
ESSO STANDARD EA.S TERN, INC. 
(formerly, Standard-Vacuum 
Oil Company), 

Petitioner, 

- versus -

THE CONNISSIONER OF 
I NTERNAL REVENUE, 

Respondent . 

x- - - - - - - - - - - - - ~ x 

ESSO STANDA...1ID EASTERN, Inc., 
Petitioner, 

- versus -

BENJAMIN N. TABIOS, in his 
capacity as Acting Commissioner 
of Internal Revenue, 

Respondent . 
x- - - - - - - - - - - - - - x 

C. T. A. CASE NO . 1251 

C. T. A. CASE NO. 1558 

D. E C I S I 0 N 

These two cases were consolidated because they 

involve the same parties and a common question of l aw. 

They are appeals from · the decisions of respondent 

denying the claim of petitioner, Esso Standard Eastern, 

Inc., for the refund of alleged overpaid income taxes 

for 1959 and 1960. 

There is no dispute as to the facts of each 

case. Petitioner herein, the successor in interest 

of the Standard Vacuum Oil Company, is a foreign cor­

poration licensed to do business in the Philippines. 

Its branch in the Philippines is engaged in selling 
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petroleum and allied products and also in exploring 

for oil deposits. In 1959 and 1960, Standard Vacuum 

Oil Company filed its corporate income tax returns 

and paid the corresponding income taxes due thereon. 

C. T.A. CASE NO . 1?21 

- In i t s income tax return for 1959 , petitioner 

originally deducted as part of its ordinary and neces-

s ary business expenses the amount spent for drilling 

and exploration of its petroleum concessions. The 
I 

said deduction from gross income was disallO\ved by 

respondent because the expenses in question should be 

capitalized and might be written off as a loss only 

when a "dry hole'' results. On the basis of respondent 1 s 

ruling, petitioner filed an amended 1959 income tax 

return and claimed the refund of ~323 ,279. 00 , by reason 
' 

of the abandonment as dry holes of several oil wells, 

the expenses for which had been disallowed by respond­

ent in prior years because the same should have been 

capitalized. As no action has been taken by respond­

ent on the said request for refund, petitioner filed 

c.T .A. Case No. 1251 with this Court on July 12, 1962 

to beat the prescriptive period of refund. 

On August 5, 1964, respondent granted to peti­

tion~r a tax credit of ~221,033.00 only instead of 
I 
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¥323,279 . 00 as requested .by the taxpayer . The dif­

ference of ¥102,822 . 0~ was due to the disallowance of 

the deduction from gross income of ¥3~0 ,822 . 0~ re­

presenting margin fees paid by petitioner to the Cen­

tral Bank of the Philippines on its profit remittances 

to its New York Head Office . The margin fees were not 

. considered by respondent as ordinary and necessary 

expenses directly connected with the taxpayer ' s trade 

or business . Not satisfied with the action of respond- · 

ent , petitioner filed with this Court on August 29, 

196~ an amended petition for review , seeking the re­

fund of the further sum of ¥"102 , 2~6 . 00 on the ground 

that the margin fees of ¥3~0 , 822 . 04 paid to the Cen­

tral Bank in 1959 were deductible from gross income 

either as a tax or as an ordinary and necessary busi­

ness expense under Section 30(c) or Section 30(a) of 

the National Internal Revenue Code . 

C. T. A. CASE NO . 1558 

This case involves petitioner's income tax 

return for 1960. In a le t ter dated July 9, 196~, 

respondent assessed petitioner a deficiency income 

tax for 1960 in the amount of ¥367 , 99~ . 00, plus 18% 

interest thereon of ¥66 , 238 . 92 for the period April 

18, 1961 to April 18 , 196~, or a total of ~~3~ , 232 . 92 . 
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The said deficiency arose from the disallov-Tance by 

respondent of ¥1 , 226 , 647 . 72 representing margin fees 

paid in 1960 to the Central Bank by petitioner on 

its profit remittances to its New York Head Office . 

