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DECISSI1ICE

In this suit for the review of the decisiun’
of respondent Commissioner of Internal Revenue
denying the protest filed by petiticner Lealda
Electric Company, Inc,, against his frahchise tax

assessments involving the fol.owing amcunts:

(1) IT-67-8 for 1963 to 1966 - r140,746.64
(2) Y7-70-9 for 1967 to 1969 - 176,761.75
(3) 1970 to 1972 = = = = = - _335,037,61

TOTAL =« -~ =F352,566,20

petitioner pcses the jquestion, as grantes of a

franchise tc operate an electric light and power
plant to supply electri¢c current to the City af'
Legaspi and,uunicipality of Daraga, Albay, of
whether it is liable tc the franchise tax of 2%
specified in Section 12 of Republic Act Ro, 3730
-or S% provided in the then Section 259 of the Na-

tional Internal Revenue Code, as amended by Repub-
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lic Act No; 39 and Republic Act No. 418,

Julian M, Locsin Anson was granted a fran-
chise, under Act No. 2473, approved on Pebruary
S, 1915, and which was amended by Act No. 2620 on
February ¢, 1916. to operate aa electric light
and power plani to supply electric current to the
‘residents of the municipalities of Legaspi (now
city) and.naraqa. both in Albay province. Subse-
quently, he sold his franchise, certificete of
public convenience and the electric plant operated
thereunder, to Saturninc Benito, whe in turn sold
the same to Alfredo, Marico and Benjamin, all sur-
named Benito, on March 13, 1941, on June 11, 1949,
the Benitos and orhnE parties formed a partnership
to operate the electric plant, After the incorpo-
ration of petitivner on February 8, 1951, the
franchise, certificate of public convenience and
the electric plant operated thereuncer were trans-
ferred tc it by said partnership, Ali these tran-
sacticns were approved by the then Pnblic Service
Commission,

Since the year 1915, the original grantee and,
after him, his varicuz successors in interest,
pald a franchise tax of 2¥. on the gross earnings
or receipts from the business operated under the

franchise, As prcvided under Article 8 of Act No,
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2478, that was the same franchise tax paid by “las

demds franquicias y privilegios hoy existentes.”

On Cctober 1, 1946, however, when the then Section

259 of the Naticnal Internal Revenue Code was

- amended by Republic Act Me. 39 which increased

the franchise tax tc 5%, petitioner was required

to pay by respondent Comndssioncr of Internal

Revenue the increased franchise tax, except thoac

that became paysble before its incorporation, these

haviroc been paid by its predecesscrs in interest,
Pctitionef filed with réspmndQnt several

requests for refund of alleged exccsa'paymehts of

franchise tax ccntending that, under its charter,

it was liable to pay a franchise tax equivalent to

only 2% and not 5% of its érosa earuings or receipts,

As no definite action thereon was taken by respon-
dent, petitioner on January 8, 1959 filed with

this Court a pctitinn for review, docketed as CoTolis
Casc No. 613, praying for the refund of the totnl
sum of PB84,573.6]1 representing alleged excess pay-
ments of franchise tax for the pericd from January
20, 1947 to October 14, 1958, aﬁd for an order res-
training respondent and his agents from collecting
from it more than 2% of 1té gross earnings corx

receipts as frarnchise tax,

" After proper proceedings, this Court rendered
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a decision dated November 2, 1959 holding petiticner
“subject to pay the 5% franchise tax as prescribed
in Sectiocn 259 of the National Internal Revenue
Code, as amended bylnnpuhlic Act Ro, 39" and, as

a consequence therecf, dismissed the petiticn for
refund for lack of merit. Not satisfied with the
judgment, petiticner filed with the Supreme Court
the corresponding petitiocn for r-vicw of said
decision, which was docketed therein as G.R. No,
L-16428. On April 30, 1963 the Supreme Court
rendered a decision affirming the judgment of this
Court. (Lealda Electric Co., Inc., vs. Commis-
sioner of Internal Revenue and Court of Tax Appeals,
G.R. No. L-16428, April 30, 1963, 7 SCRA 728,) 1In
‘deciding against petitiocner, thc'Supramo Court
ruled that where the franchise doces not specify

the amount of the tax payable by the grantee, the
frinchise tax is S% of the gross receipts &s pro=-
vided in section 259 of the ﬁntional Internal
Revenue Codi. ' ,

