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This is an appeal by petitioner from the deci-
sion of respondent denying the fommer®s claim for
refund of the sum Gf $30,043.16, representing alleged
overpeyment of the advance sales tax on umbrella han-
dles ‘ond tips made of cellulesd imported by petitien-
er and used in the manufacture of umbrellss for sale.

' It sppears that petitioner is a menufscturer
of umbrellas, He imports from abroad umbrella handles
and tips wade of celluloids From the third quarter
of 1956 to the first quarter of 1957, he imported cel-
luleid umbrella handles and tips with a total landed ~ I

mum,m«um-am-yumupqm
advance sales tax of 936,768.52. This amount of -

£36,768.52 was arrived at by sdding the mark-up of

S0¥ te the landed cest and applying the percentage  *
tax of 30¥ to the tetal of the landed cest and the

mark-up, in accordance with Sections 183(B) and 166(d)
of the Nevenue Codes (See Stipulation of Facts dated
Febxuazy 19, 1959. ) Petitioner contends that the rate
of tax applicable is 7R vhich must be spplied to the
landed cost plus the mark-up of 295, pursuant to Sece

124 /ar&,




DECISI™N -
CeT.2s CASE MO, 514

o ? -
tiecns 183(PY) =nd 198, =nd not 0% of the landed cost
plus the markeup of 30%,

The low (%setions 184.196 of the Favenue Code)
clossifies nrticles subject to the sales tax inte
three caterories end smposes differsnt rates of tax
on ench class, to wits (a) frem 50F to 100% en arti-
cles clacsified 3s luxuries (Sec. 1R4Y; (k) 20X on
articles claseified as send-lwwuries (Sec. 1893 and
(e) 5¥ and 7%, os the crve may be, on srticles clos-
sified as exdinaxy (Sec. 186), The zates of sules
tax provided in Sections 184-166 of the NHevenue Cocle
are impesed on criginal ssles of articles by mwnufsce
turers and producerse £The same retes aze applicable
te Lmported arﬂ.:ln\ pursvant to Section 1E2(D).
However, vhile theweles tax imposed by Sections ]184.
196 is bazed on the ";qrn:s gelling price or jross vale
ue in meney of the srticles sc suld® By the nanuface
turer or prroduceryg’the advance sales tax on imported
articles provided in Section I683(B) is based on the
total of the landed cost of said articles plus the
eorresponding markeupe (See Mayon Motors, Ince wve
Collector of Internal Revenua, C.T.A. Noe 413, Decene
ber 27, 1956 ) |

& In the ease of 2 manufacturer who Iimports rew
materials fu? uwse in the manufecture of articles for
sale, he is vequired tu‘ pay the advance szles tax on
th.l raw moterials, but he is perndtted to deduct the
cost thereof in computing ithe tax on the gross selling
price of the manufactured articless This is in cone
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senance with the intent and puxpose of the law to ine
pose the sales Lax unly oncey that is, on exiginal
ssles of articles by the menufscturer, producez or
importers. However, dAepublic ¢t Hoe. 1612 anended,
among others, Sections 184.186 by providing thet the
cost of the raw materizls is deductible from the gross
selling price of the nanufactured srticles only vwhen
the raw materials zre subject to the same rate of tax
88 the manufactured articles.
*(d)

fs= Prioxr to enactnent

¢ At Tloe 1612, the total costs of

raw matexials on which the sales tax had

been previcusly paid is deductible from

the gross selling price of tiie articles

manufactured therefrom, reqardless of whee

ther ox net the rew materisle been

taxed under the same section vihich the

manufactured srticles beiong, ¥ Under the

 amendatory Act, however, the cost of raw
materials 1s now deductible enly when

they have been previously tawed undex the

sane section to whieh the manufactured

articles belonns® (Page 728, B.l.H. General

Circular No. V227, Septembex 7, 1956. )