Petitioner was given until August 9, 1964 (a 

Sunday) within which to pay the deficiency income tax 

of ¥434,232.92. Prior thereto, on mgust 5, 1964, 

it received another letter from respondent granting 

petitioner a tax credit of ~221,033 . 00 representing 

overpaid income tax for 1959. On August 10, 1964 

{Monday) , petitioner settled and paid its deficiency 

assessment for 1960 by using the tax credit of 

¥221,033 . 00 and paying the additional amount of 

¥213,201.92, or a total of ~34,234 . 92. 

On August 13, 1964, petitioner claimed the 

refund of ~39,787 . 94 as alleged overpayment of its 

1960 deficiency income tax. This claim is based on 

the theory that, in computing petitioner ' s deficiency 

income tax for 1960 {assuming that the disallowance 

of the margin fees were properly made), respondent 

should have deducted from the basic deficiency in­

come tax of ll367,994.oo, the sum of f: 221 , 033 . 00 as 

tax credit for 1959 and that only the difference of 

~146,961.00 should be subject to the 18% interest 
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of three years . On this basis , petitioner claimed that 

it is entitled to a refund of ~39 ,787 . 94. Since the 

claim of petitioner v1as denied by respondent on Novem­

ber 27 , 1964, it filed with this Court on December 28, 

1964 the petition for review under C. T. A. Case No. 1558. 

In a letter dated May 4, 1965, respondent fur­

ther denied petitioner ' s claims for refund of the 

alleged overpayment of its 1959 and 1960 income taxes 

on the ground that the margin fees paid to the Central 

Bank in 1959 and 1960 cannot be considered as taxes 

or allowed as deductible business expenses . Upon re­

ceipt of respondent ' s letter, petitioner amended its 

petition for review by alleg ing that (a) the amount of 

~1 , 226,647 . 72 paid as margin fees wa s deductible from 

gross income either as a tax or as an ordinary and 

necessary business expense . Consequently, petitioner 

claimed that it had overpaid its income tax for 1960 

by ~434 , 232 . 92; and , as an alternative , ( b) that even 

if the margin fees cannot legally be deducted, peti­

tioner nevertheless overpaid its income tax for 1960 

by ¥39 ,787 . 94 representing excess interest . 

The principal question at issue in these cases 

is whether or not the margin fees paid to the Central 

Bank by petitioner under Republic Act No . 2609 on the · 

remittances of profits to its New York Head Office 
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are deductible from gross income either as ordinary 

and necessary business ex-penses or a s taxes under 

Section 30(a) or Section 30(c) of the Tax Code . If 

resolved i n the negative , the next issue is whether 

or not t he 18J& interest imposed by Section 5l(d) of the 

same Code should be based on the 1960 deficiency in­

come tax of ~367 , 994. 00 without first deducting the 

1959 tax credit of ~221 , 033 . 00 from the said amount . 

1iith respect to t he princ i pal question at issue, 

t he margin fee \-ras imposed under t he provisions of 

Republic Act No. 2609, entitled nAn Act to Authorize 

the ~Central Bank of the Philippines to Establish a 

Margin Over Banks ' Selling Rates of Foreign Exchange . " 

Secti on 1 of the said Act provides a s follows: 

ns ecti on 1 . The provisions of any 
law to the contrary notwithstanding when 
and a s long a s the Central Bank of the 
Philippines subjects all transactions in 
gold and foreign exchange to licensing 
in accordance with t he provisions of 
section seventy- four of Republic Act num­
bered two hundred sixty- five , the Central 
Ban~k , in respect of all sales of foreign 
exchange by the Central Bank and its 
author ized agent banks, shall have author-
ity to establish a uniform margin of not 
more than forty per cent over the ban:k ' s 
selling r a tes stipula ted by the Nonetary 
Board under section seventy- nine of 
Heoublic Act Numbered 'rwo Hundred Si xty-
five, which margin shall not be, changed 
oftener than once a year except upon the 
recommendation of the National Economic 

• 
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Council and the anuroval of the President. 
The Honeta ry Board

4 

shall fix the margin 
at such rate as it may deem necessary to 
effectively curtail any excessive demand 
upon the international reserve . 

