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The petitioner hegein, RANCAR, Int., seeks by this
appeal to set astde for lack of legal and factual basis,
a decisfon (Exhibits 20, 24 and 25, pp. 16, 17, 84 and
92 BIR rec.) of the respondent Collector (now Commissioner)
of Internal Aevenue, assessing against and demanding from
it the sum of »18,592,93, as deficilency percentage sales
tax due on fts gross sales of twenty (20) "Myllman Minx"
automobiles, durting the perted from 1953 to the first
quaztexr of 1994, exclustive of the sua of 71,0000 as
compronise penslty, or & total amount of ¥19,%92,93.

The pertinent facts which are based mostly on docue~
mmwmmunuuthtm“ﬁthmh»
metical computation mede by the respondent of the defi-
Ciency percentage sales tax appealed from are not con-
troverted,

s ageeed upon by the parties, all that we are asked
umu-'ummummwmmt.
Exhibit C (pp. 104=108 CTA rec.) denominated and entitled
"Agreement”, executed by and betwaen the petitioner and



LECTH TUN -
o Tefte CABE NU, 1T

.2-

Henderson-Trippe (Phil.), Inc. on February 1, 1953, 1¢
one of purchase and sale or one of agency.

Tt appears that the petttioner herxein, RANCAR, DK.,
ts a domestic cowporatfon (Exhibet A, pp. 85-91 CTA res.)
duly orgentzed and existing since 1929 for the purpose,
among others, of importing, manufscturing, selling and
dealing In automobiles, trucks and spare parts, (m July
1, 1963, the petiticner entered into & "Uistributer Agree-
ment”®, Exhibit T (p. 146 CTA rec.) presumably in lteu of
another already existing the year before lmum‘ 19, p.
IS BIR rec.) with Rootes Limsted of Lenden, England, whezein
the former agreed to assemble and sell locally fer the
latter, *Hillman Minx” automobiles.

On February 1, 1953, the petitiomer In turn entered
te a contract, Exhibit C (pp. 104-108 CIA zec.) dencai-
nated and entftled stmply as “Agreement”, with Hendersen=-
Tztppe (Phgl.), Tnc., @ domestic corporation, (Exhibit &,
PPe 93102 CTA rec.), wherein the latter was designated
by the former as {ts exclusive “Listributer” of “Hillman
MEnx* sutoncbiles In the Philippines.

. Clauses 4 and 5 of the “Agresmant” between the peti-
tioner and Henderson=Trippe (Phil.), ™e,, read as follows:
CLAMBE 4, ERIUES A DISCOUNIS.

“The COMPANY shall toveise the vehicies te
the DI TRIWTGR at 11st wholesale price esta-

blished from time to time and preva at the
time of delsy o And in this
shall entitle 155 ) to any discount,

rebate or other deduction from such price,
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CLASE 5. RS CF PAVENT.

“The COMPANY to deliver to the
nnnm twelve (12) M‘H asseabled vehie
month, and the DIS
Ogllffuhnuu nhuhw
mmmmv.mm deli=
muﬂﬂﬂlﬂmmwm
o Should It be mutuall by

twelve (1 month, such agree-
ment In f.l be suifictent,

wmmmmtm
levies and all

T e ;:*m-

Pursuant te the above-agreement, during the taxable
period now fn question, the petttioner sold twenty (20)
lecally assembled “fillman kinx™ automobiles to Henderson-
Tetppe (Phil.), ™c., at the wholesale price of #4,950,00
per unit, the sales Inveices and recefpts of payment of
which, all made out In the name of Fendexrsen~Trippe (Phil.),
Inc. a8 buyer, are evidenced by Exhibits D to D=2 D=4 teo
Del2; E and Bely E«3 to E-20; Exhibits 4 to 10 and Exhibits
2 to 2«1 (ppe 109=1llj 113-123; 195-144y 153-199 CTA rec.;
PPe 27-47 BIR ret.).

