WONDER MECHANICAL
ENGINERRING CORPOSATION,
Petitiocer

versus CTi CASE WO, 265

HON. JOSE B. LINGAD,
(In his espacity as

ieting ef
the Burean of Internal
fevenue,)

Rgspondent,

PECIBION

This 18 an appeel from the decision of re-

spondent holding petitioner lisble for deficleney
paraentase tawes from 1957 o June 30, 1960 in the
amount of ¥25,080.91, inclusive of 25§ surcharge for ‘
lste payment thereof but exelusive of coapromise
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Petitionsr a i;-lm corperation ingorporated
under the lsws of the Philiprines in May 1947, 1e
engsged in the ssoufecture of nashines and other
preduets. It was granted tax exemption by the
Progident of the ilippines, through the Secrstary
of Finange, on May 30, 1949 under the provisions of
Republie set NHo. 35 for engaging in o new and
necwssary industry with respect to the mamufecture
of "machines for saking a number of products sueh as
cigarette paper. pails, lead weshers rivets nalls,
shairs, ete.* (BIR ree.. p- 9) However the tax
exemption privilege of petitioner expired on ®ay
3%, 1951,

On Gepteaber 1%, 1993, petitioner spplied with
the Seeretary of Fimanee for reinstatement of its
tax exemption privilege under the provisions of
Nepublie iet Wo. 901. The srplicaticn was approved
by the ssid offfcial on July 7, 199 as evidensed dy
a Certificate of Tax Fxemption and a lotter of the
sane date both signed by the Secretary of Finance
(BIZ pec. pp. 11=13).

On sugust 10, 1960 or soon thereafter; peti-
tioner wes investigated by an examiner of respondent
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to determime 1t: tax liadility. On lscember 7. 1960,
fevenue Fxaniner Fedro Cadigeao subzitted a seacrsndum
to the Chief Inves dgation Divizion, luresu of
Interna’. Revenue. and reperted among sthers. that
pet tioner had ( ) zamefectured (nd seld stoel chalirs
wvithout paying the 307 seles tax impesed by Seetien
1850} of the lax Code; (2 sceepled job crders withe
out paying the 3% tex on gros) reeeijts 'mposed by
Section 191 of toe came Code; (}) masulectured snd
sold ether articles subjedt to 7F sales taxr Wt not
covered By ths tax eoxespiion privilsgs. (&) feiled teo
register with the BIR beoks of acecunts wnd sales
inveice. as requirsd by the Sookkeepling fegulations;
(5) feiled to indicate inm the sales invelices the
fesidenas Certificste mumbers cf customers who pur-
chased arfielas worth 250.0C or ever, in violsticn of
the Bookkeeping Fegulstionsy and (6) failed to
produee 1ts bhooks of sceounts and busicese records
for inspegtion and axgminatios when required to do se
by o revenue examiner I1a viclatica of the Sook-
keeping Reguletions (BIR req. ppe (V= EB).

On the basis of tie examiner's report, respondent
sssessed ogainst and demanded Trem potitioner paye
ment of #25 (80.91 as deftclency perecentage taxes
for 1957 to 1960, iaclusive of 255 surchorge. Ree
spendent also su;gested to petiticzer tne paymen’
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of $5,020,00 25 o compromi e pesulty 1m =i
judielal settliement for rigus ~  tioas of the
Tax Code and Revenme Regula’ o (Jee letted of
demand dated Dot = 6, 1961 BI&X .. pp. 2029},

Un August 8. 1962 petiticner reguested re-
spondent to reinvestigate petiticoer ' del! dency
percentage tax assessment by lleging na () 40
engaged in business o . new and necessary industry
and, therefore exempt from the payment of the
pergsntage taxes; and (2) the deficlancy percentage
tax sssessment of 30, 0091, ' nelusive of 255 sur-
chsrge and comprosise penslty 1is excessive and une
warranted (BIk rec.. pe 60). After the denial =
ssversl reguests for relnvestigation and reconsider-
aticn (Respondent s Memersndum. p. 2), petiticner
filel 1its petition for review

The only issue submitted by the parties for
resolution 1s whe'her or not the sales tax due from
potitioner in the manufseture and sais of steel
chairs, jeep parts, and other articles (subjesct
to 308 and 75 under Seetions 187 7 end 186 of
Revenue Code and he 34 tax on the gross receipts
of & contractor under Seetion | of the same Code)
are covered by the tax exemption privilege granted
by the fecretsry of Finance under Republic Ae'
No. 900