Thers 14 no cguestien thet ss = manufactrer of
usbrellas with celluleid handles and tips petitioner
is subject to the tex of 7% of the gress selling price
of sajd articles under Section 186, umbrellas not be-
ing enupereted in either Section 184 of Section 195,
Umbrellias cannot be classifisd under Seetion 186(d)
becausne celluleid §s not “the component raterinl of
chief veiue™ of umbrellass ‘owever, as netitioner
imports the celluleid hendies and tips, he is subject
te the advance sales tax on said articles based on

the landed cost thereof plus the correspunding morke

126




DICISICN -
CaTyhe CASE NO. H14

-l -

upe The gole issue pnresented foxr cur consideration
is whether the cellulcid umbrella handles and tips
imported by petitioner and used in the manufscture
of unbrellas are subject teo the advarice sales tax of
30% of the landed cost of the articles plus the arke
up of 9%, as centended by respondent, or te the tax
of T¥ of the landed cost plus the mark-up of 20/, as
contended by retitionex, |

Petitioner relies wpon a ruling of the Collecw
ter of Internal Revenue dsted March 12, 1951 wherein
it wae held thet celluloid handles and tips for use
in the manufecture of umbrellas, wien imported by tie

panuf scturer himself, were subject to the advance scles

tox of 7% of the landed cost thereef plus the park-up

of 29% I'a‘u‘ Annex A of the Stipulstion of Facts, Febe
ruazy 19, 1959.) On the other hand, respondent claims

that the ruling of sarch 12, 1951 was zevoked by the
ruling of September 17, 19956, the pertinent portion
of which reads as followss

*in answer to your letter of sven
datey, 1 have the honor te inform you thet
¢celluloid umbrella handles and tips ime
ported for use as raw paterials in the
manufacture of umbrella are subject te an
advance sales tax at the zate of
based on the total landed cost
plus 50% markeup, pursusat te section 183
(b}, in relation to Section 185(d) of the
Tax Codey both as asmended by Republic Act
Ho. 1612 which took effect en August 24,
#H:._‘} (Annex B of the Stipulation of

actse

The revecation of the ruling of Masch 12, 19851
is premised upon the amendnents to the Sales Tex Law
introduced by Nepublic Act Mo, 1612, “e quote fxonm
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the decision of regpondent under reviows

*In reply, 1 have the honor ¢t in=
forsm you that the above rulinas of this
Office were based on the provisions ef
the National Internal Revenue Code prior
te their camendment by Republic AcCt Mo.
1612 which took effect on t 24,
1956 Inasmuch as the celluloid umbrel-
la handles and tips were imported

our client after the elfectivity o«
ublic Act Ye. 1612, the tax incidents
thereon must be governed by the said law,

"frior to the enactment of Aepublic
Act lio, 1612, the sales tex law permitted
in effect the taxability of articles close
sified undor section 154 and 185 at the
rate established under secticn 1806 of the
Tax Code vhen they were used as rew materie
als in the manufscture of crdinary arti-
cles by allevdng the deduction of the cost
of the raw materials toxed under aany of
the aforesaid sections of the Tax Code
from the gtu,/\ulnng price of the [inishe
ot axrticlese ‘Congress, howevery in passe
ing lic Act [loe lﬁiz.‘:?nled these
provisions of the cld law provided
that enly the cost of natexi als enumerat
ed in the respective sections 184, 185 and
186 of the Code may be deducted frew the
gross selling price of the manufsctured
articles enumersted thmredng with the coze
todn excepticns not cete to this case.
X X X =

"Furthermore, the intention of Conge
ress to tax luxury articles used as Taw
matexials in the manufacture of ordinary
merchandise at a higher rate than the
finished articles, is shown by the absence
of » provision in section 186 of the Tox
Code similar to that inserted by ublie
Act Mo, 1612 in sections 184 and 105 that
eny paxt or accessexry of the articles ehu-
merated therein shall be taxed =t the same
rate 2s the finished articles. Impliedly,
thexefore, any part or a of the
articles taxed under section 186 can Le
taxed at the rate nrovided for under sections
184 and 185 of the Tax Codes" (Declsicn
of respondent dated Decauber 2, 1957, ppe 36-
38, B.l.R. records, )