The respendent admsts (p. 247 CTA rec,) that the
petitioner corporatien, pursuant to Sections 184(a2) and
185(a) of the National Tnternal Revenue Code, petd in
full the corresponding sales tax on its sales of the cars
in question to Henderscn~Trippe (Phil.), Inc,, ot the
rate of only 30k on the wholesale price of #4,950,00 per
unit, the rate then prevailing at the time the transactions
tock place sinee the eriginal selling price did not exceed
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{5,000, The petitioner presented Exhidite 13 to 13-o
and 14 and l4=-a (pp, 162=166 CI'\ rec,) as evideace of
such payments, However, contrary to what s allegyed n
paragraph 8 of fts petition for review, the petitioner
never pafd the tax corresponding tu the differencs bet-
ween the selling price to Henderson~Trippe at 4,900, 0
per automcoile and the sslling price to the ultmate
puyers ranging from #5,670. L0 to & 6,300.00 per unit (pp.
BI=56; 6U=61 t.8.0is ).

Jelteving that the petitioner was comnitting iraud
ypon the revenues, the respondent on February 27, 195+, 8
through his Chief Legal Counsel csdesed (Exhibit 15, p.
167 CTA pec,) the tnvestigation of the sales tax lfabtlity
of the petrtioner on the sale of fts seseabled “Htlluan
“inx" cars to Henderson=Izippe {Fhil.), Tuc. For this
purpuse, 47i specfal Agents FParagas and martfazeta were
sssigned to the cese. After conducting an Investigation,
the two agents submitted s written report, Lxhinit 19 (pp.
13-1% 814 rec,) dated ipril 7, 1984, to the Commissfoner
of Tnternal Revenue with the finding and recoumendation
that the prelationship between the Lwo corporations 1s that
ot principal and agent, sad therefore, the sales of lan=-
derson=Irippe (Phil.), Tne, to the public renging troam
FLgETOL L 10 + 8,00 per unit and net that of the petie
tioner to SHenaerson=Trippe (Puil.), Inc., at'tm wholesale
price of 44, 000,00 per unit should be the ocasis n the
conputation of petiticner's sales tax ltebfl{ty. Hence,
they reccamended that & deficiency sales tax be 'mpusad,
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assessed and cullectea from the petftiocner under Section
184(a) of the iatfonal Internal Revenue Code on the basis
of SGs of the selling price received by Hendersen-Irippe
(Phtle), InCe, on Its sales to the public which ranged
from F3y6T U to FéyilleCU pexr automobile.

Under the law then prevafling In 1954 beioxe the
amendment of Hections 184 and 185 of the iHati{onal Internal
hevenus Code by Repunlie Act o, 1612, & sales tax of e
on the original sellinyg price of autowmobiles could ve
taposed {f the amount involved exceeded 5,000,000 and 3Gk
tf the asount of the origfaal sale did not exceed ¥54,000,00
Accordingly, the respondent, on April 26, 1954, sent to
the potiLivner an asstsMxt. Exhibtt 20 (pp. 16-17 JIN
£eG, ) dewanding for the payuent of the aawouni of » 18,592,935,
as deiiciency pexcentage salas tax due on the yross eales
of tﬁnty V90) "hillaan MInx" cars assembleu lecally, durlng
the perfod frewm 1953 teo the first guarter of 19594, exclusive
of the sua of ¢l 000U as compromise penalty.

Gn say 21, 1954, Lhe petitioner wrote a letter (p. 16
81 reC.), protesting against and contesting the dexfctency
assessment., hHence, on June 17, 19%4, the case was referred
to the Conference -taff of the sureau ef Internal nevenue
(e v¢ Case Ho, 516) where the petitioner was giveu the
opportunity to present its evidensce In suppert eoi its proe
test agagfnst the disputed assessment., (Exhiott 21, p. 2
BIR rec.)

After due hearing held on July &, and July 27, 1954
(Exhibit 22, pp. 49-5T7 BIR 20C.§ Exhinit 22-A, pp. 58-71
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SR rec,), the Conference Staff In 3 memorandum, Exhibit

2% (ppe 73-8% Bl pec,) dated April 16, 1985, to the Coue
missfaner of Internal Hevenua, recommended that the “assess-
ment against Rancar, IRc., be tnsisted upon and the arigimal
demand prefterated.,® The respondent approved the reccae
mendation of the Conference Jtaff, and en day %, 19&5;

wrote a lettar, Exhiott M (p. B4 HIR zec,) to the pati~
tioner retterating his previvus assesaaent with a deaand

for the tmaedilate payment of the susm of #19,/9%,93 as de=-
ficiency sales tax ancd comprouise peislty.

n ey 1&. 1955, the petitioex coxparation:, through
1ts President, Mr. Hamen Care, wrote a latter, Exhibit 2
(Ppe 8%-86 BIL rxec.) to the respondeat, requesting fcr the
zeconsideratson of NTs dectsicn amd a yetrnvestigetion of
the case, Cn June 7, 1935, the respendent 1ssued 2 warrint
of distratnt and levy agatust the prepertfes cof the peti-
tioner which was sexved on June 17, iP5, anc en aujust &
1955, the yespondant wrote 2 letter, Exhtott &% (p, 22 251
£eC, ) to' the petiticvner denving 1ts venusst for recans idera=
tion and vetnvestication wnd agaein devanded {ap the !fuwe-
dtatc“ paymant of the deif{cfency salss tax with the wamning
that 1f the peiiticuer 181ls to pay the deficiency assess-
mant, the respondent will proceed with the execution of the
warrant of clstraint and, l*.?v?.

After having exhausted all svetlasle sdafnistrative
remedies and net veling In senforatty with the final deci=
sfon of the respondent, the petitioner e August 18, 1%55,
interposed the present appeal within the reglementary perfod,



LECH I -
GoeTole GABE NU, 17D

-7 =

This .caso bears sume simflarity to the cases of
Liddell = Company, Inc, vs. Collector of Internal savenue
(8.T.As Case 110,166 decilded by this Court {n faver of the
respondent on ﬂuﬁult 11, 1955 and now pending decizion on
appeal Tn 5, U Gty NOe L=9687) and Yutive & ons Hardware

Gos vee Collectar of Intexnal severnue (C.l.~ . Lases o, t4
decided by this Court in faver ol the respondent on April
27,1987 \and now pendiling decision on appeal In oo Lo i,
Noe L=l3%00) 1n that the curparation thet foported iLhe
autoacbilee or asseubled tlheu locally, seld or diatituucad
the same throuuyh another corpoeration gesulting ﬂi the pay= .
ment of & lesser amount gf percontage sSales taxe lHowever,
the difference ltes fn the ifact that 1n the presenl case,
unltke the two other previous cases asove-uenttoned, Lnere
168 aot the least clefm nar showing on the part of the res-
pondent that the alstributing corperatfon (/enderson-Irippe
{Mil./, Tnc,) {5 but a subsidfary, duamy or glier su¢ of
the taperting coxporatton (AAMCAR, T™nc.); nor that the
destributing corperastion fs capitalized entifrely f{ not

in great part by the !hpnrtinq corperation or the stock-
holders of the lstter; ner, that the distpibuting corporae
tion was purposely organised and capitalizecd Ly the fm=
perting corporation as 3 ruse agmed solely at Lax evasion,

In the case at bar, the two corporstions are soparate
and distinct from sach cther each having been orjan fzed,
incorpaerated, capitaliged and controlled oy two difierent
sets of perecns (see Exhibits A and 3, pp. 85-102 CTA rec,.).
The comnerctal link between the twe carporstions, Tf st all,
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was brought avout with the exscutien of the ¢ontract, Exe
hibit «, on Feuruary 1, 1993, {n the crdinary course of
business for their mutual c¢oavenfence and densfit. The
mummss' and due exegut fon 'cf the contract, Exhibst C,
between ti.e tﬁ corporations {5 somitted Dy the respondent
(pe 2, Ansvery ppe 21 @ 22 CTA x6c.). There is not the
least pretensica on the part of respondent that the con-
tract In guesiion s trasnsgressed smy ol our laws or that
It was a mere cuncuction of Lhe parties to defraud the
Government ¢f 2 legittuste revenue to which tt s esatitled,

