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This is an appeal from a decision of the respondent
Goumnissioner of Intexrnal nevenue, dated June &, 1956, ase
sessing against and demanding from the petitioner the pay-
ment of comnon carrier®s and commercial broker®s percentage
taxes in the amount of »26,436,17, covering the periecd irom
January 1, 1950 to I-ptlm;l:r 0, 1985, plus the sum of
#2,000,00 as compromise penalty allegedly for vieclation of
Sections 192 and 195 of the Hational Internal Revemue Codeg
or a total amount of y28,436.17. (Exh. £, pp. 14T=149,

SR rec,; also marked as Lxhe 34,)

The petiticner herein, United States Lines Company,
is a iml.gn corporation duly licensed to do business in
the Philippines, with a branch ocifice in the City of Manila,

It operates, under the trade name of “American Pioneer Line®,

ccean-goinyg vessels which transport passengers and ire ight
to and from the Fhilippines, It is alsc the sole agent and
representative of the Pacific far East Line, Inc., another
foreign shipping ccmpany engaged in business in the Philip-
pines as 2 common carrier by water,

Un November 27, 1951 and April 29, 1952, respectively,
the &/5 “Portland Trader®, owned and operated by west Coast
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Trass-Uceanic Steamship Lines Company, alsc a noneresident
foreign corperation, trangported chrome ores frem Masinloe,
lwu Philippines, to the United States. From these

two voyages, freight revenue In the total amount of
$272,4T0,00 was realized but the 24 common carrier®s tax

was not paid, The petiticner acted es the “husbanding

agent® while the Lavine Shipping Company was the agent for
the charterers of the vessel, (Exhs, 1, 10=A, & 29, pp.
W6, 41, and 98-99, GIR rec.; Exh, 29 also marked as

Exhe M) It may also be stated here that most of the vessels
that belong to, or are being represented by the petitioner

as general agent, are freighters so that its principal source
of revenue ie derived from outgoing freightes, The income
derived from passage fares is minimal compared te its freight
revenue,

It sppears that in 1995, pursuant to an office memo=
reandun, Messrs, Sienvenido Y, Soado and Pampilo M, Tuazon,
examiner and agsnt, respectively, of the Bureau of Internal
Hevenue, examined and verified the books of accounts and
other accounting records of the petitioner, for fixed, pere
centage and documentary stamp tax purposes, covering the
period from January 1, 1950 to September 30, 1958, After
mﬂmmﬁdmmm-mmﬁw
titionar's tax liability, lesars, Soado and Tuazon, subaitted
on Hovemoer 28, 1999, their report, Exhibit, 1, which contains
their findings and recommendations. (Fp. 20«56, BIR rec.)

With regard to petitioner®s liability for the payment
of documentary stamps, the BIA examiners reported that “docue
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mentary staups ere affixed and duly cancelled on all
documents suvject to said tax, except in some ingtances
wherein no documentary staups had been affixed due to
erronecus welief{ Lhat same are not subject to said tax®,
(Exhe 15 pe 5€, Bii rec.)} The two sgents found and come=
puted petiticner's deijiciency in documentary stamps to ove
#3WA3¢ and plus 3 proposed gonpronise penalty of I liL.W0,
or a total sus of 430,43, lowever, befere the twe exe
suiners could submit their report, the petitioner paid its
documentary stamp tax liabilfity, including the compromise
penalty, !ence, there is no question over any deficiency
in the paywent of decumentary stamp in the present cose,

with regarc to the other aspects of petiticner®s
tax liaoility, the 4In nxﬂinﬁrs reported thet the petie
ticner was not payiug the correct amount cf comavn carrier®s
and comuercial croker's percentage taxes, and recommended
that a deficicncy tax agsessment De issued against It, Ac»
cordingly, on June 78, 1996 (Exh, A, pps 84«85, SIi rec.;
also macked as Exh, 76), the respondent demanded from the
petitioner for the payment of the sum of PI5,760.41 as dee
ficiency tux, computed as follows:

LB CAN PIOIER, LINE

Leficiency tax on cm.

mﬁﬂﬁ,‘.ﬁ;’;&';;}:""“ b 3,902,312

BOrcial Oroker seecasceese L1815, 77
Ueficiency percentage

CAX sesssnsessnssnsnnsnssena ¢ 93138,00
Zn TChirge sasesesssssses

r 6,422.61
beficiency residence
LAX sesessesssesesscscesse 215,00

SeODOSIEOBOORS

75 surcharge D3, 7%
ANDUNT DUE AlD COLLECTIBLE o ooeessnssee © 6,691,336
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Eelblc FA EAST LUE
PDefigciency tax on common

