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REYES, JB.L., J.

The defendant, Philippine Surety & Insurance Co., Inc. appeals from a decision of the Court of First Instance of
Manila, the dispositive portion of which reads:

"WHEREFORE, judgment is rendered in favor of the plaintiff and against the defendant, ordering the latter to
pay to the plaintiff the sum of seventy-six thousand eight hundred thirty-two pesos and fifty-five centavos
(P76,832.55) as of November 18, 1955, which includes the sum of P8,392.48 representing the 17% excise tax.
The defendant is also ordered to pay daily interest of P6.76 from and after November 18, 1955 until the full
amount is paid. With costs against the defendant.” (Case No. 19677)

The appeal was originally interposed to the Court of Appeals; but in view of the amount involved in the case,
which is more than P50,000, the same was elevated to this Court.

The records show that the Union Garment Co., Inc., represented by its President, Celso Icasiano, imported for the
Armed Forces of the Philippines (hereinafter referred to as the AFP) textile goods to be manufactured into
soldiers' uniforms. The importation was made under an irrevocable letter of credit opened in favor of the importer
by the appellee Philippine National Bank for the total sum of $147,000, U. S. currency. The drafts authorized by
this letter of credit were required, under the terms of the instrument, to be drawn and presented not later than the
3lst of December 1950. Said letter of credit was negotiated on November 21, 1950, and four "sight" drafts were
drawn against it by the Wingsan Textile Co., Ltd. for the amounts of $31,500, $24,500, $31,000 and $60,000
covering the aggregate sum of $147,000 which drafts were later accepted by the AFP. Upon the execution of a
90-day Trust Receipt Agreement, subject to a joint and several guaranty of the importer and defendant-appellant
Philippine Surety & Insurance Co., Inc. to the extent of P73,400, the imported items were released to the AFP
(Armed Forces of the Philippines).

On March 12, 1951, the appellee sent to the AFP a statement of account for P301,638.50 covering the four drafts,
and on August 22, 1951, the AFP sent to the appellee a check, Treasury Warrant No. V-421774, in the amount of
P301,638. While the payment was awaited by the Philippine National Bank, Republic Act No. 601 imposing a
17% specia excise tax on foreign exchanges was approved and took effect on March 28, 1951. The bank,
maintaining that no sale of foreign exchange was deemed to have been consummated until payment is received by
it from the AFP, made adjustments with additional interest and bank charges occasioned by the imposition of the
new tax, and applied the payment represented by the said Treasury Warrant to only three drafts covering the
amounts of $31,500, $31,000 and $60,000 leaving a balance of P557.68 which was credited to the remaining
account of $24,500 (fourth bank draft). A demand was accordingly made, but was refused by the defendant.
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The whole issue in the case, and in this appeal, ultimately centers on whether or not the 17 per cent special excise
tax could properly be imposed upon the drafts in question, admittedly executed and accepted before the effectivity
of Republic Act No. 601 as later amended (see Rep. Act Nos. 814, 871, 1175 and 1375).

"SEC. 1. Except as herein otherwise provided, there shall be assessed, collected and paid a special excise tax of
seventeen per centum (17%) on the value in Philippine peso of foreign exchange sold and/or authorized to be
sold by the Central Bank of the Philippines or any of its agents during the period of two years counted from the
date of the approval of this Act." (Rep. Act 601).

This question is not new and has been squarely resolved in the recent case of Belman Compania Incorporada vs.
Central Bank of the Philippines, 104 Phil., 877, wherein this Court in holding that they could not be so subjected,
said:

"An irrevocable letter of credit granted by a bank, which authorizes a creditor in a foreign country to draw
upon a debtor of another and to negotiate the draft through the agent or correspondent bank or any bank in the
country of the creditor is a consummated contract, when the agent or correspondent bank or any bank in the
country of the creditor pays or delivers to the latter the amount in foreign currency, as authorized by the bank
in the country of the debtor in compliance with the letter of credit granted by it. It is the date of the payment of
the amount in foreign currency to the creditor in his country by the agent or correspondent bank of the bank in
the country of the debtor that turns from executory to executed or consummated contract. It is not the date of
payment by the debtor to the bank in his country of the amount of foreign exchange sold that makes the
contract executed or consummated, because the bank may grant the debtor extension of time to pay such debt.
The contention of the appellee that as there was a meeting of the minds of the contracting parties as to price
and object of the contract upon the approval or grant of an application for a letter of credit for an amount
payable in foreign currency, the contract was a valid and executed contract in the sense that one party who has
performed his part may compel the other to perform his. Still until payment be made in foreign currency of the
amount applied for in the letter of credit and approved and granted by the bank, the same is not an executed or
consummated contract. The payment of the amount in foreign currency to the creditor by the bank or its agent
or corespondent is necessary to consummate the contract. Hence, the date of such payment or delivery of the
amount in foreign currency to the creditor determines whether such amount of foreign currency is subject to
the tax imposed by the Government of the country where such letter of credit was granted.

