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DECISION

This is an appeal by petitionexr from the deci-
sion of respondent denying the former's claim for ree
fund of the sum of »1,968,50.

It sppears thet-petitioner {s engaged in the
business of buying rew kspok and processing the same
to produce clean kapok of twe kinds. The finer class
is used for stuffing pillows while the inferior cne
is used for filling and stuffing nattresses and cushe
fons. Respendent assessed sgainst petitioner, s man-
ufacturer of kapok, the sum of ©],968.50, represent=
ing deficiency sales tax, suxcharge and “penalty® on
fts soles of kapok from 1952 to 1954, itesized as
foliowss

mm sales taxX cecees 'IMI)
25K surcha®lge cdcscsscsssces 364,70

o e pmcitesieodl - . |

Petitioner contested the assessment, but because
respondent threatened to enforce cellection by dige
traint and levy, the said amount was paid on Septem-
bexr 28, 1956 te the City Treasurer of Guezen City.
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The claim for zefund of said sméunt having been denied,
petitioner has elevated the case to this Couzt for re-
view, - ‘

The sale mut.'lﬁn nresented for cur considers-
tion is whether or not petitioner is a -mi-etumi of
kspek. Respondent claime that petitioner is a msnuface
turexr pursuant to Section 194(x) of the Revenue Code,
which providest |

*{x) *Manufacturer' includes every
person who physical or chemical pree-
o988 alters exterior texture of form
er inner substance of any raw waterisl
ox manufactured or partially manufactured
product in such manher as to prepsze it
for a special use or uses to which it
could not have been put in its original
condition, or whe by any such process
alters the quality of sny such raw mate-
risl or manufacturad or partially manu-

tially wmanufactured productes in their
original condition could not have been

« puty and whio in addition alters such row

- material or manufsctured or partially wane
uf actured preducts, or combines the same
to produce such finished products for the
purpese of their ssle or distribution te
wmtmm for his own use or consurpe
tion.

The method employed by netiticner in process-
ing kapok is described in the report of “enrade E.
Lethe, Technologist of the Institute of Science and
Technolegy, dated Mawxch 2, 1957, as followss
“This is the report on the inspection

of Pacific Kapok Factory at A, Benifacio
St. . corner 14th Strect. Gueeon Citv. bv
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the undersigned who was accompanied by
¥x. Livio Z. Ambresio, an agent of the
Bureau of Internsl Hevenue, in conpliance
with the reguest of the Collector of Ine
temal Revenue dated February 19, 1957,

for fing pillows
while the inferior one is fer filling
end stuffing matresses and cushions,

S u:n precess ?nlm is escential-
I: rew materials, which consists of .
rating the floss from coves, seeds

bottom, placed in tandem.

es and cushions. The beaten cores which are
m,wmmummm
ber as wa
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*"The process ::.guh.l mechanical

using a Wiy di en as 3 source

of power.® (Exh. C for petiticner; Exh.
for respondent, )

In Cosmos Kapok Factory v. Aranets, €.T.'. No.
125, Maxrch 29, 1957, vherein the fects are the same
as in the instant case, it was held that -

*x % x petitioner falls squarel
mmmamuiwmmt!n-
ed in section 194(x) of the Tax Code,

vizs ¢ one who such sical
4 pmz%!.-mb”
or

or chemical) ty
of any such raw materi actured
u-pa:lthlll manufsctured product so es
te reduce it to marketable shape or prew-
pare it for any of the uses of _'_]
R X X

*The above described process clear-
{r Wmmhm mﬂm is ﬁfﬁm

reans m

ilnlt.hitlr.ni is transe
fomed inte a cl »

]
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The recexds do not reveal anything which weuld
Justify zeversal of our in the case of Cosmos
Fapok Factory cited aboves ' ¥t is, however, argued
thet kepek being an agricultural product, petiticner
is exerpt from the sales tax on its sles of | puUL-
susnt to Section 188(b) of the Aevenue Code. /Sesticn
188(b) exerpts from the sales tax agricultursl pro-
ducts when they are seld, bartered, or exchanged in
this countxy
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produgads BDut petitioner 4is neither the producer
of the kapok nor the owner of the Jland where it
was produced, It nersly purchased the kapok which
it processed and later sclde Therefore, Section 188
(b) does not apply to petitioners |

For the foregeing considerations, we find that
the deficiency sales tax in the sum of #], 458,80
and the 25% suxcharge of P364,70, or a total of
1,823,500, were validly assessed and collected, and
petitionex's claim for refund thereof was preperly
denied, Yith respect, however, te the "penalty" of
P145,00, it appesrs that respendent required peti-
tioner to pay the same as “conpromise penalty® fer
vielation of Section 183(a) in relation te Section
186, penalized under Section 209, of the Hevenue
Code. As the imposition by respondent of s "compro-
nise penalty®, without a compromise agreement, is
wnauthorized and illegal (University of Steo. Tomas
ve. Coll. of Inte X ¥e, C.ToAs oo 10, Septe 10,
1956, affd. on this peint in G, R Nes. L=11274 &
L-11280, Nev, 28, 1958), and it appearing that neo
such compromise agqreement has been entered inte by
the paxties, the said sum of Rj45.00 was illegally
collected,

WHEREFORE, respondent is herehy ordered to
refund to petitioner the sum of #14%,00, e pre=-
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nouncenent 28 to cosis,
S0 OKDERED,
Menila, June 29, 1959

WE CONCURS

Fresiding Judge
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