CArTIOr csesocsnsecssscens ¥ #4319,20
2556 SUrcharge ececescessscses
Peijciency percentage tax ,. # Dy399,
I;iumr residence tax ... 24,00

surc ssavesssscenes €, 00

ANOUNT DUE

GOLLECTIBLE ,e00cecvssevocssesevecens 5.‘”-'“)
Deficiency tax on common
CArTIiOr secvevevessevsncasn 1“]]}.’190“

2 sscsssssosssse
AIOUNT DUE

Nﬁtﬂi‘rm“;om-o.otooooo.oo..oaot w

COLUECTISIE cocoecssscoccccssecccosee 120.769.4]

On July 12, 1956, the petitioner requested for a dee
tailed statement showing the basis of the deficiency assesse
ment, At the sane time, the petitioner also requested for
the cancellation and withdrawal of said assessment advancing
reasons in support of its request. (Exh. B, pp. 66«87, Wi
£ec.; aleo marked as Exh. 27.) In view of the discrepancies
between the figures as reported by the BIR agents and those
of petitionezr's accountant, the petiticner, on July 25, 1956,
sent to the respondent ancther letter enclosing therewith
working papers containing the summaries of the agency fees,
comnissions, and passage and freight revenues realized by
the petitioner end the Pecific Far Eagt Line, Inc,, during
the periocd under review. (See Exhs, 35, 36, and 37, pp.
8391, SIi rec.)

On August 2, 19956, the petitioner informed the rese
pondent that in order to expedite the settlement of the case,
it "is amenable to the payment of a defisiency assessment
based on the item 'prepafd freight®, which refers to the
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gross revenue ¢ollected in the Philippires on the basis

of the danx's selling rate of exchange™, 1l.e@., 2t 31,00

to ¥2,01%5, It also shated that 1t "hag not declared its
gross recelpts for tax purposes on the basis of 72,015 to
$1,00 for the reason that it believed in good faith that
the excess 1s not part of its gross receipts as it is in-
tended to be applled to oxpenses inecident to the remittance
of the dellars to 1ts home office.” However, the petitioner
reiterated its objections to all the other itens In the dee
ficiency assessment. (Exh, C, pp. 92-93, BIR rec.j 2130
marked as Exh, 28,)

Un November 3, 1951.‘1, the petiticner wrete ancther
latter to the respondent explaining further its cbjections
to the disputed deficiency assessaent, (Exh, 33, pp. 103-
100, GIA rec.) And still in another lettar dated Deceaber
19, 1956 (see p. 0B, BIA rec.), the petitioner manifested
that it was willing to pay the corresponding deficiency tax
based on the amount it actually ccllected in the Philippines,
and requested that the case e reeinvestigated, Hence, on
January 7, 1987, the case of the petitioner was referred to
the City snevenue Agent for further investigation, report and
recommendation, (Exh, D, ppe 109110, BIA rec.)

Un Mazth 7, 1998, the petitioner requested for a heare
ing of the case before the Appellate Division of the Bureau
of Internal Revenuwe. (Exh, 33, p. 120, SIA zec.) After due
hearing, the Chief of the Appellate Livision, Buresu of In-
ternal Revenue, submitted on April 25, 1958, his report and
recomendation to the respondent Commissioner of Internal
Revenue (pp. 132-143, BIR rec,) which however was not ap-
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On June G, 1958, the respondent Comnissioner of Ine
ternal nevenue reandered his decision on the disputed as~
sessmeont and demanded from the petitioner the payment of 2
deficiency assessment in the amount of »26,436,17, exclusive
of a compromise penalty of »2,000.00 in extrajudicial settle~
ment of 1ts alleyed viuhtm-_ of Sections 197 and 190 of
the Tax Code, or a total amount of #98,436,17. (Exh, 5, pp.
147-149, BIK rec.; also marked as Exh, 34.) This new assesse
ment wag Dased on the report and recommendation of 8IR Agent
lsidro A.Esguerra (Exh, 32, ppe 113=116, BIR rec.), and wes
computed and itemized a2e followss

Wl T olAlks LINGS UMPANYs

(a) Total freight and passage
revernue prepald,

S10,TSRGATeIE wavnener LiRaGiblatTNT)