On June 22, 1963, Republic Aect Ko, 3730//
extended the durat;on of the franchise of peti-
tioner fcr 2 period of fifty years to commence
on Pebruary 6, 1965, Because its criginal charter
did nct specify the rate of franchise tax té be

paid by it (Art, 8, Act Ko, 2475 as amended by
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Act No, 2620), petitioner avers that in securing
the extension of the duracion of its charter,
it worked and saw to it that the franchise as
extended specifically state the rate of the fran-
chise tax to be paid thereunder by the grantee,
its succc&sors or assigns, Thus, Section 12 of
Repuklic Act No. 3730 provides ez follows:
"Sec, 1l2. 1In consideration of the

franchiese hereby granted, the grantee,

its successcrs cor assigns, shall pay

quarterly ianto the treasury of the City

of Legaspl and the Municipality of Daraga

a tax equal to two per gentum of the gross

earninge f{rom =lectric eurrent scld or

supplied unde: this franchise in =aid city

and municipality. This tax shall be in

lieu of all other taxes on all properties

except real property, used by the grantee

under this frunchise."

Prom the effectivity of Republic Aet %o, 3730
on June 22, 1963 to November 1977, when the business
of Lealda Electric Company, Inc;, had been turned
over to the National Electrificetion Adrinistraticn
(NEA) thru Albay Electric Cooperative (ALFCO), pe-
titioner, in accordance with Secticn 12 of Republic
Act No, 3730, had been paying intc the Treasury of
the City of Legaspi and the Municipality of Daraga
the franchise tax equal to 2% of its gross =~arnings.

Contending that the payment of the 2% franchise
tax to the treasurer of the City of Legasri and
the Municipality of Paraga should not be considered

payment of the 5% franchise tax under fection 25°
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of the National Internal Revenue Code, as amended
by Republic Acts Nos. 39 and 418, which provides

as follows:

"SEC. 259. ‘gga_gg_ggggggig;g. - There
shall be ccllect in respect to all exist-
ing and future franchises, upon the gross’
earnings or receipts from the business
covered by the law granting the franchice
a tax of five per centum or such taxes,
charges, and percentages as are specified
in the special charters of th: grantees
upon whom such franchises are conferred,
whichever is higher, unless the provisions
thereof preclude the imposition of a higher
tax., For the purposa of facilitating the
assessnent of this tax, reports shall be
made by the respective holders of the frane
chises in such fcrm and at such times, as
shall ba requirad by tha regulations of the
Department of Finance, ‘

{

"The taxes, charges, and percentages
on franchisesz shall be dues and payable as
specifled in the particular franchise, or,
in case nc time limit is s ecified therein,

the provisions of section one hundred eighty-
three shall aoplyy and if such taxes, charges,

and percentages remain unpaid for fifteen
days from and after the date on which they
must be paid, twenty five per centum shall

be added to thes amcunt of such taxes, charges,

~and percentages, which increase shall form
« part of the tax",

respondent assenséd petiticner at the rate of 5%
of its gross receipts the amounts of rl4U, 746,64,
r176,781,.75 and r335,037,.81, or a total of
P652,655,20, covering the perlicds 1963 to £966.
1967 to 1969 and 1970 to 1972, respectively.
Maintaining that it is not liable to pay the 5%
franchise tax~undar Section 259, gupra, after

payment of the 2% franchise tax under Section 12
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of Republic Act No, 3730, petiticner protested
respondent’s assessvents. In a decision dated
April 8, 1975, respondent, hochor. denied
petitioner®s protest;:; Hence this apreal,

The pivotal and decisive issue in this case
is: Whether or not the payment of the 2X fran-

chise tax to thcltroasurer of the City of Legaspi

and the Municipality of Daraga should be considered

payment of the franchiise tax under the National

_ Internal Revenue Code, Stated ctherwise: 1Is the

2% franchise tax prescribed in Section 12 of Re-
public Act No. 3730 in lieu of the franchise tax
imposed by Section 259 of the National lntermal
Revenue Code?