It appearing that the draft authorized by the letter of credit applied for by the appellee and granted by the
appellant must be drawn and presented or negotiated in San Francisco, California, U. S. A., not later than 19
October 1950 (Exhibit H), it may be presumed that the payment of $4,300 in favor of Getz Bros., Inc. in San
Francisco, California, U. S. A., for the account of the appellee was paid by the Crocker First National Bank, as
agent or correspondent of the Philippine National Bank, on or before 19 October 1950. Such being the case,
the excise tax at the rate of 17 per cent on the amount to be paid by the appellant in Philippine currency for the
foreign exchange sold is not subject to such tax because Republic Act No. 601 imposing such tax took effect
only on 28 March 1951." (See also Philippine National Bank vs. Zulueta, 101 Phil., 1071; and Philippine
National Bank, et al., vs. Union Books, Incorporated, 101 Phil., 1084).

It will be noted in the instant case that the letter of credit specifies that drafts must be drawn and presented or
negotiated before December 31, 1950, and that the statement of account was sent on March 12, 1951. It follows
that the drafts were executed, presented and became payable before the effectivity of Rep. Act 601 (see PNB vs.
Arrozal, 103 Phil., 213; 54 Off. Gaz., [2] 5698).

Wherefore, the judgment appealed from is reversed and complaint ordered dismissed, without pronouncement as
to costs. So ordered.

Paras, C. J., Bengzon, Padilla, Montemayor, Reyes, A., Bautista Angelo, Labrador, Concepcion, and Endencia,

© 2026 batas.org - Philippine Bar Review & Law-School Companion Page 2 of 4
Bar review courses, mock exams and a study planner that keeps you on pace - batas.org



BATAS.org - Philippine Law Library G.R. No. 12698. March 23, 1959

JJ., concur.

© 2026 batas.org - Philippine Bar Review & Law-School Companion Page 30of 4
Study hands-free: podcast-style lessons with read-along highlighting - batas.org



BATAS.org - Philippine Law Library G.R. No. 12698. March 23, 1959

Study smarter at BATAS.org

The Philippine bar review and law-school companion built around how your brain actually remembers.

The complete Philippinelaw library - freefor everyone.

More than 100,000 Supreme Court decisions, Republic Acts, and executive issuances - full-text searchable, browsable
by category and year, and always free. No paywall, no login. This PDF came fromit.

Audio case-brief lectures.

Any decision becomes a podcast-style lecture - facts, issues, ruling, and doctrine - with read-along highlighting and a
hands-free presentation mode. Study while commuting, working out, or resting your eyes.

Bar review built on the science of memory.

Complete, sequenced courses for al eight bar subjects, narrated like podcasts and reinforced with retrieval practice and
spaced review - the study techniques with the strongest evidence behind them.

Thefull law-school curriculum.

One subscription unlocks the entire J.D. curriculum - every subject, every lesson, with your progress tracked down to
the paragraph so you can pick up exactly where you left off, on any device.

Mock examsthat tell you whereyou stand.

Timed multiple-choice exams graded instantly, with per-subject score breakdowns and focus suggestions that point you
at your weakest topics first.

A study planner that keepsyou on pace.

Set your schedule and BATAS tells you every day whether you are on track for bar day - and exactly which lesson to
take next.

Start free at https://batas.org

The law library is free forever - and your first lesson is one click away.

The text of this document is an official public record and remains in the public domain. Formatting, presentation, and compilation © 2026
batas.org.

Downloaded free from the batas.org Law Library. Share it freely - the library is free for every law student, bar reviewee, and practitioner.

© 2026 batas.org - Philippine Bar Review & Law-School Companion Page 4 of 4
Turn this case into an audio lecture - facts, issues, ruling and doctrine - at batas.org