A tax thereon sesessss ¥ Qa0 g T4l
lesst 34 tax pald seeee

Galance CUE qeesvecsnse ¥ wgatiiy
254 SUTCAATHE sesnevene :‘Tm

TAX DUE ssss0ccEvaOIBEBBOEROROTREEN | w*a"

(o) Total agency and commis~
sion prepaid,

STP3,808,36 soavesecnce 7 L, A%8,574,00
Lesss Total exemption

Sec. 130 in eof-

ut up to Jwd

avtez, 19%0) .o ______1,500,00
net m ﬂ‘
to tex tessssssesesss W

G tax thereon ceseeess ¥ 87 4474, 48
Lesss G0 tax palé seees
dalance tax du® ceecese ~

0% suTcharge seecvecss 204,07
r“u NV BP0 SORDLBOBSROBSOIBONSBSSIOONSS ‘jgm.“
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(a) Total freight & Passsge
revenues prepalde

$12,754,830003 sevececs £28,7102989,60
A tax thereon cesesese ¥ 814,219, 79
Less m tax pt:li essevas 4
BalanCe Lax CUE semensns
S © secvsesse
delance tex dus and
SULChEry® secesssscsssscsnccosesses - yld, 26

% tomnmon carrier's
tax NH‘ lﬂl‘lhﬂ'ﬂl A sesosvesIRORPN m

TOTAL DEFIGIENGY TAK DUE sessssscecsee LaBaSilGad?

On June 25, 1958, ﬁm petizioner filed with the res-
pondent its request for the resconsiverstion of the deficiency
assessuent (Exh. ¥, ppe 1992=106, AR rec,j, and without
waiting for the decision of the respeident on sald recquest
for reconsidoration, the petitionss filed with this Court its
"Fetition for fleview” on July 15, 1488, A

The issues Lo oe decided in Liils case are as ftilma

(1) At what rate of exchonge should the freight and
passage revenues, and the counnlssiochs and sgency lees which
were esrned in the Muilippines but paid In the Uailied States |
in United States currency be converted % #hilippine currency
for purposes of ihe cowuon carriec’s snd comsercial urokex's
percentage taxes?; and,

(2) Is the patitioner liedle for the L4 comnon carriex's
tax on the freight revenues derived from Lhe veyages in the
Philippines &f &/6 "Portland Trader®, a ship owned and ope=
rated by West Coast Irans~Uceanic Steamship Lines Company?

¥y
e e i __—--‘)
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- Lot us now consider the first issue. At the ocutset,
we would like to state that the petitioner and the respone
dent have agreed that for purposes of the percentage tax in
question, the “"prepaid® freight revenues should be converted
from the United States currency to the Philippine currency
at the rate of 31,00 to #2,015, and the "prepaid" passage
revenues at the rate of 31,00 to $2.,02. (Par, &, Petition
for Review and par. 3y Answer; Exhs, F, Fel, F=%, and C,
also warked as Exh, 28, pp. 153=1%€¢ and 92-93, respectively,
BIK rec,; see also pe ;i,mﬂnfumw.)
It should also be noted that all these "prepaid” receinis

. refer to the revenues collected by the petitioner in the

Philippines and remitted to Its home office in the United
States, The parties are in full agcord with respect to the
rates of conversion mentioned above because the petitioner
adaittedly fixed the freight charges and the passage fares
in United States dollars but the actual smounts collected in
Philippine pesos were computed a2t said conversion retes.
(See p. 108, Sl geec,) This agreement as to the application
of the rates of conversion Ls, we believe, 1n osdery and
mast be enicrced between the partles in the present case.
The controversy between the petitioner and the rospon-
dent ¢enters on the rate of conversion that should be applied
to "collect” revenues, or those freight and passage receipts,
and the commissions and agency fees which were earned in the
Philippines out paié in the United States in United States
currency. (See p. 2, demorandum for the Petitioner, and
pe 7, Memorandum for the despondent,) The petitioner con-
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tends that fer purhén: of computing the porcmtm tax,
the “collect"revenues should be converted from the United
States currency to the Philippine currency at the rate of
$1.00 to ¥2.00. On the other hand, the respondent maine
tains that these "collect"™ revenues should be returned for
tax purposes at the rate of $1.00 to #2,00375,

we fully agree with the conteation of the petiticner.
The gold value of the Philippine pesc is seven and thirteenw
twenty firsts (7-13/21) gzains of gold, ninetenths (0,%00)
fine, which is equivalent to one half (1/%2) of a United Stetes
dellar. This is the log'al Mmitimal par value of the
Philippine peso as established by law (Sec, 48, Rep. Act ilo,
265) which must be "recognized x x x fer all purposes”,

