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QUISUMBING, J.:

This petition for review on certiorari seeks to reverse the Decision,[1] dated October 16, 2000, of the Court of
Appedsin CA-G.R. SP No. 48797, which set aside the Decision[2] of the Court of Tax Appeals (CTA), in CTA
Case No. 5204. The tax court ordered the refund of specific taxes in the amount of P1,051,050 paid under protest
by petitioner on the removal, transfer and sale of its stemmed leaf tobacco products to various cigar and cigarette
manufacturers. Petitioner likewise assails the appellate court’s Resolution[3] dated March 6, 2001 which denied
the Motion for Reconsideration.

The facts, as culled from records, are as follows;

Petitioner Compania General de Tabacos de Filipinas is engaged in the business of re-drying of tobacco leaves,
for both the export and domestic markets. It purchases its tobacco leaves directly from local growers. Thereafter,
petitioner cuts, re-dries, packs and sells in bulk the leaves for delivery to cigar and cigarette manufacturers. Said
re-dried leaves then form the raw material for the manufacture of cigar and cigarettes.

Prior to June 1993, petitioner sold its tobacco to cigar and cigarette manufacturers without prepayment of any
excise tax, there being no notice of assessment from nor collection made by respondent Commissioner. Instead,
what petitioner paid were inspection fees.

Beginning June 1993, however, respondent Commissioner imposed upon petitioner a specific tax at the rate of 75
centavos per kilogram prior to any removal, sale or transfer of its tobacco products.

Petitioner paid said taxes under protest up to August 22, 1994.

On December 8, 1994, petitioner filed a written claim for refund of P1,051,050 as specific taxes paid on its
tobacco leaves. It aleged that it was exempt from paying said taxes. Petitioner based its claim on Sections 137[4]
and 141[5] of the Nationa Internal Revenue Code and Section 20 of Revenue Regulations No. V-39,[6] which
exempted the transfer of stripped tobacco for use in the manufacture of other tobacco products from prepayment
of excise tax.

Receiving no response from respondent Commissioner, petitioner on February 22, 1995, filed a Petition for
Review, docketed as CTA Case No. 5204 with the tax court, praying for refund of specific taxes it had paid since
June 1993.

The CTA granted the petition in its decision dated June 15, 1998, which decreed:

WHEREFORE, in view of the foregoing, the instant Petition for Review is hereby GRANTED. Accordingly,
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respondent is hereby ORDERED to REFUND the amount of P1,051,050.00 to the petitioner immediately.

SO ORDERED.[7]

In finding for petitioner, the CTA cited Commissioner of Internal Revenue v. Fortune Tobacco Corporation,
CA-G.R. SP Nos. 38219/40313, dated January 30, 1998. It held that the exemption from specific tax granted by
Sections 137 and 141 of the Tax Code applies to stemmed leaf tobacco. The appellate court held that stemmed
leaf tobacco is solely meant to be the raw materia of cigarettes and other tobacco products which are subject to
excise tax. The Court of Appeas aso found that the Bureau of Internal Revenue (BIR) went beyond its
rule-making power and arrogated legislative power unto itself when it issued both Revenue Regulations Nos.
17-67 and V-39 since by using the power to classify, the BIR actually amended and amplified the tax law.
Inasmuch as petitioner herein was similarly situated as Fortune Tobacco, said the tax court, there was no reason
why the appellate court’s ruling in CA-G.R. SP Nos. 38219/40313 should not apply to petitioner’s case. Hence,

no prepayment of excise tax was required and a refund was in order.

Respondent Commissioner appealed the tax court’s decision to the Court of Appealsin CA-G.R. SP No. 48797.
On October 16, 2000, the appellate court ruled as follows:

WHEREFORE, in view of the foregoing, the petition is GRANTED. The decision and resolution of the Court
of Tax Appealsishereby ANNULLED and SET ASIDE.

SO ORDERED.[§]

The Court of Appeals reasoned that petitioner is not entitled to a refund since it was liable to pay the tobacco
excise tax based on Sections 137 and 141 of the NIRC in relation to Revenue Regulations Nos. V-39 and 17-67.
The CA noted that both Sections 137 and 141 contain the qualifying phrase “under such conditions as may be
prescribed in the regulations of the Department of Finance” for certain tobacco products to avail of the tax
exemption. Thus, Revenue Regulations No. V-39, which specifies the conditions under which stemmed tobacco
may be transferred from one manufacturer to another without prepayment of specific tax and Revenue
Regulations No. 17-67, which classifies stemmed leaf tobacco as “partially manufactured tobacco” were issued to
provide the conditions and the framework to avail of the specific tax exemption. It held that there was nothing
irregular or illegal in the issuance of said revenue regulations, as both had been issued under the authority
provided by law. The established rule is that atax refund is in the nature of exemption, said the appellate court. It
is construed strictly against the taxpayer, who has the burden of proving his claim. Petitioner failed to discharge
this burden, according to the appellate court.

Petitioner then moved for reconsideration of the aforesaid decision, but this was denied by the appellate court on
March 6, 2001.