Fetiticner contends that the wsoufagture and
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sale of steel chairs, Jjeep parts, and sther

srticleg are oxempt from taxation on sogount of ;ta

the Certificate of Tax Ixemption granted by tae B

fearatery of Vinsnce which provides, smong others, R

as follows: ;I"
n nm': %%m"""?:ﬁ&"‘ CAL B3 mﬁ?ﬁ? |

CuRiey 1310 N, iMaon, 5ta.
B e S remes LE ' uuitge

: T Toat] [ Ay ! : i
{ Actersined tou be new and necessary under
the provisions of “epublic Aet Wa, §01
r — (or of Sepublie Act ﬁo#”. in view of
. wideh thds Certificate Tax Fxeaption
-} hap been issuved entitling the sbovee

r fire/person to tax exeaption frow

T ot tonsel foiey

ps 13) unterscoring supp o)

On thse basis of the foregeing provisions of the
WI ef Toax Exswption, petitioner claims that
steel chnira, Jeep ports, und other sriicles
L+ infustrisl 1tess samufsetured by it ané, theve~
fore, ezampt from texation within the seaniog and
ssope of the tax exsmptlon granted by the Seeretary ' 20

of Finanes, spsrg. Petitiomer further clains thet ..I,;'*‘_‘-. I
the tax exemption granted to it for engaging in &

NS L
new and necessary industry is broad and all embracing “ ¥y

beceuse of the inclusion Gf the word “ete.” follew- s
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ing the emumerstion of the tas-exswpt srticles. H
1t 18 argued that the srent of tsx examption should St
be interpreted liberslly in fever of pstitioner :_
bessuse the seid great hes for its rurpose the A
development and growth of etiticaer's business as e
s doller-saving industrial firm. ‘
Respondent sountered by slleging that the
samufscture snd sale of stesl chafrs, Jeap perts, snd "
other articles os well ap the acceptence of job \ C
erders Ly petiticner sre not coversd by the grant ._
of tex sxemption becsuse spid exssution is limited “A
$o the mepufspturs and ssle of saghises Tfor meking
the srticles envoerated 1n 1ta tax exemption cer- s
tificate. '
In short, potfticner smainteins the view that the

mamuleoture end sale of clgsrette paper, pails, lead
waghers, nells, rivets, cundies, ete., or the \
secoptence of Job crders for the musufecture there~ - .

of, are sxeapt from taxeticn. On the other hand, g
responfent contends that the papufacture and K
Tip
sele of ppgiives for sshing sald srticles and met
"-pLh',
e samteiurs.and. seis ol tha sxtislen flealt pis
are covarad by the great of tax exsmption (g~ -'-;;'
sponflent's Memorantum, p. 3. ol
The noatention of rospondent is meritortous. e
i eareful evsaination snd evelustion of the evidences -
of rocord show thot, hefore the sprrovel of the '

" ";‘":‘\'}‘d—. [ - - i;‘
i .
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oripinal prsnt of tex oxemptior to petitioner for
ensaging in @ new and necessary infuvetery under
Republic Aet So. 3%, the then fecretary of Finsnes
submitted a memcrandun to the Cabinet, dated March
3, 1940, the pertinent portions of which resd as
follows:

"x x x It (petitioner) w
M!“mw erflere therce

« hkmong ‘Hr rroduets

ke a
for Dr. Agustinm Libore, p phs
whigh are sitachod a rnr the

Mgrils Dupply, snd o
asgaine for a eertain “hiness. X T'X

The mamafecture of the zhoves

mectioned_magbinne can he coneidered
s nev and negesnary ilodustry for the

:.mnut the be lts of
eeid Aot be extended to this corpo-
ration In respect to eaidé Industey.
Hespectfully submitted:
b, FIO MPDROSA
d50RALARL - AL
(BIR reg., p- 10, ot Il
it 18 clear from the foregoing sewmorandus of
the Gecretary of Tinance to the Cabinet that the
original tox exemption granted by the Uovernsent
to the petitioner refers to the sanufacturs and
anis of saghines for seking » number of products.
The ssid evidenae in corroborsted by the letter ;
of the Exeoutive Searstary to the patitionsr ..

dated Hay 30, 1948, which reads es follows:
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"1 have the honor to advise yeou
tha Hi- Uxeelleney. the President
| has today- u recocsendation of he
| donorable, deeretary of Finanoce.
‘- approved your applieation for exemp-
tiaon from the payment of faternal
revanuye taxes on your
or making
e nue ts, such as cigar-
ette paper, pails, lesd washers
rivets, nails, eandi-o, -hairs. cte.
mium-mdmum:u
Hepu' ' aet Ho. 35.
Vary vespectfully,
(Ggd.) YTHEODGRO SYAROELISTA
Lxsoutive fecretary”
(EIN ree. p. 93 underscoring supplied)
Consequently when the tax exemption privilege
greated to petitioner under Republie Aet ¥o. 19 was
reinstated under Republic ‘et Ho, 961, it is obvious
that the industrial items manufectured asd sold by
petitioner consisting of steel chairs, jeep parts,
and other articles, are not the machines contemplated
in, referred to, or coversd by the Certificate of
Tax Exeuption by the Secretary of Finence
en July 7, 9% « scope of the tax exemption
granted by the said offieisl cannot be inerecsged
or extended beyond the clesr language of the tax
exemption grant under the provisions of Republié
Aet Mo 501 (Commissioner of Intermal Revenue
v. Pniliprine Corn Products, Inc. flu Do & lu ¥m

