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### Title:
**La Carlota Sugar Central and Elizalde & Co., Inc. vs. Pedro Jimenez, Auditor General of
the Philippines**

### Facts:
In September 1955, La Carlota Sugar Central (the Central), a Philippines-based corporation
controlled by Elizalde & Co., Inc. (Elizalde), imported 500 short tons of ammonium sulphate
and  350  short  tons  of  ammonium  phosphate  for  agricultural  use.  Financing  for  this
importation, amounting to $60,930 USD, was facilitated through the Hongkong & Shanghai
Banking Corporation in the name of the Central, in favor of Overseas Central Enterprises,
Inc.

Upon the fertilizers’ arrival in the Philippines, the Central Bank applied and collected a 17%
exchange tax as mandated by Republic Act No. 601 (as amended), leading to the Central
paying P20,872.09. Claiming exemption from the tax citing Section 2 of Republic Act No.
601 (amended by Act  1375),  the Central,  through the Hongkong & Shanghai  Banking
Corporation, petitioned for a refund in November 1955, stating the fertilizers were for the
sole use of certain haciendas managed or owned by Elizalde. Following a denial of this
petition by the Central Bank’s Auditor in July 1956, and subsequent denial of their request
for  reconsideration,  the  Central  escalated  the  appeal  to  the  Auditor  General  of  the
Philippines, who affirmed the previous rulings in January 1957.

The Central and Elizalde contested this decision, leading to the current judicial review,
posing a singular legal issue regarding the eligibility for the tax exemption under the said
Republic Act.

### Issues:
The primary issue was whether the importation of fertilizers by La Carlota Sugar Central,
ostensibly on behalf of certain haciendas, qualified for exemption from the 17% exchange
tax as stipulated by Sections 1 and 2 of Republic Act No. 601, as amended.

### Court’s Decision:
The Supreme Court affirmed the ruling of the Auditor General, holding that the fertilizers
imported did not qualify for the tax exemption. The Court interpreted the law to mean that
imported fertilizers are exempt from the 17% tax only if imported “directly” by planters or
farmers  or  through their  cooperatives.  Since  the  Central,  a  corporation,  imported  the
fertilizers and not the planters or their cooperatives, the importation did not meet the



G.R. No. L-12436. May 31, 1961 (Case Brief / Digest)

© 2024 - batas.org | 2

“directly”  criterion  necessary  for  exemption.  Additionally,  the  Court  highlighted  the
principle that tax exemptions are to be construed strictly against the claimant and liberally
in favor of the taxing authority.

### Doctrine:
The doctrine established in this case reiterates two principles: First, tax exemptions must be
construed strictly against the taxpayer and liberally in favor of the state. Second, the term
“directly” in the context of tax exemption statutes means without any intervening agency
other than recognized exceptions, such as cooperatives for farmers and planters.

### Class Notes:
– **Strict Construction of Tax Exemptions**: All provisions for tax exemptions are to be
interpreted narrowly,  with any ambiguity resolved in favor of  the taxing authority and
against exemption.
– **Definition of “Directly” in Tax Law**: “Directly” means without any intervening agency
or third parties, except for explicitly mentioned exceptions like cooperatives in the case of
planters or farmers.
– **Republic Act No. 601 as Amended**: This act establishes a special excise tax of 17% on
foreign  exchange  sold,  with  specific  exemptions,  one  of  which  pertains  to  fertilizers
imported directly by planters, farmers, or through their cooperatives.
– **Legal Path to the Supreme Court**: Demonstrates the procedural posture in challenging
tax decisions, starting from administrative requests for reconsideration within the Central
Bank, escalating to the Auditor General, and culminating in judicial review by the Supreme
Court.

### Historical Background:
This case reflects the judicial and administrative processes involved in interpreting tax law
exemptions within the context of the Philippines’ agricultural development post-World War
II. It underscores the importance of statutory language in determining eligibility for tax
exemptions and the rigorous scrutiny applied by both administrative agencies  and the
judiciary in matters involving potential revenue loss for the state.