(Sec. 50, Bep. Act Mo, 265) and the Government, as repre-
sented by the respendent Ceomaissioner of Internal Hevenue

in this case, should be the last to disregard it. ©On the
contrary, it is the duty and respeonsibility of the Govern-
mant "to preserve the international value of the peso and
the convertibility of the peso Into other freely convertible
currencies®. (Sec. 2(b), Rep. Act No, 265,)

We wish to make it clear that from the recerds of the
case, it appears that ail the "collect" revenuses, or those
freight chearges, passage ifares, comiissioms and agency fees,
collected in the United Ltates in United States currency
belong to petiticner's howe office in the United States,
and were not remitted to petitioner's local office in the
Milippines. In short, the United States dollars collected
abroad were not actually converted to and received in Phile-
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ippine peses, @nc therefors, there iIs no ottasion nor reason

to use a conversion rate aside from the legal zete of euchange;
Lle#,y 31,00 to ¥2,00, If we have placed the jugicial stamp

of approval on the agreed conversion rates of $1.00 to + 2,015
and $1l.00 to #3,02 with reqazd to the "prepaid” freight and
passage revenues, respectively, we did so0 in order to srrive
at the actual amounts cellected Dy the petitioner in Fhilip-
pine pesos = the correct texable gross receipts.

On the second lssue, Section 192 of the Tax Code undex
which the respondent seeks to collect the 2% commen carrier®s
tax on the gross receipts received vy the sest Cosst [rans-
Gceanic Steamship Lines Company, as owner and operater of the
vessel &/5 "Portland Trader™, reads as follows: ‘ 'I

"jec. 192, W
e o transport
tetion ¢

por ors, persons transpert
passengere or ifreight for hire, and gomuon car=
riers by land, air, or water, except owners of
bancas, and owners of animaledrawn two=wiheeled
vehicles, shall pav a2 tax eguivalent to two per
ventun of their greoss receiptss Proviced, Tat
those whose gross receipts do not exceed twe han=
dred pesos each quarter shall be cxempt iron Lhe
payment of the tax provided for in this gection,”

The defunct Board of Tax Appeals, in a unanimous dec
sion interpreting and applying Sectimn 192 of the Tax Geds £
in relation te the issue of whether or not a shipping 8
is responsible for the payment of the tax cbligations of
principal gaids

“le agree with the petitioner that 1t 1s

not responsible for the of

th{u 'm«zu inc There is f

e taue G by The setnatoats. Too Ve o¢
axes 8 pr .

mmw :ﬁ-lu.ztm L
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to include the advancing of the [ixed and per-~
centage Laxes Incurred oSy the Japanese ship-
ping <ompanies.”
And the Board of Tax Appeals concluded:

"The Cellector of Internal seveaue is /
directed tv make prope: assessment for the

balance that may remain uapaid against the
Japanese companlies opecaiing the saips that

carzied the alneral ores and logs as it ape

o, P L e e

venue, B.T.A. Cage to., 138, July %0, 1993.)

We are 1n full confermity the above ruling of
the defunct Soard of Tax Appetls,Y A mere reading of Sece
tion 192 of the rupo}',m readily\show that it 1s the
pezson or company that "operates or s Lhe common carrier
that is liable for the peygent of the 2% tex on the gross ‘
zeceipts of comson capriers, and not merely his or its shipe
ping agents, And @5 elluded to by the defunct Board ef lax
Appeals, & shipping agent can oaly be held ltable for the
mdmmcmmumtuumgm
MHumdmgh-mwmtmm
by and between the shipping agent and the owner or operator
of $he common tm; or the scent veluntarily assumes H
tax liability and questions enly the sercectaess of the
asseesment but mot the right of the Comulssicner of laten
Revenue to a2ssass and collect the disputed tax from sald

agent.

—

pany, as owner and cperator of &S "Pertland Iradex', was he ,-
one of those assumed by the petitioner, As a matter of fgsty |
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mwmmummﬂtuuinﬁmn
mentionac nor oven hinted in the sgresment between the twe
nmucnhnwlmtpcﬁukmcw
between the twe. (Exh. N, p. 102, SIR rec.; Exhs. 19, 20,
21, 22, & 23, pp. 99=64, Bli rec.) ind moreover, te hold
that the petiticner in the case at bar is liable fer the
payment of the 2% common carrier's tax which is in the tetal
amgunt of #13,623,% would be unjust and unreaseonable consi-
ummnﬂrmmmmnmmu
Muﬂﬂm'ihf.lﬂfnciiMclm
i‘-mh_w.nnlr tﬁﬂ#m‘ntht
tﬁmwhm llﬂ.'l.n.tb-&l;mﬂ.i
Mm.nmﬁthm-lnhumm
mmmmmnmmmmmtof
mﬁl—ncm‘-mnmmmm.hmw
“est Coast Rrans-Oceanic Steamship Lines Company fron the
two voyages in the Philippines of its vessel 4/5 "Fertland
Trader, "