The provision added to both Sescticns 194 and
185 by Republic Act No. 1612 referred to in the deci-
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sion under review readss

mentiond setieiee ehall be Vaned ot the

same rate as the finished articles.”
Although Section 186 was also amended by Republic
Act No. 1612, Cengress did not see fit to add to said
section a provision simdlor te the one gquoted above.
From this it is inferred that it was the intentien |
of Congress to place menufscturers of articles tax- |
able under Section 186 an & footing different from
that of manufacturers of articles taxable under Sec-
tions 184 and 185. It is, therefors pertinent te in-
quire into the focts deteminative of the congression-
al purpose.

mm-h\rmﬂtntb-nhlultuw-
plicable to rew materials classified under Sections
184 and 185 and used in the manufacture of srticleés
taxable under Section 186 was raised as far bock as
1949, Although the Collector of Internal Revenue then
was of the opinion that such raw materisls were proper-
ly taxable st the same rates as the manufactured arti-
clesy he sought the confimmation and spproval of the
Secretary of Finance before rendering his decisicm,
The second indorsement of the Collector te the Secree
tzry of Pinence dated May 27, 1949, reads as followss

"Respectfully returned to the Honor-
able, the Secretary of Filnance, Manila.

mmw-munh is

a domestic 1,
manufacture toilet pmmﬁm- S0Ep P g
toothpaste, talcum and alcohelie "y

roducts, Th.pll.nt‘lp.l ents used
the manufacture these articles are
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imported from abrcad, such as essential
vils, ¢ chemicals and flasvoring
extracts on which the manufacturerx ptg’
the advance sales tax at the rate of
prescribed in on 184(c), in relation
to section 183(B), of the Maticnal Intemrnal

Co. is protesting sgainst the collection
of the advance sales tax on essential
oils, asromatic chemdcals and flaveoring

s used in the manufacture of soap,

aste and talcum are
ml{h:dth tax under sectiom 186
of eV ene By paying the advence

the manufacture of soap aste and
taleum powder, it is -ﬁm the come

is being made to pay more than what

necessary. In fact, as of the end of

*It is likendsce alleged that the col-
lection of 0% advence sales tax on raw

;:

g
s
g
2

5% while 1
X advans: S LR
s the some time p
tharw
rom r factory oF warehouse.
Section, Revenue FRegu ons Neo. Ve3),
*“The law applicable to this case is
section 183(b) of the Nationsl Intema
Hevenue Code, which reads as follows

5
-
{

tm hundred eighty-four, one
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hundred ei ive, and one hun-
dred eighty of this Code shall
be paid in advance by the importer,
in accordance vith regulations
promulgsted by the Secretary of Pi-
nance and prior to the release of
such articles from customs' cus-
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Hmuunqtnnam
nntn o of imported articles to be

used in the menufacture of articles sub-

Ject to specifiec tax, under such tems

nnd emdltlm as the Collector of Intex.-

—z‘m“,pmﬁidmnm-

.'lnd:ln verifi on of the stock of supplies

and rew materials of the particular isporte-

ers is made in oxder to insure that such
imported articles withdrawn taxefree are

net diverted or used for other purposes.

*The Cromwell mm: Bxport Co.,

Inc. has been requested te get in touch

with thet Office in orxder that the proce

dural requisites for the withdrawal of artie

cles imported by them for use in the manue
facture of other articles may be arranged

with that Office.*

Chwviously, the mling of the Collecter of Interw
nal Revenue of March 12, 1951 to the effect that is=
ported celluloid handles and tips, which axe used in
thowmuiﬂunn.mmmum*
vance sales tax of 7% of the landed cost plus the mark-
up of 25¥ is mevely a reiteration of the adednistre.
tive practice established in 1949 by the Collector
with the concurrence of the Secretary of Finance.
However, in the case of sutomebile manufacturers, it
was held thet rew materials, or parts and accessories
of sutemobiles, imperted frem sbroad for use in the
manufacture of sutomobiles were taxable under Section
186, =1though sut¢mobiles were taxsble under Sectioms
184 ond 185, and that the cost of seid rew materials
were deductible from the gross selling price in come
puting the tax en the sales of such automobiles. The
opinion of the Secretary of Finance of July 2, 1951
in the cese of Fabar, Incoxporated is reproduced be-

low in fulle
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our industry,
and p
to this process,

- 11
*Reference is made to your letter
dated June 27, 1951 vherein a ruling is

.uudngs. |

der section 184 or 185 of

necessary

requested whether or not y
be considered manuf

a
other wo
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provision in section 186 is the same as that
contained in section 184 in that it limdits the
matexrials the cost of which is deductible
from the gross selling price nz:ou ullu

in money of the manufactured a

to those materials previcusly taxed undc: that
section,

"A close scrutiny of the provisions of
mumlﬂ.mmlﬁﬁ -Mmcod-

raw materials § qrou u
©r Gross ulu
srticles reveals - Iuh;ud thege
m,i.dm- is the tion le sales
nti les enumer n tox,

lrtm-tumnuumwumm
not be deductible if the provisien in question

Legislature, if that be dis-
cernible from its ntndnpmnu
the words

there should be wrongful, Nor
is it purely It is 2 vexy
rule. Its oneness of zim is
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C/ It thus appears thet with respect to manufsce
turers of arxticles toxsable under Section 186, import.
ed xaw waterials, although they come under sny of the
articles enumersted in Section 184 or Section 185,

were taxed under Section 186, that is, at the same

rete as the manufactured articles. On the other hand,
manufscturers of articles taxable under Sections 184
and 185, such as manufacturers of automochiles, were
held subject to tax under Section 186 in regaxd to the
?MﬂiWﬂMtﬂﬁ.MMd

such articles. This was the administrstive practice
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up to the enactment of Republic Act Mo, 1612, which
was made effective on August 24, 1996. Conaress was
not spparently setisfied with the intezpretation of
the law affecting manufscturers generally under Sece
tions 184 and 185 se that said sections were amended
by Republic Act Ne. 1612 by adding a provision that
®Any part or accessory of the above-mentioned articles
shall be taxed at the same rate ss the finished arti.
cles.* However, Conuress sew fif to maintain the ade
ministrative intempretation in regard te automohile
manuf acturers by peoviding "That parts and accessories
of sutomchiles imported as replacements or as complete-
ly knocked dowm parts for the assenbly of automobiles
shall be subject to tax under section one hundred
and elghty-six."”

::uﬂ.a. parts snd accessories
said were generally subject
to 7% tax only. ’

The intention of Congress is, thevefore, quite
31m.-ndmutnmmmmunu-
terpretation of the Buresu of Intexnal Revenue and
the Department of Finence in regaxd to manufacturers
under Sections 184 and 185, except in the case of
sutosobile manufacturers. To guote from the explane
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stoxy note asccompanying He B, lo. 5809, which became
Republic No. 16123

sections. ”

zmmm“Wmnm
to Sections 184 and 185, did Congress slsc intend to
reveke the adninistrative intempretation given to
Section 1867 We do net think so., Congress was well
aware of the intezpretotion given to Sections 184, 188
end 186 by the administrative officials charged with
their enforcement. "hen it decided to amend Sections
184 and 1895 enly leaving Section 186 as it was before
the enactment of Republic Act Ne. 1612, except as te
other matters unrelated to the question here at issue,
it is a strong indication that the administrative in-
tezpretation given to Section 186 has received congres-
sional approval. Any inference that it wes the inten-
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tion of Congress to alter the sdministrstive practice
is without legal bads. That it was the intention
to validete the administrative practice as regaxds
manuf acturers under Section 186 may also be gleaned
from the explanatoxy note accompanying the bill which
became Republic Act Ne. 1612, There it waes plainly
stated that the amenduents teo Sections 184 and 185

were intended “Lg secuze wnifoxmily in the spplica-
Licn of the previsicns of Sectiens 184, 185 and L86
2nd to ezave all doubls xespecting the extent ang
scope of the deductions provided fox in these three
ssgtions.” The intempretation which respondent has
given to these three sections in his decision under
review would thwart this legislative pumpose.

