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Title: Paper Industries Corporation of the Philippines (PICOP) vs. Court of Appeals,
Commissioner of Internal Revenue, and Court of Tax Appeals

Facts:
PICOP, a Philippine corporation engaged in the manufacturing of pulp, paper, plywood, and
veneer, received two letters of assessment and demand for taxes from the Commissioner of
Internal  Revenue  (CIR)  dated  March  31,  1983.  The  assessments  included  deficiency
transaction tax, documentary and science stamp tax, and deficiency income tax for 1977,
totaling  P88,763,255.00.  PICOP  protested  these  assessments  but  received  no  formal
response. Consequently, the CIR issued warrants of distraint and levy against PICOP, which
then appealed to the Court of Tax Appeals (CTA). The CTA modified the findings, reducing
PICOP’s liability to P20,133,762.33. Both PICOP and the CIR appealed this decision to the
Supreme Court, which referred the cases to the Court of Appeals. The Court of Appeals
further reduced PICOP’s liability to P6,338,354.70. Subsequently, PICOP and the CIR filed
separate Petitions for Review to the Supreme Court.

Issues:
1. Liability for the 35% transaction tax.
2. Interest and surcharge on unpaid transaction tax.
3. Documentary and science stamp taxes.
4. Entitlement to deductions for:
a. Interest payments on loans for machinery and equipment.
b. Net operating losses incurred by Rustan Pulp and Paper Mills, Inc.
c.  Certain  claimed  financial  guarantee  expenses;  and  understatement  of  sales  and
overstated cost of sales for 1977.
5. Liability for the corporate development tax of five percent (5%) of its income for 1977.

Court’s Decision:
1. PICOP was deemed liable for the 35% transaction tax in the amount of P3,578,543.51, as
this tax applied to money market transactions that took place after the effectivity of PD
1154.
2. The Court found PICOP not liable for interest and surcharge on unpaid transaction tax
due to the lack of statutory basis for such imposition.
3. PICOP was exempt from documentary and science stamp taxes on the issuance of its
debenture bonds due to its tax exemption status under the Investment Incentives Act.
4. The Court upheld PICOP’s deductions for interest payments on loans for machinery and
equipment, disallowed the deduction for net operating losses incurred by Rustan Pulp and
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Paper Mills, Inc., and disallowed the deduction for certain financial guarantee expenses due
to insufficient evidence.
5. The Court held PICOP liable for the corporate development tax of five percent (5%) of its
adjusted net income for 1977, totaling P2,434,367.75.

Doctrine:
The case reaffirmed the principles on the nature of the 35% transaction tax as applied to
money market transactions and the strict interpretation of tax exemptions and deductions. It
also clarified the imposition of interest and surcharges for unpaid taxes and emphasized the
need for sufficient evidence to support claimed deductions.

Class Notes:
– The 35% transaction tax applies to interest earnings from money market transactions
initiated after the effectivity of PD 1154, and cannot be retroactively imposed.
– Documentary and science stamp taxes may be exempted for BOI-registered enterprises if
the proceedings are used for operations within the registration scope.
– Deductions for interest payments on loans for machinery and equipment are permitted if
such expenses are actually incurred in connection to the business operations and are duly
recorded and substantiated.
– Net operating loss carry-overs are strictly regulated and can only be applied by the
enterprise that incurred the losses in connection with its registered operations.
– Sufficient documentary evidence must be presented to support claims for tax deductions.

Historical Background:
This  case  highlights  the  complexities  and  challenges  in  interpreting  tax  laws  and
regulations, especially concerning tax exemptions, deductions, and liabilities. It underscores
the importance of clear legislative guidelines and strict compliance with procedural and
documentary requirements in tax disputes.


