REPUBLIC THE PHILIs . s

COURT OF TAX APPEALS
MANILA

CENTRAL AZUCARERA DE TARLAC,

Petitioner,
e oo
- YOrsus = CASE MO, 208
[HE COLLECTOR OF INTERMAL \qﬂﬂ
REVENUE , \gl

Aespondent, :
S Tt Al TR

L 1) 760, dalq3cT

In a letter dated May 27, 1950, respondeant Col-
lector of Internal Revenue sought te collect frem pe-
titioner the sum of #42,237.5% as deficiency percen~
tage tax plus surcharge en the gross value of molasses
and sugar allegedly withdrawn from ite central from
1947 to 1954, pursuant te Section 189 of the Hational
Internal Revenue Code in relation te Section 183 of
the same Code, itemized as feollows:

Value of 49,832.29 kiles

as pexr beoks from 1947

to 1994 :
. [OTAL == -

a‘ua due on i;.m.wh.u oe @ 38,T90,05
surec [ 3 h'm [P —
mum | e

An additional ameunt of #2,000.0C was alse seught
to be collected 3s "compromise penslity® for the alleged
vielation by petitioner of Section 209 of the Revenue
Loda,

Petitioner contested the legality of the sssess-
ment selely en the ground that the said melasses and
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sugar were not sold but were used by it in the pro-
ductlon of alcohel in its own distillery located in
the cantral, Consequently, it asked that the assess-
ment be withdrawn, The request to have the assessment
withdrewn was denled in the letter of respondent dated
Septesser 21, 1955, Petitioner filed the instant pes
titica for review on Movember 7, 1955,

The parties submitted a stipulation of facts,
which is repreduced hereunder, vizm

i. That the pctitinn-w 1- 2 norpnritinn

dul nrg-ni:-d exist business
und:i lnd t n}ngh. the Fhile
ippines, w linlipll I¢I nf business at

Jan diaunl larlacy and ¢t Respeondent is the
vollector of Inttrnll Revenue, with offices
at the Jepartuent ef Flnance 5u£1d1n9. Hanilag

2. That dur the period covered by the
assessment hereinafter mentisned, the peti-
tioner was engaged in business as cwner and
eperator of 2 dulr registered distlllery at
san liguel, Tarlacy

34, That py enorendum dated X,
1958, Uxaminer Ernesto Caluys of Suresu
of Internal Revenue, then stationed at Tamlac,
Tarlac, reported to the Provincial Revenua
Agent of Terlac that during the year 1947 the
petitioner milled in 11: :unlr ilntlti at san

z&iuui Tarlac, 149,032.29 kileos of sugar,

ued ot P66,328,92, which petitioner used

:; raw natnrilln 1:.:23‘::nu£;:turl ::L:::-hul
sa wolasses at

¥l gg:iéz 6 durinu the years 1947 te 1904,

which te aarket of #1,689,-
68, petd had net paid 2% siller's’
u-l-ﬁbzz::l-n of the Natienal
Revenwe .

:: rh.:;-::.==".. ::: 1"., the

233,790,085 as : ilI Illill,“f." 28

R

Aloned in the next preseding paragraph hereef,
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::d'imnd: payment of the fnﬁa‘m?
2,000 as comprouise pena or ale
leged viniauont ef sections 183 :ad 189
of the National Internal Revenue Gedsy

5. That petitioner protesied said
assessuent on the allegation that, under the
law as well as wulings of the respondent

titioner was not subject to the 2K u.u{u':
hnwm;utmm«m fax Code
yoq s B e BTy o - g
u ¥ 48 raw
nltmlll in the production of alcohel in its
own distilliery;

6. That by letter dated September 21,
955 and rntiv-d h{ plt.ithm on mtdnr U,
958, :ho responden fled petitioner's said
protesi

7. mt w subsequent verifisatien con-
mﬂm. it was ascertsined
br uwunt the market value ef the
suger and

ragraph
3 hereof was I‘l.m.?‘?.“ mtﬂ‘"ﬂ ’1.”"

02, 68y

a.nm.. in view of the facts stated in
the next preceding paragraph hereof, Lhe total
asount of ntuu-'.tnni e there~
on now in %-Mnamraa. .in-
stead of F42

9. ihat in petitiener's "Balance-lnven~
taries” asentioned in pIﬂgrlph 12 hll'lif ed the
*sugax” referred to in herect, was
valued at §66,328,92 (which mt appears in
paragraph 3 heveef))

10, That the "sugar" and molasses the value
‘gh tutn the basis of the asseas~
in peticioner's
sugar central at San mm. Tarlag, end were
owned by petitioner and were never seld by pe-
ti.tl.un a8 such Dut were used Ly utuinu
raw naterials i the manufacture by
umr ef alcohel in p-ut.tun'l own d u.-

1l. That the market value of that portion

:‘ the above-mgntioned molasses, which peti-
produced and used in the manuiecture of

lu the {od from 1941' to sarch 31,
lﬂ was »# .mn ]

la, uuuum:.u‘::n-m
m‘ mu&, ._lurlnthmhi
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covered by the subject assessment ware core
wt entered ia the *“Salance-Inven-
tarios® petitioner, upon which Examiner
Caluys based his report;

13. That the petitiener sdmits the cor-
rectness of the figures stated iIn this sti-
pulation of factsy

14, Thet the pertiss hereby reserve the
ut: to present further evidence on other
r s not covered by this stipulation of

acte and manifest willingness to prove such

other factes 23 this Homorable zay re-
cuire for the complete resolution of the is-
suse reised in this case,

In the cforesald stipuletien of facts, tha parties
agreed that the total value of the wolasses and sugar
invelved in this case is r1,223,742,44, instead of
Fl,689,.%02,.68, Since the value of the sugar is »565,328,.92,
the vealue of the :uluuf is Pl,1507,413.5%2, 4As sgpreed
wpea, the percentage tax and suxcharge in dlspute 1s
P 30,595.56, couputed as follows:

Value of w0lagses ~ewecemews | |,157,413,52
vllllal Qf “‘.r -

h 'f '.'1 213.?42.“ *Bwantew “"H-“
m ‘mﬁtn" - o N T
Total tax & surcharge ~wee ;

Ia support of its sppeal, petitienar allsges:

l. (hat the sugasr, with an admitted value
of #66,328,92, wias not in fact sugar but “cane
:P.\&:, whdich is not taxeble under sectionm 169

Nevenus Codej

a7 S S 8 2o (S
Cahe & were u t
of &) in its own distilliery within the
prenises of the central, and ware not therstfore
therefroa; e i

That the said molasses and suger (er
cane syrup) were not used in business, and
mmrmmmmmﬁ-
189 which cones under the chapter "lex on dusi-

¢!
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4, That asssuning thet the saild arti-
cles Are taxable under sectien 189, the

t of the Government {0 sssess nd

t the tax has already prescribed,
, Luring the hearing ef this case petitioner scught
to prove that the sugar valued at F66,328,92 which was
milled 5y it end used in the wanufscture of alcohel in
1947 wes nwol sugar but “cane syrup®, It is alleged
thet the smount of #66,328,92 sppesring in ite books
is merely "the theoretical value of estimested sugar that
sould have Leen produced freom the *cane syrup® whieh
(it) used as vaw waterial in the preduction of alcohel
in its distillery in 1947." And since “"cane syrup® 1l
not taxable under Sestien 199 of the Aevenue Code, the
assessuent iu reyaru (o ;lii “cane syrup® ls impropar.

" Fetitlonar aduites thet its books and records show

that the sun of #66,328,92 represents the value of sugar
willed by it and used in its distillery for the produce
tion of aleehel. /At no tine during the iavestigatien
of the case Ly Liw Suretu of Internal Revenue did peti-
tionex ever raise the question as to the correctness of
the entries in its books and pecoxds, “hen petitioner,
through ceounsel, requested respondent te reconsiser his
assesanent, ac wentlon was mads of cane syrupy in faect,
the ‘word "sugar® was repeatedly used. Here aze some
porticns of the letier of counsel for petitiener dated
M i, 1995;

“Contrary to the Gﬂlld -mnm of

Mﬂ the central the truth
LR R T ﬁ"‘m - B Ry
lnhll-. withdrawn frem the central,

=5
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Ia other werds, said molssses and suger
as such never 59“ the central, The aa-
torial fact 4s thet said mclasses and
sugar, which belonged te the Central,
wore used i1t in the production of
‘aleshol in 1ts own distillery located
in the lmtrll. x 1: X e

= 'ﬂ'l-l;l, '&i' t}lﬂ.ﬁmln:!is and suger

' question, to ta o WOTR
not withdrawn !’m the centra t ‘were :
used by It in the preductien ef alcehwl
in its own distillery, the same are not
mmtumuxmmmm
109 of the Revenue Code,"

The netition for review consistently used the
wopd ®sugar®, s thwn delow:

"That the sugar converted by the pe-
uum inte uml in 1947 s X x

titionar and were produced
the mttnn: in ite ar central
3&.1 in San Miguel, Tarlsc.® (Par. 3.)

: *That the said m and molasses were
converted into aleohel X X" (Par, &,)

*That said
sugar reoom situat w'.lthin P tl.m's
sugar mill x x x* (Par, 5,
m'w uinnn 1 H n::p:n-h
mols sis o
ﬂ':tumulmutummch
et x x x.* (Par, B ,

sald mtr and molasses belong=
ing to '“i x x"* (Far, 9.)

'““ Y- “Lm lllwod.l. ¥

'ﬁ" > ctrl::lrlm mt::u':&: ’:-

Ve have no reason to doubt, in view of the en=
tries sppearing in petitioner’s books and records, entries
made in the regular course of business transactions, and
from the very sdmissions of petitionsr itself and its
counsel, that the "sugar® in question was in fect
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sugar and net merely “cane sysup®, m fact t!;at ina
the stipulation of fasts the word "sugar” is inclosed
ia quotation marks does not alter the situation, The
attempt to qualify the entries in {ts books in regaxd
to the sugar in questien by means ef the ttﬁt&ﬂiﬂi of
cartain efficials of petitionsr is te us 2 belated
attempt to extricate itself from » tight situstion.

Having arrived et the senclusion that the sum of
266,328,92 represents the vslue of sugar produced by
petitioner and used hy it u 1947 in the -mufutun
of alochel, we will now mcnd to consider th. issue
whether or not the mclasses and sugar with an sggregate
value of 71,223,742,44, slready referred te above, are
subjest to the percentage iLex presgribed in Section 18%
of the Revenue code, whigh provides:

ors or cperatcrs ol rope factories
sugar centrals, rice mills, coconut oll -1i1|.
corr 2ills and dulncnud coconut factoxies
shall pay & tax equivalent to twe per centua
of the gﬂrn vilue in money of 2ll the repe,
mn soconut oil, ground er milled sern,
dul.ut‘od cosonut manufactiured ¢r milled
the b ts of the r»
ut rials !‘m sald articles axe prﬂmﬂ
or manufactured, such tax te be based on
astual sell price op et value :i thou
avticles at tine m «m the factoxr
mill warehouse: hnw. That th l
tax shall ut apply te coconut oﬁ
products of copra which it :ll rodm&d ar
umfutlud. nnd desiscated coconuts I{f such
-ui caopze  by-products and «am:m cumts

e OF &8 BN
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Section 169 of the Revenue Code raquires pro=
prisiors 01; Wtﬁt of sugar cmpﬂli to pay a tu-
of i of the gress value in money of &«ll Lhe sugar,
including the by-products ¢i Lhe rew waterials (rom
“l“llMﬂ“fﬂMMi“l“hﬂ
based oo the sctusl selling price or warket value of
such articles st tiae they leave the jfactory or
siil sazeheuse.”/he tax paysble by prepristors or
OPerators i Suydr ceatrsls en suger and nlum._._j:_hc_‘f
mmmnmmtﬂmmmm
ngu&mm.mfthtmmylm
the factory or wmill warshouse, although paywent of the
tax aay be made avt latgr than the 20th day of the acnth
following the end of each calendar guarter, pursusnt te
section 183,

Potitioner claius thet sald molasses end sugar
were never rewoved f[rem its ceatral Lut were used In
its own distillexy withia the prewises ¢l the central
and, thezefere, its Liability for the tax has not ag-
cxued, Fetitioner has sppareatly overleoked the [act
that the law does not coantemplate removal frem the
central for the tax to 2ccrua. Ihe lew werely regquires,
in ovder that liability for the tex way attach, that
sugar and molasses be rescved frem the faggory ox, if
sald articles have Lbeen depesited In & gill warghc.use,
frou such @ill wapghousg. In this case, it has been
clearly sstablished that the suger and molasses left,
or were removed frem, the factory where they were pre-
duced er manufactured, and were transferred to the dise
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tillery where they were subsequently manufsctured
tnto alsohel. It can not be denfed that the sugar
fectory is distinct and separate from the distillery
where alcohel is msnufectured, There was, fhmfm.
s removal of saild sugar and molasses from the sugar
factory within the meaning of Section 189 of the Re-
venue c«u,:]

It is alse contended that since Sectien 189 comes
undsr the chapter eatitled "Tax on Business™, sugar
and nolasses can net be held taxable under that see-
tion unless at the tize of their removal from the fae-
tory they sre te be used in business. FPlaintiff admits

thet {t owns & dhtuhirr for the msnufacture of alcohsl.
| And there is ne claim or pretense that the alcohol manu-
factured by it 1s not for sale. We are, therefore, of
the opinion that said sugar snd molosses were used in
business by petiticner,

Furthermore, it is mot true as contended by petie
tisner that for an article to be texable under Chapter
i el Title V of the Revenue Code, entitled "Tax on
Susiness”, it is essentisl that such articls be the
“subject or object of & business®, JSection 190, which
comes undar the same chapler, lmposes the compenssting
tax on articles luported frem abroad for use by the ime
porter himself and net fer sale, It is ot 2 tax en
business and yet the validity of said tax has been suse
tained by the Suprese Ceurt in Intemnstionsl Business

mwnmy{unm;
G.R, Ne. L6732, Mazch 6, 1996, The taxability or none
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taxabllity of an article or a trensastion under Chap=-
ter I of Iitle V of the Revenue Code is deteoruined aet
by the title of the chapter but by the particular pro-
vision of law iavelved,

Finally, pstitionar clalus that the a2ssesament
covering the molasses and suger removed from the face
tory and treasferred to its distillery from 1947 to Lhe
first quarter of 1990 hes preoscribed, the sald sssess-
went having been made only in respondeni's letter dated
May 27, 1955, or after 5 years ifrom the dates the returns
were filed, pursusnt ‘to Section 33L of the Hevenue Code,
- On the other hand, respondent claims that sinca the
returns filaed Oy petitioner did net include the velue
of the sugar and molasses In guestion, the right of the
Goverament to assess the tox Is goeverned by Sestion 332,

It is sdnitted thot petitieoner iiled quarterly
returns covering the value of the cutput of its sugar
fectory during the entire pericd ia m:tiﬁ. bt thet
the value of the sugar and molesses involved in this
appeal is not included in said returns, pstitioner being
of the epinien thet said articles are not taxable.

Section 331 of the Revsnue Code provides that,
excopt as provided in Section 332, interal revenue
taxes shall be assessed within five years after the
return was flled, and no proceeding in ﬂﬂ\ﬂt without
assessnent for the collectlon of such taxes shall be
begun after the expiration of such period, Sectien 332
provides that in case of & false or fraudulent return
with intent to evade tax or of a fallure to file & re-

P — -
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turn, the tax may be sssessed, or 2 procesding in
court for the collection of such tax may be bLegun
without assessment, ot any time within ten years after
the discovery of the falsity, freud, or ocwlssien., It
£s clear that Sectlon 331 appllies to cases where the
returns flled are false or incorrect but without the
inteantion of the taxpayers filing the returns to evade
payment of the tax, while Section 332 applies to casas
‘where the returns flled are false or frauduleat with
intent to evade tax or te cases where no return at all
m“q..lﬂ. | ‘

[/ under Section 183 of the Revenue Code, proprietors
or operstors of sugar centrals are required te file quar-
terly returns of thelr gross output. Oaly ene return
is required to be filed for each quarter, If, through
oversight or negligence, some ftens of its gross output
are not included im its retura, the proprietor or ope-
pator of a sugar central need file oaly an amended re-
turn to correct the previeus retuzn. It 1s not required
to file a separate and independent return. WYe caa net
aceapt the proposition advanced by respendent te the ef=
fect that with respect to the items camitted from its re-
turn 8 propristor or operator of & sugar central is,
desmed to have failed to file a return within the meane
ing of Section 332 which authorizes the assessaeant of
internal revenue taxes, in case no return is filed,
within ten years from tha date of discovery of the omis-
sion. Te 0 hold would be to require the filing of mere
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than one return for each guarter which Ls net sanc~
tioned by Sestien 185.1 /

3ince petiticner filed its guarterly returns
which, whils false or incorrect, wore net filed with
intent to evade the tax as adultted by respendent hip-
self, the 504 fraud penalty net having been added to
the tax ia &ccordance with Section 183, the case [alls
Squarely under Section 33l. More than five years having
elapsed from the dates the quarterly returns covering
the peried fron 1347 to the first quarter of 1950 were
filed (the return for the first quarter of 195 having
been filed on or before April 20, 19%0) te the date the
sssessment was made on May 27, 1995, it is obvious that
the right te assess the deiiciency tax for sald peried
hes prescribed.

Feoa the stipulation of facts It appears that the
total value of sugar and molasses reuoved from the face
tory of petitionar from 1947 to the ({irst gquarter ef 1950
18 #364,566.84, while the value of molasses rawoved from
the fasctory from the segond guarter of 1990 te 1934 1s
FRS9,175.60. Therefore, only the assessaont of the de-
ficlensy tax with respect te the sald sum of P8S9,170.40
has been made by respondent within the statutory psried
of liaftation prescribed in Sectien 331,

in zesund, we ave of the opinfon that (1) the ovi-
dence of record fully supports the finding of respondent
that the sua of #66,328.92 represents the value of sugar
actually removed from the sugar factery of petitioner in
1947 and used ia its distillery for the menufacture of

. 663
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alschel; (2) the tax prescribed 1a Sectien 187 of

the Revenue Code on the mclasses and suger which left,
or were removed fron, the sugar {actory and transferred
te petiticner’s distillery accrued fyem the tiﬂi of

such removals (2) the molasses end sugar trensferved
from the sugar factory to petitioner's distillery were
used in business end are, thersfore, texable; and even
if such articles were not sctually esed in business,

the sere fact that they were remeved from the factory
umur-m”nmm“m tax thereong
and (4) the assessment of the deficlency tex with res-
pect to molasses and sugar remgved from the sugar factory
of petitioner from 1947 to the first quarter of 19%0 has
prescribed, in accordance with Se¢tion 33) of the Re-
venue Lode,

Kith respect to the sum of r2,000,0C which rese
pl-diht is seeking to collect from petitioner as “cou-
promise penaliy”, we are of the opinion that the former
has no right to cospel the latter to pay the same, (Sce
Seledad R, Srifas v, Collector of Iat, Rev,, C,.T,A, Mo,
16, Sept, 14, 1955; U,8,T. v, Collector of Int. Rev,,
Colehy No. 10, Sept, 10, 1956,)

WHEREFORE, the decision eppealed from is hersby
modified, In line with the feregoing epinion, end petie
tioner is hereby required te pay te respondent the sum
of ¥21,479.39, computed as follows:

& of Uﬂ',lﬂ.“ w of
] Rt o et o
r17,183,51

25; SUXCharge ==+="ss-ecsssces 4 2395, 58
Total defliclency tax

Bd SULCHArGE e-cevesccce t‘*!lldﬂ.ﬂ
. 664 ‘
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With cests against pelilicner,
3 ORUERED,
Mix.. Uctaber lﬁ. 1956,

P

Assoclote Judge
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