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PLANA*, J.:

As a new and necessary industry, Industrial Textiles Manufacturing Company of the Philippines, Inc.
(ITEMCOP) enjoyed full tax exemption in 1957 and 1958. In 1959, the tax exemption was reduced to 90%. The
company thereby became partially subject to the payment of sales tax on the jute bags manufactured and sold by
it.

In 1959, a local manufacturer of an essential item (such as jute bags) was subject to 7% sales tax on his gross
sales, but to reduce his tax liability he could deduct the cost of raw materials from the gross sales, whether the raw
materials be tax-paid or tax-free. The applicable law was Sec. 186-A of the Tax Code:

"Sec. 186-A. Whenever a tax-free product is utilized in the manufacture or production of any article, in the
determination of the value of such finished article, the value of such tax-free product shall be deducted."
(Added by Sec. 5, Rep. Act No. 2025, effective June 22, 1957.)

In making its sales tax returns for 1959, ITEMCOP reported the sum of P10,395,208.25 as gross sales and
deducted therefrom P4,764,391.44 representing the cost of raw materials used, to wit:

(1) raw materials imported in 1958 tax-free - - - - -

P 939,687.31

(2) raw materials imported or bought locally in 1959 - - - - - == = - - oo e oo e e oo - -
P3,824,704.13

The Bureau of Internal Revenue disallowed the deduction of item (1) on the ground that under Section 186-A of
the Tax Code, only the cost of tax-free raw materials locally bought from a new and necessary industry could be
deducted from gross sales, for sales tax purposes. With respect to item (2), the Bureau ruled that the actual cost of
the raw materials purchased and used by ITEMCOP in 1959 was P3,524,240.18 rather than P3,824,704.13 as
computed by the taxpayer. On appeal, the Court of Tax Appeals sustained the Bureau with respect to item (1) but
upheld the taxpayer as regards item (2). Hence, the instant petition for review.

Following the ruling in Republic Flour Mills, Inc. vs. Commissioner of Internal Revenue, 31 SCRA 520, we hold
that the cost of raw materials imported tax-free in 1958 by ITEMCOP and used by it in the manufacture of jute
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bags which were sold in 1959 is deductible from its 1959 gross sales for the purpose of determining its 1959 sales
tax liability. Under the quoted Section 186-A of the Tax Code, it does not matter that the raw materials are
imported and not locally bought from a tax-exempt industry.

With respect to the question as to what was the actual cost of the raw materials imported in 1959 by ITEMCOP
and used by it in the manufacture of jute bags sold in the same year, for the purpose of determining its sales tax
liability, suffice it to say that the issueis one of fact and the finding thereon of the CTA, not having been shown to
be unsupported by substantial evidence, must be left undisturbed.

Accordingly, in G.R. No. L-27718, the appealed decision is modified by allowing the deduction from petitioner's
1959 gross sales of the cost of raw materials imported by it tax-free in 1958 and used in the manufacture of jute
bags which were sold in 1959; and in G.R. No. L-27768, the petition is dismissed.

SO ORDERED.

Teehankee, (Chairman), Melencio-Herrera, Relova, Gutierrez, Jr., De la Fuente, and Alampay, JJ., concur.

[*] This resolution was penned by Justice Plana before he was on official leave on May 16, 1985 but reached the
Office of the Chief Justice only on May 27, 1985.
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