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**Title: La Suerte Cigar & Cigarette Factory vs. Court of Appeals and Commissioner of
Internal Revenue**

**Facts:**
These consolidated cases hinge on the excise tax liability of stemmed leaf tobacco imported
and locally purchased by cigarette manufacturers—La Suerte Cigar & Cigarette Factory,
Fortune Tobacco Corporation, and Sterling Tobacco Corporation—covering different periods
between 1986 and 1995. Each company challenged assessments by the Bureau of Internal
Revenue (BIR) claiming deficiency excise taxes. The following events outline the procedural
posture leading to the Supreme Court:

1. **La Suerte’s Assessment (G.R. Nos. 125346, 144942, 158197, 165499):**
– **Initial Audit (June 1989):** BIR examined La Suerte’s books and issued a deficiency
excise tax liability of P34,934,827.67 (January 1, 1986 – June 30, 1989).
– **Protest and Denial:** La Suerte contested the assessment, which was denied by the
Commissioner; the Commissioner demanded payment on October 17, 1990.
– **Court of Tax Appeals (CTA) Ruling (1995):** CTA canceled the assessment, favoring La
Suerte.
– **Court of Appeals Reversal (1995, 2000, 2002, 2004):** The appellate court reversed CTA
rulings in favor of the Commissioner.
– **Supreme Court Petitions (Multiple Periods):** La Suerte’s transactions for specified
periods resulted in five Supreme Court dockets.

2. **Fortune Tobacco (G.R. Nos. 136328–29):**
– **Assessments:** BIR issued deficiency excise tax notices for P28,938,446.25 (January 1,
1986 – June 30, 1989) and P1,989,821.86 (July 1, 1989 – November 30, 1990).
– **CTA’s Favorable Rulings (1994):** Both assessments were nullified by CTA.
– **Court of Appeals’ Affirmation (1998):** Affirmed CTA decisions.
– **Supreme Court Petition (1999):** Commissioner sought reversal of decisions.

3. **Sterling Tobacco (G.R. No. 148605):**
– **Assessment Notice (1990):** BIR assessed P5,187,432.00 (November 1986 – January
1989).
– **Protest and Denial:** Sterling’s protest was denied, leading to CTA appeal.
– **CTA’s Favorable Decision (1995):** Canceled the BIR assessment.
– **Court of Appeals’ Reversal (2001):** Reversed CTA ruling.
– **Supreme Court Petition (2001):** Sterling contested the appellate court’s decision.
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**Issues:**
1. Whether stemmed leaf tobacco is subject to excise tax under Section 141 of the 1986 Tax
Code.
2. Whether Section 137 of the Tax Code exempts such transactions from specific tax.
3. Whether the exemptions apply to imported stemmed leaf tobacco.
4.  Validity  of  administrative  regulations  (RR  No.  V-39  and  RR  No.  17-67)  limiting
exemptions.
5. Liability of the possessor for unpaid specific tax.
6. Retrospective application of administrative rulings.
7. Whether imposing excise tax constitutes double taxation.

**Court’s Decision:**
1. **Excise Tax on Stemmed Leaf Tobacco:**
– The Court upheld that stemmed leaf tobacco is subject to excise tax under Section 141(b)
of the 1986 Tax Code, classifying it as partially prepared tobacco.

2. **Exemption Under Section 137:**
– **Condition of Exemption:** Section 137 and related regulations allow exemption for sales
between manufacturers  (L-7  permittees),  provided compliance  with  documentation  and
transfer conditions.
– **Scope Limitation:** The exemption does not extend to non-L-7 permittees or importation
transactions.

3. **Importation Exemption Invalid:**
– Imports of stemmed leaf tobacco are not exempt under Section 137. Only local inter-
manufacturer transfers comply with such tax-free provisions.

4. **Validity of Administrative Regulations:**
– **Delegated Rule-Making:** RR Nos. V-39 and 17-67 were validly issued within the scope
of legislative delegation allowing the BIR to detail tax enforcement conditions.
– **Non-Overlap:** These regulations did not exceed statutory limits or create new statutory
rights but specified operational guidelines.

5. **Liability of Possessors:**
– BIR was correct in assessing excise taxes against possessors (including manufacturers) of
unstamped tobacco products per Section 127 of the Tax Code.

6. **Prospective Application of Rulings:**
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– Government is not bound by erroneous lesser interpretations by tax officials;  correct
interpretation once clarified allows retroactive applications unless specifically restricted.

7. **Double Taxation Claim Denied:**
– The tax levied on stemmed leaf tobacco and subsequent products (cigarettes) were distinct
and permissible under tax laws, falling outside prohibited double taxation bounds.

**Doctrine:**
1. **Taxation and Procedural Interpretation:** Specific and ad valorem taxes apply to all
processed tobacco, including partially prepared forms like stemmed leaf tobacco.
2.  **Regulation  Validity:**  Administrative  agencies  can  detail  enforcement  parameters
within statutory bounds.
3.  **Doctrine  of  Double  Taxation:**  Absent  explicit  constitutional  prohibition,  distinct
taxation instances on raw and finished goods are permissible.

**Class Notes:**
– Key elements include understanding excise versus ad valorem tax definitions, the scope of
legislative  delegation,  procedural  conditions under tax  exemptions,  and parameters  for
determining viability in tax disputes. Critical legal provisions include Section 141(a-c) and
Section 137 of the 1986 Tax Code, and implementing regulations RR Nos. V-39 and 17-67.
These outline taxable entities,  items,  and procedural  interfaces for tax obligations and
compliances.

**Historical Background:**
The  case  situates  itself  within  ongoing  and  complex  tax  enforcement  issues  in  the
Philippines, showcasing government efforts to regulate and optimize tobacco industry tax
revenues aligning with the public revenue needs and legal compliance frameworks from
early tax laws (1939), subsequent revisions (1977, 1986), and their implications for modern
fiscal enforcement.