11 In implementing the provisions of 
tJ:lis ct, along with other monetary, 
credit and fiscal measures to stabilize 
the economy, the monetary authorities 
shall take steps for the adoption of a 
four- year program of gradual decontrol . 11 

Conformably with the said law, the Central Ba.nk 

of the Philippines issued Circular No . 95 imposing on 

every sale of foreign exchange a margin fee above 

the authorized banks 1 selling rate . Certain important 

items exempt from the payment of the margin fee, not 

pertinent to the instant cases, are listed in Repub­

lic Act No. 2609 and in the Circular . 

Four square with the cases at bar on this point 

is the case of Esteban Lopez, et al . , vs. Commissioner 

of Internal Revenue , C. T. A. Case No . 1244, decided on 

March 16, 1964. In the Lopez case , this Court re-

solved the main question here at issue in the nega­

tive.. As the rea sons and doctrine enunciated in the 

Lopez case are applicable and material to the cases 

at bar, vm will quote at length from the said decision. 

On the non-deductibility from gross income of 

the margin fee, this Court stated: 

It is contended on behalf of petitioners 
that the margin fee imposed and collected 
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by the Centra1. Bank under Republic Act No. 
2609 is a tax and , therefore, deductible 
from gross income under Section 30(c) of 
the Revenue Code . On the other ~~nd , re­
spondent claims that sa id margin fee is 
a regula tory fee a nd not a tax . 

11 The imposition of the 25% 
margin fee is provided by Circular 
No . 95, which wa s issued , by the 
Centra l Bank on July 17, 1959 
(55 O. G. (29), PP• 5523-5526), 
pursuant to Republic Act No. 2609. 
Said Republic Act seeks to sta­
bilize currency and its ' main and 
primary objecti ve are (1) to ar­
rest infla tion; (b) to recover 
and maintain the stability of the 
peso and insure and preserve its 
external convert i bility by bal­
ancing payments and bolstering 
our reserves . x x x ' In other 
words , it is quite apparent that 
the ob~ect of the Ac t is not to 
raise revenues . As Senator Sa­
bide sai d during the deliberations 
of Sena te Bill No. 457, 1-1hich 
later become Republic ct No. 
2609: 

' Almost all of t hem (mem­
bers of the Opposition) 
seem to regard this mea sure 
a s a t ax measure . That is 
an error; Mr . President . 
Senate Bill No. 457 , same 
as Senate Bill No. 344 is 
a currency measure or a 
monetary measure . If a 
revenue is derived from 
either it is only incidental . 
~·Jere it a tax measure, I 
would not have authored any 
one of them, because , first­
ly, s uch measure would be 
violative of our agreement 
with the United States under 
the Laurel-Langley Agree­
ment, and secondly, it woul d 
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be an unjustified burden to our 
people if the sole and primary 
purpose of it were to enable 
the government to carry out the ' 
various projects indicated in 
Budget B. • • But Mr . Presi­
dent , this is not a tax 
measure , neither by its nature 
and by the disposition of the 
income that it may generate 
can s enate Bill No . ~57 be re­
garded as a tax measure . In 
no portion of Senate Bill No . 
45'7 is the word 11 tax11 used 
• • • , 1 (Senate Diario , No . 
3, June 3 , 1959) 

The foregoing opinion of Senator Sa­
bido is confirmed by Section 1 of Re­
public Act No . 2609 , which sta tes that 
said Act ' along with the other mone­
tary , credit and fiscal measures ' 
seeks t o ' sta bilize the economy.' In 
other words , R~yublic Act No . 2609 
imposes the 25% margin fee with a 
regulator y purpose , to provide means 
for the stabilization of the currency . 11 