Hence, this petition alleging that the respondent Court of Appeals committed serious error:

1. ...WHEN IT CONCLUDED THAT PETITIONER ISNOT ENTITLED TO ANY TAX REFUND ON THE
BASIS OF REVENUE REGULATION NO. 17-67 AND REVENUE REGULATION NO. V-39
NOTWITHSTANDING THE CLEAR LANGUAGE OF SECTIONS 137 AND 141 OF THE NATIONAL
INTERNAL REVENUE CODE;

2. ..WHEN IT DENIED PETITIONER'S CLAIM FOR REFUND CONTRARY TO THE WELL
ESTABLISHED DOCTRINES ON STARE DECISIS.[9]

The only issue for our resolution is whether petitioner is entitled to the refund of the amount of P1,051,050 on
specific taxes on stemmed tobacco which it paid under protest.
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Petitioner contends that it is exempt from paying the specific tax on its stemmed tobacco since its tobacco leaves
are unfit for consumption and the cigar and cigarette manufacturers, who are the end users of its product, pay
excise taxes thereon.

Respondent Commissioner counters that under Revenue Regulations No. 17-67, stemmed leaf tobacco is
classified as “partially manufactured tobacco”, hence subject to specific tax under Section 141 of the NIRC.
Stemmed leaf tobacco is exempt from specific tax only when sold as raw material by one L-7[10] directly to
another L-7, as prescribed by Revenue Regulations No. V-39. Respondent Commissioner further points out that
since petitioner is engaged in re-drying, Revenue Regulations No. 17-67 classifies it as either an L-3R[11] or
L-6,[12] and not L-7. Thus, it cannot claim any exemption from specific tax.

The issue raised in the instant case is not novel.

We agree with petitioner that both Sections 137 and 141 of the former Tax Code allowed the sale of stemmed |eaf
tobacco without any pre-payment of tax. We must stress, however, that a careful reading of the aforementioned
provisions show that such sale is qualified by and is subject to “such conditions as may be prescribed in the
regulations of the Department of Finance.” Said conditions were provided for in Revenue Regulations Nos. V-39
and 17-67, which were issued to clarify and implement the foregoing provisions of the Tax Code. Hence, said
provisions of the Tax Code must be read and interpreted in accordance with said regulations.

Section 20 of Revenue Regulations No. V-39, which specifically lays the rules for tax exemption on tobacco
products states:

Section 20. Exemption from tax of tobacco products intended for agricultural or industrial purposes. — (a) Sale
of stemmed leaf tobacco, etc., by one factory to another. — Subject to the limitations herein established,
products of tobacco entirely unfit for chewing or smoking may be removed free of tax for agricultural or
industrial use; and stemmed leaf tobacco, fine-cut shorts, the refuse of fine-cut chewing tobacco, refuse, scraps,
cuttings, clippings, and sweeping of tobacco may be sold in bulk as raw materials by one manufacturer directly
to another without the prepayment of the specific tax.

Stemmed leaf tobacco, fine-cut shorts, the refuse of fine-cut chewing tobacco, scraps, cutting, clippings, and
sweeping of leaf tobacco or partially manufactured tobacco or other refuse of tobacco may be transferred from
one factory to another under an official L-7 invoice on which shall be entered the exact weight of the tobacco
a the time of its removal, and entry shall be made in the L-7 register in the place provided on the page for
removals. Corresponding debit entry will be made in the L-7 register book of the factory receiving the tobacco
under heading “Refuse, etc., received from other factory”, showing date of receipt, assessment and invoice
numbers, name and address of the consignor, form in which received, and the net weight of the tobacco. x x x
(Emphasis and underscoring supplied.)

Section 20 must be construed in relation to Section 2(m)(1) of Revenue Regulations No. 17-67, which classifies
stemmed leaf tobacco as “ partially manufactured tobacco”, and Section 3 thereof which provides for the different
designations for persons dealing with tobacco, to wit: L-3, L-4, L-6, L-7, etc. Section 3(h) of Revenue
Regulations No. 17-67 describes an L-7 as a*“ manufacturer of tobacco products.”

The 2001 case of Commissioner of Internal Revenue v. La Campana Fabrica de Tabacos, Inc.[13] held that the
following conditions must be met for stemmed leaf tobacco to be transferred without prepayment of specific tax,
to wit:

(a) The transfer shall be made pursuant to an official L-7 invoice on which shall be entered the exact weight of
the tobacco at the time of its removal;

(b) Entry shall be made in the L-7 register in the place provided on the page removals; and
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(c) Corresponding debit entry shall be made in the L-7 register book of the factory receiving the tobacco under
the heading “Refuse, etc., received from the other factory,” showing the date of receipt, assessment and
invoice numbers, name and address of the consignor, form in which received, and the weight of the
tobacco.[14]

From the foregoing, it is clear that an entity claiming exemption from specific tax under Section 137, must prove
that both the entity and the transferee are categorized as L-7 manufacturers since only an L-7 tobacco
manufacturer has an L-7 invoice and an L-7 registry book.[15] Here, petitioner is engaged in the export, domestic
sale and re-drying of tobacco leaves, activities which are designated as falling either under L-3R or L-6 under
Revenue Regulations No. 17-67. Thus, not being designated as an L-7 tobacco manufacturer, petitioner cannot
claim any exemption from payment of the specific tax on its stemmed leaf tobacco. In other words, petitioner, asa
non-L-7 tobacco dealer of stemmed leaf tobacco, is liable to pay the specific tax thereon. Hence, petitioner is not
entitled to any refund of the specific taxes paid.

