-

LA TOMDEIA, LG, ,

Jelitioner,
- ﬂl‘ﬂl - G.T-F. Cﬁ-ﬁ! ’;5- ”
GULAEG TG OF MnfRdlol ARVENUR, g&
' Lespondeint, X '“
Al

e = & - = @ & o e o e = =) (‘/

CRCISION ""1

Ihis is an sppesl frow & decision of the zes~
poident vellestor of Internal hevenue, daled day &,
Laba, sese8siiy snd dewandloy (rus the petitiveer,
umm,mmurmut
cific Lax go 204,046 pmeci Liters of slsehel pius
'ﬂlamﬁrlﬂmummw-t-
toLal ol / Aosgbhde vy
‘ it sppears fres the evidence presented that Lhe
petitioner Lo Tendeta, LInc,, hes been for many yeirs
& ligensed sanufecturer of wines and licuors bearing
the trede aarks of "Monila nun®, “Uinebra Saa xiguel®
and “St, decrge Gin®, In the sanufagturs of its wines
and liguors, the petitisner uses as basic materisl rec-
tifled and dietilled alecchol purchesed in crude fora,
from vawious suger centrals, principally the Central
Azucaress Don Fedro in Nasugba, Bataages, and Binale
bagan—isaceis sugar Ceatral in wegros Lecidentsl.

Uuzing the peried fros June 7, 195 to Febe
mexy 37, 9%, the petitioner bought frow the twe
centrals acove-asntioned, & large quantity of crude
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or low test alcehol which the petitionss subjected
o further vectification and distillation ot its
distiliery plant at LUBE Velasquei, Tendo, te weel
the high standaprd which it hes set for its liguer
products. in Lhe process of further distillstien
and refining during the aforesaid perisd, 221,046
proof Liters of alseobol of the bulk bought freow the
twp centrals, wers lost tiaw evaporation which the
petitioner clalns are not subjeet te the speciilc tax
seing cemanded by thé respondest, If sppears (hat
siace 1957 and up o the first week of June 1950, the ‘
petitioner was aliowsd by the sureeu of internal dee |
venue & deduction of 5,58k for luss thru evaporastion,

On kay €, 1984, the respondent Collector of lne
ternal devenus issued an assessuent and demand Cetulle
ing the petitioner to pay within thirty (35) days
fron peceipt of the seid sssessment, the sus of
Fi54,663,10 ss deficienty specific tex oa the 291,046
proef liters in cuestion, snd the amount of 10, 000G,00
88 compronise penalty, The foraal sseessoent snd dee
wand of the respondent was received by the potitiones
prior to the crestion of this Court, or were particu=
laxly on way 28, 19%4,

on June 21, 19%4, the petitionsr reguested, and
wes graated by the respendent en extenslon of thirty
(30) days within which Lo snswer sespoadent's original
letter of demand for peywent of the assessaent in gquess
tien, Later, the said tine to answer respondent's
letter of dessnd was agaln extended by €ive (5) days
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" from August By 1995, sles upon the request of the pe-
titioner, Finally, on August 6,1954, the petitionex
replied to the asssessuent and desand of the respondent,
protesting and suestisning the seid deficlency pe=
sideration of the same,

wh fugust 26, 1994, the respondent denied the
request for recensiderstion of the sssessasat in ques-
tion and oxdexed the petitionsr "to pay the sum of
164,063, 1c within theee (3) days from your receipt
mmpﬂ.'mum-lm
26, 1994 was received 2y the petitienes on ‘ugust 3i,
1994, and on the following day, septeader 1, i19%e,
the petitiener sppesied the assessaent Lo the on=
ference Staff of the Buresu of Internsl Aevenue,

The appesl of the petitioner to the Conference
staff was given due course and wes docketed ss .on=
terence >taff Case o, 367, | ,

Un septewuber 28, 1994, the adeianistrative ape
peal was set for hearing en Uctober 21, 1994, low-
ever, the petitioner requested for Lhree separate
postponanents of the hearing of which oniy the first
two requestis were jrented, «ith regard to the third
motien [or postpomeuent of the heering vefare the Lon=
ference staff, the respondest in his letter of Lec-
enner 22, 1994, instead of acting en the motica, Te-
quired the petitioner te cosply with the requirements
of Uspartaent Lrder /o,213, dated kovember 2, 19%4,
within ten (10) days from the date of the letter by
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paying cne~nalf of ihe total assesssent ageinst it
and by filing ® bond te guarentee Lhe paysent of the
baience of the tax assecsed,

in sdditlon, the respondent alse reuulired the
petitioner te agree in writing to the suspensiopn of
the reunaing of the peried of Limitatien upen 0ssese-
weat and collection of tases preseribed oy the Lae
tigoal laternel Aevenue Code from Feptedder 2, 19%4,
the date the request te eppeal Lo the Confarenze
Staff was recelved by the sald staff, uwntil the case
As finally decided, snd for sixty (60) days thereaiter.
The campilance of Lhese requiremants just sentioned
was aade a3 o conditisa precedent sy Lhe respendent
Gallsctor of internal devenue ts the reesetilay of
tha cose for hearing before the Conference Stafi of
the Suresu of laternsal Revenue,

On Januazry 10, 1989, the petitisner informed
the respondent thet it was agreeable to the suspens
slon of the running of the peried of Limitatien wpon
the sssesscent sod collection of the speciile tax in
questien, ‘owever, the pestiticier requestes for the
seconsidesation of the order with vespest Lo the cash
poynent of cne=taif of the silegsd totsl deficliency
specific tox sssesmsent snd the filing of & bond %o
guarantes the paysent of the balonce of Lhe Lax 2ssessed,
88 recuired Ly Lspaitsent under Vo, 213,

e Febrasry €,1555, the respondent deafed the
reguest {or recensideration eof the enlforcecent io
full of the comiitions set forth in Leplrtment (rder
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Ho. 713, Another request for reconsideration was filed
by the petitioner but was likewiss denled in & lotter
dated sarch 10, 1995, with the sdwonitien that the pe-
titioner should cosply in full with sald cenditions
within five (5) deys from recelpt of said notice of
denial of the request for resonsideratien if it &
desires to be hesxd before the Conference Staff of
the Buveau of Internal Revenue. This reply from the
respondent denyiny the Last petition for reconsideras
tlon wes recelved oy the petitioner on Haxeh 16, 1999,
iwe days later, the petitioner filed its "Peti-
tion for heview” with this CGourt, and the case is now
before us for decision oy wey of an appeal pursuant
10 sections 7 and Ll of Republie /et Mo, L1179,
mw“ﬂhliM

wn the guestien of jJurisdistion which wes ralsed
by the respondent as an effirmetive defense in his
answar to Lhe petition fer revisw, we note that the
ST | & 4
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petitioner herein duly perfected its sduinistrative
sppeal from the decision of the respendent te the
vonference Staff of the dureau of Internal Revenue,
and the sane wes docketed as C.5. Case Mo, 367, while
the case was pending sefore the Conference Staff, the
rospondent “ollector of Internal Levenue recuired
the petitioner "lo couply with the provisions of said
Departaent Order (Ho. 213, dated Nevesber 2, 1994)
within five (8) days fres your receipt thereef, in
oxder thet the Conference 5taff xay be directed to
hear your case on the mewits®, (Exhibit i-16)
This recuest of the respondent was contained In his
letter of ikarch 10, 1999 which wes received by the
petitioner on sarch 16, 1955,

un march 18, 1999, the petitioner, net seing
agreessle to the oxder te comply in full with the pe=
quiresents of Department Order Ne, 213, filed its pe~
tition for aw with this Court of the decision in
question, V Froa these undisputed facts, it seews cuite
clear and obvious that the petitien for review wes filed
on tiae inassuch 2s the sawe was filed within the five-
day peried fixed and granted vy respondent Collecter
of internal Mevenus, and therefore this Court kes
jurisdiction ts hedr and detersine the present appeal.

Let us now come to the priacipsl suestion at issue.
is there any legal ground for requiring the petitioner
te pay the specific tax on the crude ex low test alcohol
which was lost thru evaperatien in the process of fure
ther yectification and distillation se as to weel the
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high standard set by the petitioner for its liguer pre=-
duets?

This cuestion calls for aa interpretstion of sec-
tion 133 of the National intexnal Aevenue Code under
which the alleged deficiency specific tax wes assessed
and demanded by the respondeat. Frior to Jasuary i,
1751, the ssid section read as follows:

eifoct amending section 133 of the Tax Code by increas-

1y 7
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ing the rate of specific taxes en distilled spirits
and liaiting the scope and meaning of the words “dis-
tilled spirits®, The all-inclusive clause “"and the
tox shall sttach to this substance &8 soon as it is
in existence as such, whether it be subsequenily se-
perated as puse or lupure spirits, or be immedistely
or st amy subsequent time transforsed inte amy other
substances either in process of originsl production
or by eny subsequent process” wes slininsted (rom sec~
tion 133 of the Tax Code, se that said section 133 s

anpnded oy Repudlic Act Ne. 992 mow resds as follows:

:Hmh-ﬂ&ﬁ**:
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o our wind, the evident fatention of Conyress
in eliainating fres section 133 of the Jeticnal lo=
ternal ieveaue Umde the all-embrecing phrase *and
the Léx shall attech to this suoestance o5 soon 2s it
nhiﬁWumh.. « XX X" was to sube
- Jest to specific tex net all kinds of alcohelic -sube
stences, gut enly distilled spirics es finished pre-

137 o LS W L6 a1 1 LY Q& UINaEs
ESrehouse. #“e gether this purpose of Cohgress in
enscting this particulsr smendment froa the fellewing
portions of the speech of ienator Carles P, Garcia
which was delivered on the floor of the enate during
the discussion of 'scuse Jill wo. 1443 (now tesublic
Agt o, 392) vhen he proposed the elimination of the

trializot Lo
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> il lin




DECLSION -
GeTeA, CASE MO, 99

o JU »

Goviously, the decision ¢f the respendent Col-
lector of internal Aevenue Lo assess snd desend the
paynent of the specific tax on the sleohel lost thau
evaporastion prier to the approval of Aepublic ~ct
¥o. 992 is coxrest and ia accordance with law, . The
sli-embracing phrase "snd the tax shall attach to
this substance 88 seon a8 it 1e in existence as such,
whether it be sudsequantly ssperated as pure or ispure
spirits, or be issedistely e» 2t any subsequent time
transferred iato sny other substances either la pro-
cess of original preduction or by any subsequent pro-
cess” was then @ part of section 133 (Specific tax on
distilled spirits) of the Tax Code, and its wording
is so clear and explicit as to resove all doubts that
the specific tax 2lready acoruwed and - attached teo the
slcohol before & portisn of the sase was lest thru >
evaporation, [Iharefore,the petitioner herein is
Liable for the paywent of the same, in the amount of
P672,1%  (Thoupson ve. U.S., 142 U5, 471), computed
as follows:

|
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Tetal amount of specific
due 672,15

tax

/ll-m.mmumm“dthw
cific tax demanded asmounting to #153,990.95 on the
219,753 preoof liters of alcohel which were lost thru
eveporation after January 1, 1981, the Court belleves
and o0 holds that the petitioner is net Liable there-
for., Ihe intention of Congress in removing the words
“and the tax shall attach to this substsnce as soon
a8 it is in existence 28 Such x = x = * from sec~
tion 133 of the national Internal Aevenue Code, may
e iaferred frea the aforecited explanation of senator
Carlos F, Capcla, After the amendment of said section
by Aepublic Act Mo, 592, the specific tax on distilled
spirits did pot Lmeedistely sttach upon the alcohel as
soon as At existed as such, Insssuch a8 no tax accrued
on the slcohol defore the same was lost thru svapers-
tion, no specific tax could de due and payanle thereon.
As will be seen froam the amsendnent, the specific tax
accrues only upon the manufectured 'distilled spirits
which is removed from the factory for dosestic sale
aﬂmj

wet us now view the question from the stand-
point of cur national econouy.

Local as well as foreign ecomomists are agreed
that in order to stebilize ous govermment finances,
new industries need be given the necessary lapetus.
Aealizing such need, Congzess saw fit to enact & law
exeapting new and necessary industries from gll taxes

s o181/
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under certain conditions. OSut this is ot eaeugh,
Goveraaent protectisn should sxtend as well Lo eotae
biish Industries. They sheuld ba given the neces-

 8ary encoursgement to sanufacture cuality wroducts

that would stand competition in foreiyn werkets. This
h--rdmm”uuu reserve, ith
this in aind, we find the interpretation given by the
Sereau of Iatearnal Revenue of section 132 of the Va-
tional lsternal Aevenue Code after (ts anendoent oy
Republic 7ct Mo, %92, nuch too stringent and unressone
sble. It deters rether than encourages locsl manue
factugers from producing high quality products.

