner

to rebut the findings of respondent.
Based on the foregoing, We, therefore, see no
valid reaason to  set aside  the decision of

respondent dated September 28, 1284.
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WHEREFORE . the decision  appealed from is
hereby affirmed, and petitioner IM Fhilippines,
Inc. is  ordered to pay respondent, Commissioner of
Internal Revanue the S of FEA42, 587 .97
representing deficiengy sales tax  for the period
frrom Sepltember 1, 1927%  to DOctober 31, 1974,
including surcharge and interest, at petitioner’'s
costhe.

S0 ORDERED.

Quezon City, Metro Manila, HMarc

CONBTANTE/C. ROAQUIN
ssocidte Judge

WE CONCUR:

Clrrasidey

AMANTE FALLER
Fresiding Judge

m REYES

Associate Judge .
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CERTIFICATTION

I hereby certify that this decision was
reached after due consultation among the members of
the Court of Tax Appeals in accordance with Section

1z, ﬁﬁticle VIII of the Constitution.

AMANTE FILLER
Fresidivg Judge
Court of Tax Appeals