 We note that the Ghief of the Law Divisfon and the
Chlef of the Appellate Division, both of the Bureas of la-
ternal Hevenue, shere with us the same opinton, i.e., that
the petitiosner is not liable for the payment of the common
carrier's percentage tax on the gross receipts realized in
the Philippines, by West Coast [rans-Uceanic Steamship Lines
Company.,

Ui this point, the Chief of the Law Division of the
dureau of Internal Revenue ruled thata

e il i — —
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'Ulthmrat to the other issue invelved
regarding the liability of the company taxpayer
for payment of the common ¢arrier's centage
tax as & result of its acting as & “husbanding
agent® for the &/3 *Portland Tradex®, it

in the Charter Party that the generzl agent of
said steamship or vessel cal the *lertland
Trader® is the Lavine Shipping Ce. U.5, Lines

Co, 1s merely responsible for certaim ainor de=
tails such as those enumereted im Its letter dated
Mareh 26, 1956 to the master of the $/3 'Pertland
Trader?, Inasmuch as the existence of the relse
tionsnip u(-gimipu and agent between the Hest
Coast Trans-Oceanic Steamship Lines Co, and the
Lavino Shipping Ce, cannot exiend to tie U.de
iLines Co,, it being merely a 'hussanding agent®
of the former scompany, 1t is believed that this
Office cannot bind the latter Cempany (Us. Lines
Co,) to withhold the equivalent sum of 2% tax
prescribed under Section 192 of the Tax Code,®
(E'lh. ﬁ. W“ 109-110. lﬂﬂ mo)

Un the same issue, the Chief of the Appellate Livision
of the Furesu of Interaal neveaue, somusnted thaty

"As the evidence gathered by cur agents on
this peint 1sc weak, it iIs believed that the econ-
tents of the Charter Farty is still coatrelling.
Moreover, it is evident that the gemeral agent
of &/s "Pertisnd Trader® s Lavine Shipping
pany and net the U, S, Lines who in this case
asts merely as the husbanding agent of said vesge
sel, It is, therefore, bel that the relas=
tionship et primcipel and agent belween west
Coast Transelcganic Stearship Lines Company and
Lavine shipping o “o net exlend te
V. 3. Lines Company cannet bind the latter
te withhold the eouivalent sum of s tLax pres-
crived under section 192 of the Tax Code,"
krﬁ}_ for the Cemmissioner, pp. L3Be-id3,

rec,

In resume, petitioner United States Lines Company 1is
liable for the payment of the sum of FHQ2.70 as defisisncy
common carrier®s percentage tax and surcharge, computed as
fallows:

Ak Lo Py o INE

iTotal texable revenI® ,.cccee w
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m tan i® secvsensst ‘36‘6%.92
Less: Taxes Flid Tenenveees &
Deficiancy tax O ,ecosnee F »

(3 BUrChAXGe .esescsncsees 23,00
Deficiency tax and

lll“h.l"ﬂ. QU@ ceavssscesssssssssesesenses FPLIBOL

Total taxable Irevenue® ..ee. £22,520,060 38

+ Parcentage tax due secssnss ¥ m.m.ﬁ.
Less: Tixes plﬂ ssosnrNesw =
“!um, m GUE sesoesss

m Mh“ cewssrssesewe ng‘ﬂ
Deficiency tax and

mw due CeSBCENEISANE AP OABRINSR A m
TOTAL DEFICIEACY 14X

AL SUHCHARE secssvessssssssonsesncssce ESU2TD

GHERBICHE , in view pf the foregoing ;m-:ﬁ-nm:, the
declsion appealsd froem is hereby modified, and petitioner
United States Lines Ccapany is hereby crdsred to pay to the
respondent Commissionexr ¢f Internal Hevenue the smount of
P02, 75 as deficiency coumon cagrier's percentage tax and
surcharge for the perlod froa Jamuary ly 1950 to Septenber
P, 1955, without proncuncement as to costs.

S0 WDRIED,

lkanila, sarch 10, 1960.

o