From the declarstions of chemists of other dise
tillery plants such as the *"Feur Festhers®, "Ls Fertums®,
and *La Coxena®, the respendent trisd to prove that the
alcohol purchased from locsl centrals which cowes in
different grades noeds no further rectification and
distillotion and that the sene could be used 2s is in
the nenufecture of liquors and wines - es la fact zeost
of then hove deen doing - after subjecting the rew aste-
risl to the soecsailed methansl test, These witassses
declared thet the wines and lliquors produced Ly their
sespective distilleries with this kind of alcohel as
basic satarial are safe enough for hwsen coasumption
without any damaging effacts, RNespandent ssess to laser
under the theory, judging by what these witnesses have
declared, that since the sleshol seing sald by the
different centrals to distillery plants which coses
geaded as “cshezes®, "Luen gusto”, "fine™ and “super
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fime™ is good sncugh for other wine distilleries in the
sanufacture of Lheir finished products without the neces-
sity of further rectification and distillation, it should
be usable a8 well for the herein petitioner. Thus, the
respondent would now lay the bLlame entirely to peti-
tioner for sustalning aeavy losses due Lo evaporation
in the process of further rectificetion and distillation
which it hes chosen to do ia oxder to maintain the high
standard which it has set for its fiaished preoducts. In
other words, the theory of Lhe respondeni seexs to e
Why expose a susstantlial portion of the alcehol which
you acquired from the twe suyar seatrals to less thxu
evaporstion sismply to produce gquality wines and liguors
when you could just as wall have followed the usual and
sore profitable sanufacturing process of other wine preo=-
ducers? ‘ntoanie U, Falanea, ‘ssistant ueneral xanager
and Chemist of the Le Tondeds, ine. has ably answered
‘this peint to the satisfaction of the Cousrt. Therve is
ne dispute between the parties that the petitlener
actually lost thru evaporation during the process of
se=rectification snd re-distillation the amouat of

221 ,046 proof liters of aleohol during the peried frem
June 7, 195 te February %7, 1954, Accerding teo witness
Palanca, his company which is considered one of the oldest
distilleries in the Philippines, has endesvered and is
still endeavoring to preduce at all cost quality drinks
that could compets with the best of other couatries such
as the ruearte Rican rumy thet for this puzpose, since

 183/52
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different grades, the petitioner without teking any
chances hes Lavarlasly subjected the sase to further
rectification et its distillery plant using the famous
Baxbit rectifying column; thai on several occasions
the peticicner was billed by the Ceatral “zucarera Uon
Pedro ond Liwe Tallsayeiurcia suger Central fer l.l“hll
supposedly of high test when sctusily, #fter exanine-
tion, it turned cut to be of the lowest type of aleehel
with pleaty of lepurities; that the precess of further
sectification though expensive and tedious hes increased
the sales of the petitioner by %4, sveraging »8U0,000,00
0 PLAOO L. monthlys Lhat the process adopted oy
the petitioner has wade its "uanila Mus" one of the sest
in the world and is mow belng exported te foreign coun=
tefes; and, that further rectification of the alcohol
Bought fres the local ceatrals is necessary bocsuse Lhe
consusing puvlic has vecome wors and wore cuality cone
scious,

under the circusstances, as explained by witness
Palanga, it would De unreasonable to iassist that the
potitioner adopt the crude methods employed sy othex

lecal distilleries when the manufscturing process adepted

by the petitioner has bwouwghi dividends te Ltself in Che
form of iacreased sales and to the Government, 3usitional
taxes and incressed exports,

To the lesal smanufacturers we say, it 1s ot
enough Lo produce sewething that is fit for huaea con=

sumption, Ihey should strive 38 well to lspreve thelr pro-

dusts and wenufscturs merchandise of ndgh quality that
~ e iy
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would stand foreign coupetition,

in contlusion, we find and se hold thet the peti-
tioner is not entitled to claia for deduction, in the.
computation of the specilic texes, alcohsl which were
lest thxough evaperation ian the process of re-rectifi-
cation of lowegrade alcohol prier te Jansary 1, 1981,
and as such is liscle for the specific 18z on the
1,293 precf liters se lest, or the sua of Fe72,15,
However, from January 1, 1951, when Rapublic Act wo.
%92, took effect, the petitioner is no longer subject
to the paysent of say specifis tex en alcohsl lost in
the prosess  of re-rectificetion of such low-grade
alcholol and in consequeace therefor, the petitioner
aay not 5o required to pay the specific tax on the
resaining 219,753 proef liters iavelved in this case,
which were lest after said dats.

In VIER: OF THE FORBOUING CONGIDERATIONS, the
decision of respondent Uollector of Intarnal Revenue,
deted May 8, 1954, is hereby sodifled, and petitioner
La Tondeiia, inc,, Ls hereby apdeved to pay the res-
pondent Collecter of internal Revenue the sua of
PE72.15, by way of specific tam, Mowever, with res-
pect to the balance of the assessment ansunting to
F153,990.95, which gserresponds to the peried after
January 1, 19, 1951 end up to February 27, 1954,

_ s lE
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pursusnt to Hepublic Act Ne. 592, the petitioner is

declared exespt frem liability fer the specific taxes

assessed therefor, +~ithout proncuncement »s Lo costs,
S0 CHDERED,
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