Corpe/; G.8, Ho. L=13701, May 31, 1960). It 1s
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» osrdinal rule = . tion hat exemptions '

from are hghly disfaversd in law and he whe el
tax exsmptioa must Do adle Yo uetify his clad: &
right therets By the clearsast grant of ergantie o
Ttetete

“Another factor tlat should be
borne 10 adnd 1n connection with the
interpretaticon of the ¢ on olauen
unde: consideration 1g that by 1ta very
nature “he law that exespt: one from
taz must be clearly exprosced becavse the
exeoption 2 mpot he ernnted by f=pli o
tion, Thus, .t was %eld that "Txemr-
tion from taxstion are highly disfsvored
in lsw; ané he who claime sn exemption
sust be able to justify his clsim by
the cleareat greant of organie or
statute law. An axssption from the com=
e vegie Seokigation's Lasimtg, To0
on. -
n. Llenes, W0 m:
fiouse °s. ‘osadse h-u,ﬁ
(Collector of Iuh Mﬂ-ﬂl
Mh Joekey Club, Ime., G l'. e b
E755, Rareh 23; 1956, 98 i1. &

The ergusent thet petiticner's business is &
dollar-seving industry snd thet a ntriet interpre-
tation of the tax exesption prent weeld obstruet
snd hivder the econor! s gprowtk of cur countey.
suffice 1t to say that la®s granting tax exemption,
whieh are in derogation of the severedgr right of
the State to tax, are strictly constrved agsinet
the texpayer and liberslly interpreted in favop
of the Covermment.

"Cleim of exemption from tsxstion

by virtne of a statute ls construed

« It must rest upen
to which there can
be no doudt ap to the mesning. and the

iy
TI J.|| IIJI
4 nk 4




sust be ia terma
too plata (o e sistaken,* (26 R.C.L.
-‘:-'Je- see also tovernment of the 7. L.
Nemte da Pedad, i) b and
‘Ih Roman (atholic lputtnl vhuren
Iﬂ H‘-! ”ﬂl'p"{'ﬂ?i e . k;’ﬁ“? .t -'-11
5 Mmdl. ?01., 793 ﬂu%th

ve. Mling

.u Uolic, 174 Goburs vs.

Coot, 1 : W'.‘

L paveful o - Anr of the records show that

petitioner hao not Sispnted the eorreotness of the
ftema and figures Tound in respondent . letter o
demand agalinst 1t sjseerdingly we hold petiiioner
14able for the savesnt of the defloiency percentage
taxes in the amount of 925,080 91 ecvering the
period frex 957 te Jume 30, 1960,

Vith respect tc the comproeise pemal: in the
total smcunt of #5020 00 gugrested by respondent
to be potd by petitioner It 10 now  wellegettled
doctrine that compremise penalty camnot | imposed
or ¢olleated vithoet the agreesent snd conformity
of the taxpayer (Colleator of Internsl Fevenus -
Ondveridity of Tanto Temai, et 8l .. G.R, FNos. L-
127% & !1-04200, Fovember 28, 958, The Collecter
of Internal “evemme | Tauwtisty. et al. G.R. Hes.
I=12250 & L= pP%8, May 27 19593 The "M liippines
Internationa "sipr, Ine v Cellector of Internal
fevenue, 0.7 MWos. 1L 292 & L-12932, Mareh 37,
1962).




HEESETONE . wlth the exgeption of the compromise
penslty af 5 020 00 the degision of respoadent
sppenled frem is herehy suotained  Tetitioner is,
therefore, ordered to pay respondent or hie duly
muthorizsed eollsetion agent the amouat of P25 083,91
ns éaficiency sales and paresittage taxes from 1957
1o Junm 30. 1960, luolusive of the 2%/ surcharge.
With costs agalinsl petitioner

30 GnpEED.

‘meson Tity, ¥ay 15, 1967

_.r'ff; T
“ RETANISIAD K. ALVAR)
tsgoetate Judge
WE CONCUR:
e
Fresiding Judge
RAMGH Le AVANCESHA
Assoatatc Judge