The position taken by respondent . on the 
na..ture of the margin fee is supported by an 
opinion of the Secretary of Justice (See 
Opinion No . 201 , series of 1959 , Sec . of 
Justice . ) We find this opinion well taken . 
Republ i c Act No . 2609 is not a revenue 
measure . Its sole purpose , as expressly 
stated in Section. 1 thereof is 11 to effective­
ly curtail any excessive demand upon the 
international reserve . " The margin fee im­
posed and collected to make that purpose 
effective cannot in any sense be called a 
tax. 

Quoting extensively from the private views of 

some members of Congress expressed during the floor 

discussions in the Senate and House of Representatives 

of the bills that eventually became Republic Ac t No . 
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2609 (House Bill No. 3663 and Senate Bill No . 457), 

petitioner respectfully moves for a re-examination 

and reconsideration of our decision in the Lopez case 

because the background and legislative history of the 

said law show that it was intended to be a tax legis­

lation rather than a regulatory statute. 

'VIle are not unmindful of the rule that opinions 

expressed· in debates, actual proceedings of the legis­

lature, steps taken in the enactment of a law, or 

the history of the passage of the law through the 

legislature, may be resorted to as an aid in the in­

terpretation of a statute which i s ambiguous or of 

doubtful meaning. The courts may take into considera­

tion the facts leading up to, coincident with, and in 

any way connected with, the passage pf the act, in 

order that they may properly interpret the legislative 

intent. But it is also a well-settled jurisprudence 

that only in extremely doubtful matters of interpreta­

tion does the legislative history of an act of Congress 

become important. As a matter of fact, there may be 

no resort to the legislative history of the enactment 

of a statute, the language of which is plain and un­

ambiguous, since such legislative history may only 

be resorted to for the purpose of solving doubt , not 

for the purpose of creating it . (50 Am. Jur. 328). 

\ 
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The error in petitioner's thesis is the supposi­

tion that, because of the private opinions expressed 

by some members of Congress, the margin fee imposed 

under Republic Act No . 2609 was basically, if not 

absolutely, an exercise of taxing power. But , as 

stated above, there may be no resort to the legis­

lative history of the enactment of a statute where 

the language is plain and unambiguous. And the 

plain and unambiguous language of Republic Act No . 

2609, particularly Section 1 thereof, supra, ex­

pressly states that the margin fee is ~ixed at such 

rate a t it may be deemed unecessary to effectively 

curtail any excessive demand upon the international 

reserve. 11 Again, under the second paragraph of the 

said Section 1, supra, it is required that in the 

implementation of the provisions of the Act, it must 

be "along with other monetary, credit and fiscal 

measures, to stabilize the economy x x x. 11 If we 

are to adhere, as we should, to the commonly accepted 

meaning of words in accordance with settled rules 

of statutory interpretations, the plain and expli-

cit language of Republic Act No . 2609 readily shows 

that the margin fee was levied with a regulatory 

purpose, to safeguard the dollar reserves of the 

coQntry. In other words, the law as enacted was in-
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' 

herently and basically an exercise of t he police power 

of the State . 

We can take judicia l notice of the fact that, 

since t he libera tion of the Philippines from the 

Japanese Occupation Force s , one of the economic i lls 

which besets, and still besetting , the country is 

the excessive demand upon its exchange reserves . In 

or der to prevent t he possible collapse of the economy , 

the Philippine Government had to take , and still taking, 

bold and drastic steps to stabilize t he cur r ency to 

arrest infla tion and to preserve the externa l converti-

bility of t he peso . It should be noted that Congress 

bad to pass Republic Act No. 330, approved on July 15, 

1948, controlling t he importa tion of non- essential 

or luxury items; the Central Bank of the Philippines, 

invoking its powers under Section 74 of its Charter , 

during an exchange crisis, promulgated Central Bank 

Circular No. 20, which restricted the sales of ex­

change b!Y subjecting all transac tions in gold and 

foreign exchange to licensing; again, on March 28 , 

1951 , Congress enacted Republi c Ac t Noo 601, author­

izing the Central Bank to collect a special excise tax 

of 17% on t he sale of forei gn exchange; and to imple­

ment t he Laurel - Langley Agreement , Congress enacted 

Republic Act No. 1394, imposing a spec ial import tax 
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on all goods, articles or products imported to the 

Philippines . 

The enactment of the said laws and the implementa­

tion thereof were intended primarily for the purpose 

of safeguarding the dollar reserves of the Philippines. 

Despite the protective measures taken by the Govern­

ment , there was, and there is , still. an excessive de­

mand on the country ' s excr~nge reserves which endangers 

the economy . Taken in that light, it becomes easy to 

understand tha. t Republic l1.ct 1'-lo . 2609 was enacted sole­

ly to curtail the excessive demand upon the internation-

al reserve and is , therefor e , a currency measure and 

not a tax legislation for the purpose of raising govern-

ment revenue . 

The Central Bank of the Philippines and its 

authorized agent banks had authority to establish a 

uniform margin fee of not more than 4~p over the banks ' 

selling rates . The exercise of the regulatorjr pmver 

did not convert the margin fee into a tax because the 

said fee was only a means of attaining the sole purpose 

and objective of the law. While incidentally the law 

might have raised revenue for the Government, it did 

not make or convert the law into a tax statute because, 

if the primary purpose of the legislative body in im­

posing the charge is to regulate , the charge is not 
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a tax even if it produces revenue for the public . 

(1 Cooley on Taxation , pp . 98- 99.) While it is true 

that the margin fee collected might have been more 

than sufficient to cover the actual cost of licensing 

and surveillance , the margin fee is not necessarily 

a tax because the desirability of effectively safe­

guarding the dollar reserves of the country was a de­

cisive factor in the determination of the amount of 

the regulatory fee . Hence, the rate of the margin fee 

does not partake the nature of a tax when the amount 

thereof is intended to curtail , or at least restrain, 

the excessive demand upon our international reserve . 

We find , therefore , no cogent and valid reason 

of re- examining and reconsidering the ruling of this 

Court in the Lopez case, supra, that the margin fee 

imposed by Republic Act No . 2609 was not a tax. As a 

corrollary , we hold that it is not deductible from 

gross income despite the provisions of Section 30(c) 
I 

of the Revenue Code . 

Even i f the margin fee is not deductible from 

gross income as a tax, petitioner contends that it is 

deductible as an ordinary and necessary expense in­

curred in carrying on its trade or business under Sec-

tion 30(a) of the Tax Code . 

In the case of Lopez , et al ., vs . Commissioner 
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of Internal Revenue, supra, the same issue was passed 

upon by the Court when it held that: 

"Petitioners also argue that -

'If the margin fee in question is not 
a tax or a license fee, it is at least a 
deductible business expense inasmuch as 
same vias incurred 11for the production or 
colleetion of income. 11 w·e believe that, 

. in fairness to the taxpayer, the forcible 
exaction of the margin fee and non-volun­
tary .pa.yment thereof should be considered 
if not as a tax at least as an "ordinary 
and necessary expense" and not as a 
personal expense.' 

Petitioners contend that the margin fees and 
other expenses incurred ln remitting to them 
abroad their incomes from Philippine sources . 
are deductible as business expenses under 
Section 30(a) of the Revenue Code, such ex­
penses being necessary in the production or 
earning of their incomes. 

vie do not think that said expenses are 
business expenses or expenses in connection 
with the production or earning of petitioners 1 

incomes in the Philippines . They are ex­
penses incurred in the disposi tio.n of said 
incomes , which are manif estly personal in 
nature and not business expenses. As such per­
sonal expenses, they are not deductible, pur­
suant to Section 3l(a) of the Revenue Code. 
X X X . 11 

Petitioner , however, avers that the above-quoted 

ruling of this Court is not applicable to the instant 

cases because, in the Lopez case, there was no sh~#ing 

that the dollar remittance was for the purpose of 

carrying the trade or business of the taxpayer. It is 

alleged that, the fair inference to be drawn from the 
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status of the taxpayers therein and from the remit­

tance of profits, the funds were being placed at 

their disposal abroad for them to use for either 

business or personal purposes . On the other hand, 

petitioner argues, it is a resident foreign corpora­

tion which exists for the sole purpose, tax-wise, of 

earning income for its stockholders, and such remit­

tance of dollars from the Philippines is but part of 

a continuous flow of funds to and from head office 

and branch, in the never- ending process of earning 

income . 

In the case of Collector of Internal Revenue vs . 

Philippine EdQ.ca tion Company, G. R. Noo L-8505, Hay 

30, 1956, 99 Phil . 321, the Supreme Court laid down 

the following · test of what constitutes an ttordinary 

and necessaryu business expense: 

As stated in Nerten ' s Law of Federal 
Income Taxation, Vol . IV , t1ordinarily, 
an expense will be considered necessary 
where the expenditure is appropriate and 
helpful in the development of the tax­
payer ' s business" (page 35) ; 11 it is suf­
ficient that the expense were incurred 

. for purposes proper to the conduct of the 
corporate affairs or for the purpose of 
realizing a profit or of minimizing a 
loss 11 (pp . 382- 383); "the term ' ord inary' 
as used in these statutes does not re­
quire tha t the payments be habitual or 
normal in the sense that the same tax­
payer will have t o mrike them often; the 
payment may be unique or non-recurring 
to the p.-::1.rticular taxpayer affected . " 
(p . 316) X X X. 
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Considering the foregoing test of what consti­

tutes an ordinary and necessary deductible expense, 

it may be asked: T:lere the margin fees paid by peti­

tioner on its profit remittances to its Head Office 

in New York appropriate and helpful in the taxpayer ' s 

business in the Philippines? Were t he margin fees in­

curred for purposes proper to the conduct of the af­

fairs of petitioner ' s branch in the Philippines? Or 

were the margin fees incurred for the purpose of 

realizing a profit or of minimizing a loss in the 

Philippines? Obviously not . As stated in the Lopez 

case , the margin fees ar e not expenses in connection 

with the production or earning of petitioner ' s incomes 

in the Philippines . They were expenses incurred in 

the dispositi on of said incomes; expenses for the re­

mittance of funds after they have already been earned 

by petitioner ' s branch in the Philippines for the dis­

posal of its Head Office in N.ew York which is already 

another distinct and separate income taxpayer. 

It will be noted that pe titioner herein was 

formerly a fore ign corporation licensed to do business 

in the Philippines and during the years involved, was 

engaged in the sale of petroleum and allied products . 

But as a foreign corporation, it was taxable only on 

its income from sources within the Philippines (See 
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Sec . 16, Hevenue Regulations No . 2; . Sec . 24, National 

Internal Revenue Code) and could deduct only ordinary 

and necessary expenses incurred in carrying on its 

business conducted within the Philippines exclusively 

(Sec . 30(a) ( 2)). It engaged in trade or business in 

the Phil.ippines through a branch, and that branch 

was itself a distinc t and separate entity, f~r pur­

poses of .income taxat i on, from the United States cor­

poration with Head Office in New York. As may be seen 

from petitioner ' s income tax returns for the years in-

volved, it reported only its gross income earned from 

sources within the Philippines, deducted therefrom, 

among others, only expenses incurred in carrying on 

its business in the Philippines , and paid the income 

tax only on its income earned in the Philippines . 

Since the margin fees in question were incurred for 

the remittance of funds to petitioner ' s Head Office in 

New York, which is a separate and distinct income tax­

paYer from the branch in the Philippines, for its dis­

posal abroad, it can never be said therefore that the 

margin fees were appropriate and helpful .in the devel­

opment of petitioner ' s business in the Philippines 

exclusively or were incurred for purposes proper to 

the conduct of the affairs of petitioner ' s branch in 

the Philippines exclusively or for the purposes of 
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realizing a profit or of minimizing a loss in the 

Philippines exclusively . If at all , the margin fees 

were incurred for purposes proper to the conduct of 

the corporate affairs of Standard Vacuum Oil Company 

in New York , but certainly not in the Philippines . 
' 

We are , therefore, of the opinion and so hold 

that the margin fees paid by petitioner for the remit-

tance of its profits abroad were not ordinary and 

necessary expenses incurred in carrying its trade or 

business conducted within the Philippines . As such , 

they are not deductible from gross income under Sec-

tion 30(a) of the Tax Code . 

The second issue raised in C. T. A. Case No . 1558 

refers to respondent ' s method of computing the interest 

on the income tax of petitioner for the calendar year 

1960. On August 10 , 1964 , petitioner was required by 

respondent to pay a deficiency income tax of 

~367 , 994 . 00 for 1960 plus 18% interest thereon of 

il-'66 , 238 . 92 for the period April 18 , 1961 to April 18 , 

1964, or a total of i434,232 . 92. On August 5, 1964, 

however, respondent himself granted petitioner a tax 

credit of¥221,032 . 00 representing overpaid income 

tax for 1959 . 

Petitioner now submits that the tax credit of 

¥221,033 . 00 for 1959 should have been first deduc ted 
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from the basic tax deficiency of ~367 , 994 . 00 for 1960 

so that only the balance of ~146 , 961 . 00 should be sub­

ject to the 18% interest under the provisions of Sec­

tion 5l(d) of the Revenue Code . In other words, the 

computation should be a s follows: 

Tax due for 1960 •.•.•.••• 
Less: Tax credit for 1959 
Deficiency for 1960 •••••• 
Add : 18% interest due 

thereon •••••••••••• 
Total amount due •• • •••••• 

Amoui~6~a:~ . ~~.~~: :. :~: ... 
Amount due ••••••••••••••• 
Amount of overpayment •••• 

¥367,994. 00 
2~l,Oi3.00 

~16,9 1 . 00 

26 , 45'2 . 28 
¥173 , 413 . 2,'S 

Respondent, on the other hand , maintains that peti-
\ 

tioner should first credit ¥221,033 . 00 (1959 tax credit) 

to the amount of ¥434,232 . 92 (total deficiency income 

tax for 1960 including interest) and pay the difference 

of 3.i=213,189 . 92 . Parenthetically , it may be stated that 

this is what petitioner did when it paid the sum of 

i 213,201 . 92 on August 10 , 1964 although there was an 

overpayment of ¥2. 00 . In a nutshell , petitioner applied 

its tax credit to the basic deficiency tax and proceeded 

to compute the 18% interest only on the balance there­

of; while respondent applied the tax credit after the 

18% interest was already added to the basic deficiency 

·tax . 

( . 
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We find it difficult to unders.t and the position 

of respondent. In the letter of August 5, 1964, 

respondent admitted that petitioner had overpaid its 
, 

1959 ineome tax by ¥221 ,033.00. Accordingly, re-

spondent granted to petitioner a tax credit of 

~221 ,033.00. In short, the said sum of ¥221 ,033.00 

of petitioner's money was in the Government's hands 

at the latest on July 15, 1960 when it paid in full 

its second installment of inco~e tax for 1959. On 

July 10, 1964, respondent claimed that for 1960, peti­

tioner underpaid its income tax by ¥367 ,994. 00. How­

ever, instead of deducting from ¥367 ,994.00 the tax 

credit of ~221 ,033.00 which respondent had already ad­

mitted was due petitioner, respondent still insists in 

collecting the interest on the full amount of 

~367 ,994.00 for the period April 18, 1961 to April 

18, 1964 when the Government had already in its hands 
. u 

the sum of 3f22l,033.0 of petitio.ner 's.money even be-

fore the latter's income tax for 1960 was due and pay­

able. If the imposition of the interest does not 

amount to a penalty but merely a just compensation to 

the State for the delay in paying the tax, and for 

the concomitant use by the taxpayer of funds that 

rightfully should be in the Government 's hand (Castro 

v. Collector, G. R. No. L-1274, Dec . 28, 1962), the 



( 

DECISION -
CTA CASES NOS . 1251 & 155e 

22 

collection of the interest on the f ull amount of 

¥367 ,99~.00 without deducting first the tax credit 

of ~221,033.00, which has long been in the hands of 

the Government , becomes erroneous, illegal and arbi­

trary . 

Petitioner could hardly be charged of delin­

quency in paying ~221,033.00 out of the deficiency in­

come tax of ~367,994-.oo , for which the State should be 

compensated by t he payment of interest , because the 

said amount of ¥221, 033 . 00 was already in the coffers 

of the Government . Neither could petitioner be 

charged for the concomitant use of funds that right­

fully belong to the Government becaus e as early as 

July 15, 1960 , it was the Governmentthat was using 

petitioner 's funds of ~221,033 . 00 . In the circum-

stances , we find it unfair and unjust for respondent 

to exact the interes t on the said sum of ~221,033.00 

which, after all, was paid to and received by the 

Governrnent even before the incidence of the defi­

ci ency income tax of i:367,994.oo. (Itogon-Suyoc Nines, 

Inc. v . Commissioner , C. T. A. Case No. 1327, Sept. 30, 

1965). On the contrary, the Government should be 

the first to blaze the trail and set the example of 

fairness and honest dealings in the administration of 

tax la\vs . 
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Accordingly , we hold that the tax credit of 

¥221,033.00 for 1959 should first be deducted from 

the basic deficiency tax of ~'3 67 ~ 994.00 for 1960 

and the resulting difference of ~-146, 961.00 would be 

subject to the 18% interest prescribed by Section 

5l(d) of the Revenue Code . Acceding to the prayer 

of petitioner in C.T.A. Case No. 1558, respondent is 

hereby ordered to refund to petitioner the amount of 

il:39,787.94 as overpaid interest in the settlement 

of its 1960 income tax liability. However, as the 

collection of the tax was not attended with arbitra-

riness because petitioner itself followed respondent's 

manner of computing the tax in paying the sum of 

~213 ,189.92 on August 10, 1964, the prayer of peti­

tioner that it be grante~ the legal rate of interest 

on its overpayment of ¥39,787.94 from August 10, 

1964 to the time it is actually refunded is denied. 

(See Collector of Internal Revenue v. Binalbagan 

Estate, Inc., G.R. No. L-12752, Jan. '30 , 1965). 

vlHEHEFORE, the decisions of respon6.ent appealed 

from are hereby sustained, except the refund-claim 

of petitioner in the amount of ~39,787.94 as overpaid 

interest which is declared refundable. Accordingly, 

respondent is hereby ordered to refund to petitioner, 
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Vacuum Oil Company) the overpaid interest in the sum 

of F39 ,787 .9lt. 1'he refunds of the alleged overpaid 

incomes taxes for 1959 and 1960 are hereby denied . 

No costs . 

SO ORDERED. 

Quezon City , October 28 , 1967 . 

·.'E CONCUR: 

ROHr1N 1-1 . lJ.tlu\LI 
Presiding Judge 

1-- -/ ~' 
RAHON L. AVA.NCEN.t 
Associate Judge 




