Republic of fhe F’il:li|1|:ririr.-!:
Degranineent of Finance
Bureau of Customs
FiEN Biarita

CUSTOME ADMINISTRATIVE ORDER .
No. 4L-Jopg

Subject: AMENDMENT GF CHAPTER V, PAR. C. l{a) OF
CUSTOMS ADMINISTRATIVE ORDER NO. 6-94

Pursuant fo Republic Act No. 7227,° Proclamation No. 163,
Executive Order Mos. 80 and 97 and Presidential Decree No. 66 in
relalion to Section 608 of the Tanll and Cuostoms Code of the Philippines

and perfinenl provisions of the Revised Administrative Code of 1987, par.
O lfa) of Chapler V of CAQ 6-94 is hereby amechded to read as follows:

“1. ASSESSMENT OF DUTIES AND TAXES
a. Tarlf Classificalion
]

The: classification of foreign arlicles at the time of ils
transfer from  the Main Zone/Securcd Arca to  the
Custoims Terrilory shall be the raw malerials/input used
in the manulfBEetuee or prodociion of the finished goods for
clommestic sale,  whether or oot thoy have been
manulfactured, blended or otherwize combined with
domestic articles.” '

All omlers, rules and regulation inconsistent herewith are hereby
repenled, modificd or amended accordingly.

§

This order shall tdke effect fiftcen [15) days aller ils approval and
publication on the Officind Gazelle or in two (2] newspaper of peneral
circulation with & copy thereol to be given to the U.P, Law Library for
record purpdses. -

Approved:

[y
. -
Ja .
MARGARITOD B. TEVES
Scoretary of Finance
5132358
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Repy blic of the Philippines
DEPARTMENT OF FINANCE

Rosns Boulevard Cormer Vite Croz Sireed
T Manila 1084

Fespectfully retumed to the Cnmmifﬁner of Cusloms,
Manita, the  herein ietter-request of OKOHAMA  TIRE
PHILIPPINES, INC. (YTPI) for the ameddment of Customs
Administrative Crder (CAd) 6-24, particularly Chapter W, Par. C1{a}
thereofl.

Conformabiy with the recommendation of that buereau in the
light of Lhe opinicn of its Legal Service that "the tax treatment of
manufactured goods/products transferred by the Fcozone locators
to Customs bterritory for dorneslic sale shall be subject o payment
of corresponding taxes on row materials, which is consistent with
the position taken bv CDC, PEZA and DITL/BOLY, this Olfice
interposes no objection to the proposed amendmant .

By authority of the Seoretary:

Urglersecratary
Legal & RevEnue Operations Group
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Eespectfniy forwarded t0 tue Zoncradle Secretary, Depaciwent of
Fiaaure, the orels letier-reg ol of YOKOHAMA TIRE PHIi IPPINES,
IMCL (Y'TPL) for the ameadment of Customs Administrative Order (CAQ)
No. 6-94, particuiarly Chapter V., Par C.1 (a) thereol, togefuer wits. the
preposal amendatory CAQ, r.commending approval .uereof, &2 the light of
the Lega, Cpiron No. G03-05 daled October 7, 2005 issued by the Tegal
Service, this Burcau, that “the tax treatmen: of manafacture poods/procucts
transfer: . oy the Ecozone locators to Custows tertiiony Sor domestic sale
shal be subject to payment of ceorespoading taxes wi raw matedials, .shich ;
is consisten? wiih the posi.on tazen vy CDC, FEZA and DTUROI, vhick is
NOTZD wili: aproval.

1

ALFEXANDE."M. AREVALG

Doty Comitissioner, MISTG &
Officer-in-Chzoge
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REFLIGLIC OF THE PHIUPPIMNE
DEFARTMEMT OF FINAMCE

BUREAU OF CUSTOMS
MANILA 1099 L/
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LEGALSERVICE
edo-d-0 -

LEGAL QPINION MO. 0003-05
Crclober 5, 2005

Whether or not arlicles transferred b‘j’ locaters of the Clark
Special Econemic Zoaes (CSEZ) to the Customs Territory should be
assessed duties and taxes based on raw materials?

The foregoing legal question iz raiscd in the light of the regquest of Yekohama Tire
Philippines, Inc. (YTPI), a duly registered CSEL enterprise, for the amendment of
Customs Administrative Crder {CADQ) No. 694, specifically dlem C.la of Chapter WV
thereol, which provides: ;

1 Assessmcnt of Duties and Taxes
a Tanff Classification
The classifcation meder the Tariff and Customss Code of the
Philippines of foreign articles, whother or not ey have been
mamifactured, blended or otherwise combined with domestic
articles, ghall be determined accordmg to the time of its transfer
from the Main Tone'sceured area to the Customs Territory.™

YTFL is engaged in the production, manufacture, importation, exporiation and
wholesale sale of various kinds of tires. In the mamifacture thereof, i uses both raw
malerial components imported into CSEZ tax and duty free as well as domestic articie
components, YTPIL principally exports its finished tires, purscant fo the terms and
eondition of Y1TF's registration =3 a CSEL registered coterprise and with the Clark
. Development Corpuration’s {CDC) approval, but scils a portion of its finished tires
domesticaily, subject to payment of customs duties and faxes, based on the C.1a, Sec. V

of CAO 6-24. As such, the tariff classification rate of finished tires is applied to YTPI { ..

for poods transferred from the CSEZ to the customs termitory for domeshic sale.