There is another important peint which can neot
be everlocked. The reason for the requirement that
the row matexials imported by manufacturers for use

in the manufacture of articles for sale should be tax-

ed st the same rate as the finished articles is not
only to place local manufacturers on the same footing

28 importers of ready made or menufactured srticles but

also to give them preferential treatment, whenever

possible, they being dellaz-producing or dellax~saving

industries. HRepublic Act MNe, 901 exempts from all
taxes new and necessary industries established in the
FPhilippines. Sections 183(B) and 190 of the Hevenue
Cede provide for the exemption from the advance sales
tax and the compensating tax of articles imported by
manuf acturers for use in the manufacture of axticles
for ewport. /nd Republic Act Ne. 1823 exespts from
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the sccurmulation of eornings asnd profits Cax under
Section 25 of the levenue Code the undistributed eamme
ings and profits of corporstions invested in industries
wiich are dollare-preducing or dollar-saving. (See B.l.fe
General Cipeulsr No. 249, July 11, 1957,) The decision
of :cmonllﬁt in this case would nullify that puzpore.
The effest of respondent’s decision is te require menu-
facturexs of umbreilas %o pay the siles tax of 7% of the
aross selling price thereof In additicn te the 300 ade
vance sales tax on umbreile handles and tips nade of
celluloide ©On the other hond, sn importer of usbrellas

is subject only te "tiu advance sales tax of 7% of the
landed cost of tuch umbrellas plus the cerresponding
markeup of 25X, irrespective of whether or not the han-
dles and tipe a¥e nade of celluloids This interpretoe
tion would peve the way for the total elimination ef
the uwsbrells wonufacturing industpy in the rhilipprines
to ﬂﬂ way fexr importers cf said articles, a result
which is surely not in keeping with the legislative
policy of siving encouragement to lecal industries.

But it is argued that "Congress nhad in sind that
only ordinaxy articles should be used in the m:-_nufln-.
ture of articles taxcble under Secticn i06." This
spgument would perhaps be valid if there is a prohis
bition ageinst the importetion of ordinary articles
made partly of luxury or semdeluxury setexinsls.

We are, therefore, of the opinion that celluleid
handles and tips imported for use by the ilmpexter in
the sanufacture of umbrellas are texable =2t the rate
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of TX based on the lended cost of such celluleid hane
dles and tips plus the merk-up of 25%

Ve find, however, from the zecords that the over-
payment being c¢laimed by petitioner in the smount of
. 130,043,16 is not correct. From the stipulation of
~ facts it appears that the totel landed cost of the cel-
luleid handles and tips imported by petitioner is
P61,318.46. Adding 255 to the landed cost of PEL,318.46
which is 720,329,662, the total taxable value subject
to tax is PlO1,648.04, The advance sales tax due is,
thepefore, 7T¥ of PlO1,648,04, or P7,115.37. Since pe-
titioner paid ¥36,768.52, as admitted by the parties
in the stipulation of -facts, the amount overpzid is
the difference between P36,768,.52 and 7,115, 37, ox
P29,653,15 and not 30,043, }6.

WHEREFORE, the decision appealed from is ree
versed. Respondent is hereby ordered te refund to
petitioner the sum of #29,653,15, without pronounce.-
ment as to costs.

S0 URDERED,

Manila, June 25, 1959,

ROMAN 13, UMALIL
hsscciate Judge

WE CHCURS
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