The parties are not in dispute on the pro-
visions of law, legal principles, computaticns
of franchise tax and awounts of franchise tar paid
by petitioner,

ﬂwa hold that the tax levied under the char-
ter of ﬂ;aldn Electric Company, Inc., (Republic
Act No, 3730) is an internal revenue tax on the
franchise, and ther.{ore. is 4n lieu of the fran-
chise tax imposed Ly Socticn-zsg cf the National
Internal Revenue Code,

In Opinion No. 71, Series of 1965, of the

Department (now Ministry) of Justice, dated Sep-

76
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tember iO, 1965, in aﬁswgr to a query which res-
pondent himself request;d through the Department
(now Ministry) of Finance, said Office ruled
that in accordance with the provision of Section
12 of Republic Act No, 3730 (charter of Lealda
iloctric Company, Inc.,), the franchise tax pay-
able by petitioner "should accrue into the trea-
sury of the City of Legaspi and the Municipality
of Daraga.throuqh their respective treasurers”,
(p. 281, BIR records)

In view of this opinion, from which the Com-
missioner of Internal Revenue concludod that the
said 2% tax cannot be considered a national inter-
nal revenue tax, respondont‘assnsscd against peti-
tioner the 5% franchise tax imposo& by Section 259
of the National Internal Revenue Code, supra, in
the amounts of P140,746,.64, #176,781.75 and
$335,037.81, or a total of P652, 65520, for the
periods 1963 to 1966, 1967 to 1969, and 1970
to 1972, respectively, which assessmenis.'after
‘they were duly contested by petitioner, are now the
subject matter of the present proceedings. ire=
titioner, as stated above, prcotested against the
.assessments claiming that payment of the 2% tax
pfoscrib.d by Section 12 of Repuclie Act No.

3730 relieved it from the obligation of paying
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the 5% frahchise tax impoaod_by Section 259 of thc
Tax Code. chcé.'r;.pondent. through the Depart-
ment (now Ministry) of Finance, requested the De-
partmedt (now Hin;.try) of Justice for clarifi-
cation of Opinioﬁ Ro, 71, Series of 1965, speci-
fically on the following queries: (p. 282, BIR
records)

"(1) 1Is the 2% tax prescribed in
R.A. No., 3730 in lieu of the franchise
tax imposed by Section 259 of the Na-
tional Internal Revenue Code? Or is it
a tax imposed by the City of Legaspi
and municipality of Daraga, independent
of the franchise tax prescribed in Sec~
tion 259 of the aforesaid Tax Code?

»"(2) Does the provision *‘shall
pay quarterly into the treasury of the
City of Legaspi and the Municicality of
Daraga' mean that the entire collection
of the tax shall accrue to said city
and municipality? 8Should it not be in~
terpreted as a mere procedure of payment,
the amount collected to be dispcsed of
in accordance with the provisions of
Section 359(d) of the Tax Code!"

In Opinion No, 89, Series of 74, of the
Department (now Ministry) of Justice; dated
July 1, 1974, the said Office ruled that: (pp.
280-281, BIR records)

There would seem to be no doubt that
the tax levied under the charter of Lealda
Electric Co., Inc. is a franchise tax; as
such it is an internal revenue tax /Panay
Electric Co., Inc. va, Collector of Int,
Rev, 103 Phil, 819 (1958)/, Before the
passage of R.A. No, 2655 in 1960, provin-
cial and city treasurers were deputies
of the Bureau of Internal Revenue in the

— ks
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collection of naticnal taxesy; thus, the

Model Electric Light & Power Act (R,.A,

No, 3636) provides that the franchise tax

levied thereunder shall be payable "into

the municipal treasury cf the (of each)

municipality in which it is supplying elec-

tric current tc the publie* (Sec. 10).