Y'TPT submits that the customs duties on the gale of its fimished tires Lo the
Customs Territory should be based on the classificalion amd value of the imported foreign
articles\zaw materials used to manufacture the tires. It iz alse YTPI's position that the
proper interpretation of CAQ 6-24 i to apply the rate corresponding 10 the raw materials
at the time the foreign materials, whether or not it has been manufactured, blended or
otherwise combined with domesiic articles, is transfered to the: Customs Territory.

The Clark TDevelopment Corporation (CD() Philippine Economic Zone
Authurity (PEZA) and the Department of Trade snd Industry (DTT) Undessecretary and
Roard of nvesiment Vico-Chairman and Managing Tead Gregory L. Domingo support
the position of YTPI because this will provide consistency of treatment for sale (o the
domestic market among all export enterprises registered with BOI or with export
. processing zone, this will hanmonize the treatment of goods sold by ecozone locators and
BOI-registered export producers gperating customs bonded mamifacturing warchouse in
line with the principle of the government 1o promole 2 level playing Geld for the business
sector; this will atract qualily invesiments throngh Lansparent and invesior-friendly
policies; and finally, the resolution of this issue in favor of the imvesiors wll send a
strong gignz! thee ) o PHioimes Averres In b e ipvestment destination.
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Incidentzily, his DBureas ssued CAOQ 1-2003 covering the domsestic sale of
participanis iz the Motor Vehicle Development Program (MVDP) locaied in the
economic zones, which provides i

W

"CELz, asgembled from imponted CEDs by participants of the Motos
Velicle Development Propram located mside the econozonesPEEA, shall opon
withddrawal for local cﬂnsunmnm bcmmd the corresponding CED tarifT rates
and nof e tanff res for CHLs™

At this junciure, il becoimes inperalive bo review the legal basts for YTPL's tax
repime. .

Being a CSEZ locator, the law in point is RA 7227 entitled “An Act Accelerating
the Conversion of Military Reservations into other Productive 1ses, Creating the Bases
Conversion and Development Authority for this, Providing Funds thercfor and for other
purposes,” pertiment provision of which 15 bereunder guoted:

“Rec, 15, Clark and Other Special Economic Zoisss —  Subject (7 the
concurrcnec by resolofion of the local  govermment aoits Jivectly alfected, the
presidont i= berchy authorized to create by cyccutive proclanmim, @ Special
Economic Zone covenng the lands ocoupied by the Clar military reservation
ared It5 coifinaeggg cxlcizions as cmbraced, covered  and  defimed by
the 1947 Milicary Bases Agrecmiciut bubween the Philippioes and the Unites
Statcs of Awncrica, as ammudod, jecatal eathis gy paobemd jursdicion of
Angeles City, Mumicapalities of Mabalacat and Porac, Province of Pampanga,
and the Municipality of Capas, Provinee of Tarlac, ' accordance with the
provision as hercin provided insofar as applied (o the Clark mililary reservations.

The governing boedy of the (lack Specip] Economic Zove shall likewise be
estnblished by executive procdamation with such powers and Tunclions
exercised by the Export Pr“mslng Lone Authority pursuast to Presidential
Decrec No, 66, as amendad.™

Under PD) 66 entitled “Creating the Export Processing Fone Awthority and
Rewiging Republic Act No. 349, which was epacted on 20 Movemhber 1972 the tax
veabment of merchandise in ths zone is poverned by Zec. 1T theseof, the petineat
provision of which provides: :

“Sev. 17, Tax Treabmeot of Morchamlise in the S

WX

14) Merchandize sent from the zone oo the custems territory shall, whether o ool
coanbined with or made part of otler aticles while in the zone, be subpect {o
laws ané regolatioms goverming imported merchandize.  The duties aqd
(axes shall e assessed po e value of imporied malerinks (except when
the final prodoct 15 exempt).and the wiemal revense foxes on the valoe
added.

e

{7} Artscles prodouced or memafactiveed in the zome ond exported therefrom shall,
on subseguent impodattons ko the customs territory, be subject to the
import laws applicable to like sricles manuleclured in o forcign
commtTy.

oo

Subscquently, CAO 6-94 was issued pursuant to RA 7227 and P 66, requiring
among others, that “the claszsification veder fhe Tanll and Customs Code of the
Philippines of foreign articles, whether or not they have been manufzctured, blended or
otheraise combined with domestic articles, shall be delerminsd according to the lime of
its transfer fom the Main Zone/secured arca o the Customs Territory™.

However, Republic Act 791% :milled “An Acof Providing for the Legal
Framework apd Meschanisms ™ the Creation, Operation, Administralive, an
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Coordination cf Special Economic Zones in the Philippines, creating for thiz purpose, the
Philippine Economic Zone Authority (PEZA), and for other purposes™ was enacted
1995 the pertinent provisions thereol state:

“Cec 76, Domestic Sales  Goods mamuifactured by an  EQOZONE  enterprise
shall be made available for immediate refail sales in the domestic nuarket,
subject to payment of corresponding taxes on (he raw materials and othcs
resmlations that may be adopted by the Board of the PEEA o

amd

Scc. 54, Repealing Clawse. — All laws, acts, presidential decreos, cxocuive
orders, proclamations  andfor adminlsteative regulations which are inconsistent
with the provisions of this Act, arc hereby amended, modilied, superseded or
repesilod sccordinghy” :

It is, thos, apparcol (hal starting 1995, (he tax teatment of mamfactured
goods\products transfermed by the Boozone locators Lo customs termtory for domestic sale
shall be subject to payment of cormesponding taxes on raw malerials, which is consislent
with the position taken by CIDC, PEZA and DTVBOL

Accordingly, the request of YTPI for a similar treatment may be legally allowed.

Respectfully submitied,