Petitioner’s arguments impugning the validity of Revenue Regulations Nos. V-39 and 17-67 deserve scant
consideration. First, both regulations were issued pursuant to Section 245[16](now Section 244) of the Tax Code.
The authority of the Secretary of Finance, in conjunction with the Commissioner of Internal Revenue, to
promulgate needful rules and regulations for the effective enforcement of internal revenue laws cannot be
controverted. Such rules and regulations, as well as administrative opinions and rulings, ordinarily deserve to be
given weight and respect by the courts.[17] Second, our scrutiny of Revenue Regulations Nos. V-39 and 17-67
clearly shows that said regulations did not modify or deviate from the text of Sections 137 and 141 but merely
implemented and clarified said two provisions by providing certain conditions under which stemmed leaf tobacco
may be exempted from prepayment of specific tax.

WHEREFORE, the petition is DENIED for lack of merit. The assailed Decision and the Resolution of the Court
of Appealsin CA-G.R. SP No. 48797 are AFFIRMED.

SO ORDERED.
AustriaMartinez, Callgjo, Sr., and Tinga, JJ., concur.

Puno, (Chairman), J., on leave.

[1] Rollo, pp. 42-55. Per Associate Justice Eliezer R. De Los Santos, with Associate Justices Eugenio S. Labitoria
and Eloy R. Bello, Jr., concurring.

[2] 1d. at 95-103.
[3] Id. at 56-59.
[4] Now Section 140, 1997 Tax Code. The provision reads:

SEC. 137. Remova of tobacco products without prepayment of tax. — Products of tobacco entirely unfit for
chewing or smoking may be removed free of tax for agricultura or industrial use; under such conditions as
may be prescribed in the regulations of the Department of Finance. Stemmed leaf tobacco, fine-cut shorts, the
refuse of fine-cut chewing tobacco, scraps, cuttings, clippings, stems or midribs, and sweepings of tobacco
may be sold in bulk as raw material by one manufacturer directly to another, without payment of the tax under
such conditions as may be prescribed in the regulations of the Department of Finance.

Stemmed leaf tobacco as herein used means leaf tobacco which has had the stem or midrib removed. The term
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does not include broken leaf tobacco.

[5] Now Section 144, 1997 Tax Code. The text reads:

SEC. 141. Tobacco Products. — There shall be collected atax of seventy-five centavos on each kilogram of the
following products of tobacco:

(a) tobacco twisted by hand or reduced into a condition to be consumed in any manner other than the ordinary
mode of drying and curing;

(b) tobacco prepared or partially prepared with or without the use of any machine or instruments or without
being pressed or sweetened; and

(c) fine-cut shorts and refuse, scraps, clippings, cuttings, stems and sweepings of tobacco.

Fine-cut shorts and refuse, scraps, clippings, cuttings, stems and sweepings of tobacco resulting from the
handling or stripping of whole leaf tobacco may be transferred, disposed of, or otherwise sold, without
prepayment of the specific tax herein provided for under such conditions as may be prescribed in the
regulations promulgated by the Secretary of Finance upon recommendation of the Commissioner if the same
are to be exported or to be used in the manufacture of other tobacco products on which the excise tax will
eventually be paid on the finished product.

On tobacco specially prepared for chewing so as to be unsuitable for use in any other manner, on each
kilogram, sixty centavos.

[6] The Tobacco Products Regulations.
[7] Rallo, p. 103.

[8] Id. at 55.

[9] Rollo, p. 13.

[10] L-7 — Manufacturers of tobacco products. [L-7 1/4 designates an auxiliary registered book (bale books), for
manufacturers of tobacco products.]

[11] L-3R — Wholesale leaf tobacco dealers. Issued only in favor of persons or entities having fully equipped
Redrying Plants. [Revenue Regulations No. 17-67, Section 3(c).]

[12] L-6 — Wholesale |leaf tobacco dealers who, exclusively for export, except as otherwise provided for in these
regulations, perform the following functions:

(1) Handstripped and/or thresh whole leaf tobacco for themselves or for other L-6 or L-7 permittees,
(2) Re-process partially manufactured tobacco for themselves, or for other L-6 or L-7 permittees;
(3) Sell their partially manufactured tobacco to other L-6 permittees.

[13] G.R. No. 145275, 15 November 2001, 369 SCRA 118.

[14] Id. at 122-123.

[15] Id. at 124.

[16] SEC. 245. Authority of Secretary of Finance to promulgate rules and regulations. — The Secretary of Finance,
upon recommendation of the Commissioner, shall promulgate all needful rules and regulations for the effective
enforcement of the provisions of this Code.
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[17] Commissioner of Internal Revenue v. Court of Appeals, G.R. No. 108358, 20 January 1995, 240 SCRA 368,
372.
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