As the parties r.avr rightly condensed the i1ssue In
the{r respective senorandums (pp. 197 snd 258 CTA rec,)
all that we are asked to decide 1n this appeal 15 whether
the contrsct, Exhinit o, dencainated and antitled "Agree=
asnt®, Letwecn the petit t_c.n;lr and Henderson-Irippe (FPhtl,),
InG., I8 one of agency or one of purchase and sale. Should
we destde that It i1s one of agency as the gpespondeant
vigerously maintatns, then the sales mede by the agent,
Hendersoneirippe (Phil.), Inc, to the ultfn?. buyers rangtng
frea F5,670,00 to #6,300,00 per automobile ‘and not thst eof
the petitioner t¢ Hendersen~irippe (fhil.), Inc., at the
wholesale price of #4,900,00 per untt should be gomsidered .
as the gpiginal sales for the purpese cf ‘mpossny and come
pating the percentage sales {ax proevimed n ~ectfons 184
snd 180 of the Natjonal Internal devenue Lude, Under Article
1910 of the Civil Code, "The princfpal oust comply with all
the eblfgations which the ageat may have contracted within
the scone of his autheritv®.
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Contrartly, should we find that the contract, kx=
hibtt C, betwsen the two corporations £3 a 29qa fide cone
tract of purchase and sale as the petitioner cuntends, then
the amount subjee¢: to sa2les tax fs the ortgtnal sellfng
price of the petitioner to Henderson-Tetppe (Fh1l.), Tnc.,
wnich s at wholesale, i'4,950,00 per autononf{le and not
the sellinae price of the latter to the ultyuate buyers
ranging from #5,6TO,C0 to #6,300,00 par autouncbile,

We have exan’ned and analyszed 2ll the provissons of
the contract in quesiion and,whhtle 7t 75 true that there
are some provistons which tend tc m'slead one 1ntoc delteving
that 1t 7s one ﬂf agency such as for exasple Clause ¢ whigh
refezrs to the ultiste m:v-ura of Headgrsca«lrtupe (Phtl.),
‘!'.nc., as fh. "orfgtnal purchasers", we belteve and so hold
thet the ¢unirect 107 ruestion, read as 2 whole, & 3ule
stant{ally one of purchase and sale 2nd not of age.my_.]

Clavuse T of tne contreet whieh 75 quoted sbove at
full length, recuires the retTttoner te rfelrver a ayntuum
of twelve (12) fully 2ssembled "Hyllman “‘fnx" autoncdiles
every aonth to Hendapson<Toippe (Phi1l.), Thc., and for the
letter to pay for the sama fn cash on deltverv, Thare s
anple evidence on racuvd constating of nuwrercus gsles 'ne
voices and receipts of payments all nade out in the nazne
of Henderson-Trinpe {Fhgl,), ™c. as huvyer, to show that
there has been en the part of hoth partdes a supstant¥as)
conpliance with thts tern of the zentrac t. The genufpeness
ane due execution of these docuuents ¥s not assafled by
“the respondent. This conditfon by ttself which was com-
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plted with suustant®ally by the parttes, let alone the
ether provistons of the contract, 18 encugh to held, das
we do, that the contract betweaen the twoe courporations 1s
AN

one of purchase and sale and noet oi agency ler these two
coatracts are Inccupatthle with each other. In & con-
tract of sgency, one ¢f the rights and cbligstions of
the agent s to return to the principal the thiny which
has besn delfvered to him to be sgld on cunstgament, If
through ac fault of his, he does not succecd in effecting
its sale, ({(~rticle 1891, vivil Code,) Under the circums=
tances, the agent cannel Le required by the principal to
pay for the price of the censijned article from his own
pocket unless Lhe agent lest or destroyed tne same through
his negligence or i he misappropriated for hiwseli the
articls consigned or by mutual syreement oi Lhw parties,
it was agreed to¢ terminate Lhe contract ol ayency and cone
vert 1t "nto a strafglt sele wita Lthe ayent as the ultimate
buyer of the cons{gnec article (rxticles 1lHyo and 1309,
Civil Code),

The case of Juirous va, larsons Hardware Ceo, 38 Fhil.
m-&m {8 squarely in peint;

 "In erder to classiiy & contract, due

regard uust be gtven tu iLls essentfal clauses.

I the coatract in guesiion, what was essen-

ttal, as consiituting 1is cause and subject
matter, 18 thet the plaintifii was to furnfsh
the defendant weth the beds wiafch the latter
might crder, &t the price stipulated, ana that
the defendant was to pay the price 7 the
sanner stipulsted, The price agreec upon was
the one determined by the platntfif for the
sale of these beds In Manfla, with a discount

of from 20 to 75 per cent, accerding to thair
class, Payment was to be nade at the end o
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the platntiff and the de-
hnhnt, tb lattez, on recelv the beds,
was necessarf{ly dn)i‘.rd teo pay thetr ﬁ”‘

within the teza {1 without any

eI B DI

scaring supplied,)

The respondeat has endeavored to prove, in justifi.
cation of his questioned deficiensy assessment and In sSup~
port of his concluston that the contract, Exhibit C, bet~
ween the two cemporations is one of agency and net of pur-
chase and sale, the fagt that not all the teras of the
sontzact tn question weze follewed to ths letter ay tie
partfes. Respondent clafms that Clause 5 of the conmtract
requires the petiticaer to deliver teo Henderson-Trippe
{Ph1l.), ™ac., & mfntoum of twelve (12) assembled “Hillman
Minx® auteomebiles per menth But that actwally, during the
meonths of Feoruary 1953 up to and Including the month of
Maxch 1954, only 28 automebtles were delivered mmstead of
168, Respondent cites other fnstances of alleged viola-
tions of the terms and conditions of the contract sugch as

the faflure on the part of Hendersom-Trippe (Phtl.), Inc.

o7 Al
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to provide for a showroom as reguired of it under Clause
9 of the contract; that Clause D of the agreement requires
Henderson~Irippe (Phtl.), Inc, to pay C.C.D, but that In
some i{nstances, the payments were made three (3) days,
five (5) days or one (1) menth and sixteen (16) days
after delivery; and, that some of the payments were made
directly to the petitioner corporation by the ultimate
buyers as tn the case of one Marie Guexvero who, according
to the offictal receipt, Exhibrt E-2 (p. 19 CIA ree.)
paid #4,950,00 dipectly to the petitioner cerparation,

The petfitioner offered explanations for all of these
alleged violations some of which we consider cquite plausible
and reasonable, For example, the petitioner tmputes its
fatlure to meet the mintmum delivery requirement of twelve
(12) assembled cars a month to the numerous restrictions
{mposed by the Central Sank, True fndeed, consfdering
the great deamand and the exorbitant prices that tmperted
cars command in the local market, who fs the automobile
dealer who would turn his back to the oppartunity of
realizing biy profits by selling as many tmported and
- locally asseambled cars as possible were it not due to
causes beyond his control?

Aespondent clatms, n partial support of fts theory
that the contract between the two corporatfons is one of
agency, the fact that in some tnstances as In the case of
one Maric Guerrere (Exhibit E-2, p, 124 CTA rec,) the

- ultimate buyers paid the purchese price directly to the
petfttoner cerporation and not to Henderson=Trippe (Phil,),

I P12
€ I N — it J R =SS S—— - S - : a S il -J
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Incs and that {n some .uttm requests for extenston
of time to pay were made directly to the petitioner corp-
oratfon and net to Hendersen=Trippe (Fhil.), Inc. {(pp.
921, 522 teseRe)s This s Indeed no cause far suspicion
on the part of respondent nor a ground to consider the
contract between the two corporetions different fm that
stipulated by theam, Clause 8 of the contract gfves the
petittoner “"the eption and the right to keep and dispose
at fts convenfence one (1) Nfllman Minx Car for every
twelve (12) assombled,”

Se that as It may, we belfeve that any further dise
cussfon regarding the alleged viclations of the centract
and the merit of the explanations offered thereto by the
petitioner, would be purely academtc.

Apropos, we, quote again from the case of uirega vs,
Parsons Hardware Co., SUBEEs

'mphmufmomut-m
that the defendant has returned beds that 1t

: E """'"
Lbe_periormance ©OFf Lhe SONLE ‘mow Y
t Its terms: and It oive RERASS o S
e _contract considereds Nob 28 Lbe Bart!
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WHEREFURE , tn vm of the foregoing considerations,
the decisfon appealed from I8 hereby reversed, and the
dteputed dedscgency percentage sales tax sssessment n
the total smount of #19,592,93, tnclusive of compscaise

penalty, 15 hereby ordered cancelled and withdrawn and
the petttioner declared free from the payment thereof,
without proncuncement as to costs,

S50 HUERED,

Manila, Januazxy 20, 1960,

1 CunUis b

Presiding Judge

I ABSTAIN:




