SYPUSLYE: OF HE  PHILIPANTY
LOURT GF TAX APPEALS
GurEon 1LY
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COMMISSIONLR OF INTERNAL
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ihis is an appeal from the decision of respondont
LCommissioner of Internal Revenue holding pebtitioner
liable for the amounts of E216?79U.37 and B9,355.47%,
or a total sum of BZ26,145,78, ay deficiency cales
aind contractor's tawos, respectively, for the period
fram November 1, 1274 to (October 31, 1975,

Petitioner 3M Philippines, Inc. in a domestic
corpnration engaged in the busirness ag an imparter,
wholesuler and exclusive wmanufaciturer of 3M brand
products such as abrasive, adhesives, reflactorized
traffio sigrna, medical and electrical =suppiies, and

cassette tapeo. it is also enguaged 1in tho leoasing
and servicing cf dupliceting machines, While petij-

tioner is the sclz dealor of 34 brand photocepying

machines, it has alsc oither uniits of phutocapying
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In a tolter datod february w8, 1981, pelrticner
{

srotested the asscosment contending,ameng obhevs, that

Section 185-8{q) of the 0id Tax Code does not inelede

cassectte tapes within its purview ag sald sertion 1oters
to machines, instruments. and devices which ave capabic
of recording or reproducing socund or mucic and cassetin
tape 1s neitiner a machine, insirument and device, henoe
not subgect to 40% sales tax, but to 7% sailcs tax as an
ardinary article, under Section 186 of the said 0ld Tax

Code., It was further contended thalb the deficicncy

contractor's tav auses

o

ament arose beocause the BIR ecxam-

iners included the sales for the poast poeriod, Lhe oppli-

cable bax on which bhad already bhoen paid, (;1{;. BT,
GiR 1ec.)

The protest ol pebtitioner wos finally dended by
respondent in nis letter-decicion daled April 18, 1983,

Hence, this appeoal,

Lte

The igcues soucht to be vesoived by the parth

may be sbtatud oo follows
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fhe pertinent provicion of law covering the de
gales and conbtractorts pevoentaoe boaxee fuor

veor from Novem

are Sectiocns 185, Ia%{d;, 1850ng,, 18%-0.9) and 18

the OLld tax Code, as anendeod by

T
e

aryel ction 193%3{a of

fa
s
P
e
~t
a
o
L)
~

which ave gquoted heroisn below,vespectivaly, as Vol

"Ser. 185, FPercentaos
sporting goods,
vasl be levied, wssessod, and
tollected cnce only on every sviginal
sales, barcter, exchannge, or similar
tvansaction bended to btransiocr ownere
ship of, aor title to, tho erticles
hareinbelow enunmernted, o Yax equi-

valent o farty per centum of the ngrooc

vatue in money
bartered,
such tax

pald by the wmanutacturer
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Toctured out of matey
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to tax under this ceection, the total
cost of such materials, as duly ectab-
liahed, shall be deductible from the
gross selling price or gross value in
money of swch manufactured articles.

3

KKK HXX X% X

d) Articles of which celluioid
is the component matevial of chiof
value;

XXX oK AN

(g) Pianos; phonograph rtecords
(except thosz locally manufactured and
hose wsed for educational purpcses)

juke boxesy

L

Sec. 185-B, Percentange ltax on

sale= of phoncgraphs, combination

radioc and phonograph sets ot all iypes,
tCl?VlglOﬂ sets, combinaticn rtadio and
television sets, combination radio-
phonographmtnlevinﬂn sets, cramophones,
and similar articles.- Thers shall be
levied, assessed and ccllected once
only on every mrlginal sale, barter,
exchange, or similar transaction in=-
tonded to transfer ownership of, or
title to, the nrticles hereinbeiow
enumerated a tax equivalent to Forty
er centunm of the yross setling pFiC“
or gross value in money of the articles
se solad, bartered, exchangsd or lLranse
ferred, such tax to be paid by thea
monufacturer or producer: Provided,
however, That where the articles hnlpln
below enumerated are locally mancufactured
articles as hereinafter defined, bthe tax
shall be scven per centum: Provided
furthe:, That where the urticies enume-
Tated hereinbelow are nanufactured from
materiale subject to tawx under this
secticn the total cost of such materials

. 600



o
i

2hell be deducted Vram fon geo
11 1ce OT gresc value

moanu

b
-
)

Facturca avt

<
N
se

(o) Phononra ; {
by Combir cadio and phiano-

S araph s of all types;
(o] ie]evjsiqn setlsg
i) Combination vadic and lete-
vigion gousg

o) Combinabien radic—-phonagrnph-
television setgy
{73 Gramophuones; and
(g} Similar ariticies for reproducing
and/or recording wusic cnd sound,
iiwe tanpe recorders, oo,
the words "levatlly monufactured
articlesY meuan acticles monufacturad in
a manufacturing enterprise which nroceas
phy aliy and/cr choemical erialy

clad hoa:
iunag, other w

ol
[
]
s
19
[
]
i
»}
a
i

r
[0

o
2,
ot

:

=

[_l

=
5
B

wires, plc
fiber boa
metallic
into the

and/ov palicts,
metall
Efs e panet, ohe,,
rmedd components
cmpicbed and finishe
cvided, however That 1F the
parts cire intermediete couwponents
article, except as used in

sessembly, they must he locally

i
)

ct - o
o D
et b= o

i el
el SR
[ P
o
oo oW
= =0

o

o

)

manutfachured within the noanufacturing
gntorprise or eny oilher local manuractufinq
srtoerprises

. FPrinted circuit boarda:

Zz. Jrvansformers;:

3. Coils, exceplt vo id [ lybock,
anid ohﬁﬂt i attached
hereto exne ;

4.

Y.,

4ot No. 61100

N
Ty



sec. 1864 Pereentage tax on cale
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of obher axtic leo,.- The o FFall be

Tevicd, asscssed and colloubcd nee opdy
* 7
¢ oevery original sale, barter, exchanoe

and cimilar tronsaction eliher for no
or valuable considerationc, intended
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transfer ocwnership of, or title to, the

articles net enumerated in sectiuns o
hundred and ecighty-four, cne hundred
eighty-five, one hundred and eighty-
five-A, and one hundred and eighly~f{1
a tax equivalent to seven per centun
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the gross selling price or grosu value in
money of the articles so sold, bavrtered,

exchunged, or transferrad, such tax te
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e poid by the wmanufacturer, or preodurs
Provided, Thal whevre the articles sub
to tax under this scution are manufac
vut of materials likewise subject to
under this sectien and secticn anc hu
and eighty~nine, the total of suech ma
as duly establiished, shall be deducti
from thegross selling price or v
in aoney of such manufactured artic
(As amended by Rep. Aot Na. ai10)
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(a) Iri generad .- Unless L werwise specili-

cully provided, it shall bm the duty
person conducling a business on which
percentage ftax 1s imposed under tiils

to make a true and complete roturn of

amount of his, her or its gross quart
sales, teceipts, or earnings or urosc

of sutput actuslly vemoved Vrnm {he fa

0 every
a
Title,
thie
erly
value
ctory

or mill warehouse and within tuenty days

after the end of each quarter pay the
due thereon: Provided, Thal any pers

tax

sun

retiring from a business vubject Lo the
percentage tax shall rotify the nearest
internal revenue officer thereol, ile hig
return or declaration, and pay the tax due

theveon witnin twenty days after clos
business,
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CTA CASE NU, 3824

For purposcs of this section, salces
on consignment shall be vconcidernd actual..
1y sold on the day of sale or sixty days
after the date consigned, whichever ig
rarlier,

1f the percenlage Lax in wny busie
ness is oot paid within the time specificd
above, the amount of the tax shall be
increased by twenty-five per centum the
increment to be a part of the tax and Ifhe
entire unpaid amount shall be subject to
interest at the rate of (ourteen per cent
per annum.