This manner c¢f collection, however, would

not convert the tax levied in the legisla-

tive fraunchise intc a municipal tax that

will accrue wholly to the local government,

It is clear from a reading of Section 259 of
the Mational Internal Revenue Code that the "fran-
chise tax" provided therein refers nct only to
‘the tax imposed in snid section but also to the
“taxes, charges, and percentages" prescribed in
the special charters under which holders of fran-
chises operate. 1In fact, the collection of fran-
chise taxes and the penalty for delinyuency are
governed by Section 259, insofar ae& the provisions
thereof are not inconsistent with the zpacial char-
ters, And Secticn 18 of the same Code clearly
classifies franchise taxes as national internal re-
venué taxes, It may also be arlded that Section
359 provides for tha disposition of franchise taxes
a8 other national internal revenue taxes, Thera-
fore, there can be no doubt that a franchise tax
is a natiomnal inicrnal revenue tax. (Fanay Electric
Co., Inc. vs, Collactor of Internal Revenue and
Court of Tax Appeals, 103 Phil., 819, 82S)

In the light of the above, it fcllows that
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tho‘corolltry questicn posed by respondent as £o
whether or not the payment cf the 2% franchise tax
to the trciauror of the City of l.egaspl and the
Municipality of Daraga should be considerad pay-
ment of the franchise tax under Section 2359 of the
Kational IntcrnalAgnvenuc Code must necessarily
be answered in the affirmative. The fact that un-
der Section 12 of Republic Act No, 3730 the ax
f?anqhilo tax should be paid intc the treasury of
the City of Legaspi and the Municipality of Daraga
would not convert the tax levied in the legislative
franchise of petitioner intc a municipal tax that
would accruo'wholly to the lcocal goverpment, (See
Cpinion 89, Series of 1974, of the Departwment of
Justice, gupra.) And as ruled by'the éupromo
Court in Panay Rlectric Compeny, supra, Section
3S9Ic£ the Naticnal Internal Revenue Code, parti-
cularly'sdbcoction (é) thereof, should govern the
disposition of the 2% franchise tax paid hy'peti-
ticner, payment in full to the treasurer of the
City of Legaspi and the Municipality of Daraga
notwithastanding,
If the 2% tax levied under the charter of
petitioner is an internal revenue tax on the fran-
-chise, respondent however argues that since there

is nc precluding clause in Secticn 12 of Republic
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Act No. 3730, the higher franchise tax in seétion
25% of the Mational Internal Reverus Céde shculd
be imposed on petitioner. Citing Visayan Electric
Co., vs. David, 92‘Ph11. 569; Lealda tlscﬁric Co.,
Inc. vs, Commissioner of Internal Revenue, L-16428,
April 30, 1563, 7 SCRA 928; Philippine Railway Co,
vs, Collector of Internal Revenue, 91 rhil, 35;
Hoa Him Co,., Inc. vs. David, 105 phil., 783,, res-
pondent claims that where the 5% tax provided ia
Secticon 255 is higher than the tax specified in
the special charter, the latter is controlling if
the pr;viiions'of the franchise praclude the im=
position of a higher tax, as when it provides that
the tax provided in the franchise “shall be in
lieu of all taxes of any name and nature.” While
the charter of petitioner states that the fran-
chise tax shall be “in lieu of all other taxes on
all properties except real property, uaed by the
granioe under this franchise®, rospungant concludes
that the exeaption ie limited to the taxes on per-
sonal property used by the grantee, ahd does not
confer a blanket tax exempticn that would preclude
the imposition of the higher tax ia Section 259
of che Revenue Code.

The question, thcxcforc; is whether petitioner

is subject tc 5% franchise tax cn its gross re-

POV ROV B ’
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ceipts during the periocd gfter the effcctiviti‘of
its franchise (Republic Act No. 3730) - or more
particularly, from July 1, 1963 to December 31,
1972, inclusive, the period covered by the asess-
mnnts‘of respondent under consideration - in pur-
suance to Section 259, as uﬁnndod by Republic Act
No. 39 (effeetive October 1, 1946) and Republic
ﬁct Ro., 418 (effective June 18, 1948), or to the
2% franchise tax provided in Section 12 of its
charter, _

' Indeed, the qucstion is not cha of first im-
pression, 1In A.L. Diax Electric Services, Inc. vs.
Acting Cormissioner of xnterna{ Revenue, CT/ Case
No. 1628, September 30, 1968, where the factual
setting is on all focurs with the case at bar, this
Court unequivocally ruled that where the franchise
was granted giter the amendment of Section 259 of
the Tax Code by Rcpublic Act Yo. 39 and Republic

Act No. 418, effective Octcber 1, 1946 and June 18,

1949, respectively, the rate of tax provided in

the franchise (2%) shall prevail, the franchise
being a later enactment, ncivithstanding the pgbsence

of any provision in the franchise that s21¢d tax

‘'shall be in lieu cf all other tawxes.

 Because of its controlling effects on the

present case, we will quote at length from the
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3

The only remaining question is
whether petitioner is subject to 5%
franchise tax on its yross earnings
during the period the effectivity
of its franchise, or from June 14, 1956
to December 31, 1560, in pursuance to
Section 259, as amended by Republic Act
No. 39, or to the 2% franchise tax pro-
vided in Section 3 of its franchise, Re-
public Aet Ko. 1453,

Act 363¢ as amended by Commcnwealth
Act 132, known as the Electric and Power
Franchise Act, provides, amcng other _
things, for a franchise tax of 2%, This
percentage was subsequently anendec by
Republic Act Nos. 39 and 4168 amending
Section 259 of the National Internal Re-
venue Code (Carcar Electric and Ice Flant
Co., Inc, v, Coll, of Internal Revenue,
100 Phil, 50; Visayan Electric Co,., Seie
ve, Coll. of Internal Revenue, 101 Phil,
1264), Specifically, the amendment is to
the effect that there “shall be collected
in respect to all existing and future
franchises, upon the gross earnings or .
receipts from the business covered by the
law granting the franchise a tax of five
per centum or such taxes, charges and
percentages as are specified in the sgpe-
cial charters of the grantees upon whom
such franchises are conferred, whichever
is higher, unless the provisions thereof

-preclude the imposition of a higher tax.*

Subsequently, Republic Act No., 1453, the
franchise of the petitionexr, was passed,
Section 1 of the said Act subjects the
franchise to all terms and conditions es-.

tablished in Act No, 3636 as amended by
Commonwealth Act No. 132, However, Sec-
tion 3 of the same Act provides that "in
consideration ¢f the franchise hereby

granted, the grantee shall pay into the
treasury of the I'hilippines a franchise
tax egqual to two centum of the gross

" earnings for electric current sold under

this franchise."

——— e
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After the foregoing recital of the
laws involved in this case in their
chronological order with stresg on their
controverted provisions, the full import
of Section 3 of Republic Act 1453 appears
to be clear. It goes without saying,
that with the adoption of the Rlectric
and Power Franchise Act by Section 1 of
Act 1453, petitioner has a complete frane
chise, including a rate of franchise tax
which is covered by one:of the provisions
of said Act 3636 as amended, But Act
1453 does not stop therey; it adds a sepa-
rate provisicn, that is, Section 3 therecf,
explicitly providing & franchise tax of
2%, This cbvicusly is a clear indicatiocn
that Section 3 supersedes the provisicn
in Act 3€36 as amended with res, ect tc the
rate of franchise tax applicable to peti-
tioner, 1t is absurd to think that this
Section 13 is a purposeless and meaningless
ingertion. In the interpretaticn of a
statute Congress will be presumed tc have
inserted every part therecf for a purpose
and to have intended that every part thereof
should be cariied iuto effect (50 Am, Jur,
361), Another rule of statutory eonstruc-
tion 1s that where one section of a sta-
tute treats specially and sclely of & mate
ter, that section prevails in reference
to that matter over other sections in