in case of willtul nmeglect to file
the return within the period prescribed
herein, or in case a false or froudulent
return is willfully made, there shall be
added ftec the tax or to the deticiency tax
in caze any payment has beer nade an the
basis of such return before the discovery
cf the falsity or fraud, a surcharge of
fifty per centum ot its amounit and bhe
entire unpaid amount shall bhe subject to
interest at the rate of fourieen per centum
net annum. The amount so added to any tax
snall be collected at the same time and in
the same manner and as part of Lthe Lax
unless the tax has been paid before the
discovery of the falsity or fraud, in
which case, the amount so edded shsll bhe
collected in the same mannet as ithe tax,”

Anent the first issue, pelitioner contends that
the blank casseltic tapes are subject to onrnly 7% as
ordinary articles and not to Secticns 18%{d), 185-ig)
at 40% because these blank cassette topes are not

articles which reproduces orv records music and sound,

n the other hand, respondent cantends ontherwise

o
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We agree wibth the contention of poetilioney thal
the blank cassette tapes 1t manufactured and aold ave
subject only to 7% tax as ordinary arcticle and not to
40% tax wunder Sections 1A% {d), 1B5Cg) and 185.0{(a) of
the Uld Tax Lode, Az van b2 gathered frowm the evoelu-
tionary developunent of Section 10% of the Tax Code,
beginning from Junpe L, 1939 thra 1971, 1t shows that

|8 [

generally what was zubject to sales tas cre those
arcicles, among which jJusbly was musiocal instrument,
which recoirds and reproduces music, specifically ine-

cluding "phonoaraph recovadas"  UUA 466, BA 217, June 1

1968, RA 3596, June 1B, 1949; BA 588, Tepl. 24, i9%0
RA 1612, Aug. 24, 19%6.) 1Ir the lust ecitoed law, RA

1612, 1t provided that wihat are taxed are

rated therein, and those "similay articles 7o reprowe

ducing music"., Section 189-B(g) of the Tax Lade,

confirms the evolution of the provision of Seetion 205,

which taxed "(g) similar articles Tor reproducing

aind ov recording music oand sound, tike ltape recordess

etc,” and thal this confivme the stotetory econstruction
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records, Lapoe recorders, eico,

and 105=B(qg) of the 0rd fax Cede, upon which rospoiie
dent based his Jdecision dobted Anpil i, 1583 and o
the vasic of wihich imposecd the 400 sajen Lax on Lo
petitioner?s cassetls topes manulactuted ~d aold do
not apply on blonk nagnetic casseiba Pooecs to which
fully agree with petilionsr. And fo Loreow the ward
of counsel {or peiiticner, which ve Ping to be credis

tably preserniad, ns it ig based on the lrue Tacte and

the law of ithe canc, s cald and we guolo:

1,

XX heo, R
of which celliulo:d 1a L N
material of chiefl vaius® and the
disputed evidance 3o that thoe cos
tape is wmade of plostic cuser and
and polyostor | Yoy

not cantaln

any celiyleoia, Seao, 1) also did
pot apnel 1t T only, Tpdnonos:
phonoy i (exvent trnoselocally

used for

jo B
o
=

-

W

FaY

manufaciured

tional surposen); jukeboxes.! Respondent
states thal "casselts tapes are 1iko
phionograph records! taxed af 40% but his

;
{1%

statement 1s correct as regurds laportod
phonograph rteccerds; locally manutfactured
phenograph records weve not incivded in

Sce. 185(g) and not tared ab 40%,  Uo even
assuming the cassetite tapes and vhonoguroph
records are the same in Lhe sence bhot
they are articles in which souna orf
can he reccrded v clored, petitioner’is
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casselte tapes should not

400% because Lhey were loca
actured, Finaelly, Sec. 18
did not apply because the

were not 'similac articles
nd/or recording music and
cussed and explained Eh
discussion on the lenislat
Sec. 185, By the process

thervefore, cussette Lapes

Bheo. 186 bocoau they were
in Seca. 184, 5, 185~A a
the applicable sales tax ¢
{pp. B84-85, CTA rec.)
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Quorzon City, Metro ¥onilao, August 48, 1987,
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