_ which only incidental reference is made

. thereto (50 Am, Jur, 371). And there is
also good authority to the effect that where
there is en irreconcilable conflict bet-
ween provisions of a statute, that provi-
sion that 43 last in the crder of position
will prevail as being the latest expres-~
sion of legislative will (50 Am, Jur. 370).
Indeed, Sections 1 and 3 of Republic Act
1453 are far ‘rom being irreccncilable
provisions. They are easily reconciled
by subjecting petiticner's franchise to
all the terms and conditions of Act 3636
as amended except as to the rate of the
franchise tax which should be governed by
Section 3 of said Republic Act 1453, This
interpretation is to.ocur mind more in
keeping with the cardinal rules of statue
tory construction (50 Am, Jur. 368-369),
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such a precluding clause, as conceived by res-
pondent., Where the law does.not exsct a blanket
tax exempticn as a condition that would pr;cludo
the imposition of the higher tax, that conditicn
should nct be read into the law, And it ies to
be stressed that the applicability of the lower
tax of 2X as prescribed in its franchise in A.S.
Dias Electric Services, Inc,, was reached by the
Court pot because the taxpayer is entitled teAthc
benefits under the terms and conditions cf Act
3636, as respondent wbulﬁ want us to believe, but
as clearly and explicitly ruled therein, the

franchise, just like the franchise of petitioner

herein, was granted efter the amendment of Section
lic Act N a 1 ct N
418,

Having arrived a2t the ccnclusicn that:

le The 27 franchise tax prescribed in the
charter of pétitioner. Republic Act No, 3730.‘
is in lieu of the franchise tax imposed by See-
~1:1.(::1: 259 cf the Hational Internal Revenue Codejp

2. Payment of the 2% franchise tar pres-
cribed in Repubiic Aet No, 3730 to the treasurer
of the City ér Legas;'i and the Municipulity of
Daraga by petitiéhar is payment of the franchise
tax under Section 259 of the National Internal .
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We £ind no merit in respondent's pre-
tensicn that since Act 1453 does not have
a precluding clause, that is, a clause
that explicitly precludes the higher rate
of 5% provided in Sectiocn 259 of the Na-
tional Internal Revenue Code, then the
higher percentage should be applied to pe-
titioner, There is absoclutely no reference
in said Section 259 to such a precluding
clause as conceived by respondent, A peru-
sal of same readily shows that under it, it
is encugh that the provisions of the charter
dc not warrant the imposition of the higher
rate, Indeed, respondant's interrretation
would restrict or limit the power of suc-
ceeding Congress to amend, repeal or modify.
a law, which is a2c0ainst the fundamentel
principles of ocur government (Black, In-
terpretation of Lawse, 2nd ed., pp. 136-137),
To prescribe for its successcrs sprcial
additicnal words to modify a law would in
the last analysis be tantamount to limiting
the latter's plenary power tc repcal or
modify a law using their own language and
dicticn, PFPor one thing it goes against the
very grain of the legislative power to re-
peal, amend cr mudify a lew by clear im-
plicatiocon, .

.8ince the franchise of petiticner, Republie
Act No. 3730, was granted on June 22, 1963 after
the amendment of Section 259 of the Tax Code
by Republic Act No. 39 and Republic Act No. 418,
.ffo;tive October 1, 1946 and June 18, 1949, res-
pcgtively. the 2% rate of tax prescribed in sSection
12 of Republic Act o, 3730 should prevail, the
franchise being a later enactment, notwithstanding
the proviso that the franchise tax imposed therein
is in lieu of taxes only on perscnal property used
by the grantae under the { ranchise, there ﬁainq

absolutoly no reference in said Section 259 to
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Revenue Code; and _

3. Petiticner is liable to the franchise tax
rate of 2% as specified in Secticn 12 of Republic
Act Fo. 3730 and not to the 5% as provided in
Section 259 of the Tax Code, as amended by Re-
public: Act No. 3% and Republic Act No. 418,

The assessiments of res ondent Commissioner
of Internal Rev;;ue demanding payment from peti-
tioner Lealda £lectric Company, Iﬁc., the amounts
of P140,746,.64, P176,781.75 and P335,037,31, cor
a total of P652,666.20, covering the pericds 1963
to 1966, 1967 to 1969 and 1970 to 1972, respec-
tively, representing the 5% franchise tax under
Section 259 of the Tax Code, after petiticner had
already paid the 2% franchise tax under Section 12
of Republic Act dNc, 3730, cannot be sustained.

ACCORDIHG;Y, the decision under review 1s
hereby reversed. Ko costs. '

| SO ORDERED.
Cuezon City, March 27, 1979.

T

AMANTE FILLER
Acting Presiding Jydge

I CCNCUR:




