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RECORD OF THE SENATE

WEDNESDAY, JULY 30,1997 -
OPENING OF THE SESSION

At3:04p.m., the Senate President, Hon, Ernesto M. Maceda,
called the session to order.

The President. The third session of the Senate in the
Third Regular Session of the Tenth Congress is hereby called
to order.

Let us all stand for the opening prayer to be led by
Sen. Edgardo J. Angara.

Everybody rose for the opening prayer.

PRAYER

Senator Angara.

Lord, grant us Your infinite wisdom that we may
enact, in this last year of our Tenth Congress, laws that
will reflect our commitment to make life better for so
many, :

Help make our government to be truthful and
transparent. Let it tell our people the true state of our
economic andpolitical affairs. Letit stop deluding them
with false prosperity.

Remind us, O Lord, that before we get excited over
whoarerunning innextyear’spolls, we must first ensure
that an electoral exercise will come to pass, and as
legislators, we should ensure the sanctity of the ballot,
because this gives meaning to the peaceful transfer of
political power—the distinguishing mark of a genuine
democracy.

And finally, Lord, endow us with the courage to
defend our Constitution, our laws, and our democratic
way of life.

Amen.

ROLL CALL
The President. The Secretary will please call the roll.

The Secretary, reading:

Senator Heherson T. Alvarez.................... Present

Senator Edgardo J. Angara......... SR Present
Senator Anna Dominique M.L. Coseteng .. Present*
Senator Franklin M. Drilon ....uceeeveveeenenec. Present
Senator Juan Ponce Enrile ...........uuue....... Present
Senator Marcelo B. Fernan............uuueeune... Present
Senator Juan M. Flavier Present
Senator Neptali A. Gonzales...................... Present
Senator Emesto F. Herrera .......coceueucnecee Present*
Senator Gregorio B. Honasan ................... Present
Senator Gloria M. Macapagal...................... Present*
Senator Ramon B. Magsaysay Ir. .............. Present*
Senator Orlando S. Mercado .......coevvieuee. Present*
Senator Blas F. Ople Present*
Senator Sergio R. Osmefia I1I ................... Present
Senator Ramon B. Revilla .......coeuuevennnne.. Present*
Senator Raul S. Roco Present
Senator Alberto G. Romulo.......c.eoueeevvenence Present
Senator Miriam Defensor Santiago ............ Present
Senator Leticia R. Shahani .......cceeuvennnn.n.. Present*
Senator Vicente C. Sotto Il ........eenennnn.... Present
Senator Francisco S. Tatad................... Present
Senator Freddie N. Webb ......coueeeeecerenee. Present*

The President Present

The President. With 15 senators present, there is a
quorum,

Senator Tatad. Mr. President.

The President. The Majority Leader is recognized.
THE JOURNAL

Senator Tatad. Mr. President, I move that we dispense

with the reading of the Journal of the previous session and
consider it approved.

The President. Is there any objection? V [Silence] There
being none, the motion is approved.

Senator Tatad. I move that we proceed to the Reference
of Business.

X

The President. Is there any objection? [Silence] There
being none, the motion is approved.

The Secretary will read the Reference of Business.

*Amivedafiertheroll call
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ADOPTION OF S. CT. RES. NO. 17

Senator Tatad. Mr. President, I move for the adoption of
the resolution.

The President. Is there any objection? [Silence] There
being none, the motion is approved.

. BILL ON SECOND READING
H. No. 9077 - Tax Reform Act of 1997

Senator Tatad. Mr. President, I move that we consider
Committee Report No.454 on House Bill No. 9077 asreported out
by the Commitee on Ways and Means.

The President. Is there any objection? [Silence] There
being none, the motion is approved.

Consideration of House Bill No. 9077 is now in order. With
the permission of the Body, the Secretary will read only the title
of the bill without prejudice to inserting in the Record the whole
text thereof.

The Secretary. House Bill No. 9077, entitled
ANACT AMENDING THENATIONAL INTERNAL

REVENUE CODE, AS AMENDED, AND FOR
OTHER PURPOSES

The following is the whole text of the bill:
House Bill No. 9077
(AS AMENDED BY SUBSTITUTION)

ANACT AMENDING THENATIONAL INTERNAL
REVENUE CODE, AS AMENDED, AND FOR
OTHER PURPOSES

Be it enacted by the Senate and House of
Representatives of the Philippines in Congress
assembled:

SECTION 1. Short Title. - This Act shall be cited
asthe“Tax Reform Act of 1997."

SECTION 2. State Policy. - 1tis hereby declared
the policy of the State to promote sustainable economic
growth through the rationalization of the Philippine
internalrevenue tax system, including tax administration;
to provide, as much as possible, an equitable reliefto a

greater number of taxpayers in order to improve levels
of disposable income and increase economic activity;
and to create a robust environment for the business
community to enable them to compete better in -the
regional as well as the global community of nations, at the
same time that the State ensures that Government will be
abletoprovide forthe needs of those underits jurisdiction
and care.

SECTION 3. Section 1 of the National Internal
Revenue Code, as amended, hereinafter referred to
as the Code, is hereby further amended to read as
follows:

"SECTION 1. Title of the Code. - This Code shall .
be known as the National Internal Revenue Code of
[1977]11997."

SECTION 4. Section of the Code is renumbered
as Section 2 and is amended to rgad as follows:

"SEC. [3]2. Powers ard [d]Duties of THE Bureau
OF INTERNAL REVENUE. - The BUREAU OF
INTERNAL REVENUE SHALL BE UNDER THE
SUPERVISION AND CONTROL OF THE
DEPARTMENT OF FINANCE AND ITS powers and
duties [of the Bureau of Internal Revenue] shall
comprehend the assessmentand collection of all national
internal revenue taxes, fees, and charges, and the
enforcement of all forfeitures, penalties, and fines-
connected therewith, including the execution of
Jjudgments in all cases decided in its favor by the Court
of Appeals and the ordinary courts. [Said] THE Bureau
shall [also] give effect to and administer the supervisory
and police powers conferred to it by this Code or other
laws."

SECTION 5. Section 2 of the Code is renumbered
as Section 3 and is amended to read as follows:

"SEC. [2]3. Chief Officials of the Bureau of Internal
Revenue. - The Bureau of Internal Revenue shall have
a chief to be known as Commissioner of Internal
Revenue, HEREINAFTER REFERRED TO AS THE
COMMISSIONER and [two] FOUR (4) assistant chiefs
to be known as Deputy Commissioners."

SECTION 6. Section 4 (Specific Provision to be
Contained in Regulations) of the Code is hereby
transposed to Title IX (Compliance Requirements),
Chapter Il (Rules and Regulations), and is renumbered
asSection 246.
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SECTION 7. A new Section 4 is hereby inserted
after Section 3 of the Code to read as follows:

"SEC. 4. POWER OF THE COMMISSIONER TO
INTERPRET TAX LAWS AND TO DECIDE TAX
CASES. - THE POWER TO INTERPRET THE
PROVISIONS OF THIS CODE AND OTHER TAX
LAWS SHALL BE UNDER THE PRIMARY,
EXCLUSIVE AND ORIGINAL JURISDICTION OF
THE COMMISSIONER, SUBJECT TO REVIEW BY
THE SECRETARY OF FINANCE.

THE POWER TO DECIDE DISPUTED
ASSESSMENTS, REFUNDS OF INTERNAL
REVENUE TAXES, FEES OR OTHER CHARGES,
PENALTIES IMPOSED IN RELATION THERETO,
OR OTHER MATTERS ARISING UNDER THIS
CODEOR OTHERLAWS OR PORTIONS THEREOF
ADMINISTERED BY THEBUREAU OF INTERNAL
REVENUE IS VESTED IN THE COMMISSIONER,

‘SUBJECT TO THE EXCLUSIVE APPELLATE
JURISDICTION OF THE COURT OF TAX
APPEALS.

SECTION 8. The present Section 7 of the Code is
renumbered as Section 5 and is amended to read as
follows:

"SEC.[7}5. Power ofthe Commissioner to [0] Obtain
[i]Information, [examine,] AND TO [s]Summon,
EXAMINE, and [t]Take [t] Testimony OR PERSONS. -
{For the purpose of] IN ascertaining the correctness of
any return, OR IN making a return [where] WHEN
none has been made, OR IN determining the liability of
any person for any internal revenue tax, or IN collecting
any such liability, OR IN EVALUATING TAX
COMPLIANCE, OR IN IMPROVING THE
EFFICIENCY OF INTERNAL REVENUE TAX
COLLECTION, the Commissioner is authorized:

"(1) xxx

"(2) To obtain [information] ON A REGULAR
BASIS FROM ANY PERSON OTHER THAN THE
PERSON WHOSE INTERNAL REVENUE TAX
LIABILITY IS SUBJECT TO AUDIT OR
INVESTIGATION OF from any office or officer of the
national and local gdvermnents, government agencies
[or its] AND instrumentalities, including the [Central
Bank of the Philippines] BANGKO SENTRAL NG
PILIPINAS and government-owned or controlled
corporations, ANY INFORMATION SUCH AS, BUT

NOT LIMITED TO, COSTS AND VOLUME OF
PRODUCTION, RECEIPTS OR SALES AND GROSS
INCOMES OF TAXPAYERS, AND THE NAMES,
ADDRESSES, ANDFINANCIAL STATEMENTS OF
REGISTERED PARTNERSHIPS, AND THEIR
MEMBERS;

"(3) xxx
"(4) xxx
n(s) Xxxx"

SECTION 9. The present Section 6 of the Code is
hereby renumbered as Section 12.

SECTION 10. The present Section 16 of the Code
is hereby renumbered as Section 6 and is amended to
read as follows:

"SEC.[16)6. Power of the Commissioner to [m] Make
[a]Assessment AND PRESCRIBE ADDITIONAL
REQUIREMENTS FOR TAX ADMINISTRATION
AND ENFORCEMENT. -

"({Ala) Examination of [r]Returnss and
[d]Determination of [t]Tax DUE. - After areturmn [is]
HAS BEEN filed as required under the provisions of this
Code, the Commissioner OR HIS DULY
AUTHORIZED REPRESENTATIVE {shall] MAY
[examine it and assess] AUTHORIZE THE
EXAMINATION OF ANY TAXPAYER AND THE
ASSESSMENT OF the correct amount of [the] tax:
PROVIDED, HOWEVER, THAT FAILURE TO FILE
A RETURN SHALL NOT PREVENT THE
COMMISSIONER FROM AUTHORIZING THE
EXAMINATION OF ANY TAXPAYER.

"Thetax of ANY deficiency tax so assessed shall be
paid upon notice and demand from the Commissioner
OR FROM HIS DULY AUTHORIZED
REPRESENTATIVE. '

"Any return, statement or declaration filed in an
office authorized to receive the same shall not be
withdrawn: Provided, That WITHIN THREE (3)
YEARS FROM THE DATE OF SUCH FILING, the
same may be modified, [or] changed, OR AMENDED
[by filing another amended return, statement of
declaration]: PROVIDED, FURTHER, THAT NO
NOTICE FOR AUDIT OF INVESTIGATION OF
SUCHRETURN, STATEMENTORDECLARATION
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" HAS, IN THE MEANTIME, BEEN ACTUALLY
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SERVED UPON THE TAXPAYER;
"([b]B) XXX
"([c]C) x xx
“([d]D) xx x
"([ejE) XXX

“([£IF) Authority of the Commissioner to [i]Inquire
into [b]Bank [d]Deposit [a]Accounts. - [The]
NOTWITHSTANDING ANY CONTRARY
provision[s] of Republic Act No. 1405, [to the contrary
notwithstanding,] the Commissioner is hereby authorized
to inquire into the bank deposits of: [a decedent for the
purpose of determining the gross estate of such
decedent.)

(1) ADECEDENT TO DETERMINE HIS GROSS
ESTATE; OR

(2) ANY TAXPAYER WHO HAS FILED AN
APPLICATION FOR COMPROMISE OF HIS TAX
LIABILITY UNDER SECTION 205(A)(2) OF-THIS
CODEBYREASON OF FINANCIAL INCAPACITY
TO PAY HIS TAX LIABILITY; OR

3) ATAXPAYER WHO WAIVES INWRITING
HIS PRIVILEGE UNDERREPUBLIC ACTNO. 1405;
OR '

(4) ANY TAXPAYER WHOSE RETURN HAS
BEEN AUDITED BY A DULY AUTHORIZED
REVENUE OFFICER OF THE BUREAU OF
INTERNAL REVENUE AND A CLEAR, DIRECT
AND SUBSTANTIAL EVIDENCE OF FRAUD
AGAINSTTHEREVENUE OF THE GOVERNMENT
OF OTHER CRIMINAL VIOLATION OF THIS CODE
HAS BEEN FOUND TO EXIST.

"In case a taxpayer [offers] FILES AN
APPLICATION to compromise the payment of his tax
liabilities on [the ground] HIS CLAIM that his financial
position demonstrates a clear inability to pay the tax
assessed, his [offer] APPLICATION shall not be
considered unless AND UNTIL he waives IN
WRITING his privilege under [the said law]REPUBLIC
ACT NO. 1405, and such waiver shall {serve as]
CONSTITUTE THE authority of the Commissioner to
inquire into the bank deposits of [said] THE taxpayer.

"([81G) Authority to [a]Accredit and [r]Register
[JTax [a]Agents. - The Commisioner [may] SHALL
ACCREDIT AND REGISTER, [require prior
accreditation and registration,] based on THEIR
PROFESSIONAL competence, INTEGRITY, and
moral fitness, [of persons] INDIVIDUALS and general
professional partnerships [or] AND their representatives
fin the preparation and filing of required] WHO
PREPARE AND FILE tax returns, statements, reports
[memoranda], PROTESTS, [or inappearing orin filling
protest or] AND OTHER papers with, OR WHO
APPEAR BEFORE, the Bureau for taxpayers. [For this
purpose] WITHIN ONE-HUNDRED TWENTY (120)
DAYSFROMJANUARY 1,1998, the Commissioner [is
empowered to] SHALL create national ‘and regional
accreditation boards, THE MEMBERS OF WHICH
SHALL SERVE FOR THREE (3) YEARS, AND [to]
SHALL designate from among the [ranks of] senior
officials of the Bureau, one chairman and two members
(in] FOR each board, [and to issue the necessary]
SUBJECT TO SUCH rules and regulations [subject to
the approval of] AS the Secretary of Finance SHALL
PROMULGATE UPON THE RECOMMENDATION
OF THE COMMISSIONER.

"(BH) xxx”

SECTION 11. A new Section 7 is hereby inserted
after Section 6 of the Code to read as follows:

SEC. 7. AUTHORITY OF THE COMMISSIONER
TO DELEGATE POWER. - THE COMMISSIONER
MAY DELEGATE THE POWERS VESTED IN HIM
UNDER THE PERTINENT PROVISIONS OF THE
CODE TO ANY OR SUCH SUBORDINATE
OFFICIALS WITH THERANK EQUIVALENTTO A
DIVISION CHIEF ORHIGHER, SUBJECT TO SUCH
LIMITATIONS AND RESTRICTIONS AS MAY BE
IMPOSED UNDER RULES AND REGULATIONS
TO BEPROMULGATED BY THE SECRETARY OF
FINANCE, UPON RECOMMENDATION OF THE
COMMISSIONER: PROVIDED, HOWEVER, THAT
THE FOLLOWING POWERS OF THE
COMMISSIONER SHALL NOT BE DELEGATED:

A. THE POWER TO RECOMMEND THE
PROMULGATION OF RULES AND REGULA-
TIONS BY THE SECRETARY OF FINANCE;

B.  THE POWER TO ISSUE RULINGS OF
FIRST IMPRESSION OR TO REVERSE, REVOKE
OR MODIFY ANY EXISTING RULING OF THE
BUREAU;



Wednesday, July 30, 1997

RECORD OF THE SENATE

Full Text of H. No. 9077

C. THEPOWERTO COMPROMISEORABATE,
UNDER SECTION 205(A) AND (B) OF THIS CODE,
ANY TAX LIABILITY: PROVIDED, HOWEVER,
THAT THE POWER TO EXTRA-JUDICIALLY
SETTLE CRIMINAL VIOLATIONS UNDER
SECTION205 OF THISCODEMAY BEDELEGATED
BY THE COMMISSIONER,PURSUANT TORULES
AND REGULATIONS TO BE PRESCRIBED BY
THE SECRETARY OF FINANCE, UPON
RECOMMENDATION OF THE COMMISSIONER
FOR THE PURPOSE;

D. THEPOWER TOCOMPROMISEORABATE,
UNDER SECTION 204(A) AND (B) OF THIS CODE,
ANY TAX LIABILITY: PROVIDED, HOWEVER,
THAT THE POWER TO EXTRA-JUDICIALLY
SETTLE CRIMINAL VIOLATIONS UNDER
SECTION205 OF THISCODEMAY BEDELEGATED
BY THE COMMISSIONER, PURSUANTTORULES
AND REGULATIONS TO BE PRESCRIBED BY
THE SECRETARY OF FINANCE, UPON
RECOMMENDATION OF THE COMMISSIONER
FOR THE PURPOSE;

D. THE POWER TO ASSIGN OR RE-ASSIGN
INTERNAL REVENUE OFFICERS TO
ESTABLISHMENTS WHERE ARTICLES SUBJECT
TOEXCISETAXAREPRODUCED ORKEPT, AND;

E. THE POWER TO INQUIRE INTO BANK
DEPOSITS PRESCRIBED UNDER SEC. 6(F)4) OF
THIS CODE.

SECTION 12. The present Section 5 of the Code
is hereby renumbered as Section 8 and amended as
follows: ’

“SEC. [5] 8. DUTY OF THE COMMISSIONER
TO ENSURE THE PROVISION AND
DISTRIBUTION OF Forms, [r]Receipts, [c]Certificates,
[a] Appliances, AND THE ACKNOWLEDGMENT OF
PAYMENT OF TAXES. ™

"([a]A) xxx
"([bIB) xxx

SECTION 13. Section 8 of the Code is renumbered
as Section 9 and is amended to read as follows:

"SEC.[8]9. ORGANIZATION OF THE BUREAU
INTO Internal fr]Revenue REGIONS AND [d]Districts.

-- With the approval of the Secretary of Finance, the
Commissioner [of Internal Revenue] shall divide the
Philippines into such number of revenue REGIONS
AND districts as may from time to time be required for
administrative purposes. Each [of these] REVENUE
district[s] shall be under [the supervision of] a Revenue
District Officer, WHO SHALL BE UNDER THE
SUPERVISION AND CONTROL OF A REVENUE
REGIONAL DIRECTOR."

SECTION 14. The present Section 11 of the Code
is renumbered as Section 13 and is amended to read as
follows:

"SEC.[11] 13. Authority of A Revenue (Examiner]
OFFICER. - SUBIJECT TO THE RULES AND
REGULATIONS TO BE PRESCRIBED BY THE
SECRETARY OF FINANCE, UPON THE
RECOMMENDATION OF THE COMMISSIONER,
[A]a Revenue [Examiner] OFFICER ASSIGNED TO
PERFORM ASSESSMENT FUNCTIONS in any district
may, [in the name of] PURSUANT TO A LETTER OF
AUTHORITY ISSUED BY the Revenue District
Officer, [in charge of such district and under the control
of such officer as his immediate superior, exercise any
power or perform any act which might be exercised or]
EXAMINE TAXPAYERS WITHIN THE
JURISIDICTION OF THE DISTRICT IN ORDER
TO COLLECT THE CORRECT AMOUNT OF TAX,
ORTORECOMMEND THE ASSESSMENTOF ANY
DEFICIENCY TAX DUE IN THE SAME MANNER

"THAT THE SAID ACTS COULD HAVE BEEN

performed by [such] THE Revenue District Officer
himself."

SECTION 15. Section 12 ofthe Code isrenumbered
as Section 16 and is amended to read as follows:

"SEC.[12]16. Assignment of [i]Internal [r]Revenue
[o]Officers INVOLVED IN EXCISE TAX
F UNC"TI ONS to [e]Establishments where [a]Articles
subject to [e]Excise [t]Tax are [p]Produced OR KEPT.
- The Commissioner [ofInternal Revenue] shall employ,
[and] assign, OR RE-ASSIGN internal revenue officers
INVOLVED IN EXCISE TAX FUNCTIONS, AS
OFTEN AS THE EXIGENCIES OF THE REVENUE
SERVICEMAY REQUIRE, [toregional offices and the
Regional Directorshall assign them] to establishments or
places where articles subject to excise tax are produced
or kept: PROVIDED, THAT AN INTERNAL
REVENUE OFFICER ASSIGNED TO ANY SUCH
ESTABLISHMENT SHALL INNO CASE STAY IN
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HIS ASSIGNMENT FOR MORE THAN TWO (2)
YEARS, SUBJECTTORULES ANDREGULATIONS
TO BE PRESCRIBED BY THE SECRETARY OF
FINANCE, UPON RECOMMENDATION OF THE
COMMISSIONER."

SECTION 16. Section 13 ofthe Code isrenumbered
as Sectign 17 and is amended to read as follows:

"SEC.[13]17. Assignment of [i] Internal [r]Revenue
[o]Officers and [0]Other [e]Employees to [0]Other
[d]Duties. - The Commissioner [of Internal Revenue]
may, [with the approval of the Secretary of Finance]
SUBJECT TO THE PROVISIONS OF SECTION 16
ANDTHELAWSON CIVIL SERVICE,AS WELL AS
THE RULES AND REGULATIONS TO BE
PRESCRIBEDBY THE SECRETARY OF FINANCE,
UPON THE RECOMMENDATION OF THE
COMMISSIONER, assign OR RE-ASSIGN internal
revenue officers and [other] employees of the Bureau
of Internal Revenue, without change in their official
[character or] RANK AND salary, to [such) OTHER OR
special duties connected with the ENFORCEMENT
OR administratiort of the revenue laws as the [best
interests] EXIGENCIES of the service may require:
PROVIDED, THAT INTERNAL REVENUE
OFFICERS ASSIGNED TO PERFORM
ASSESSMENT OR COLLECTION FUNCTIONS
SHALL NOT REMAIN IN THE ASSIGNMENT FOR
MORE THAN THREE (3) YEARS: PROVIDED,
FURTHER, THAT ASSIGNMENT OF INTERNAL
REVENUE OFFICERS AND EMPLOYEES OF THE
BUREAU TO SPECIAL DUTIES SHALL NOT
EXCEEDONE(1) YEAR." .

SECTION 17. A new Section 20 is hereby inserted
after Section 19 of the Code to read as follows:

SEC. 20. REPORT TO OVERSIGHT
COMMITTEE. - THE COMMISSIONER SHALL,
WITH REFERENCE TO SECTION 205 OF THIS
CODE, SUBMIT TO THE OVERSIGHT
COMMITTEE IN CONGRESS, THROUGH THE
CHAIRMAN OF THECOMMITTEEON WAYS AND
MEANS OF THE HOUSE OF REPRESENTATIVES
AND THE SENATE OF THE PHILIPPINES, A
REPORT ON THE EXERCISE OF HIS POWERS
PURSUANT TO THE SAID SECTION, EVERY SIX
(6) MONTHS OF EACH CALENDAR YEAR.

" SECTION 18. Sections 14 and 17 of the Code are
hereby renumbered as Sections 18 and 14, respectively.

SECTION 19. Section20ofthe Code is renumbered
as Section 22 and subsection (b) thereof is amended to
read as follows: ’

"(b) EXCEPT WHEN OTHERWISE PROVIDED
IN THIS CODE, [T]the term ‘corporation® SHALL
include[s] partnerships, no matter how created or
organized, joint-stock companies, jointaccounts (cuentas
en participacion), associations, [or] insurance OR
MUTUAL FUND companies, JOINT VENTURES OR
CONSORTIA, AND REGIONAL OPERATING
HEADQUARTERS OF MULTINATIONAL
COMPANIES but [does not include] SHALL
EXCLUDE general professional partnerships. [and a
joint venture or consortium formed for the purpose of
undertaking construction projects or engaging in
petroleum, coal, geothermal and other energy operations
pursuantto an operating or consortium agreement under
a service contract with the Government.] ‘General
professional partnerships® are partnerships formed by
persons for the sole purpose of exercising their common
profession, no part of the income of which is derived
from engaging in any trade or business."

SECTION 20. Subsection (y) of Section 20 of the
Code, now Section 22, is amended to read as follows:

"(y) ‘Deposit substitutes’ shall mean an alternative
form of obtaining funds from the public (THE TERM
‘PUBLIC’ MEANS BORROWING FROM TWENTY
(20) OR MORE INDIVIDUAL OR CORPORATE
LENDERS AT ANY ONE TIME), other than deposits,
through the issuance, endorsement, or acceptance of
debtinstruments for the borrower’s own account, for the
purpose of relending or purchasing of receivables and
other obligations, or financing their own needs or the
needs of their agent or dealer. These instruments may
include, butneed not be limited to bankers’ acceptances,
promissory notes, repurchase agreements
INCLUDING REVERSE REPURCHASE
AGREEMENTS ENTERED INTO BY AND
BETWEEN THE BANGKO SENTRAL NG
PILIPINAS AND ANY AUTHORIZED AGENT
BANK, certificates of assignment or participation and
similar instrument with recourse: [as may be authorized
by the Central Bank of the Philippines, for banks and
non-bank financial intermediaries or by the Securities
and Exchange Commission of the Philippines for
commercial, industrial, finance companies and other
non-financial companies] Provided, however, That
[only] debt instruments issued for inter-bank call loans
WITH MATURITY OF NOT MORE THAN FIVE (5)
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DAYS to cover deficiency in reserves against deposit
liabilities including those between or among banks and
quesi-banks shall notbe considered as deposit substitute
debtinstruments."

SECTION 21~ The following subsections are
hereby added after subsection (z) of Section 22:

(AA) THE TERM ‘RANK AND FILE
EMPLOYEES' SHALL MEAN ALL EMPLOYEES
WHO ARE HOLDING NEITHER MANAGERIAL
NOR SUPERVISORY POSITION AS DEFINED
UNDER EXISTING PROVISIONS OF THE LABOR
CODE OF THE PHILIPPINES, AS AMENDED.

(BB) THE TERM ‘SHARES OF STOCK’ SHALL
INCLUDE SHARES OF STOCK OF A
CORPORATION AS WELL AS, UNITS OF
PARTICIPATION IN A PARTNERSHIP (EXCEPT
GENERAL PROFESSIONAL PARTNERSHIPS),
JOINT STOCK COMPANIES, JOINT ACCOUNTS,
JOINT VENTURES, ASSOCIATIONS, AND
RECREATION OR AMUSEMENT CLUBS (SUCH
AS GOLF, POLO OR SIMILAR CLUBS), AND
MUTUAL FUND CERTIFICATES.

(CC) ‘MUTUAL FUND CCMPANY SHALL
MEAN AN OPEN-END INVESTMENT COMPANY
AS DEFINED UNDER THE INVESTMENT
COMPANY ACT.

(DD) THE TERM °‘TRADE, BUSINESS OR
PROFESSION’ SHALL NOT INCLUDE
PERFORMANCE OF SERVICES BY THE
TAXPAYERAS ANEMPLOYEE.

(EE) THE TERM ‘REGIONAL OPERATING
HEADQUARTERS’ SHALL MEAN A BRANCH
ESTABLISHED IN THE PHILIPPINES BY
MULTINATIONAL COMPANIES WHICH ARE
ENGAGED IN ANY OF THE FOLLOWING
SERVICES: GENERAL ADMINISTRATION AND
PLANNING; BUSINESS PLANNING AND
COORDINATION; SOURCING AND
PROCUREMENT OF.RAW MATERIALS AND
COMPONENTS; CORPORATE FINANCE
ADVISORY SERVICES; MARKETING CONTROL
AND SALES PROMOTION; TRAINING AND
PERSONNEL MANAGEMENT; LOGISTIC
SERVICES; RESEARCH AND DEVELOPMENT
SERVICES AND PRODUCT DEVELOPMENT;
TECHNICAL SUPPORT AND MAINTENANCE;

DATA PROCESSING AND COMMUNICATION;
AND BUSINESS DEVELOPMENT.

(FF) THE TERM ‘CLOSELY HELD
CORPORATION® MEANS ANY CORPORATION
AT LEAST FIFTY PERCENT (50%) IN VALUE OF
THE OUTSTANDING CAPITAL STOCK OR AT
LEAST FIFTY PERCENT (50%) OF THE TOTAL
COMBINED VOTING POWER OF ALL CLASSES
OF STOCK ENTITLED TO VOTE IS OWNED
DIRECTLY OR INDIRECTLY BY OR FOR NOT
MORE THAN TWENTY (20) INDIVIDUALS.

FOR PURPOSES OF DETERMINING
WHETHER THE CORPORATION IS A CLOSELY
HELD CORPORATION, INSOFAR AS SUCH
DETERMINATION IS BASED ON STOCK
OWNERSHIP, THE FOLLOWING RULES SHALL
BE APPLIED:

(1) STOCK NOT OWNED BY INDIVIDUALS.
- STOCK OWNED DIRECTLY OR INDIRECTLY
BY OR FOR A CORPORATION, PARTNERSHIP,
ESTATE OR TRUST SHALL BE CONSIDERED AS
BEING OWNED PROPORTIONATELY BY ITS
SHAREHOLDERS, PARTNERS, OR BENEFI-
CIARIES.

2) FAMILY AND PARTNERSHIP
OWNERSHIPS. - AN INDIVIDUAL SHALL BE
CONSIDERED AS OWNING THE STOCK OWNED,
DIRECTLY OR INDIRECTLY, BY OR FOR HIS
FAMILY, OR BY OR FOR HIS PARTNER. FOR
PURPOSES OF THIS PARAGRAPH, THE FAMILY
OF AN INDIVIDUAL INCLUDES ONLY HIS
BROTHERS AND SISTERS (WHETHER
BY WHOLE OR HALF-BLOOD), SPOUSE,
ANCESTORS, AND LINEAL DESCENDANTS.

(3) OPTION. -IF ANY PERSONHAS ANOPTION
TO ACQUIRE STOCK, SUCH STOCK SHALL BE
CONSIDERED AS OWNED BY SUCH PERSON.
FOR PURPOSES OF THIS PARAGRAPH, AN
OPTION TO ACQUIRE SUCH AN OPTION AND
EACH ONE OF A SERIES OF OPTIONS SHALL BE
CONSIDERED AS AN OPTION TO ACQUIRE
SUCH STOCK.

(4) CONSTRUCTIVE OWNERSHIP AS

ACTUAL OWNERSHIP. -- STOCK CONSTRUC-

TIVELY OWNED BY REASON OF THE
APPLICATION OFPARAGRAPH (1) OR (3) HEREOF
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SHALL, FOR PURPOSES OF APPLYING
PARAGRAPH (1) OR (2), BE TREATED AS
ACTUALLY OWNED BY SUCH INDIVIDUAL BY
REASON OF THE APPLICATION OF PARAGRAPH
(2)HEREOFSHALLNOTBE TREATED ASOWNED
BY HIM FOR PURPOSES OF AGAIN APPLYING
SUCH PARAGRAPH IN ORDER TO MAKE
ANOTHER THE CONSTRUCTIVE OWNER OF
SUCH STOCK.

SECTION 22. A new Chapter II of Title II of the
Code is hereby inserted after Section 22 to read as
follows:

CHAPTER II - TAX ON INCOME

SECTION 23. A new Section 23 is hereby added
to Chapter I to read as follows:

SEC. 23. GENERAL PRINCIPLES OF INCOME
TAXATION IN THE PHILIPPINES. - EXCEPT
WHEN OTHERWISE PROVIDED IN THIS CODE:

(A) AN INDIVIDUAL CITIZEN OF THE
PHILIPPINES RESIDING THEREIN IS TAXABLE
FOR ALL INCOME DERIVED FROM SOURCES
WITHIN AND WITHOUT THE PHILIPPINES;

(B) AN INDIVIDUAL CITIZEN OF THE
PHILIPPINES WORKING OR RESIDING OUTSIDE
THE PHILIPPINES IS TAXABLE ONLY FOR
INCOME DERIVED FROM SOURCES WITHIN THE
PHILIPPINES;

(C) AN INDIVIDUAL ALIEN, WHETHER A
RESIDENT OR NOT OF THE PHILIPPINES, IS
TAXABLE ONLY FOR INCOME DERIVED FROM
SOURCES WITHIN THE PHILIPPINES;

(D) A CORPORATION AS DEFINED IN
SECTION 22(B) HEREOF WHICH HAS BEEN
CREATED, ORGANIZED AND EXISTING UNDER
THE LAWS OF. THE PHILIPPINES IS TAXABLE
FOR ALL INCOME DERIVED FROM SOURCES
WITHIN AND WITHOUT THE PHILIPPINES;

- (E) A CORPORATION AS DEFINED IN
SECTION 22(D) HEREOF WHICH HAS BEEN
CREATED, ORGANIZED AND EXISTING UNDER
THE LAWS OF ANOTHER COUNTRY WHETHER
ENGAGED OR NOT IN TRADE OR BUSINESS IN
THE PHILIPPINES 1S TAXABLE ONLY ON

INCOMEDERIVED FROM SOURCES WITHIN THE
PHILIPPINES.

SECTION 24. Chapter It of the Code is renumbered
as Chapter III. Section 21 thereof is renumbered as
Section 24, and amended to read as follows:

"Chapter [II] III - TAX ON INDIVIDUALS

"SEC. [21] 24. (A) RATES OF INCOME Tax on
[citizens or residents] INDIVIDUAL CITIZEN AND
INDIVIDUAL ALIEN RESIDENT OF THE
PHILIPPINES. - [(a) Taxable compensation income. -
1(1) [A] ANINCOME tax is hereby imposed [upon the
taxable compensation income as defined in Section 27,
other than the incomes subject to tax under paragraphs
(b), (c), (d), (e) and (f) of this Section, received during
each taxable year from  all sources determined in
accordance with the following schedule]:

(A) ONTHE TAXABLE INCOME DEFINED IN
SECTION 30 OF THIS CODE, OTHER THAN
INCOME SUBJECT TO TAX UNDER
SUBSECTIONS (B), (C), (D) AND (E) OF THIS
SECTION, DERIVEDFOR EACHTAXABLE YEAR
FROM ALL SOQURCES WITHIN AND WITHOUT
THE PHILIPPINES BY EVERY INDIVIDUAL
CITIZEN OF THE PHILIPPINES RESIDING
THEREIN; :

(B) ON THE TAXABLE INCOME DEFINED IN
SECTION 30 OF THIS CODE, OTHER THAN
INCOME SUBJECT TO TAX UNDER
SUBSECTIONS (B), (C), (D) AND (E) OF -THIS
SECTION, DERIVED FOR EACH TAXABLE YEAR
FROM ALL SOURCES WITHIN THE PHILIPPINES
BY AN INDIVIDUAL CITIZEN OF THE
PHILIPPINES WHO IS WORKING OR RESIDING
OUTSIDE OF THE PHILIPPINES;

(C) ON THE TAXABLE INCOME DEFINED IN
SECTION 30 OF THIS CODE, OTHER THAN
INCOME SUBJECT TO TAX UNDER
SUBSECTIONS (B), (C), (D) AND (E), DERIVED
FOREACHTAXABLE YEARFROMALL SOURCES
WITHIN THE PHILIPPINES BY AN INDIVIDUAL
ALIEN WHO IS A RESIDENT OF THE
PHILIPPINES.* : .

THE TAX SHALL BE COMPUTED IN
ACCORDANCE WITH AND AT THE RATES
ESTABLISHED IN THEFOLLOWING SCHEDULE:
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"[Notover P2,500

Over P2,500 but not over P5,000
Over 5,000 butnot over 10,000
Over 10,000 but not over 20,000
Over 20,000 but not Qver 40,000
Over 40,000 butnot over 60,000
Over 60,000 butnot over 100,000
Over 100,000 bu-t notover250,000
Over 250,009 butnotover 500,000

Over500,000

"NOTOVERP15,000

OVERP15,000 BUTNOT
OVERP30,000

OVER 30,000 BUTNOT
OVER70,000

OVER 70,000 BUTNOT
OVER150,000

0%
1%

P25+3%
of excess
over 5,000

175+7%
of excess
over 10,000

875+11%
of excess
over20,000

3,075+15%
of excess
over40,000

6,075+19%
of excess
over 60,000

13,675+24%
of excess
over 100,000

49,675+29%
of excess
over250,000

122,175+35%
of excess

.over500,000]

5% .

P750+10%

IN EXCESS
OFP15,000

2,250+15%
IN EXCESS
OF 30,000

8,250+20%
IN EXCESS
OF 70,000

OVER150,000BUT
NOTOVER250,000 24,250+25%
IN EXCESS
OF 150,000
OVER 250,000 49,250+30%
IN EXCESS
OF 250,000

"[In the case of] FOR married individuals, the
husband and wife, subject to the provision of Section
[44(d)]50(D) hereof, shall compute separately their
individual income tax based on their respective total
taxable income: Provided, Thatifany income cannotbe
definitely attribut[able]ED to or identififable]ED as
income exclusively earned or realized by either of the
spouses, the same shall be divided equally between the
spouses for the purpose of [computing] DETER-
MINING their respective taxable income.

"[(b) Foreign source gross income derived by a
nonresident citizen. - A tax is hereby imposed upon the
taxable income derived by anonresident citizen fromall
sources without the Philippines during each taxable
year computed in accordance with the following
schedule:

If the amount subject to tax is-

"NotoverU.S.$6,000.00 1%

"Over U.S. $6,000.00 but not over
U.S.520,000.00

U.S.$60
plus 2% of excess
overU.S. $6,000

"OverU.S.$20,000.00 U.S.$340
plus 3% of excess

over U.S. $20,000]

'[()I(B)RATE OF TAXON [c] Certain [p] Passive
[i] Incomes: " [A tax at the rate prescribed pelow is
hereby imposed upon the amount of the following items
of gross income received by a citizen or resident alien
from sources within the Philippines:]

"(1) INTERESTS, ROYALTIES, PRIZES, LOTTO
AND OTHER WINNINGS. - A FINAL TAX AT THE
RATE OF TWENTY PERCENT (20%) IS HEREBY
IMPOSED UPON THE AMOUNT OF [I]interest from
any [Philippine] currency bank deposit and yicld or any

93




Full Text of H. No. 9077

RECORD OF THE SENATE

Vol. I, No. 3

94

other monetary benefit from deposit substitutes and
from trust fundS and similar arrangements; royalties,
prizes (except prizes amount to [P3,000] TEN
THOUSAND PESOS (P10,000) or less which shall be
subjectto tax under [paragraph] SUBSECTION (A) OF
SECTION 24), LOTTO and other winnings, (except
[Philippine Charity] [S]sweepstakes winnings) [-20%;
and] DERIVED FROM SOURCES WITHIN THE
PHILIPPINES.

"(2) DIVIDENDS - A FINAL TAX AT THE
FOLLOWING RATES SHALL BE IMPOSED UPON
THE [D]dividends EARNED BY AN INDIVIDUAL
[received] from a domestic corporation OR FROM A
JOINT STOCK COMPANY, INSURANCE OR
MUTUAL FUND COMPANIES AND REGIONAL
OPERATING HEADQUARTERS OF MULTI-
NATIONAL COMPANIES, OR ON [and] the share of
an individual IN THE DISTRIBUTABLE NET
INCOME AFTER TAX OF [partner in] a partnership
(EXCEPT A GENERAL PROFESSIONAL
PARTNERSHIP) OF WHICH HE IS A PARTNER,
OR ON THE SHARE OF AN INDIVIDUAL IN THE
NETINCOME AFTER TAX OF AN ASSOCIATION,
A JOINT ACCOUNT, OR A JOINT VENTURE OR
CONSORTIUM OF WHICH HE IS A MEMBER OR
ACO-VENTURE [subjectto tax under Section 24 (a) at
the rate of 15% in 1986; 10% effective January 1, 1987;
5% effective January 1, 1988; and 0% effective January
1,1989.}:

"4% FORCALENDAR YEAR 1998;
"8% FOR CALENDAR YEAR 1999; AND

"10% FOR CALENDAR YEAR 2000
AND THEREAFTER.

(C) TAX ON SALE, BARTER OR EXCHANGE
OF SHARES OF STOCK LISTED AND TRADED
THROUGH THE LOCAL STOCK EXCHANGE OR
THROUGH INITIAL PUBLIC OFFERING. -

- (1) CAPITAL GAINS ON THE SALE, BARTER
OR EXCHANGE OF SHARES OF STOCK LISTED
AND TRADED THROUGH THE LOCAL STOCK
EXCHANGE. - A FINAL TAX AT THE RATE OF
ONE-HALF OF ONE PERCENT (12 OF 1%) IS
HEREBY IMPOSED ON THE GAIN PRESUMED
TO HAVE BEEN REALIZED BY AN INDIVIDUAL
CITIZEN ORRESIDENT ALIEN ON EVERY SALE,
BARTER, EXCHANGE, OR OTHER DISPOSITION

OF SHARES OF STOCK LISTED AND TRADED
THROUGH THE LOCAL STOCK EXCHANGE
OTHER THAN THE SALE BY A DEALER IN
SECURITIES, BASED ON THE GROSS SELLING
PRICE OR GROSS VALUE IN MONEY OF THE
SHARES OF STOCK SOLD, BARTERED,
EXCHANGED, OR OTHERWISE DISPOSED OF
WHICH SHALL BE PAID BY THE SELLER OF
TRANSFEROR.

IT SHALL BE THE DUTY OF EVERY STCCK
BROKER WHO EFFECTED THE SALE SUBJECT
TO TAX IMPOSED HEREIN TO COLLECT THE
TAX ANDREMIT THE SAME TO THEBUREAU OF
INTERNALREVENUE WITHINFIVE(5) BANK:NG
DAYS FROM THE DATE OF COLLECTION
THEREOF AND TO SUBMIT ON MONDAY OF
EACHWEEKTO THE SECRETARY OF THESTC:CK
EXCHANGE, OF WHICH HE IS A MEMBEE, A
TRUE AND COMPLETE RETURN WHICH SHALL
CONTAIN A DECLARATION OF ALL THE
TRANSACTIONS EFFECTED THROUGH HIM
DURING THE PRECEDING WEEK AND OF TAX{ES
COLLECTED BY HIM AND TURNED OVER TO
THE BUREAU OF INTERNAL REVENUE.

(2) TAX ON SHARES OF STOCK SOLD OR
EXCHANGED THROUGH INITIAL PUBLIC
OFFERING. - A FINAL TAX AT THE RATES
PRESCRIBED BELOW IS HEREBY IMPOSED ON
EVERY SALE, BARTER, EXCHANGE, OR OTHER
DISPOSITION THROUGH INITIAL PUBLIC
OFFERING OF SHARES OF STOCK IN CLOSELY
HELD CORPORATIONS, AS DEFINED IN
SECTION 22(FF), BASED ON THE GROSS SELLING
PRICE OR GROSS VALUE IN MONEY OF THE
SHARES OF STOCK SOLD, BARTERED,
EXCHANGED OR OTHERWISE DISPOSED OF IN
ACCORDANCE WITH THE PROPORTION THE
SHARES OF STOCK SOLD, BARTERED,
EXCHANGED OR OTHERWISE DISPOSED OF
BEARS TO THE TOTAL OUTSTANDING SHARES
OF STOCK AFTER THE LISTING IN THE LOCAL
STOCK EXCHANGE:

UP TO 25% 3%
OVER 25% BUT NOT OVER 33 1/3% 2%
OVER331/3% 1%

THE TAX HEREIN IMPOSED SHALL BE PAID
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BY THE ISSUING CORPORATION PRIMARY
OFFERING OR BY THE SELLER IN SECONDARY
OFFERING.

"[(DID) Capital [g] Gainsfrom [s]Sale[s] of [s] Shares
of [s]Stock NOT TRADED IN THE STOCK
EXCHANGE. - The provisions of Section [33(b)]38(B)
notwithstanding, A FINAL TAX AT THE RATES
PRESCRIBED BELOW IS HEREBY IMPOSED
UPON THE NET capital gains realized DURING THE
TAXABLE YEAR from sale, exchange or OTHER
disposition of shares of stock in [any] A domestic
corporation [shall betaxed as follows] EXCEPT SHARES
SOLD, OR DISPOSED OF THROUGH THE STOCK
EXCHANGE.

"[(D] Netcapital gains as defined in Section 33(a)(2)
realized during each taxable year from the sale,
exchange or disposition of shares of stock not trade
through a local stock exchange:]

"Notover P100,000

[Over] ON ANY AMOUNT IN EXCESS

OFP100,000

[(&)] (E) Capital [g] Gains from [s]Sales of [r]Real
[p]Property. - (1) IN GENERAL. - The provisions of
Section [33]38(b) notwithstanding, A FINAL TAX OF
FIVE PERCENT (5%) BASED ON THE GROSS
SELLING PRICE OR FAIR MARKET VALUE AS
DETERMINED INACCORDANCE WITH SECTION
6(E) OF THIS CODE, WHICHEVER IS HIGHER, IS
HEREBY IMPOSED UPON capital gains presumed to
have been realized from the sale, exchange, or other
disposition of real property located in the Philippines,
classified as capital assets, including pacto deretro sales
and other forms of conditional sales, by individuals,
including estates and trusts:[, shall be taxed at the rate of
5% based on the gross welling price or the fair market
value prevailing at the time of sale, whicheveris higher]
Provided, Thatthetax liability, if any, on gains from sales
or other dispositions of real property to the government
or any of its political subdivisions or agencies. or to
government-owned or controlled corporations shall be
determined either under Section [21(a)]24(A) or under
this subsection, at the option of the taxpayer;

(2) EXCEPTION - THE PROVISIONS OF
PARAGRAPH (1) OF THIS SUB-SECTION TO THE
CONTRARY NOTWITHSTANDING, CAPITAL

RECORD OF THE SENATE

wee [10%] 5%;

[20%] 10%

GAINS PRESUMED TO HAVE BEEN REALIZED
FROM THE SALE OR DISPOSITION OF THEIR
PRINCIPALRESIDENCEBY NATURAL PERSONS,
THE PROCEEDS OF WHICH IS FULLY UTILIZED
IN ACQUIRING OR CONSTRUCTING A NEW
PRINCIPAL RESIDENCE WITHIN EIGHTEEN (18)
CALENDARMONTHS FROM THE DATE OF SALE
OR DISPOSITION, SHALL BEEXEMPT FROM THE
CAPITAL GAINS TAX IMPOSED UNDER THIS
SUB-SECTION: PROVIDED, THAT THE
HISTORICAL COSTOR ADJUSTED BASIS OF THE
REALPROPERTY SOLD ORDISPOSED SHALLBE
CARRIED OVER TO THE NEW PRINCIPAL
RESIDENCE BUILT OR ACQUIRED: PROVIDED,
FURTHER, THAT THE COMMISSIONER SHALL
HAVEBEENDULY NOTIFIEDBY THETAXPAYER
WITHIN THIRTY (30) DAYS FROM THE DATE OF
SALE OR DISPOSITION THROUGH A
PRESCRIBED RETURN OF HIS INTENTION TO
AVAIL OF THE TAX EXEMPTION HEREIN
MENTIONED: PROVIDED, FINALLY, THAT IF
THERE IS NO FULL UTILIZATION OF THE
PROCEEDS OF SALE OR DISPOSITION, A
PORTION OF THE GAIN PRESUMED TO HAVE
BEEN REALIZED FROM THE SALE OR
DISPOSITION SHALL BE SUBJECT TO CAPITAL
GAINS TAX. FOR THIS PURPOSE, THE GROSS
SELLING PRICE OR FAIR MARKET VALUE AT
THE TIME OF SALE, WHICHEVER IS HIGHER,
SHALLBEMULTIPLIED BY A FRACTION WHICH
THE UNUTILIZED AMOUNT BEARS TO THE
GROSS SELLING PRICE IN ORDER TO
DETERMINE THE TAXABLE PORTION AND THE
TAX PRESCRIBED UNDER PARAGRAPH(]) OF
THIS SUB-SECTION SHALL BE IMPOSED
THEREON,

"[(f) Simplified Net Income Tax for the Self-
Employed and for Professionals Engaged in the Practice
of Profession. - A tax ishereby imposed upon the taxable
net income as determined in Section 27 received during
each taxable year from all sources, other than income
covered by paragraphs (b), (c), (d), and (¢) of this section
by every individual whether a citizen of the Philippines
or an alien residing in the Philippines who is self-

‘employed or practices his profession therein,

determined in accordance with the following schedule:

Notover P10,000 3%

Over P10,000 but not over P30,000 P300+9%
of excess
overP10,000
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Over 30,000 but not over 120,000 2,100+15%
. of excess
over 30,000
Over 120,000 but not over 35,000 15,600+20%
. of excess
over 120,000
Over 350,000 61,600+30%
of excess
over350,000]"

SECTION2S. Section22 ofthe Codeisrenumbered
as Section 25 and hereby further amended to read as
follows:

"SEC. [22] 25. Tax on [n]Nonresident [a]Alien
[ilIndividual[s], - “[(a)](4) Nonresident aliens(s] engaged
intrade or business within the Philippines. -

"() In general. - A [N]nonresident alien[s]
INDIVIDUAL engaged in trade or business in the
Philippines shall be subject to AN INCOME tax in the
same manner as [resident] AN INDIVIDUAL citizen[s]
and a RESIDENT alien[s] INDIVIDUAL on taxable
income received from all sources within the Philippines
[, except capital gains realized from buying and/or
selling shares of stock of Philippine corporations listed
in the dollar or any foreign currency board of stock
exchange: Provided, that for purposes of this Title,).
[a]A nonresident alien individual who shall come to the
Philippines and stay therein for an aggregate period of
more than ONE HUNDRED AND EIGHTY (180) days
during any calendar year shall be deemed a nonresident
alien doing business in the Philippines, Section
[20]22[(g)}(G) of this Code notwithstanding.

"(2) Dividends FROM A DOMESTIC
CORPORATION OR JOINT STOCK COMPANY,
OR share in the DISTRIBUTABLE net INCOME
[profits] of a [taxable partnership, interest, royalties,
prizes and other winnings] PARTNERSHIP (EXCEPT
A GENERAL PROFESSIONAL PARTNERSHIP),
JOINT ACCOUNT, JOINT VENTURE OR
ASSOCIATION, INTERESTS, ROYALTIES,
PRIZES, LOTTO AND OTHER WINNINGS. -

Dividends from a domestic corporation, OR FROM A -

JOINT STOCK COMPANY, OR THE share [inthe net
profits of a partnership taxable under Section 24(a),] OF
AN INDIVIDUAL NONRESIDENT ALIEN IN THE
DISTRIBUTABLE NET INCOME AFTER TAX OF
AE;EARTNERSHIP (EXCEPT A GENERAL

PROFESSIONAL PARTNERSHIP) OF WHICH HE
ISPARTNER, OR THE SHARE OF ANINDIVIDUAL
NONRESIDENT ALIEN IN THE NET INCOME
AFTER TAX OF AN ASSOCIATION, A JOINT
ACCOUNT, OR A JOINT VENTURE OF WHICH
HE IS A MEMBER OR A CO-VENTURE, interest,
royalties (in any form) and prizes (except prizes
amounting to [P3,000] TEN .-THOUSAND PESOS
(P10,000) or less which shall be subject to tax under
[paragraph (c)] SUBSECTION (B)(1) of Section [21]
24), LOTTO and other winnings (except [Philippine
Charity] [S]sweepstakes winnings), shall be subject to
[a] AN INCOME tax of [thirty] TWENTY percent
[(30%)] (20%) on the total amount thereof..

(3) CAPITAL GAINS ON THE SALE, BARTER
OR EXCHANGE OF SHARES OF STOCK LISTED
AND TRADED THROUGH THE LOCAL STOCK
EXCHANGE OR THROUGH INITIAL PUBLIC
OFFERING.- AFINAL TAXISHEREBY IMPOSED
ON THE GAIN PRESUMED TO HAVE BEEN
REALIZED BY A NONRESIDENT ALIEN
INDIVIDUAL ENGAGED IN TRADE OR BUSINESS
IN THE PHILIPPINES ON THE SALE, BARTER OR
EXCHANGEOF SHARES OF STOCKATTHERATE
OF ONE-HALF OF ONE PERCENT (1/2 OF 1%)
BASED ON THE GROSS SELLING PRICE OR
GROSS VALUEINMONEY OF SHARES OF STOCK
SOLD, BARTERED OR EXCHANGED THROUGH
THE LOCAL STOCK EXCHANGE, AND AT THE
RATES OF ONE PERCENT (1%), TWO PERCENT
(2%), AND THREE PERCENT (3%) FOR SHARES
OF STOCK SOLD, BARTERED OR EXCHANGED
THROUGH INITIAL PUBLIC OFFERING, IN
ACCORDANCE WITH SECTION 24(C)(1) AND (2)
HEREOF.

"((3)1(4) Capital gains. - Capital gainsrealized from
sale[s] of shares of stock in domestic corporationsNOT
TRADED THROUGH THE LOCAL STOCK
EXCHANGE, and real properties shall be subjectto the
tax prescribed under subsections [(d)}(D) and [(¢)](E) of
Section[21]24.

"[(b))(B) Nonresident alien[s] INDIVIDUAL not
engaged in trade or business within the Philippines. -
There shall be levied, collected and paid for each
taxable year upon the entire income received from all
sources within the Philippines as interest, dividends,
rents, salaries, wages, premiums, annuities, compensa-
tion, remuncration, cmoluments, or other fixed or
determinable annual or periodical or casual gains, profits,
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and income, and capital gains [except capital gains
realized from buying and/or selling shares of stock of
Philippine corporations listed in the dollar or any
acceptable foreign currency board of any stock
exchange),]tax equal to [(30%)] TWENTY PERCENT
(20%)of suchincome. {:Provided, That c]Capital gains
realized BY A NONRESIDENT ALIEN NOT
ENGAGED IN TRADE OR BUSINESS IN THE
PHILIPPINES from THE sale(s] of shares of stock in
any domestic corporation and real property shall be
subjectto the INCOME tax prescribed under subsections
(C), [(d)](D)and [(e)](E) of Section 24.

"[(e)] (C) Alien[s] INDIVIDUAL employed by
regional or area headquarters AND REGIONAL
OPERATING HEADQUARTERS of multinational
[corporations] COMPANIES. - There shall be levied,
collected and paid for each taxable year upon the gross
income received by every alien individual employed
by regional or area headquarters AND REGIONAL
OPERATING HEADQUARTERS established in the
Philippines by multinational [corporations]
COMPANIES as salaries, wages, annuities,
compensation, remuneration and other emoluments,
such ashonoraria and allowances, from suchregional or
area headquarters AND REGIONAL OPERATING
HEADQUARTERS, a tax equal to FIFTEEN
PERCENT (15%) of such gross income: PROVIDED,
HOWEVER, THAT THE SAME TAX TREATMENT
SHALL APPLY TO FILIPINOS EMPLOYED AND
OCCUPYING THE SAME POSITION AS THOSE
OF ALIENS EMPLOYED BY THESE
MULTINATIONAL COMPANIES[: Provided, That
the activities of the said regional headquarters or area
headquarters shall be limited to acting as supervisory,
communications and coordinating center for the affiliates,
subsidiaries or branches of such multinational
corporations]. For purposes of this chapter, the term
‘multinational [corporation] COMPANY’ means a
foreign firm or entity engaged in international trade
with affiliates or subsidiaries or branch offices in the
Asia Pacific Region AND OTHER FOREIGN
MARKETS.

()] (D) Alien[s] INDIVIDUAL employed by
offshore banking units. - There shall be levied, collected
and paid for each taxable year upon the gross income
received by every alien individual employed by
offshore banking units established in the Philippines as
salaries, wages, annuities, compensation, remuneration
and other emoluments, such as honoraria and
allowances, from such offshore banking units, a tax

equal to FIFTEEN PERCENT (15%) of such gross
income: PROVIDED, HOWEVER, THAT THE SAME
TAX TREATMENT SHALL APPLY TO FILIPINOS
EMPLOYED AND OCCUPYING THE SAME
POSITION AS THOSE OF ALIENS EMPLOYEDBY
THESE OFFSHORE BANKING UNITS.

"l(e)] (E) Alien[s] INDIVIDUAL employed by
petroleumservice contractors] and subcontractor(s] .-
ANJA]alien[s] INDIVIDUAL who [are] IS A permanent
resident[s] of a foreign country but who [are] IS
employed and assigned in the Philippines by A
FOREIGN service contractor[s] or by A FOREIGN
SERVICE subcontractor[s] engaged in petroleum
operations in the Philippines shall be liable to a tax of
FIFTEEN PERCENT (15%) of the salaries, wages,
annuities, compensation, remuneration and other
emoluments, suchashonoraria and allowances, received
from such contractor[s] or subcontractor[s]:
PROVIDED, HOWEVER, THAT THE SAME TAX
TREATMENT SHALL APPLY TO A FILIPINO
EMPLOYED AND OCCUPYING THE SAME
POSITION AS AN ALIEN EMPLOYED BY
PETROLEUM SERVICE CONTRACTOR AND
SUBCONTRACTOR.

XXX

SECTION 26. Section23 ofthe Code isrenumbered
as Section 26 and the provisions thereof are deleted and
replaced with the following:

"SEC. [23] 26. Tax [l]Liability of [m]Members of
[g]General [p] Professional [p] Partnerships. -

A GENERAL PROFESSIONAL PARTNERSHIP
AS SUCH SHALL NOT BE SUBJECT TO THE
INCOME TAX IMPOSED UNDER THIS CHAPTER.
PERSONS ENGAGING IN BUSINESS AS
PARTNERS IN A GENERAL PROFESSIONAL
PARTNERSHIP SHALL BE LIABLE FOR INCOME
TAX ONLY IN THEIR SEPARATE AND
INDIVIDUAL CAPACITIES.

FOR PURPOSES OF COMPUTING THE
DISTRIBUTIVE SHARE OF THE PARTNERS, THE
NET INCOME OF THE PARTNERSHIP SHALL BE
COMPUTED IN THE SAME MANNER AS A
CORPORATION.

EACHPARTNER SHALL REPORT AS GROSS
INCOMEHIS DISTRIBUTIVE SHARE, ACTUALLY
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OR CONSTRUCTIVELY RECEIVED, IN THE NET
INCOME OF THE PARTNERSHIP.

SECTION 27. Section 24 ofthe Code isrenumbered
as Section 27 and amended to read as follows:

"SEC. [24] 27 - Rates of INCOME tax on domestic
corporations. - [(a)](4) In general. -[Unless] EXCEPT
AS otherwise provided IN THIS CODE, [a] AN
INCOME tax of THIRTY-FIVE PERCENT (35%) is
hereby imposed upon-the taxable income [received]
DERIVED during each taxable year from all sources
within and without the Philippines by every corporation,
AS DEFINED IN SECTION 24(B) OF THIS CODE
AND TAXABLE UNDER THIS TITLE AS A
CORPORATION, organized in, or existing under the
laws ofthe Philippines[, and partnerships, no matter how
created or organized, but not including general
professional partnerships]: PROVIDED, THAT
EFFECTIVE JANUARY 1, 1998, THE RATE OF
INCOME TAX SHALL BE THIRTY-THREE
PERCENT (33%); EFFECTIVE JANUARY 1, 1999,
THE RATE SHALL BE THIRTY-ONE AND ONE-
HALF PERCENT (31 1/2%); AND EFFECTIVE
JANUARY 1,2000 AND THEREAFTER, THERATE
SHALL BE THIRTY PERCENT (30%).

IN THE CASE OF CORPORATIONS
ADOPTING THE FISCAL-YEAR ACCOUNTING
PERIOD, THE TAXABLE INCOME SHALL BE
COMPUTED WITHOUT REGARD TO THE
SPECIFIC DATE WHEN SPECIFIC SALES,
PURCHASES AND OTHER TRANSACTIONS
OCCUR. THEIR INCOME AND EXPENSES FOR
THEFISCAL YEARSHALL BEDEEMED TOHAVE
BEENEARNED AND SPENTEQUALLY FOREACH
MONTH OF THE PERIOD.

THE REDUCED CORPORATE INCOME TAX
RATES SHALL BE APPLIED ON THE AMOUNT
COMPUTED BY MULTIPLYING THE NUMBER
OF MONTHS COVERED BY THE NEW RATES
WITHIN THE FISCAL YEAR BY THE TAXABLE
INCOME OF THE CORPORATION FOR THE
PERIOD, DIVIDED BY TWELVE.

"[(0))(B) [Private] PROPRIETARY educational
institutions AND HOSPITALS. - [Private]
PROPRIETARY educational institutions[,] AND
HOSPITALS WHICH ARE NONPROFIT [whether
stock or nonstock,] shall pay a tax of TEN PERCENT
(10%) on their taxable income except those covered by

[paragraph] SUBSECTION [(e)] (E) hereof: Provided,
That if the gross income from unrelated trade, businzss
or other activity exceeds FIFTY PERCENT (50%) of
the total gross income derived by [any] SUCH
educational institution OR HOSPITAL fromall sources,
thetax prescribed in [paragraph] SUBSECTION [(a)(1)]
(A)hereof'shall be imposed on the entire taxable income
[of the educational institution]. For purposes of this
[paragraph] SUBSECTION, the term ‘unrelated trade,
business or other activity’ means any trade, business or
other activity, the conduct of which is not substantially
related to the exercise or performance by such
educational institution OR HOSPITAL of its
[educational] PRIMARY purpose or function. A
‘[private] PROPRIETARY educational institution' is
any private school maintained and administered by
private individuals or groups WITH AN issued [a]
permit to operate [by] FROM the Department of
Education Culture and- Sports (DECS), OR THE
COMMISSION ON HIGHER EDUCATION (CHED),
OR THE TECHNICAL EDUCATION AND SKILLS
DEVELOPMENT AUTHORITY (TESDA), AS THE
CASEMAY BE, in accordance with existing laws and
regulations.

"[()I(C) Government-owned or controlled
corporation, agencies or instrumentalities. - The
provisions of existing special or general laws to the
contrary notwithstanding, all corporate taxpayers
(WITHOUT EXCEPTION) [not] UNLESS specifically
exemptED under Section [26]29 of this Code shall pay
A TAX ON THEIR TAXABLE INCOME AT the rates
provided in this [s]Section. All corporations, agencies,
or instrumentalities owned or controlled by the
Government, including the Government Service
Insurance System (GS1S) and the Social Security System
(SSS), THEPHILIPPINE CHARITY SWEEPSTAKES
OFFICE (PCSO) AND THE PHILIPPINE
AMUSEMENT AND GAMING CORPORATION
(PAGCOR), NOTWITHSTANDING ANY
PROVISION TO THE CONTRARY ‘IN THEIR
RESPECTIVE SPECIAL CHARTERS shall pay such
rate of tax upon their taxable income as are imposed by
this Section upon associations or corporations engaged
in a similar business, industry, or activity. ‘

"[(d)I(D) Mutual life insurance companies.-Mutual
life insurance companies organized in and existing
under the laws of the Philippines shall pay atax of TEN
PERCENT (10%) of their gross investment income
consisting of interest, dividends, rents, net capital gains,
and income from any other business than life insurance
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derived from all sources, except those covered by
paragraph [(€)](5) hereof.

"[(e)I(E) RATES OF Tax on [c]Certain PASSIVE
[ilIncomes [derived by domestic corporations]. -

"(1) Interest from [d] Deposits and [y] Yield or any
other [m]Monetary [b]Benefit from [d]Deposit
[s]Substitutes andfrom [t] Trust [f]Fund and [s5] Similar
[a] Arrangements, and [r]Royalties. - AFINALTAX AT
THE RATE OF TWENTY PERCENT (20%) IS
HEREBY IMPOSED UPON THE AMOUNT OF
(I]interest fromany [Philippine] currency bank deposit(s]
and yield or any other monetary benefit from deposit
substitutes and from trust fundS and similar arrangements
received by domestic corporations, and royalties,
derived from sources within the Philippines [shall be
subject to a 20% tax].

(2) CAPITAL GAINS ON THE SALE, BARTER
OR EXCHANGE OF SHARES OF STOCK LISTED
AND TRADED THROUGH THE LOCAL STOCK
EXCHANGE OR THROUGH INITIAL PUBLIC
OFFERING. -AFINAL TAX IS HEREBY IMPOSED
ON THE GAIN PRESUMED TO HAVE BEEN
REALIZED BY A DOMESTIC CORPORATION ON
THE SALE, BARTER OR EXCHANGE OF SHARES
OF STOCK AT THE RATE OF ONE-HALF OF ONE
PERCENT (1/2 OF 1%) BASED ON THE GROSS
SELLING PRICEOR GROSS VALUEINMONEY OF
SHARES OF STOCK SOLD, BARTERED OR
EXCHANGED THROUGH THE LOCAL STOCK
EXCHANGE, AND AT THE RATES OF ONE
PERCENT (1%), TWOPERCENT (2%), AND THREE
PERCENT (3%) FOR SHARES OF STOCK SOLD,
BARTERED OR EXCHANGED THROUGH
INITIAL PUBLIC OFFERING, IN ACCORDANCE
WITH SECTION 24(C)(1) AND (2) HEREOF.

"[)(3) Capital [g]Gains from the [s]Sale[s] of
[s]Shares of [s]Stock NOT TRADED IN THE STOCK
EXCHANGE. - A FINAL TAX AT THE RATES
PRESCRIBED BELOW SHALL BE IMPOSED ON
[Clcapital gains realized DURING THE TAXABLE
YEAR from the sale, exchange or OTHER disposition
of shares of stock in [any] A domestic corporation [shall
be taxed as follows] EXCEPT SHARES SOLD, OR
DISPOSED OF THROUGH THE STOCK
EXCHANGE:

"[(2)Netcapital gains as defined in Section 33(a)(2)
realized during cach taxable year from sale or cxchange

orotherdisposition of shares of stock not traded through
a local stock exchange:]

"NOT OVERP100,000 [10%]) 5%;
"[Over] AMOUNT IN EXCESS
OVERP100,000 [20%]10%

"[(3) Tax on income derived under the Expanded
Foreign Currency Deposit System. - Income derived by
adepository bank under the expanded foreign currency
deposit system from foreign currency transactions with
nonresidents, offshore banking units in the Philippines,
local commercial banks including branches of foreign
banks that may be authorized by the Central Bank to
transactbusiness with foreign currency depository system
units and other depository banks under the expanded
foreign currency deposit system shall be exempt from
all taxes, except taxable income from such transactions
as may be specified by the Secretary of Finance, upon
recommendation of the Monetary Board to be subject to
the usual income tax payable by banks; provided, that
interest income from foreign currency loans granted by
such depository banks under said expanded system to
residents (other than offshore banking units in the
Philippines or other depository banks under the
expanded system) shall be subject to a 10% tax

"Any income of nonresident from transactions with
depository banks under the expanded system shall be
exempt from income tax.]

"(4) Intercorporatedividends. - Dividendsreceived
by a domestic corporation from another domestic
corporation shall not be subject to tax."

(5) CAPITAL GAINS REALIZED FROM THE
SALE, EXCHANGE OR DISPOSITION OF LANDS
AND/OR BUILDINGS. - A FINAL TAX OF FIVE
PERCENT (5%) IS HEREBY IMPOSED ON THE
GAINPRESUMED TOHAVEBEENREALIZED ON
THE SALE, EXCHANGE OR DISPOSITION OF
LANDS AND/OR BUILDINGS WHICH ARE NOT
ACTUALLY USED IN THE BUSINESS OF A
CORPORATIONAND ARETREATED AS CAPITAL
ASSETS, BASED ON THE GROSS SELLING PRICE
OR FAIR MARKET VALUE AS DETERMINED IN
ACCORDANCE WITH SECTION 6(E) OF THIS
CODE, WHICHEVER IS HIGHER, OF SUCHLANDS
AND/OR BUILDINGS.

(F) MINIMUM CORPORATE INCOME TAX
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ON CORPORATIONS. - (1) IMPOSITION OF TAX.
-AMINIMUMINCOME TAX OF THREE-FOURTHS
OF ONE PERCENT (3/4 OF 1%) OF THE
HISTORICAL COST LESS ACCUMULATED
DEPRECIATION OF THE NET ASSETS AS
DEFINED HEREIN IS HEREBY IMPOSED ON A
CORPORATION TAXABLE UNDER THIS TITLE
BEGINNING ON THE FOURTH YEAR
IMMEDIATELY FOLLOWING THE YEAR IN
WHICH THE START UP OF BUSINESS
OPERATIONS OF THE CORPORATION HAS
COMMENCED: PROVIDED, HOWEVER, THAT
THE MINIMUM INCOME TAX1S GREATER THAN
THE TAX COMPUTED UNDER SUBSECTIONS
(A)AND(C)OF THIS SECTIONFORTHETAXABLE
YEAR. ’

(2) CARRY FORWARD OF EXCESS MINIMUM
TAX. - ANY EXCESS OF THE MINIMUM
CORPORATEINCOME TAXOVERTHENORMAL
INCOME TAX AS COMPUTED UNDER
SUBSECTIONS (A) AND (C) OF THIS SECTION
SHALLBE CARRIED FORWARD AND CREDITED
AGAINSTTHENORMAL INCOME TAX FOR THE
THREEIMMEDIATELY SUCCEEDING TAXABLE
YEARS.

(3) RELIEF FROM THE MINIMUM
CORPORATE INCOME TAX UNDER CERTAIN
CONDITIONS. - THE SECRETARY OF FINANCE
IS HEREBY AUTHORIZED TO SUSPEND THE
IMPOSITION OF THE MINIMUM CORPORATE
INCOME TAX OF ANY CORPORATION WHICH
SUFFERSLOSSES ONACCOUNT OF PROLONGED
LABOR DISPUTE, OR BECAUSE OF FORCE
MAJEURE, OR BECAUSE OF LEGITIMATE
BUSINESSREVERSES.

THE SECRETARY OF FINANCE IS HEREBY
AUTHORIZED TO PROMULGATE, UPON
RECOMMENDATION OF THE COMMISSIONER,
THE NECESSARY RULES AND REGULATIONS
THAT SHALL DEFINE THE TERMS AND
CONDITIONS UNDER WHICH HE MAY SUS-
PEND THE IMPOSITION OF THE MINIMUM

CORPORATE INCOME TAX IN A MERITORIOUS
CASE.

(4) NET ASSETS DEFINED. - FOR PURPOSES
OF APPLYING THE MINIMUM CORPORATE
INCOME TAX PROVIDED UNDER THIS
SUBSECTION(F), THETERM ‘NETASSETS’ SHALL

MEANASSETS, WHEREVER SITUATED, OWNED
BY THE CORPORATION AS OF THE END OF THE
TAXABLE YEAR, EXCLUDING:

(A) SHARES OF STOCK IN OTHER
CORPORATIONS;

(B) LOANS OR INDEBTEDNESS INCURRED
FROM OR OTHER PAYABLE TO OTHER
CORPORATIONS OR TO INDIVIDUALS OR TO
THE GOVERNMENT; AND

(C) INCOME-PRODUCING FINANCIAL
ASSETS, THEINCOMEFROM WHICHIS SUBJECT
TO A FINAL TAX OR EXEMPTED FROM THE
INCOME TAX UNDER THIS CODE OR UNDER
ANY SPECIALLAW.

SECTION 28. Section 25 of the Code is hereby
renumbered as Section 28 and amended to read as
follows:

"SEC. [25] 28. Rates of INCOME Tax on Foreign
Corporations. -

"[(a)] (4) Tax on Resident Foreign Corpora-
tions. -

"(1) In general. - [Unless] EXCEPT AS otherwise
provided IN THIS CODE, a corporation organized,
authorized, or existing under the laws of any foreign
country, engaged in trade or business within the
Philippines, shall be subject to [a] AN INCOME tax
equivalent to THIRTY-FIVE PERCENT (35%) of the
taxable income derived in the preceding taxable year
from all sources within the Philippines: PROVIDED,
THAT EFFECTIVE JANUARY 1, 1998, THE RATE
OF INCOME TAX SHALL BE THIRTY-THREE
PERCENT (33%); EFFECTIVE JANUARY 1, 1999,
THE RATE SHALL BE THIRTY-ONE AND ONE-
HALF PERCENT (31 OF 1/2%); AND JANUARY 1,
2000 AND THEREAFTER, THE RATE SHALL BE
THIRTY PERCENT (30%).

IN THE CASE OF CORPORATIONS
ADOPTING THE FISCAL YEAR ACCOUNTING
PERIOD, THE TAXABLE INCOME SHALL BE
COMPUTED WITHOUT REGARD TO THE
SPECIFICDATE WHEN SALES, PURCHASES AND
OTHER TRANSACTIONS OCCUR. THEIR
INCOME AND EXPENSESFORTHEFISCALYEAR
SHALL BE DEEMED TO HAVE BEEN EARNED
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AND SPENT EQUALLY FOR EACH MONTH OF
THE PERIOD.

THE REDUCED CORPORATE INCOME TAX
RATES SHALL BE APPLIED ON THE AMOUNT
COMPUTED BY MULTIPLYING THE NUMBER
OF MONTHS COVERED BY THE NEW RATES
WITHIN THE FISCAL YEAR BY THE TAXABLE
INCOME OF THE CORPORATION FOR THE
PERIOD, DIVIDED BY TWELVE.

"(2)International carrier[s].- AN [I]international
carrier[s] doing business in the Philippines shall pay a
tax of two and one-half percent (2 1/2%) on [their] ITS
‘Gross Philippine Billings” as defined hereunder:

"[(A))(a) International air carrier.- "Gross Philippine
Billings’ [means gross revenue realized from uplifts of
passenger anywhere in the world and excess baggage,
cargo and mail originating from the Philippines covered
by passage documents sold inthe Philippines: Provided,
That documents sold outside the Philippines under a
"prepaid ticket advice" scheme for passengers
originating from the Philippines shall be considered as
documents sold in the Philippines. Gross revenue from
chartered flights originating from the Philippines shall
likewise form part of the Gross Philippine Billings
regardless of the place of sale or payment of the passage
documents. For purposes of determining the taxability
ofrevenues from chartered flights, the term ‘originating
Jrom the Philippines’ shallinclude flights of passengers
who stayin the Philippines formore than forty-eight (48)
hours prior to embarkation.] REFERS TO THE
AMOUNT OF GROSS REVENUES DERIVED FROM
CARRIAGE OF PERSONS, EXCESS BAGGAGE,
CARGO AND MAIL ORIGINATING FROM THE
PHILIPPINES IN A CONTINUOUS AND
UNINTERRUPTED FLIGHT, IRRESPECTIVE OF
THEPLACE OF SALE OR ISSUE AND THE PLACE
OF PAYMENT OF THE TICKET OR PASSAGE
DOCUMENT: PROVIDED, THAT TICKETS
REVALIDATED, EXCHANGED AND/OR
INDORSED TO ANOTHER INTERNATIONAL
AIRLINE FORMS PART OF THE GROSS
PHILIPPINE BILLINGS IF THE PASSENGER
BOARDS A PLANE IN A PORT OR POINT IN THE
PHILIPPINES: PROVIDED, FURTHER, THAT FOR
A FLIGHT WHICH ORIGINATES FROM THE
PHILIPPINES, BUT TRANSSHIPMENT OF
PASSENGER TAKES PLACE AT ANY PORT
OUTSIDE THE PHILIPPINES ON ANOTHER
AIRLINE, ONLY THE ALIQUOT PORTION OF

THE COST OF THE TICKET CORRESPONDING
TO THE LEG FLOWN FROM THE PHILIPPINES
TO THE POINT OF TRANSSHIPMENT SHALL
FORM PART OF GROSS PHILIPPINE BILLINGS.

“[(B)(b)xxx

XXX

"[(4)] Offshore banking units. - The provisions of
any law to the contrary notwithstanding, income derived
by offshore banking units authorized by the Central
Bank of the Philippines from foreign currency
transactions with nonresidents, other offshore banking
units, local commercial banks, including branches of
foreign banks that may be authorized by the Central
Bank to transact business with offshore banking units
shall be exempt from all taxes except taxable income
from such transactions as may be specified by the
Secretary of Finance, upon recommendation of the
Monetary Board, to be subject to the normal income tax
payable by banks; Provided, That any interest income
derived from foreign currency loans granted to residents
other than offshore banking units or local branches of
foreign banks that may be authorized by the Central
Bank ofthe Philippines to transact business with offshore
banking units, shall be subject only to a 10% tax.

Any income of nonresidents from transactions with
said offshore banking units shall be exempt fromincome
tax.]

"[(5))(4) Tax on branch profits remittances. - Any
profit remitted by a branch to its head office shall be
subjecttoatax of FIFTEEN PERCENT (15%) WHICH
SHALL BE BASED ON THE TOTAL PROFITS
APPLIED OR EARMARKED FOR REMITTANCE
WITHOUT ANY DEDUCTION FOR THE TAX
COMPONENT THEREOF (except those
ACTIVITIES WHICH ARE registered with the [Export
Processing] PHILIPPINE ECONOMIC Zone
AuthorityQ[;]. [Provided, That any profit remitted by a
branch to its head office authorized to engage in
petroleum operations in the Philippines shall be subject
to a tax of seven and a half percent (7 1/2%). In both
cases, t]The tax shall be collected and paid in the same
manner as provided in Sections [50]56 and [51]57 ofthis
Code:[; and provided, further,] PROVIDED, [t]That
interest, dividends, rents, royalties, including
remuneration for technical services, salaries, wages,
premiums, annuities, emoluments or other fixed or
determinableannual, periodic{all] or casual gains, profits,
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income and capital gains received by a foreign
corporation during each taxable year from all sources
within the Philippines shall not be [considered]
TREATED as branch profits unless the same are
effectively connected with the conduct of its trade or
business in the Philippines.

(5) REGIONAL OR AREA HEADQUARTERS
OF MULTINATIONAL COMPANIES. - REGIONAL
OR AREA HEADQUARTERS SHALL NOT BE
SUBJECT TO INCOME TAX.

FOR PURPOSES OF THIS SECTION,
‘REGIONAL OR AREA HEADQUARTERS' SHALL
MEAN A BRANCH ESTABLISHED IN THE
PHILIPPINES BY MULTINATIONAL COMPANIES
AND WHICH HEADQUARTERS DO NOT EARN
OR DERIVE INCOME FROM THE PHILIPPINES
AND WHICH ACT AS SUPERVISORY,
COMMUNICATIONS AND COORDINATING
CENTER ® FOR THEIR  AFFILIATES,
SUBSIDIARIES, OR BRANCHES IN THE ASIA
PACIFIC REGION AND OTHER FOREIGN
MARKETS.

"(6) Taxon [c]Certain [i]Incomes [r]Received by A
[r]Resident [f]Foreign [c]Corporation(s].

"([Ala) Interest from deposits andyield or any other
monetary benefit from deposit substitutes, trust fund and
similar arrangements and royalties. - Interest on
[Philippine] ANY currency bank deposit[s] and yield or
any other monetary benefit from deposit substitutes and
from trust fund and similar arrangements and royalties
derived from sources within the Philippines shall be
subjectto a TWENTY (20%) tax.

"[(B) Income derived under the Expanded Foreign
Currency Deposit System. - Income derived by a
depository bank under the expanded foreign currency
deposit system from foreign currency transactions with
nonresidents, offshore banking units in the Philippines,
local commercial banks including branches of foreign
banks that may be authorized by the Central Bank of the
Philippines to transact business with foreign currency
deposit system units and other depository banks under
the expanded foreign currency deposit system shall be
exempt from all taxes, except taxable income from such
transactions as may be specified by the Secretary of
Finance, upon recommendation of the Monetary Board
tobe subject tot he usual income tax payable by banks;
provided, that interest income from foreign currency

loans granted by such depository banks under said
expanded system to residents (other than offshore
banking units in the Philippines or other depository
banks under the expanded system) shall be subject to a
(10%)tax.

"Any income of nonresidents from transactions with
depository banks under the expanded system shall be
exempt from income tax.]

(B) CAPITAL GAINS ON THE SALE, BARTER
OR EXCHANGE OF SHARES OF STOCK LISTED
AND TRADED THROUGH THE LOCAL STOCK
EXCHANGE OR THROUGH INITIAL PUBLIC
OFFERING. - AFINAL TAXIS HEREBY IMPOSED
ON THE GAIN PRESUMED TO HAVE BEEN
REALIZED BY A RESIDENT FOREIGN
CORPORATION ON THE SALE, BARTER OR
EXCHANGEOF SHARES OF STOCKATTHERATE
OF ONE-HALF OF ONE PERCENT (1/2 OF 1%)
BASED ON THE GROSS SELLING PRICE OR
GROSS VALUEINMONEY OF SHARES OF STOCK
SOLD, BARTERED OR EXCHANGED THROUGH
THE LOCAL STOCK EXCHANGE, AND AT THE
RATES OF ONE PERCENT (1%), TWO PERCENT
(2%) AND THREEPERCENT (3%) FOR SHARES OF
STOCK SOLD, BARTERED OR EXCHANGED
THROUGH INITIAL PUBLIC OFFERING, IN
ACCORDANCE WITH SECTION 24 (C)(1) AND (2)
HEREOF.

"([Clc) Capital [g] Gainsfrom [s]Sale[s] of [s]Shares
of [s]Stock NOT TRADED IN THE STOCK
EXCHANGE. - A FINAL TAX AT THE RATES
PRESCRIBED BELOW IS HEREBY IMPOSED
UPON THE NET [C]capital gains realized DURING
THE TAXABLE YEAR from THE sale, exchange or
OTHER disposition of shares of stock in [any] A domestic
corporation [shall betaxed as follows] EXCEPT SHARES
SOLD OR DISPOSED OF THROUGH THE STOCK
EXCHANGE:

"[(1)Net capital gains as defined in Section 33(a)(2)
realized during each taxable year from sale or exchange
orother disposition of shares of stock not traded through
a local stock exchange shall be taxed as follows:]

"Notover P100,000 [10%] 5%;
[Over] ON ANY AMOUNT

IN EXCESS

OFP100,000 [20%] 10%
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"({D]d) Intercorporate [d]Dividends. - Dividends
received by a resident foreign corporation from a
domestic corporation liable to tax under this Code shall
not be subject to tax under this Title.

"[(®)](B) TAX ON Nonresident [f]Foreign
[c]Corporation(s] .-

"(1) In general. - [Unless] EXCEPT AS otherwise
provided IN THIS CODE, a foreign corporation not
engaged in trade or business in the Philippines shall pay
a tax equal to THIRTY-FIVE PERCENT (35%) of the
gross income received during each taxable year from
all sources within the Philippines such as interest,
dividends, rents, royalties, salaries, premiums (except
reinsurance premiums), annuities, emoluments or other
fixed or determinable annual, periodic[al] or casual
gains, profits and income, and capital gains, except
capital gains subject to tax under subparagraph 5([C]c)
AND (d): PROVIDED, THAT EFFECTIVE
JANUARY 1, 1998, THE RATE OF INCOME TAX
SHALL BE THIRTY-THREE PERCENT (33%);
EFFECTIVEJANUARY 1, 1999, THERATE SHALL
BETHIRTY-ONEANDONE-HALFPERCENT(31 1/
2%), AND; EFFECTIVE JANUARY 1, 2000 AND
THEREAFTER, THE RATE SHALL BE THIRTY
PERCENT (30%).

"(2) Nonresident [c]Cinematographic [f]Film
[o]Owner([s], [l]Lessor(s] or [d]Distributor[s]. -
Cinematographic film owners, lessors, or distributors
shall pay a tax of TWENTY FIVE PERCENT (25%) of
their gross income fromall sources within the Philippines.

"(3) Nonresident fo]Owner[s] OR LESSOR of
[v]Vessels [c]Chartered by Philippine [n]Nationals. -
[Rentals, lease and charter fees derived by] A
nonresident owner[s] ORLESSOR of vessels [chartered
by Philippine nationals and which charter or lease has
been duly approved by the Maritime Industry Authority]
shall be subject to a tax OF FOUR AND A HALF
PERCENT (4 1/2%) OF GROSS RENTALS, LEASE
OR CHARTERFEESFROM LEASES OR CHARTERS
TO FILIPINO CITIZENS OR CORPORATIONS, AS
APPROVED BY THE MARITIME INDUSTRY
AUTHORITY.

"(4) Nonresident OWNER OR [l]Lessor[s] of
[a]Aircrafis, [m]Machineries and [0] Other [e] Equipment.
- Rentals, charterand other fees derived by A nonresident
lessor[s] of aircrafts, machineries and other equipment
shallbesubjectioa tax of [notless than (5%) butnotmore

than (10%) to be fixed and determined by the President
upon recommendation of the Secretary of Finance:
Provided, That the rate of 7 1/2% shall be imposed on
such rentals, charter and other fees until such time as the
President shall have prescribed the rates appropriate
for each category of property] SEVEN AND A HALF
PERCENT (7 1/2%)OF GROSSRENTALS OR FEES."

"(5) Tax on [c]Certain [i]Incomes [r]Received by
A [n]Nonresident [f] Foreign [c]Corporation[s] .-

"(A) Interest on foreign loans [contracted on or
after August 1, 1986 shall be subject to a 20% tax]. - A
FINAL WITHHOLDING TAX AT THE RATE OF
TWENTY PERCENT (20%) IS HEREBY IMPOSED
ON THE AMOUNT OF INTEREST ON FOREIGN
LOANSCONTRACTED ONOR AFTERAUGUST,
1986;

"(B) INTERCORPORATE DIVIDENDS. - [On
dividends received from a domestic corporation liable
to tax under this Chapter, the tax shall be] A FINAL
WITHHOLDING TAX AT THE RATE OF FIFTEEN
PERCENT (15%) IS HEREBY IMPOSED ON THE
AMOUNT of [the] dividends received FROM A
DOMESTIC CORPORATION, which shall be collected
and paid as provided in Section [50]56 ([a]A) of [the
National Internal Revenue Code, as amended] THIS

" CODE, subject to the condition that the country in which

the nonresident foreign corporation is domiciled shall
allow a credit against the tax due from the nonresident
foreign corporation taxes deemed to have been paid
in the Philippines equivalent to TWENTY PERCENT
(20%) FOR 1997, EIGHTEEN PERCENT (18%)
FOR 1998, SIXTEEN AND ONE-HALF PERCENT
(16 1/2%)FOR 1999, AND FIFTEEN PERCENT (15%)
THEREAFTER, which represents the difference
between the regular INCOME tax OF THIRTY-FIVE
(35%)IN 1997, THIRTY-THREE PERCENT (33%) IN
1998, THIRTY-ONE AND ONE-HALF PERCENT (31
1/2%) IN 1999, AND THIRTY PERCENT (30%)
THEREAFTER oncorporations and the [tax] FIFTEEN
(15%) TAX on dividends as provided. in this
subparagraph;

(c) CAPITAL GAINS ON THE SALE, BARTER
OR EXCHANGE OF SHARES OF STOCK LISTED
AND TRADED THROUGH THE LOCAL STOCK
EXCHANGE OR THROUGH INITIAL PUBLIC
OFFERING.- AFINAL TAX IS HEREBY IMPOSED
ON THE G.'IN PRESUMED TO HAVE BEEN
REALIZ=D BY A NONRESIDENT FOREIGN
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CORPORATION ON THE SALE, BARTER OR
EXCHANGE OF SHARES OF STOCK ATTHERATE
OF ONE-HALF OF ONE PERCENT (1/2 OF 1%)
BASED ON THE GROSS SELLING PRICE OR
GROSS VALUEINMONEY OF SHARES OF STOCK
SOLD, BARTERED OR EXCHANGED THROUGH
THE LOCAL STOCK EXCHANGE, AND AT THE
RATES OF ONE PERCENT (1%), TWO PERCENT
(2%), AND THREE PERCENT (3%) FOR SHARES
OF STOCK SOLD, BARTERED OR EXCHANGED
THROUGH INITIAL PUBLIC OFFERING, IN
ACCORDANCE WITH SECTION 24 (C)(1) AND(2)
HEREOF.

“Ad) Capital [g] Gains from [s]Sales of [s]Stock NOT
TRADED IN THE STOCK EXCHANGE. - A FINAL
TAX AT THE RATES PRESCRIBED BELOW IS
HEREBY IMPOSED UPON THE NET [C]capital gains
realized DURING THE TAXABLE YEAR from THE
sale, exchange or OTHER disposition of shares of stock
in[any] A domestic corporation [shall be taxed as follows]
EXCEPT SHARES SOLD, OR DISPOSED OF
THROUGH THE STOCK EXCHANGE:

“[(1) Net capital gain as defined in Section 33(a)(2)
realized during each taxable year from the sale or
exchange or other disposition of shares of stock not
traded through a local stock exchange shall be taxed as
follows:]

"NotoverP100,000 [10%]5%;

[Over ON ANY AMOUNT IN EXCESS
OFP100,000 [20%]10%

SECTION 29. Subsection (h) of Section 26, now
Section 29, of the Code is amended to read as follows:

"(h) [Club organized and operated exclusively for
pleasure, recreation, and other non-profitable purposes,
no part of the net income of which inures to the benefit
ofany private stockholder or member] ANONSTOCK
AND NONPROFIT EDUCATIONAL INSTITU-
TION;"

SECTION 30. The Title of Chapter IV of the Code
is hereby deleted and replaced as follows:

"SEC. [27]30. Taxable [iJIncome DEFINED. -
The term "taxable income’ means the pertinent items
of gross income specified in this code, less the deduc-
tions AND/OR PERSONAL AND ADDITIONAL

EXEMPTIONS, if any, authorized [by] FOR such types
ofincome by this Code or other special laws[; Provided,
That for purposes of Section 21(b), ‘taxable income’
means gross income from all sources without the
Philippines lessthe deductionsallowed in Section29(m)].”

SECTION 32. A new Chapter V governing the
computation of gross income is hereby inserted after
Section 30 to read as follows:

CHAPTER V
COMPUTATION OF GROSS INCOME

SECTION 33. Section 28 of the Code is hereby

renumbered as Section 31 and amended to read as
follows:

"SEC. [28]31. Gross [i]Income. - ([a]A) General
[d]Definition. - EXCEPT WHEN OTHERWISE
PROVIDED IN THIS TITLE, [G]gross income means
all income DERIVED from whatever source [derived],
including (but not limited to) the following items:

"(1) Compensation for services IN WHATEVER
FORMPAID, including BUTNOT LIMITED TO fees,
SALARIES, WAGES, commissions, and similaritems;

"(2) Gross income derived from THE CONDUCT

OF TRADE OR business OR THE EXERCISE OF A
PROFESSION;

"(3) Gains derived from dealings in property;

"(4) Interest;

"(5) Rents;

"(6) Royalties;

(7 Dividends;

"(8) Annuities;

"(9) Prizes and winnings;

"(10) Pensions; and

"(11) Partner’s distributive share [of the gross]
FROM THE NET income of THE general professional

partnership.

"([bIB) Exclusions from [g]Gross [illncome. -
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The following items shall not be included in gross
income and shall be exempt from taxation under this
Title:

"Mxxx
"(2)xxx

"(3) Gifts, [b] Bequests, and [d] Devises. - The value
of property acquired by gift, bequest, devise, or
descent[; but the]: PROVIDED, HOWEVER, THAT
income from such property AS WELL AS GIFT,
BEQUEST, DEVISE, OR DESCENT OF INCOME
FROMANY PROPERTY,INCASES OF TRANSFERS
OF DIVIDED INTEREST, shall be included in gross
income.

["'(4) Interest on Government Securities. - Interest
upon the obligations of the Government of the Republic
of the Philippines or any political subdivisions thereof
but in the case of such obligations issued after the
approval of this code, only to the extent provided in the
Act authorizing the issue thereof.]

7"[(5)(4) Compensationfor [i]Injuries or [s]Sickness.
-xXxXx

"[(6)](5) Incomé [e]Exempt under [t]Treaty. -x xx |

"{(7)](6) Retirement [b]Benefits, [p]Pensions,
[g]Gratuities, etc. -

({Ala) Retirement benefits received by officials
and employees of private firms, whether individual or
corporate, in accordance with a reasonable private
benefit plan maintained by the employer: Provided,
That the retiring official or employee has been in the
service of the same’employer for at least 10 years and is
notless than 50 years of age at the time of his retirement:
Provided, further, That the benefits granted under this
subparagraph shall be availed of by an official or
employee only once. For purposes of this subsection,
the term ‘reasonable private benefit plan’ means a
pension, gratuity, stock bonus or profit-sharing plan
maintained by an employer for the benefit of some or
all of his officials or employees, wherein contributions
are made by such employer for THE officials or
employees, or both, for the purpose of distributing
to such officials and employees the earnings and
principal of the fund thus accumulated, and wherein it
is provided in said plan that at no time shall any part of
the corpus or income of the fund be used for, or be

[delivered]DIVERTED to, any purpose other than
for the exclusive benefit of the said officials and
employees.

" "({B]b) Any amount received by an official or
employee or by his heirs from the employer as a
consequence of separation of such official or employee
from the service of the employer [due to] BECAUSE OF
death, sickness or other physical disability or for any
cause beyond the control of the said officials or
employee.

"([Cle)xxx

*([D1d) xxx

"([E]e) [Payments of benefits made underthe Social
Security Act of 1954, as amended.] BENEFITS
RECEIVED FROM OR ENJOYED UNDER THE
SOCIAL SECURITY SYSTEM IN ACCORDANCE
WITH THE PROVISIONS OF REPUBLIC ACT NO.
8282; AND

"(F) Benefits received from the GSIS UNDER
REPUBLIC ACT NO. 8291 INCLUDING [and the]
retirement gratuity received by government officials
and employees.

"[(®(T). Miscellaneous [i]ltems. -

([Ala) INCOME DERIVED BY FOREIGN
GOVERNMENT. - Income [received] DERIVED from
[their] investments in the Philippines in loans, stocks,
bonds or other domestic securities, or from interest on
[their] deposits in banks in the Philippines by [(i)](1)
foreign governments, [(ii)](2) financing institutions
owned, controlled, or enjoying refinancing from [them,]
FOREIGN GOVERNMENTS; and [(iii)](3) international
or regional [financing] FINANCIAL institutions
established by FOREIGN governments.

([B]b) INCOME DERIVED BY THE GOVERN.-
MENT OR ITS POLITICAL SUBDIVISIONS. - x x x

"[(C) Income derived as rewards under Section 28]
of this Code, as amended.] ’

"[(D) Interest earned from deposits maintained with
a bank under the expanded foreign currency deposit
system.] - "

"[(E)X(c) PRIZES AND AWARDS. - x x x
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(d) PRIZES AND AWARDS IN SPORTS
COMPETITION. - ALL PRIZES AND AWARDS
GRANTED TO ATHLETES IN LOCAL AND
INTERNATIONAL SPORTS COMPETITIONS AND
TOURNAMENTS WHETHER HELD IN THE
PHILIPPINES OR ABROAD AND SANCTIONED
BY THEIR NATIONAL SPORTS ASSOCIATIONS.

"[(F)] () 13th [m]Month [p]Pay and [0o]Other
[b]Benefits. - GROSS BENEFITS RECEIVED BY
OFFICIALS AND EMPLOYEES OF PUBLIC AND
PRIVATE ENTITIES: PROVIDED, HOWEVER,
THAT THE TOTAL EXCLUSION UNDER THIS
SECTION SHALL NOT EXCEED THIRTY
THOUSAND PESOS (P30,000) WHICH SHALL
COVER:

[(@](1)Benefitsreceived by officialsand employees
ofthenational and local govemnment pursuant to Republic
ActNo.6686;

[ii](2) Benefits received by employees pursuant to
Presidential Decree No. 851, as amended by
Memorandum Order No. 28, dated August 13, 1986;

[iii](3) Benefitsreceived by officialsand employees
not covered by Presidential Decree No. 851, asamended
by Memorandum Order No. 28, dated August 13, 1986;
and

[(iv)](4) Other benefits such as productivity
incentives and Christmas bonus [in an amount not
exceeding Twelve thousand pesos (P12,000) which
shall be integrated in the 13th month pay solely for
purpose of this Act.

Provided, however, That the exclusion shall only
apply to the first Thirty thousand pesos (P30,000)].

(f) GSIS, SSS, MEDICARE AND OTHER
CONTRIBUTIONS. - GSIS, SSS, MEDICARE AND
PAG-IBIG CONTRIBUTIONS, AND UNION DUES
OF INDIVIDUALS.

SECTION 34. Anew Section 32 is hereby inserted
after Section 31 to read as follows:

SEC. 32. - SPECIAL TREATMENT OF FRINGE
BENEFIT. - (A) IMPOSITION OF TAX. - A FINAL
TAX OF THIRTY PERCENT (30%) IS HEREBY
IMPOSED ON THE GROSSED UP MONETARY
VALUE OF FRINGE BENEFIT FURNISHED OR

GRANTED TO THE EMPLOYEE (EXCEPT RANK
AND FILE EMPLOYEES AS DEFINED HEREIN)
BYTHEEMPLOYER, WHETHER ANINDIVIDUAL
OR A CORPORATION, (UNLESS THE FRINGE
BENEFITISREQUIRED BY THE NATURE OF, OR
NECESSARY TO THE TRADE, BUSINESS OR
PROFESSION OF THE EMPLOYER, OR WHEN
THE FRINGE BENEFIT IS FOR THE
CONVENIENCE OR ADVANTAGE OF THE
EMPLOYER). THE TAX HEREIN IMPOSED IS
PAYABLE BY THE EMPLOYER WHICH TAX
SHALL BE PAID IN THE SAME MANNER AS
PROVIDED FOR UNDER SECTION 56(A) OF THIS
CODE. THE GROSSED UP MONETARY VALUE
OF THE FRINGE BENEFIT SHALL BE
DETERMINED BY DIVIDING THE ACTUAL
MONETARY VALUE OF THE FRINGE BENEFIT
BY SEVENTY PERCENT (70%): PROVIDED,
HOWEVER, THAT FRINGE BENEFIT
FURNISHED TO EMPLOYEES AND TAXABLE
UNDER SUBSECTIONS B, C, D AND E OF
SECTION 25 SHALL BE TAXED AT THE
APPLICABLE RATES IMPOSED THEREAT:
FPROVIDED, FURTHER, THAT THE GROSSED UP
VALUE OF THE FRINGE BENEFIT SHALL BE
DETERMINED BY DIVIDING THE ACTUAL
MONETARY VALUE OF THE FRINGE BENEFIT
BY THE DIFFERENCE BETWEEN ONEHUNDRED
PERCENT (100%) AND THE APPLICABLE RATES
OF INCOME TAX UNDER SUBSECTIONS B,C,D,
AND E OF SECTION 25.

(B) FRINGE BENEFIT DEFINED. - FOR
PURPOSES OF THIS SECTION, THE TERM
'FRINGE BENEFIT"MEANS ANY GOOD, SERVICE,
OR OTHER BENEFIT FURNISHED OR GRANTED
INCASH OR INKIND BY AN EMPLOYER TO AN
INDIVIDUAL EMPLOYEE (EXCEPT RANK AND
FILE EMPLOYEES AS DEFINED HEREIN) SUCH
AS, BUT NOT LIMITED TO, THE FOLLOWING:

(1) HOUSING;
(2) EXPENSE ACCOUNT;
" (3) VEHICLE OF ANY KIND;

(4) HOUSEHOLD PERSONNEL SUCH AS
MAID, DRIVER AND OTHERS;

(5) INTEREST ON LOAN AT LESS THAN
MARKET RATE TO THE EXTENT OF THE
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DIFFERENCE BETWEEN THE MARKET RATE
AND ACTUAL RATE GRANTED; -

(6) MEMBERSHIP FEES, DUES AND OTHER
EXPENSES BORNEBY THEEMPLOYERFORTHE
EMPLOYEE IN SOCIAL AND ATHLETIC CLUBS
OR OTHER SIMILAR ORGANIZATIONS;

(7) EXPENSES FOR FOREIGN TRAVEL;
(8) HOLIDAY AND VACATION EXPENSES;

(9) EDUCATIONAL ASSISTANCE TO THE
EMPLOYEE OR HIS DEPENDENTS;

(1) LIFE OR HEALTH INSURANCE AND
OTHER NON-LIFE INSURANCE PREMIUMS OR
SIMILAR AMOUNTS IN EXCESS OF WHAT THE
LAWALLOWS;

(C) FRINGE BENEFITS NOT TAXABLE. - THE
FOLLOWING FRINGE BENEFITS ARE NOT
TAXABLE:

(1) FRINGE BENEFITS WHICH ARE
AUTHORIZED AND EXEMPTED FROM TAX
UNDER SPECIAL LAWS;

(2) CONTRIBUTIONS OF THE EMPLOYER
FOR THE BENEFIT OF THE EMPLOYEE TO
RETIREMENT,INSURANCE ANDHOSPITALIZA-
TION BENEFIT PLANS;

. (3) BENEFITS GIVEN TO THE RANK AND
FILEEMPLOYEES, WHETHER GRANTED UNDER
A COLLECTIVE BARGAINING AGREEMENT OR
NOT; AND

(4) DE MINIMIS BENEFITS AS DEFINED IN
THE RULES AND REGULATIONS TO BE
PROMULGATED BY THE SECRETARY OF
FINANCE, UPON RECOMMENDATION OF THE
COMMISSIONER.

THE SECRETARY OF FINANCE IS HEREBY
AUTHORIZED TO PROMULGATE, UPON
RECOMMENDATION OF THE COMMISSIONER,
SUCH RULES AND REGULATIONS AS ARE
NECESSARY TOCARRY OUT EFFICIENTLY AND
FAIRLY THE PROVISIONS OF THIS SECTION,
TAKING INTO ACCOUNT THE PECULIAR
NATURE AND SPECIAL NEED OF THE TRADE,
BUSINESS ORPROFESSION OF THE EMPLOYER.

SECTION 35. A new Chapter VI, allowing the
deductibility of certain expenses from gross income, is
hereby inserted in the Code and shall read as follows:

CHAPTER VI
ALLOWABLE DEDUCTIONS

SECTION 36. Section 29 of the Code is hereby
renumbered as Section 33 and amended to read as
follows:

"SEC.[29]33. Deductionsfrom [g]Gross [i]Income.
- In computing taxable income subject to income tax
under Sections [21(1)] 24[(a)]; 25(A);26; [24] 27([a]AO,
([b]B) and ([c]C); and [25] 28([a]A)(1), there shall be
allowed [as]THE FOLLOWING deductions [the items
specified inparagraphs (a) to(i) of this Section: Provided,
however, That, in computing taxable]FROM GROSS
income: [subjecttotax under Section21(f)inthe case of
individualsengaged inbusiness or practice of profession,
only the following direct costs shall be allowed as
deductions:]

[(a) Raw materials, supplies and direct labor;

(b) Salaries of employees directly engaged in
activities in the course of or pursuant to the business or
practice of their profession;

(c) Telecommunications, electricity, fuel, lightand
water; .

(d) Business rental;
(e) Depreciation;

(f) Contributions made to the Government and
accredited relief organizations for the rehabilitation of
calamity-stricken areas declared by the President; and

(g) Interest paid or accrued within a taxable year
onloans contracted from accredited financial institutions
which must be proven to have been incurred in
connection with the conduct of a taxpayer’s profession,
trade or business.

"Forindividuals whose cost of goods sold and direct
costs are difficult to determine, including professionals
as herein defined, a maximum of forty percent (40%) of
their gross receipts shall be allowed as deductions to
answer for business or professional expenses as the
case may be.
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"In the case of an individual, the optional standard
deduction under paragraph (k) shall be allowed in lieu
of itemized deductions under said paragraphs (a) to (i).
In addition, the appropriate personal and additional
exemptions allowed under paragraph (1) may be claimed
by an individual whose income is subject to tax under
Section 21(a): Provided, Thatno deductions other than
the deduction provided in paragraph (I) may be allowed
from compensationincome arising from personal services
rendered under an employer-employee relationship.]

"((2)] (A) Expenses. -

"(I) ORDINARY AND NECESSARY TRADE,
Business OR PROFESSIONAL [e]Expenses. -

"({Ala) In [g]General. - THERE SHALL BE
ALLOWED AS 'DEDUCTION FROM GROSS
INCOME [A]all THE ordinary and necessary expenses
paid or incurred during the taxable year in carrying on
[any trade or business, including areasonable allowance
for salaries or other compensation for personal services
actually rendered; travelling expenses while away from
home in the pursuit of a trade, profession or business;
rentals or other payments required to be made as a
condition to the continued use or possession, for the
purpose of the trade, profession or business, of property
to which the taxpayer has not taken or is not taking title
or in which he has no equity.] OR WHICH ARE
DIRECTLY ATTRIBUTABLE TO, THE DEVELOP-
MENT, MANAGEMENT, OPERATION AND/OR
CONDUCT OF THE TRADE, BUSINESS OR
EXERCISE OF A PROFESSION, INCLUDING:

(1) A REASONABLE ALLOWANCE FOR
SALARIES, WAGES, '‘AND OTHER FORMS OF
COMPENSATION FOR PERSONAL SERVICES
ACTUALLY RENDERED, INCLUDING THE
GROSSED UP MONETARY VALUE OF FRINGE
BENEFIT FURNISHED OR GRANTED BY THE
EMPLOYER TO THE EMPLOYEE: PROVIDED,
THAT THE FINAL TAX IMPOSED UNDER
SECTION 32 HEREOF HAS BEEN PAID;

(2) A REASONABLE ALLOWANCE FOR
TRAVELEXPENSES,HERE AND ABROAD, WHILE
AWAYFROMHOMEIN THE PURSUIT OF TRADE,
BUSINESS OR PROFESSION;

(3) - A REASONABLE ALLOWANCE FOR
RENTALS AND/OR OTHER PAYMENTS WHICH
ARE REQUIRED AS A CONDITION FOR THE

CONTINUED USE OR POSSESSION, FOR
PURPOSES OF THE TRADE, BUSINESS OR
PROFESSION, OF PROPERTY TO WHICH THE
TAXPAYERHASNOTTAKEN ORISNOTTAKING
TITLEOR IN WHICH HEHAS NO EQUITY OTHER
THANTHATOF ALESSEE, USER ORPOSSESSOR;

(4) A REASONABLE ALLOWANCE FOR
ENTERTAINMENT, AMUSEMENT AND
RECREATION EXPENSES WHICH ARE
DIRECTLY CONNECTED TO THE
DEVELOPMENT, MANAGEMENT AND
OPERATION OF THE TRADE, BUSINESS OR
PROFESSION OF THE TAXPAYER, OR WHICH
ARE DIRECTLY RELATED TO OR IN
FURTHERANCE OF THE CONDUCT OF HIS
TRADE, BUSINESS OR EXERCISE OF A
PROFESSION, SUBJECT TO SUCH LIMITATIONS
ASTHESECRETARY OFFINANCEMAY BERULES
AND REGULATIONS PRESCRIBE, UPON
RECOMMENDATION OF THE COMMISSIONER,
TAKING INTO ACCOUNT THE NEEDS AS WELL
AS THE SPECIAL CIRCUMSTANCES, NATURE
AND CHARACTER OF THE TRADE, BUSINESS,
OR PROFESSION OF THE TAXPAYER:
PROVIDED, THAT ANY EXPENSE INCURRED
FOR ENTERTAINMENT, AMUSEMENT OR
RECREATION WHICH IS CONTRARY TO LAW,
MORALS, PUBLIC POLICY OR PUBLIC ORDER
SHALL IN NO CASE BE ALLOWED AS A
DEDUCTION.

(B) NO DEDUCTION FROM GROSS INCOME
SHALL BE ALLOWED UNDER SUBSECTION (A)
HEREOF UNLESS THE TAXPAYER SHALL
SUBSTANTIATE WITH SUFFICIENT EVIDENCE
SUCH AS OFFICIAL RECEIPTS OR OTHER
ADEQUATERECORDS (1) THE AMOUNT OF THE
EXPENSE BEING DEDUCTED, AND (2) THE
DIRECT CONNECTION OR RELATION OF THE
EXPENSE BEING DEDUCTED TO THE
DEVELOPMENT, MANAGEMENT, OPERATION
AND/OR CONDUCT OF THE TRADE, BUSINESS
OR PROFESSION OF THE TAXPAYER.

(C) BRIBES, KICKBACKS AND OTHER
SIMILAR PAYMENTS. - NO DEDUCTION FROM
GROSS INCOME SHALL BE ALLOWED UNDER
SUBSECTION (A) HEREOF FOR ANY PAYMENT
MADE, DIRECTLY OR INDIRECTLY, TO AN
OFFICIAL OR EMPLOYEE OF THE NATIONAL
GOVERNMENT, OR TO AN OFFICIAL OR
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EMPLOYEE OF ANY LOCAL GOVERNMENT
UNIT, OR TO AN OFFICIAL OR EMPLOYEE OF A
GOVERNMENT-OWNED OR CONTROLLED
CORPORATION, OR TO AN OFFICIAL OR
‘EMPLOYEE OR REPRESENTATIVE OF A
FOREIGN GOVERNMENT, IF THE PAYMENT
CONSTITUTES A BRIBE OR KICKBACK.

"(2) Expenses [aJAllowable to [p]Private
[e]Educational [i]Institutions. - Inadditiontothe expenses
allowable as deductions under [subparagraph (a)(1)(A)
above] THIS CHAPTER, a private educational
institution, referred'to under Section[24(b)]27(B) of this
Code, may at its option elect either (A) to deduct
expenditures otherwise considered as capital outlays of
depreciable assets incurred during the taxable year for
the expansion of school facilities or (B) to deduct
allowance for depreciation thereof under paragraph
([f]F) ofthis Section.

"[(D)YB) Interest. -

(1) In [g] General. - The amount of interest paid or
[accrued] INCURRED within a taxable year on
indebtedness in connection with the taxpayer’s
profession, trade or business[, except on indebtedness
incurred or continued to purchase or carry obligation
the interest upon which is exempt from taxation as
income under this Title.] SHALL BE ALLOWED AS
DEDUCTION FROM GROSS INCOME:
PROVIDED, HOWEVER, THAT THE TAXPAYER’S
OTHERWISE ALLOWABLE DEDUCTION FOR
INTEREST EXPENSE SHALL BE REDUCED BY
AN AMOUNT EQUAL TO THE FOLLOWING
PERCENTAGES .OF THE INTEREST INCOME
SUBJECTED TO FINAL TAX:

(A) 39% BEGINNING JANUARY 1, 1998;
(B) 37% BEGINNING JANUARY 1, 1999;
(C) 33% BEGINNING JANUARY 1, 2000.

"(2) EXCEPTIONS.-No deductionshall be allowed
in respect of interest under the succeeding [sub-
paragraphs:]SUBSECTIONS:

(A) ON INDEBTEDNESS INCURRED TO
PURCHASE, OR CONTINUED TO CARRY, AN
OBLIGATION THE INTEREST ON WHICH IS
EXEMPTFROM TAXATION AS INCOME UNDER
THIS TITLE;

"[(D](b) If within the taxable year an individual
taxpayer reporting income on the cash basis incurs an
indebtedness on which an interest is paid in advance
through discount or otherwise: Provided, That such
interest shall be allowed as a deduction in the year the
indebtedness is paid: [and] Provided, further, Thatifthe
indebtedness is payable in periodic amortizations, the
amount of interest which corresponds to the amount of
the principal amortized or paid during the year shall be
allowed as deduction in such taxable year[.];

"[(ii)](c) If both the taxpayer and the person to
whom the payment has been made or is to be made are
persons specified under Section [30(b)]35(B)[.]; OR

"[(iii)](d) If the indebtedness is incurred to finance
petroleum exploration.

(3) AT THE OPTION OF THE TAXPAYER,
INTEREST INCURRED TO ACQUIRE PROPERTY
USED IN TRADE, BUSINESS OR EXERCISE OF A
PROFESSION MAY BE ALLOWED AS A
DEDUCTION OR TREATED AS A CAPITAL
EXPENDITURE.

(4) ADDITIONAL ALLOWANCE FOR
INTEREST EXPENSE ON LOANS INCURRED TO
ACQUIRE OR PURCHASE THE FIRST FAMILY
HOME. - THE AMOUNT OF INTEREST PAID OR
INCURRED DURING THE TAXABLE YEAR BY
AN INDIVIDUAL TAXPAYER ON LOANS
CONTRACTED WITH AN ACCREDITED
FINANCIAL INSTITUTION TO ACQUIRE OR
PURCHASE THE FIRST FAMILY HOME, SHALL
BE DEDUCTIBLE FROM HIS GROSS INCOME
WHETHER DERIVED FROM EMPLOYMENT OR
FROMENGAGING INTRADE, BUSINESS OR THE
EXERCISE OF PROFESSION: PROVIDED, THAT
FOR PURPOSES OF THIS DEDUCTION A
CERTIFICATION ISSUED BY THE FINANCIAL
INSTITUTION SHALL BE REQUIRED TO
SUBSTANTIATE THE SAID DEDUCTION.

§

"([c]C) Taxes. -

"(1) In [g]General. - Taxes paid on [accrued]

INCURRED within the taxable year in connection with -

thetaxpayer’s profession, trade or business, SHALL BE
ALLOWED AS DEDUCTION, except:

"(a) The income tax provided for under this Title;

"(b) Income[, war profits, and excess profits] taxes
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imposed by authority of any foreign country; but this
deduction shall be allowed in the case of a taxpayer who
does not signify in his return his desire to have to any
extent the benefits of paragraph (3) of this subsection
(relating to credits for taxes of foreign countries);

"(c) Estate and donor’s taxes; AND
"(d) Taxes assessed against local benefits of a kind
tending to increase the value of the property
assessed[;and]: '

["(E) Electric energy consumption tax imposed by
BatasPambansa Blg.36]

PROVIDED, THAT TAXES ALLOWED UNDER
THIS SUBSECTION, WHEN REFUNDED OR
CREDITED, SHALL BE INCLUDED AS PART OF
GROSS INCOME'IN THE YEAR OF RECEIPT TO
THE EXTENT OF THE INCOME TAX BENEFIT OF
SAID DEDUCTION.

"(2) Limitations on [d]Deductions. -

"[(A)] In the case of a nonresident alien individual
and a foreign corporation, the deductions for taxes
provided in paragraph (1) of this subsection [(c)}(C) shall
be allowed only if and to the extent that they are
connected with income from sources within the
Philippines [;and].

["(B) In the case of a citizen of a foreign country
residing in the Philippines whose income from sources
within such foreign country is not taxable under this
Title, only that portion of the taxes paid to such foreign
country which corresponds to his taxable income under
this Title shall be allowed as deduction.]

"(3) Credit[a] Against [t] Taxfor [t] Taxes of [{]Foreign
[c]Countries. - If the taxpayer signifies in his return his
desire to have the.benefits of this paragraph, the tax
imposed by this Title shall be credited with:

"([A)a) Citizen and [d]Domestic [c] Corporation. -
In the case of a citizen of the Philippines and of a
domesticcorporation, the amountofincomel[, war profits,
and excess profits] taxes paid or accrued during the
taxable year to any foreign country; AND

["(B) Alienresident of the Philippines. - In the case
ofan alienresident of the Philippincs, the amount of any
such taxes paid or accrued during the taxable year to

any foreign country, ifthe foreign country of which such
alien resident is a citizen or subject, in imposing such
taxes, allowsa similar credit to citizens of the Philippines
residing in such country;and]

"(C)I(b) Partnerships and [e]Estates. - In the case
of any such individual who is a member of a general
professional partnership or a beneficiary of an estate or
trust, his proportionate share of such taxes of the general
professional partnership or the estate or trust paid or
accrued during the taxable year to a foreign country, if
his distributive share of the income of such partnership
or trust is reported for taxation under this Title.

"[Nonresident] ANalienindividual{s]and A foreign
corporation[s] shallnotbe allowed the credits against the
tax for the taxes of foreign countries allowed under this

paragraph.
"@)xxx
"O)xxx

"(6) Year in {w]Which [c]Credit [t]Taken. - The
credits provided for in [paragraph]SUBSECTION
(C)(3) OF THIS SECTION may, at the option of the
taxpayer and irrespective of the method of accounting
employed in keeping his books, be taken in the year in
which the taxes of the foreign country accrued, subject,
however, to the conditions prescribed in [paragraph]
SUBSECTION (C)(5) OF THIS SECTION. If the
taxpayer elects to take such credits in the year in which
the taxes of the foreign country accrued, the credits for
all subsequent years shall be taken upon the same basis,
and no portion of any such taxes shall be allowed as a
deduction in the same or any succeeding year.

"(7) Proof of [c]Credits. - The credits provided in
[paragraph]SUBSECTION (C)(3)shall be allowed only
if the taxpayer establishes to the satisfaction of the
Commissioner THE FOLLOWING:

"([A)a)xxx

“([B]b) x x x

"([Cle)xxx

["(8) Taxes offoreign subsidiary. - For purposes of
this subsection, a domestic corporation, which owns a

majority ofthe voting stock of a forcign corporation from
which it receives dividends in any taxable year shall be
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deemed tohave paid the same proportion of any income,
war profits, or excess profits taxes paid by such foreign
corporation to any foreign country, upon or with respect
to the accumulated profits of such foreign corporation
from which such dividends were paid which the amount
of suchdividend bears to the amount of suchaccumulated
profits: Provided, That the amount of tax deemed to
have been paid under this subsection shall in no case
exceed the same proportion of the tax against which
creditis taken which the amount of such dividends bears
tothe among of the entire taxable income of the domestic
corporation in whicu such dividends are included. The
term "accumulatedprofits” when used in this subsection
inreference to a foreign corporation, means the amount
of its gains, profits, or income in excess of the income,
war profits, and excess profits taxes imposed upon or
with respect to such profits or income; and the
Commissioner shall have full power to determine from
the accumulated profits of what year or years such
dividends were paid, treating dividends paid in the first
60 days of any year as having been paid from the
accumulated profits of the preceding year or years
(unless tohis satisfaction shown otherwise), and in other
respects treating dividends as having been paid from the
‘most recently accumulated gains, profits, orearnings. In
the case of a foreign corporation, the income, war
profits, and excess profits taxes of which are determined
on the basis of an accounting period of less than one
year, the word ‘year’ as used in this subsection shall be
construed to mean such accounting period.]

["(9) Taxes of shareholder paid by corporation. -
The deduction for taxes allowed by paragraph (c) shall
be allowed to a corporation in the case of taxes imposed
upon a shareholder of the corporation upon his interest
as shareholder which are paid by the corporation without
reimbursement from the shareholder, but in such cases
no deduction shall be allowed the shareholder for the
amount of such taxes.]

"([d]D). Losses. -

"(1) [By individuals] IN GENERAL. - [In the case

of individual, I]Losses actually sustained during the
taxable year and not compensated for by insurance or
[otherwise] OTHER FORMS OF INDEMNITY SHALL
BE ALLOWED AS DEDUCTIONS:

"([A]JA) xxx

["(B)If incurred in any transaction entered into for
profit, though not connected with the trade or business;]

"[(C))(b) Of property connected with the trade, [or]
business ORPROFESSION, ifthe loss arises from fires,
storms, shipwreck, or other casualties, or from robbery,
theft, or embezzlement.

"The Secretary of Finance, upon recommendation
of the Commissioner [of Internal Revenue], is hereby
authorized to promulgate rules and regulations
prescribing, among otherthings, the time and manner by
which the taxpayer shall submit a declaration of loss
sustained from casualty or from robbery, theft or
embezzlement during the taxable year: Provided,
however, That the time limit to be so prescribed in the
regulations shall not be less than THIRTY (30) days nor
more than NINETY (90) days from the date of [the
occurrence] DISCOVERY of the casualty or robbery,
theft, or embezzlement giving rise to the loss.

-"[(D))(c) No loss shall be allowed as a deduction
under this [paragraph] SUBSECTION if at the time of
the filing of the return, such loss has been claimed as a
deduction for estate tax purposes in the estate tax return.

["(2) By corporation. - In the case of a corporation,
all losses actually sustained and charged off within the
taxable year and not compensated for by insurance or
otherwise.]

[(3)1(2) Proofof{l] Loss. - Inthe case of anonresident
alien individual or foreign corporation, the losses
deductible [are]SHALL BE those actually sustained
during the year incurred in business, [or] trade OR
EXERCISE OF A PROFESSION conducted within the
Philippines, [and losses actually sustained during the
year in transactions entered into for profit in the
Philippines although not connected with their business
or trade,] when such losses are not compensated for by
insurance or [otherwise] OTHER FORMS OF
INDEMNITY. The Secretary of Finance, upon
recommendation of the Commissioner [of Internal
Revenue], is hereby authorized to promulgate rules
and regulations prescribing, among other things, the
time and manner by which the taxpayer shall submit a
declaration of loss sustained from casualty or from
robbery, theft, or embezzlement during the taxable
year: Provided, That the time to be so prescribed in the
regulations shallnot be less than THIRTY (30) days nor
more than NINETY (90) days from the date of [the
occurrence] DISCOVERY of the casualty or robbery,
theft, or embezzlement giving rise to the loss[.]; AND

(3) NET OPERATING LOSS CARRY-OVER. -
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THE AGGREGATE NET OPERATING LOSS OF
THE BUSINESS FOR THE THREE (3)
CONSECUTIVETAXABLE YEARSIMMEDIATELY
PRECEDING THE TAXABLE YEAR, WHICH HAD
NOT BEEN PREVIOUSLY OFFSET AS DEDUC-
TION FROM GROSS INCOME: PROVIDED,
HOWEVER, THAT ANY NET LOSS INCURRED IN
A TAXABLE YEAR DURING WHICH THE
TAXPAYER WAS EXEMPT FROM INCOME TAX
SHALL NOT BE ALLOWED AS A DEDUCTION
UNDER THIS SUBSECTION: PROVIDED,
FURTHER, THAT A NET OPERATING LOSS
CARRY-OVER SHALL BE ALLOWED ONLY IF
THERE HAS BEEN NO SUBSTANTIAL CHANGE
IN THE OWNERSHIP OF THE BUSINESS IN
THAT -

(DNOTLESS THANSEVENTY-FIVEPERCENT
(75%) IN NOMINAL VALUE OF OUTSTANDING
ISSUED SHARES, IF THE BUSINESS IS IN THE
NAME OF A CORPORATION, IS HELD BY OR ON
BEHALF OF THE SAME PERSONS; OR

(I)) NOT LESS THAN SEVENTY-FIVE
PERCENT (75%) OF THE PAID UP CAPITAL OF
THE CORPORATION, IF THE BUSINESS IS IN
THENAME OF A CORPORATION, ISHELDBY OR
ON BEHALF OF THE SAME PERSONS.

FOR PURPOSES OF THIS SECTION, THE
TERM SHALL MEAN THE EXCESS OF
ALLOWABLE DEDUCTION OVER GROSS
INCOME OF THEBUSINESS INATAXABLE YEAR:

PROVIDED, THATFOR MINES OTHER THAN
OIL AND GAS WELLS, A NET OPERATING LOSS
WITHOUT THE BENEFIT OF INCENTIVES
PROVIDED FOR UNDER EXECUTIVE ORDER NO.
226,AS AMENDED, OTHERWISEKNOWN AS THE
OMNIBUS INVESTMENTS CODE OF 1987,
INCURREDIN ANY OF THEFIRSTTEN(10) YEARS
OF OPERATION MAY BE CARRIED OVER AS A
DEDUCTIONFROM TAXABLE INCOMEFOR THE
NEXT FIVE (5) YEARS IMMEDIATELY
FOLLOWING THE YEAR OF SUCH LOSS. THE
ENTIRE AMOUNT OF THE LOSS SHALL BE
CARRIED OVER TO THE FIRST OF THE FIVE 5)
TAXABLE YEARS FOLLOWING THE LOSS, AND
ANY PORTION OF SUCH LOSS WHICH EXCEEDS
THE TAXABLE INCOME OF SUCH FIRST YEAR
SHALL BE DEDUCTED IN LIKE MANNER FROM
THE TAXABLE INCOME OF THE NEXT

REMAINING FOUR (4) YEARS.
"(4)xx X
"(5)x XX
"(6)xx X
"(7)xxx
"([e]E) Bad [d]Debts. -

“(1) In [g]General. - Debts due to the taxpayer
actually ascertained to be worthless and charged off
within the taxable year except those not connected with
profession, trade or business and those sustained in a
transaction entered into between parties mentioned
under Section [30]35([b]B) of this Code: PROVIDED,
THATRECOVERY OF BAD DEBTS PREVIOUSLY
ALLOWED AS DEDUCTION IN PRECEDING
YEARS SHALL BE INCLUDED AS PART OF THE
GROSSINCOME IN THE YEAR OFRECOVERY TO
THE EXTENT OF THE INCOME TAX BENEFIT OF )
SAID DEDUCTION.

"2)xxx
"(If]F) Depreciation. -
"(1)xxx
"2)xxX

"(3) Agreement as to [u]Useful [1]Life on which
[d]Depreciation [r]Rate is [b]Based. - Where under
RULES AND regulations prescribed by the Secretary
of Finance, UPON THE RECOMMENDATION OF
THE COMMISSIONER, the taxpayer and the
Commissioner [of Internal Revenue) have entered into
an agreement in writing specifically dealing with the
useful life and rate of depreciation of any property, the
rate so agreed upon shall be binding on both the taxpayer
and the [Secretary of Finance]NATIONAL
GOVERNMENT in the absence of facts and
circumstances not taken into consideration [in the]
DURING the adoption of such agreement. The
responsibility of establishing the existence of such facts
and circumstances shall rest with the party initiating the
modification. Any change in the agreed rate and useful
life OF THEDEPRECIABLE PROPERTY AS specified
in the agreement shall not be effective for taxable years
[before]PRIOR TO the taxable year in which notice in
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writing by certified mail is served by the party
INITIATING SUCH CHANGE tothe OTHER PARTY
TO THE agreement [initiating such change]:

PROVIDED, HOWEVER, THAT WHERE THE
TAXPAYER HAS ADOPTED SUCH USEFUL LIFE
AND DEPRECIATION RATE FOR ANY
DEPRECIABLE ASSET AND CLAIMED THE
DEPRECIATION EXPENSES AS DEDUCTION
FROM HIS GROSS INCOME, WITHOUT ANY
WRITTEN OBJECTION ON THE PART OF THE
COMMISSIONER OR HIS DULY AUTHORIZED
REPRESENTATIVE, THE AFORESAID USEFUL
LIFE AND DEPRECIATION RATE SO ADOPTED
BY THE TAXPAYER FOR THE AFORESAID
DEPRECIABLE ASSET SHALL BE CONSIDERED
BINDINGFORPURPOSES OF THIS SUBSECTION.

"(4) Depreciation of [p]Properties [u]Used in
[p]Petroleum [o]Operations. - An allowance for
depreciation in respect [to] OF all properties directly
related to production of petroleum initially placed in
service in a taxable year under the straight-line or
{double-] declining balance method of depreciation at
the option of the service contractor.

"However, if the service contractor initially elects
the [double-]declining BALANCE method, itmay atany
subsequent date, shift to the straight-line method.

"The useful life of properties used in or related to
production of petroleum shall be TEN (10) years or such
shorter lifeas may be permitted by the Commissioner [of
Internal Revenue].

XXX

(5) DEPRECIATION OF PROPERTIES USED
IN MINING OPERATIONS. - AN ALLOWANCE
FOR DEPRECIATION IN RESPECT OF ALL
PROPERTIES USED IN MINING OPERATIONS
OTHER THAN PETROLEUM OPERATIONS,
SHALL BE COMPUTED AS FOLLOWS:

(A) AT THE NORMAL RATE OF
DEPRECIATION IF THE EXPECTED LIFE IS TEN
(10)YEARS ORLESS; OR

(B) DEPRECIATED OVER ANY NUMBER OF
YEARS BETWEEN FIVE (5) YEARS AND THE
EXPECTED LIFEIF THE LATTER IS MORE THAN
TEN (10) YEARS, AND THE DEPRECIATION

THEREON ALLOWED AS DEDUCTION FROM
TAXABLE INCOME: PROVIDED, THAT THE
CONTRACTOR NOTIFIES THE COMMISSIONER
AT THE BEGINNING OF THE DEPRECIATION
PERIOD WHICH DEPRECIATION RATE
ALLOWED BY THIS SECTION WILL BE USED.

"[(5](6) Depreciation [d]Deductible by
[n]Nonresident [a] Aliens or [f] Foreign [c] Corporations.
- In the case of a nonresident alien individual or foreign
corporation, areasonableallowance for the deterioration
property arising out of its use or employment or its non-
use in the business, [or]trade OR PROFESSION shall
be permitted only when such property is located in the
Philippines.

"([g]G). Depletion of [0]Oil and [g] Gas [w] Wells
and [m] Mines.

"(1) In [g] General. - Inthe case of oil and gas wells
[and] OR mines, a reasonable allowance for depletion
or amortization computed in accordance with the cost
depletion method shall be granted under rules and
regulations to be prescribed by the Secretary of Finance,
UPON RECOMMENDATION OF THE COMMIS-
SIONER: Provided, That when the allowance FOR
DEPLETION shall equal the capital invested no further
allowance shall be granted: Provided, further, That
after production in commercial quantities has
commenced, certain intangible exploration and
development drilling costs (A) shall be deductible in
the year incurred if such expenditures are incurred
for non-producing wells AND/OR MINES, or (B) shall
be deductible in full in the year paid or incurred or,
at the election of the taxpayer, may be capitalized and
amortized if such expenditures incurred are not
producing wells AND/OR MINES in the same
contract area.

XXX

XXX

"(2) Election to [d]Deduct [e]Exploration and
[d]Development [e]Expenditures. - In computing
taxable income FROM MINING OPERATIONS, the
taxpayer may, at his option, deduct exploration and
development expenditures accumulated as cost or
adjusted basis for cost depletion [as of January 1, 1978,
as well] as OF DATE OF PROSPECTING AS WELL
AS exploration and development expenditures paid or
incurred during the taxable year: Provided, That the
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totalamount deductible for exploration and development
expenditures shall not exceed twenty-five percent
(25%) of the [taxable]NET income from mining operations
computed without the benefit of any tax incentives
under existing laws. [This subparagraph shall not apply
to expenditures for the acquisition or improvement of
property ofacharacter which is subject to the allowance
for depreciation under Section 29(f)(1) of this Code but
the allowance for depreciation thereon shall be treated
as expenditure]. THE ACTUAL EXPLORATION
AND DEVELOPMENT EXPENDITURES MINUS
TWENTY-FIVE PER CENTUM (25%) OF THE NET
INCOME FROM MINING SHALL BE CARRIED
FORWARD TO THE SUCCEEDING YEARS UNTIL
FULLY DEDUCTED.

"The election by the taxpayer to deduct the
exploration and development expenditures is
irrevocable and shall be binding in succeeding taxable
years.

NET INCOME FROM MINING OPERATIONS
AS USED IN THIS SUBSECTION SHALL MEAN
GROSS INCOME FROM OPERATIONS LESS
ALLOWABLE DEDUCTIONS WHICH ARE

NECESSARY OR RELATED TO MINING"

OPERATIONS. ALLOWABLE DEDUCTIONS
SHALL INCLUDE MINING, MILLING AND
MARKETING EXPENSES, DEPRECIATION OF
PROPERTIES DIRECTLY USED IN THE MINING
OPERATIONS. THIS PARAGRAPH SHALL NOT
APPLY TO EXPENDITURES FOR THE
ACQUISITION OR IMPROVEMENT OF
PROPERTY OF A CHARACTER WHICH IS
SUBJECT TO THE ALLOWANCE FOR
DEPRECIATION.

"In no case shall this paragraph apply with respect
to amounts paid or incurred for the exploration and
development of oil and gas.

"The term ‘exploration expenditures’ means
expenditures paid or incurred for the purpose of
ascertaining the existence, location, extent, or quality of
any deposit of ore or other mineral, and paid or incurred
before the beginning of the development stage of the
mine or deposit.

"The term ‘development expenditures’ means
expenditures paid or incurred during the development
stage of the mine or other natural deposits. The
development stuge of a mine or other natural deposit

shall begin at the time when deposits of ore or other
minerals are shown to exist in sufficient commercial
quantity and quality and shall end upon commencement
of actual commercial extraction.

"(3) Depletion of {0] Oil and [g]Gas [w] Wells and
[m]Mines [d]Deductible by a [n]Nonresident [a]Alien
[(i]Individual or [fJForeign [c]Corporation. - Inthe case
ofanonresidentalien individual ora foreign corporation,
allowance for depletion of oil and gas wells or mines
under [sub]paragraph (1) OF THIS SUBSECTION
shall be authorized only in respect to oil and gas wells
or mines located within the Philippines.

"([hJH). Charitable and [0]Other [c]Contribu-
tions.-

"(1)In [g]General.- Contributions or gifts actually
paid or made within the taxable year to, or for the use of
the Government of the Philippines or any of its agencies
or any political subdivision thereof [for] exclusively
FOR public purposes, or to domestic corporations or
associations organized and operated exclusively for
religious, charitable, scientific, youth and sports
development, cultural or educational purposes or for
the rehabilitation of veterans, or to social welfare
institutions, OR TO NON-GOVERNMENT
ORGANIZATIONS, DULY ACCREDITED BY AN
APPROPRIATE GOVERNMENT AGENCY IN
ACCORDANCE WITH RULES AND REGULA-
TIONS PROMULGATEDBY THE SECRETARY OF
FINANCE, UPON RECOMMENDATION OF THE
COMMISSIONER, no part of the net income of which
inures to the benefit of any private stockholder or
individual in an amount not in excess of [(6%)] TEN
PERCENT (10%) in the case of an individual, and [3%]
FIVEPERCENT (5%) inthe case of a corporation, ofthe
taxpayer’s taxable income derived from TRADE,
business OR PROFESSION as computed without the
benefit of this and the following subparagraphs.

"(2) Contributions [d]Deductible in [fIFull. -
Notwithstanding the provisions of the preceding
subparagraph, donations to the following institutions or
entities shall be deductible in full:

"([A]a) Donations to the Government. - Donations
to the Government of the Philippines or to any of its
agencies or political subdivisions including fully-owned
government corporations exclusively to finance, to
provide for, ortobe used in undertaking priority activitics
in education, health, youth and sports development,
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human settlements, science and culture, and in economic
development according to anational priority plan [to be]

determined by the NATIONAL ECONOMIC AND

DEVELOPMENT AUTHORITY (NEDA), in
consultation with appropriate government agencies,
includingits regional development councils and private
philanthropic persons and institutions: Provided, That
any donation which is made to the Government or to any
ofitsagencies orpolitical subdivisionsnotin accordance
with the said annual priority plan shall be subject to the
limitations prescribed in [sub]paragraph (1) of this
[Section]SUBSECTION;

"([Blb)x xx

"([C]c) Donations to [certain private foundations]
ACCREDITED NON-GOVERNMENT ORGANIZA-
TIONS. - The term [ ‘private foundation’] ‘NON-
GOVERNMENT ORGANIZATION' means a nonprofit
domestic corporation:

") xxx
"(i) xx
"(Gii)xxx
"(iv)xxx

"Subject to such terms and conditions as may be
prescribed by the Secretary of Finance, the term
‘utilization’means;”

"([i]) Any amount in cash or in kind (including
administrative expenses) paid or utilized to accomplish
one or more purposes for which the [private foundation]
ACCREDITEDNON-GOVERNMENT ORGANIZA-
TION was created or organized.

"([ii]II) Any amountpaid to acquire an asset used (or
held for use) directly in camrying out one or more
purposes for which the [foundation] ACCREDITED
NON-GOVERNMENT ORGANIZATION was
created or organized.

"An amount set aside for a specific project which
comes within one or more purposes of the [foundation]
ACCREDITEDNON-GOVERNMENT ORGANIZA-

TION was created or organized.

- -"An amount set aside for a specific project which
comes within one or more purposes of the [toundation]

-

ACCREDITED NON-GOVERNMENT ORGANIZA-
TION may be treated as autilization, but only if atthe time
such amount is set aside, the [private foundation]
ACCREDITED NON-GOVERNMENT ORGANIZA-

. TION [establishes] HAS ESTABLISHED to the

satisfaction of the Commissioner [of Internal Revenue]
thatthe amount will be paid for the specific project within
a period to be prescribed in RULES AND regulations
to be promulgated by the Secretary of Finance UPON
RECOMMENDATION OF THE COMMISSIONER,
but not to exceed FIVE (5) years, and the project is one
which can be better accomplished by setting aside such
amount than by immediate payment of funds.

"(3) Valuation. - [Properties other than cash donated
shall be valued in accordance with the rules and
regulations prescribed by the Secretary of Finance in
consultation with - appropriate government
agencies.JTHE AMOUNT OF ANY CHARITABLE
CONTRIBUTION OF PROPERTY OTHER THAN
MONEY SHALL BE VALUED BASED ON THE
HISTORICAL OR ACQUISITION COST OF SAID
PROPERTY.

"(4) Proofof{d]Deductions. - Contributions or gifts
shallbe allowable as deduction only if verified under the

RULES AND regulations prescribed by the Secretary .

of Finance, UPON RECOMMENDATION OF THE
COMMISSIONER

(I) RESEARCH AND DEVELOPMENT. -

(1) INGENERAL.-ATAXPAYERMAY TREAT
RESEARCHORDEVELOPMENT EXPENDITURES
WHICH ARE PAID OR INCURRED BY HIM
DURING THE TAXABLE YEAR IN CONNECTION
WITH HIS TRADE, BUSINESS OR PROFESSION
AS ORDINARY AND NECESSARY EXPENSES
WHICH ARE NOT CHARGEABLE TO CAPITAL
ACCOUNT. THE EXPENDITURES SO TREATED
SHALL BE ALLOWED AS DEDUCTION DURING
THE TAXABLE YEAR WHEN PAID OR
INCURRED.

(2) AMORTIZATION OF CERTAIN RESEARCH
AND DEVELOPMENT EXPENDITURES. - AT
THE ELECTION OF THE TAXPAYER AND
IN ACCORDANCE WITH THE RULES
AND REGULATIONS TO BE PRESCRIBED
BY THE SECRETARY OF FINANCE, UPON
RECOMMENDATION OF THE COMMISSIONER,
THE FOLLOWING RESEARCH AND
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DEVELOPMENT EXPENDITURES MAY BE
TREATED AS DEFERRED EXPENSES:

(A)PAID OR INCURRED BY THE TAXPAYER
IN CONNECTION WITH HIS TRADE, BUSINESS
OR PROFESSION;

(B) NOT TREATED AS EXPENSES UNDER
PARAGRAPH (1) HEREOF; AND

(C) CHARGEABLE TO CAPITAL ACCOUNT
BUT NOT CHARGEABLE TO PROPERTY OF A
CHARACTER WHICH IS SUBJECT TO
DEPRECIATION OR DEPLETION.

IN COMPUTING TAXABLE INCOME, SUCH
DEFERRED EXPENSES SHALL BEALLOWED AS
DEDUCTION RATABLY DISTRIBUTED OVER A
PERIOD OF NOTLESS THAN SIXTY (60) MONTHS
AS MAY BE ELECTED BY THE TAXPAYER
(BEGINNING WITH THE MONTH IN WHICH THE
TAXPAYER FIRST REALIZES BENEFITS FROM
SUCH EXPENDITURES).

THEELECTIONPROVIDED BY PARAGRAPH
(2) HEREOF MAY¥ BEMADE FOR ANY TAXABLE
YEAR BEGINNING AFTER THE EFFECTIVITY OF
THIS ACT, BUT ONLY IF MADE NOT LATER
THAN THE TIME PRESCRIBED BY LAW FOR
FILINGTHERETURNFOR SUCHTAXABLE YEAR.
THE METHOD SO ELECTED, AND THE PERIOD
SELECTED BY THE TAXPAYER, SHALL BE
ADHERED TO IN COMPUTING TAXABLE
INCOME FOR THE TAXABLE YEAR FOR WHICH
THE ELECTION IS MADE AND FOR ALL
SUBSEQUENT TAXABLE YEARS UNLESS, WITH
THE APPROVAL OF THE COMMISSIONER, A
CHANGE TO A DIFFERENT METHOD IS
AUTHORIZED WITH RESPECT TO A PART OR
ALL OF SUCH EXPENDITURES. THE ELECTION
PAID OR INCURRED DURING ANY TAXABLE

- YEAR PRIOR TO THE TAXABLE YEAR FOR

16

WHICH THE TAXPAYER MAKES THE ELECTION.

(3) LIMITATIONS ON DEDUCTION. - THIS
SUBSECTION SHALL NOT APPLY TO:

(A) ANY EXPENDITURE FOR THE
ACQUISITION OR IMPROVEMENT OF LAND, OR
FOR THE IMPROVEMENT OF PROPERTY TO BE
USED IN CONNECTION WITH RESEARCH AND
DEVELOPMENT OF A CHARACTER WHICH IS

SUBJECT TO DEPRECIATION AND DEPLETION;
AND

(B)ANY EXPENDITURE PAID OR INCURRED
FOR THE PURPOSE OF ASCERTAINING THE
EXISTENCE, LOCATION, EXTENT, OR QUALITY
OF ANY DEPOSIT OF ORE OR OTHER MINERAL,
INCLUDING OIL OR GAS.

"[(DIA) Pension [t]Trusts. - An employer
establishing ormaintaining a pension trustto provide for
the payment of reasonable pensions to his employees
shall be allowed as a deduction (in addition to the
contributions to such trust during the taxable year to
cover the pension liability accruing during the year,
allowed asa deduction under subsection ([2]JA)(1) of this
Section) a reasonable amount transferred or paid into
such trust during the taxable year in excess of such
contributions, but only if such amount (1) has not
[therefore ] THERETOFORE been allowable as a
deduction, and (2) is apportioned in equal parts over a
period of TEN (10) consecutive years beginning with
the year in which the transfer or payment is made.

"l[GI(K). Additional [r]Requirements Jor
[d]Deductibility of [c] Certain [p]Payments.-x x x

"[(K)X(L) Optional [s]Standard [d] Deduction. - In
lieu of the deductions allowed under the preceding
[paragraphs]SUBSECTIONS [of this Section], an
individual subject to tax under Section [21 (a)], 24, other
than anonresident alien, may elect a standard deduction
in an amount not exceeding ten percent ( 10%) of his
grossincome. Unless the taxpayer signifies in his return
his intention to elect the optional standard deduction, he
shall be considered as having availed himself of the
deductions allowed in the preceding subsections. [The
Secretary of Finance shall prescribe the manner of the
election.] Such election when made in the return is
made: PROVIDED, THAT AN INDIVIDUAL WHO
IS ENTITLED TO AND CLAIMED FOR THE
OPTIONAL STANDARD DEDUCTION SHALL
NOT BE REQUIRED TO SUBMIT WITH HIS TAX
RETURN SUCH FINANCIAL STATEMENTS
OTHERWISE REQUIRED UNDER THIS CODE:
PROVIDED, FURTHER, THAT EXCEPT WHEN
THE COMMISSIONER OTHERWISE PERMITS,
THE SAID INDIVIDUAL SHALL KEEP SUCH
RECORDS PERTAINING TO HIS GROSS INCOME
DURING THE TAXABLE YEAR, AS MAY BE
REQUIRED BY THE RULES AND REGULATIONS
PROMULGATED BY THE SECRETARY OF

»
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FINANCE UPON RECOMMENDATION OF THE
COMMISSIONER.

XXX

SECTION 37. Subsection 29(1) of the Code is
hereby repealed and a new Section 34 is hereby created
to read as follows: :

SEC. 34. ALLOWANCE OF PERSONAL
EXEMPTION FOR INDIVIDUAL TAXPAYER. - (A)
FOR PURPOSES OF DETERMINING THE TAX
PROVIDED IN SECTION 24(A) OF THIS TITLE,
THERESHALLBEALLOWEDA BASICPERSONAL
EXEMPTION OF TWENTY-FIVE THOUSAND
PESOS (P25,000) FOR EVERY INDIVIDUAL
TAXPAYER.

IN THE CASE OF MARRIED INDIVIDUALS
WHERE ONLY ONE OF THE SPOUSES IS
DERIVINGGROSSINCOME, ONLY SUCHSPOUSE
SHALL BE ALLOWED THE PERSONAL
EXEMPTION. : '

(B) 'ADDITIONAL EXEMPTION FOR
DEPENDENTS. - THERE SHALL BE ALLOWED
AN ADDITIONAL EXEMPTION OF SIX
THOUSAND FIVE HUNDREDPESOS (P6,500) FOR
EACH DEPENDENT NOT EXCEEDING FOUR (4).

THE ADDITIONAL EXEMPTION FOR
DEPENDENTS SHALL BE CLAIMED BY ONLY
ONE OF THE SPOUSES IN THE CASE OF MARRIED
INDIVIDUALS.

IN THE CASE OF LEGALLY SEPARATED
SPOUSES, ADDITIONAL EXEMPTIONS MAY BE
CLAIMED ONLY BY THE SPOUSE WHO HAS
CUSTODY OF THE CHILD OR CHILDREN:
PROVIDED, THAT THE TOTAL AMOUNT OF
ADDITIONAL EXEMPTIONS THAT MAY BE
CLAIMED BY BOTH SHALL NOT EXCEED THE
MAXIMUM ADDITIONAL EXEMPTIONS HEREIN
ALLOWED.

FOR PURPOSES OF THIS SUBSECTION, A

‘DEPENDENT’ MEANS A LEGITIMATE,

RECOGNIZED NATURAL OR LEGALLY
ADOPTED CHILD CHIEFLY DEPENDENT UPON
AND LIVING WITH THE TAXPAYER IF SUCH
DEPENDENT IS NOT MORE THAN TWENTY-
ONE(21) YEARS OF AGE, UNMARRIED ANDNOT

GAINFULLY EMPLOYED OR IF SUCH
DEPENDENT, REGARDLESS OF AGE, IS
INCAPABLE OF SELF-SUPPORT BECAUSE OF
MENTAL OR PHYSICAL DEFECT.

(C) CHANGE OF STATUS.-IFTHETAXPAYER
MARRIES OR SHOULD HAVE ADDITIONAL
DEPENDENT(S) AS DEFINED ABOVE DURING
THE TAXABLE YEAR, THE TAXPAYER MAY
CLAIM THE CORRESPONDING ADDITIONAL
EXEMPTION, AS THE CASE MAY BE, IN FULL
FOR SUCH YEAR.

IF THE TAXPAYER DIES DURING THE
TAXABLE YEAR,HISESTATEMAY STILL CLAIM
THE PERSONAL AND ADDITIONAL EXEMP-
TIONS FOR HIMSELF AND HIS DEPENDENT(S)
AS IF HE DIED AT THE CLOSE OF SUCH YEAR.

IF THE SPOUSE OR ANY OF THE
DEPENDENTS DIES OR IF ANY OF SUCH
DEPENDENTS MARRIES, BECOMES TWENTY-
ONE (21) YEARSOLD ORBECOMES GAINFULLY
EMPLOYED DURING THE TAXABLE YEAR, THE
TAXPAYER MAY STILL CLAIM THE SAME
EXEMPTIONS AS IF THEY DIED, OR IF SUCH
DEPENDENTS MARRY, BECOME TWENTY-ONE
(21) YEARS OLD OR BECOME GAINFULLY
EMPLOYED AT THE CLOSE OF SUCH YEAR.

"(D) PERSONAL EXEMPTION ALLOWABLE
TO NONRESIDENT ALIEN INDIVIDUAL. - A
NONRESIDENT ALIEN INDIVIDUAL ENGAGED
IN TRADE, BUSINESS OR IN THE EXERCISE OF
A PROFESSION IN THE PHILIPPINES SHALL BE
ENTITLED TO PERSONAL EXEMPTION IN THE
AMOUNT EQUAL TO THE EXEMPTIONS
ALLOWED IN THE INCOME TAX LAW IN THE
COUNTRY OF WHICH HE IS A SUBJECT OR
CITIZEN, TO CITIZENS OF THE PHILIPPINES
NOT RESIDING IN SUCH COUNTRY, NOT TO
EXCEED THE AMOUNT FIXED IN  THE
PRECEDING SECTION AS EXEMPTION FOR
CITIZENS OR RESIDENTS OF THE PHILIPPINES:
PROVIDED, THAT SAID NONRESIDENT ALIEN
SHOULDFILE ATRUEAND ACCURATERETURN
OF THE TOTAL INCOME RECEIVED BY HIM
FROM ALL SOURCES IN THE PHILIPPINES, AS
REQUIRED BY THIS TITLE.

SECTION 38. Section 34 ofthe Code isrenumbered
as Section 39 and is amended to read as follows:
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"SEC. [34] 39. Determination of amount [of] and
recognition of gain or loss. -

"([a]A) Computation of [g]Gainor [I]Loss.-x x x.

"([b]B) .Basis for determining gain or loss from
disposition of property. - X X X.

(1) The cost thereof in the case of property acquired
on or [before] AFTER March 1, 1913, if such property
was acquired by purchase; or

"(2) xxx
"(3) xxx

“(4) Ifthe property [,other than capital asset referred
to in Section 21 (e),] was acquired for less than an
adequate consideration in money or money’s worth, the
basis of such property is [(i)] the amount paid by the
transferee for the property [or (ii) the transferor’s
adjusted basis at the time of the transfer whichever is
greater].

"5)xxx
"([c]C) Exchange of Property. - x x x
"(1) General Rule. - x x x
"(2) Exception.-xxx
(a)xxx.
- (b)xxx.
(C)xxx.

No gain or loss shall also be recognized if property
is transferred to a corporation by person in exchange
for stock OR UNIT OF PARTICIPATION in such a
corporation of which as a result of such exchange said
person alone or together with others, not exceeding
four (4) persons, gains control of said corporation[;]:
Provided, That stocks issued for services shall not be
considered as issued in return for property.

SECTION 39. A new Section is hereby inserted

after Section 41, now Section 46 of the Code to read as
follows:

"SEC. 47. ACCOUNTING FOR LONG-TERM

CONTRACTS. - INCOME FROM LONG-TERM
CONTRACTS SHALL BE REPORTED FOR TAX
PURPOSES IN THE MANNER AS PROVIDED IN
THIS SECTION. AS USED HEREIN, THE TERM
‘LONG-TERM CONTRACTS' MEANS BUILD-
ING, INSTALLATION, OR CONSTRUCTION
CONTRACTS COVERING A PERIOD IN EXCESS
OF ONE (1) YEAR. PERSONS WHOSE GROSS
INCOME IS DERIVED IN WHOLE OR IN PART
FROMSUCHCONTRACTS SHALL REPORT SUCH
INCOME UPON THE BASIS OF PERCENTAGE OF
COMPLETION. THE RETURN SHOULD BE
ACCOMPANIED BY A CERTIFICATE OF
ARCHITECTS, OR ENGINEERS SHOWING THE
PERCENTAGE OF COMPLETION DURING THE
TAXABLE YEAR OF THE ENTIRE WORK
PERFORMED UNDER CONTRACT. THERE
SHOULD BE DEDUCTED FROM SUCH GROSS
INCOME ALL EXPENDITURES MADE DURING
THE TAXABLE YEAR ON ACCOUNT OF THE
CONTRACT, ACCOUNT BEING TAKEN OF THE
MATERIAL AND SUPPLIES ON HAND AT THE
BEGINNING AND END OF THE TAXABLE
PERIOD FOR USE IN CONNECTION WITH THE
WORK UNDER THE CONTRACT BUT NOT YET
SO APPLIED. IF UPON COMPLETION OF A
CONTRACT, IT IS FOUND THAT THE TAXABLE
NET INCOME ARISING THEREUNDER HAS NOT
BEENCLEARLY REFLECTEDFORANY YEAROR
YEARS, THE COMMISSIONER MAY PERMIT OR
REQUIRE AN AMENDED RETURN."

SECTION 40. Section 44 of the Code is hereby
renumbered as Section 50 and amended to read.as
follows:

"SEC. [44] 50. Individual Return[s]. -- ([a]A)
Requirements.-- (1) Exceptas provided in paragraph (2)
of this Section, the following individuals are required to
file an income tax return:

(A) Every Filipino citizen, [whether] residing in
the Philippines [or abroad],

(B) EVERY FILIPINO CITIZEN, RESIDING
OUTSIDE THE PHILIPPINES, ON HIS INCOME
FROM SOURCES WITHIN THE PHILIPPINES,

[(B)] (C) Every alien residing in the Philippines,
[regardless of whether the] ON [gross] income [was]
derived from sources within {or without] the Philippines,
and
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[(C)) (D) Every nonresident alien engaged in trade
orbusiness ORIN THEEXERCISE OF PROFESSION
in the Philippines. .

(2) The following individuals shall not be required
to file an income tax return:

(A) AN [Individuals] INDIVIDUAL whose gross
income does notexceed his total personal and additional
exemptions for dependents under Section [29]34:
Provided, That a citizen of the Philippines [engaged in
business or practice of profession within or without the
Philippines} and any alienindividual engaged in business
or practice of profession within the Philippines shall file
an income tax return, regardless of the amount of gross
income.

[(B) Regardless of the amount of income, the
following individuals shall not also be required to filean
income tax return:

(i) Individuals whose income consists solely of
interest, prizes, winnings, royalties, dividends, share of
an individual person in a partnership referred to under
Section21(c); . :

(ii) Alien employees of regional or area
headquarters of multinational corporations with respect
to income referred to under Section 22(c);

(iii) Aliens employed by offshore banking units with
respect to income under Section 22(d),

(iv) Alien employees of service contractors and
subcontractors engaged in petroleum exploration in the
Philippines with respect to income referred to under
Section 22(e); and

(v) Other individuals not required to file an income
tax return, pursuant to other provisions of this Code and
other laws, general or special.] -

[(C)] B) AN [Individuals] INDIVIDUAL with
respect to pure compensation income, as defined in
Section[28]31([a]A)(1),derived from sources within the
Philippines, the income tax on which has been
CORRECTLY withheld under the provisions of Section
[(72)] 78 of this Code: Provided, That an individual
deriving compensation concurrently from two or more
employers at any time during the taxable year shall file
an income tax return: Provided, further, That an

individual whose pure compensationincome DERIVED
FROM SOURCES WITHIN THE PHILIPPINES
exceeds [Sixty] SEVENTY-SIX Thousand Pesos
(P76,000) shall falso] file an income tax return.

(C) ANINDIVIDUAL WHOSE SOLE INCOME
HAS BEEN SUBJECTED TO FINAL WITH-
HOLDING TAX PURSUANT TO SECTION 56(A)
OF THIS CODE, AND '

.(D) ANINDIVIDUAL WHOIS EXEMPT FROM
INCOME TAX PURSUANT TO THE PROVISIONS
OF THISCODE AND OTHERLAWS,GENERALOR
SPECIAL.

(3) THE FOREGOING NOTWITHSTANDING,
ANY INDIVIDUAL NOT REQUIRED TO FILE AN
INCOMETAXRETURNMAY NEVERTHELESS BE
REQUIRED TOFILE ANINFORMATION RETURN
PURSUANT TO RULES AND REGULATIONS
PRESCRIBEDBY THE SECRETARY OF FINANCE,
UPON ~RECOMMENDATION OF THE
COMMISSIONER."

[(3)] (4) The income tax return shall be filed in
duplicate[, and shall set forth specifically the gross
amount of income from all sources, except that of
nonresident aliens engaged in trade or business in the
Philippines, which shall contain only suchincome derived
from sources within the Philippines.] BY THE
FOLLOWING PERSONS: :

(A) A RESIDENT CITIZEN -- ON HIS INCOME
FROM ALL SOURCES;

(B) A NON-RESIDENT CITIZEN -- ON HIS
INCOMEDERIVED FROM SOURCES WITHINTHE
PHILIPPINES;

(C) A RESIDENT ALIEN - ON HIS INCOME
DERIVED FROM SOURCES WITHIN THE
PHILIPPINES; .

(D) A NON-RESIDENT ALIEN -- ON HIS
INCOMEDERIVED FROM SOURCES WITHIN THE
PHILIPPINES.

(b) Where to file. - Except in cases where the
Commissioner [of Internal Revenue] otherwise pernits,
thereturnshallbe filed with AN AUTHORIZED AGENT
BANK, Revenue District Officer, Collection Agent or
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duly authorized treasurer of the CITY OR municipality
in which such person has his legal residence or principal
place of business in the Philippines, or if there be no
legal residence or place of business in the Philippines,
[then] with the Office of the Commissioner of Internal
Revenue.

XXX

SEChON 41. Section45 ofthe Codeis renumbered
as Section 51 and paragraph (c) thereof is amended to
read as follows:

"SEC.[45]51. Corporation Returns.

XXX

(c) Return of [c]Corporation [c]Contemplating
[d]Dissolution OR REORGANIZATION. - Every
corporationshall, withinthirty (30) days after theadoption
by the corporation of a resolution or plan for [the] ITS
dissolution; {of the corporation] or for the liquidation of
the whole or any part of its capital stock, including
corporations which have been notified of possible
involuntary dissolution by the Securities and Exchange
Commission; OR FOR ITS REORGANIZATION,
render a correct return to the Commissioner [of Internal
Revenue], verified under oath, setting forth the terms of
suchresolution orplan and such otherinformation as the
Secretary of Finance, UPON RECOMMENDATION
OF THE COMMISSIONER, shall, by RULES AND
regulationS, prescribe.

Thedissolving OR REORGANIZING corporation
SHALL, prior to the issuance BY THE SECURITIES
AND EXCHANGE COMMISSION of the Certificate
ofDissolution ORREORGANIZATION, ASMAY BE
DEFINED BY RULES AND REGULATIONS
PRESCRIBED BY THE SECRETARY OF FINANCE,
UPON RECOMMENDATION OF THE COM-
MISSIONER, [by the Securities and Exchange
Commission shall] secure a certificate of tax clearance
from the Bureau of Internal Revenue which certificate
shall be submitted to the Securities and Exchange
Commission." E

SECTION 42. Section48 ofthe Code is renumbered

as Section 54 and amended to read as follows:

« "SEC. [48]-54. - Returns of General Professional
Partnerships. - Every general professional partnership
shall file, in duplicate, a return of its income, except
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income exempt under Section [28) 31([b]B) of this Title,
setting forth the items of the gross income and the
deductions allowed by this Title, and the names;
TAXPAYER IDENTIFICATION NUMBERS (TIN),
[and] addresses and shares of EACH of the partners."

SECTION 43. Section 50 of the Code isrenumbered
as Section 56 and amended to read as follows:

" "SEC.[50] 56. Withholding of Tax [a] At Source. -
(a) Withholding of [f]Final. [t]Tax on [c]Certain
[i]Incomes. - The tax imposed or prescribed by Sections
[21(c), 21(d)(2);22(2)(2), (b).(c)(d),(e); 24(eX1), (€X2XB),
(eX(3);and25(a)(4),(aX(5), (a)6XA), (aX6)(B), (aX6XCXil),
(bX1),(bX2),(bX3), (b)(4), (bXSXA), (X SXB), (bXSXeX )]
24(BX1),24(B)(2); 24(CX(1), 24(CX2); 25(AX2),25(AX3),
25(B),25(C), 25(D),25(E); 27(EX1), 27(E)(2); 28(AX4),
28(A)(6)(a), 28(AX6)(B),28(AX6)c),28(BX1),28(BX2),
28(B)(3),28(B)(4),28(BXSXA), 28(BX5XB), 28(BXSXC),
32 and 283 ofthis Code onspecified items of income shall
be withheld by payor-corporation and/or person and
paid in the same mannerand subjectto the same conditions
as provided in Section{51] 57 of [the National Internal
Revenue] THIS Code... - .. - o .

(b) Withholding of [c]Creditable [t]Tax faJAt
[s]Source. - The Secretary of Finance may, upon the
recommendation of the Commissioner:[of Internal
Revenue], require [also] the withholding of a tax on the
items ofincome payabletoNATURAL ORJURIDICAL
persons, [(natural orjuridical)} residing in the Philippines,
by payor-corporation/persons as provided for by law,
attherate of not less than [Two and a half] ONE percent
[(2 1/2%)] (1%) but not more than thirty[-five] percent
[(35%)](30%) thereof, which shall be credited against
the income tax liability of the taxpayer for the taxable
year." :

SECTION 44. Section 51 ofthe Code isrenumbered
as Section 57 and amended to read as follows:

"SEC. [51] 57. Returns and Payment of Taxes
Withheld [a]At Source. - ({a]A) Quarterly [r]Returns
and [p]Payments. of [t]Taxes {w]Withheld. - Taxes
deducted and withheld under Section [50] 56 BY
WITHHOLDING AGENTS shall be covered by a
return and paid to, EXCEPT IN CASES WHERE THE
COMMISSIONER OTHERWISE PERMITS, [the] AN
AUTHORIZED AGENT BANK, Revenue District
Officer, Collection Agent, or duly authorized Treasurer
of the city or municipality where the withholding agent
has his legal residence or principal place of business, or:
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where the withholding agent is a corporation, where
the principal office is located. [The Commissioner of
Internal Revenue may, with the approval of the Secretary
of Finance, require the withholding agents to pay or
deposit thetaxes deducted or withheld at more frequent
intervals when necessary to protect the interest of the
Government.]

Thetaxes deducted and withheld by the withholding
agent shall be held as a special fund in trust for the
government until paid to the collecting officers.

"The return for final withholding tax shall be filed
and the paymentmade within TWENTY-FIVE (25) days
from the close of each calendar quarter, while the return
for creditable withholding taxes shall be filed and the
payment made not later than the last day of the month
following the-close of the quarter during which
withholding was made:[.] PROVIDED, THAT THE
COMMISSIONER, WITHTHE APPROVAL OF THE
SECRETARY OFFINANCE,MAY REQUIRE THESE
WITHHOLDING AGENTS TO PAY OR DEPOSIT
THE TAXES DEDUCTED OR WITHHELD
AT MORE FREQUENT INTERVALS WHEN
NECESSARY TO PROTECT THE INTEREST OF
THE GOVERNMENT.

([b]B) Statement of [i] Income [p ] Payments [m ]Mdde
and [t]Taxes [w]Withheld. - x x X

(C) Annual INFORMATION [r]Return. - Every
withholding agent required to deduct and withhold
taxes under Section [50] 56 shall submit to -the
Commissioner [of Internal Revenue a reconciliation
statement of quarterly payments and]) AN ANNUAL
INFORMATION RETURN CONTAINING THE list
of payees and income payments, AMOUNT OF TAXES
WITHHELD FROM EACH PAYEE AND SUCH
OTHER PERTINENT INFORMATION AS MAY BE
REQUIRED BY THE COMMISSIONER. In the case
of final withholding taxes, the return shall be filed on or
before January 31 of the succeeding year, and for
creditable withholding taxes, not later than March 1 of
the year following the year for which the annual report
is being submitted. This return, if made and filed in
accordance with the RULES AND regulations approved
by the Secretary of Finance, UPON RECOM-
MENDATION OF THE COMMISSIONER, shall be
sufficient compliance with the requirements of Section
[61]67 of this Title in respect to the income payments.

XXX

"((dID)xxx

"(E) NO REGISTRATION OF ANY
DOCUMENT TRANSFERRING REAL PROPERTY
SHALL BE EFFECTED BY THE REGISTER OF
DEEDS UNLESS THE COMMISSIONER OR HIS
DULY AUTHORIZED REPRESENTATIVE HAS
CERTIFIED THAT SUCH TRANSFER HAS BEEN
REPORTED, AND THE CAPITAL GAINS OR
CREDITABLE WITHHOLDINGTAX,IF ANY,HAS
BEEN PAID: PROVIDED, HOWEVER, THAT THE
INFORMATIONASMAY BEREQUIREDBY RULES
AND REGULATIONS TO BE PRESCRIBED BY
THE SECRETARY OF FINANCE, UPON
RECOMMENDATION OF THE COMMISSIONER,
SHALL BE ANNOTATED BY THE REGISTER OF
DEEDS IN THE TRANSFER CERTIFICATE OF
TITLE OR CONDOMINIUM CERTIFICATE OF
TITLE: PROVIDED, FURTHER, THAT IN CASES
OF TRANSFER OF PROPERTY TO A
CORPORATION, PURSUANT TO A MERGER,
CONSOLIDATION OR REORGANIZATION, AND
WHERE THE LAW ALLOWS DEFERRED
RECOGNITION OF INCOME IN ACCORDANCE
WITH SECTION 39, THE INFORMATION ASMAY
BE REQUIRED BY RULES AND REGULATIONS
TO BE PRESCRIBED BY THE SECRETARY OF
FINANCE, UPON RECOMMENDATION OF THE
COMMISSIONER, SHALL BE ANNOTATED BY
THEREGISTER OF DEEDS AT THE BACK OF THE
TRANSFER CERTIFICATE OF TITLE OF THE
REAL PROPERTY INVOLVED: PROVIDED,
FINALLY, THAT ANY VIOLATION OF THIS
PROVISIONBY THEREGISTER OF DEEDS SHALL
BE SUBJECT TO THE PENALTIES IMPOSED
UNDER SECTION 270 OF THIS CODE.

SECTION 45 Section 55 ofthe Codeis renumbered
as Section 61 and amended to read as follows:

"SEC.[55]61. Exemption [a] Allowedto [e]Estates
and [t]Trusts. - For the purpose of the tax provided for
in this Title, there shall be allowed an exemption of [Six
thousand pesos] TWENTY-FIVE THOUSAND
PESOS (P25,000) from the income of the estate or trust.

SECTION 46; Section 64 ofthe Code isrenumbered
as Section 70 and is amended to read as follows:

"SEC. [64] 70. Disposition of Income Tax Returns,
Publication of Lists of [Persons Filing Rcturns and
Paying Taxes] TAXPAYERS AND FILERS. - x x X
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The Commissioner [of Internal Revenue] may, in
each year, cause to be prepared and published in any
newspaper [and otherwise make available to public
inspection upon written request and pursuant to
regulationsto be prescribed by the Secretary of Finance. ]
THE lists containing the names and addresses of persons
who have filed income tax returns [with the amount of
income declared and the income tax paid by each. The
list of taxpayers for the preceding taxable year in each
municipality or city shall be posted at the main entrance
of the respective municipal building or city hall.}”

SECTIONA47. Section 69 ofthe Codeisrenumbered

o as Section 75 and amended to read as follows:
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"SEC. [69] 75. Final Adjustment Return. - Every
corporation liable to tax under Section [24] 27 shall file
a final adjustment return covering the total taxable
income for the preceding calendar or fiscal year. Ifthe
sum of the quarterly tax payments made during the said
taxable year is not equal to the total tax due on the entire
taxable [net] income of that year, the corporation shall
cither:

(a) Pay the [excess] BALANCE OF TAX still
due; or

(B) CARRY-OVER THE EXCESS CREDIT; OR

[(6)] (C) Be CREDITED OR refunded with the
excess amount paid, as the case may be.

"Incasethe corporationisentitledtoaTAX CREDIT
OR refund of the excess estimated quarterly income
taxes paid, the [refundable] EXCESS amount shown on
its final adjustment return may be CARRIED OVER
AND credited against the estimated quarterly income
tax liabilities for the taxable quarters of the succeeding
taxable yearS. ONCE THE OPTION TO CARRY-
OVER AND APPLY THE EXCESS QUARTERLY
INCOME TAX AGAINST INCOME DUE FOR THE
TAXABLE QUARTERS OF THE SUCCEEDING
TAXABLE YEARS HAS BEEN MADE, SUCH
OPTION SHALL BECONSIDEREDIRREVOCABLE
FOR THAT TAXABLE PERIOD AND NO
APPLICATIONFOR CASHREFUND ORISSUANCE
OF A TAX CREDIT CERTIFICATE SHALL BE
ALLOWED THEREFOR."

SECTION48. Section 70 ofthe Codeis renumbered

as Section 76 and paragraph (a) thereof is amended to
read as follows:

"SEC. [70] 76. PLACE AND TIME OF FILING
AND PAYMENT OF QUARTERLY CORPORATE
INCOME TAX.

(a) Place of [f]Filing. - EXCEPT AS THE
COMMISSIONER OTHERWISE PERMITS, [T]the
quarterly income tax declaration required in Section
[68] 74 and the final adjustment return required in
Section [69] 75 shall be filed with the Revenue District
Officer or [the] Collection Agent or duly authorized
Treasurer of the CITY OR municipality having
Jurisdiction over the location of the principal office of the
corporation filing the return or place where its main
books of accounts and other data from which the return
is prepared are kept.

XXX

SECTIONA49. Section 74 of the Code isrenumbered
as Section 80 and amended to read as follows:

"SEC.[74]80. FILING OF Returnand [p] Payment
[tothe Government] of [t] Taxes fw] Withheld. - EXCEPT
ASTHE COMMISSIONER OTHERWISEPERMITS,
[Ttaxes deducted and withheld [hereunder] by the
employer on wages of employees shall be covered by
a return and paid to aN AUTHORIZED BANK,
[c]Collection [a]Agent, ORTHE DULY AUTHORIZED
TREASURER of the city or municipality [in which]
WHERE the employer has his legal residence or
principal place of business, or, in case the employer is
acorporation, [in which] WHERE the principal office is
located.

"The return shall be filed and the payment made
within twenty-five (25) days from the close of each
calendar quarter[. The taxes deducted and withheld by
employers shall be held in a special fund in trust for the
governmentuntil the same are paid to the said collecting
officers.]: PROVIDED, HOWEVER, THAT [T]the
Commissioner [of Internal Revenue] may, with the
approval of the Secretary of Finance, require the
employers to pay or deposit the taxes deducted and
withheld atmore frequent intervals, in cases where such

" requirement is deemed necessary to protect thei interest

of the government.

THE TAXES DEDUCTED AND WITHHELD

" BYEMPLOYERS SHALL BEHELD IN A SPECIAL

FUNDIN TRUSTFOR THE GOVERNMENT UNTIL

. THESAMEAREPAIDTOTHE SAIDCOLLECTING

OFFICE
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SECTION 50. Section 76 ofthe Codeisrenumbered
as Section 82 and amended to read as follows:

"SEC. [76] 82. Statements and Returns. - (a)
Requirements. - Every employer required to deduct
and withhold a tax [in respect of the wages of an
employee]shall furnish to each suchemployee inrespect
of his employment during the calendar year, on or
before January thirty-first of the succeeding year, or, if
his employment is terminated before the close of such
calendar year, onthe same day of which the last payment
of wages is made, a written statement [showing]
CONFIRMING the wages paid by the employer to such
employee during the calendar year, and the amount of
tax deducted and withheld under this Chapter in respect
of such wages. The statement required to be furnished
by this Section inrespect of any wages shall [be furnished
atsuch othertimes shall] contain such other information,
and shall BE FURNISHED AT SUCH OTHER TIME
AND in such form as the Secretary of Finance, UPON
THE RECOMMENDATION OF THE
COMMISSIONER, may, by RULES AND regulations,
prescribe.

"(b) ANNUAL INFORMATION Returns. - Every
employer required to deduct and withhold the taxes in
respect of the wages ofhis employees shall, on or before
January thirty-first of the succeeding year, submit to
the Commissioner [of Internal Revenue a] AN
ANNUAL INFORMATION return CONTAINING A
LIST OF EMPLOYEES, [of] the total amount OF
COMPENSATION INCOME OF EACHEMPLOYEE,
TOTAL AMOUNT OF TAXES withheld THERE-
FROM during the year, accompanied by copies of the
statement THEREFROM during the year, accompanied
by copies of the statement referred to in the preceding
paragraph AND SUCH OTHER INFORMATION AS
MAY BEDEEMED NECESSARY. Thisreturn,ifmade
and filed in accordance with RULES AND regulations
promulgated by the Secretary of Finance, UPON
RECOMMENDATION OF THE COMMISSIONER,
shall be sufficient compliance with the requirements of
Section [61] 67 of this Title in respect of such wages.

ll(c) x x x.ll
SECTION 51. Section 77, Chapter I of Title III of

the Code is renumbered as Section 83 and amended to
read as follows:

"SEC.[77]83. Rates of [e] Estate [1] Tax. - There shall
belevied, assessed, collected, and paid upon the transfer

of the net estate as determined in accordance with
Sections [78]84 and [79]85 of every decedent, whether
resident or nonresident of the Philippines, a tax based
onthe value of suchnetestate, as computed inaccordance
with the following schedules:

"If the net estate is:

[Over But Not TheTax Plus OfExcess Over
Over Shall Be

P200,000  Exempt
P200,000 500,000 5%nilP200,000

500,000' 2,000,000 P15,000 8% 500,000
2,000,000 5,000,000 135000 12% 2,000,000
5,000,000 10,000,000 495000 21% 5,000,000
10,000,000 And Over 1,545,000 35% 10,000,000]

Over But Not TheTzix Plus OfExcess Over
Over Shall Be

P200,000 Exempt

P200,000 500,000 0 5% P200,000
500,000 2,000,000 P15000 8% 500,000

2,000,000 5,000,000 135000 11% ‘1000,000

5,000,000 10,000,000 465,000 15% 5,000,000

10,000,000 And Over 1215000 20% 10,000,000

SECTION52. Section 79 ofthe Code is renumbered
as Section 85 and amended to read as follows:

"SEC.{79]85.-Computationof [n]Net [e] Estate [and
Estate Tax]. - For the purpose of the tax imposed in this
Chapter, the value of the net estate shall be determined:

"(fa]A) In the case of a citizen or resident of the
Philippines, by deducting from the value of the gross
estate -

"(1) Expenses, [l]Losses, [i]Indebtedness, and
[t] Taxes. - Such amounts -

([AJa) For actual funeral expenses or in amount
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equalto five per cent[um] of the gross estate, whichever
is lower but in no case to exceed [P100,000] P200,000;

(Blb)xxx

(Cloyxxx

(DI xxx

([E];) XXX

"(2) Property [p]Previously [t] Taxed. - x x x
"(3) Transfers for [p]Public [u]Use. - x xx
"(4) The [{]Family [h]Home. - x X x.

(5) STANDARD DEDUCTION - AN AMOUNT
EQUIVALENT TO ONE MILLION PESOS
(P1,000,000)."

(6) MEDICAL EXPENSES. - MEDICAL
EXPENSES INCURRED BY THE DECEDENT
WITHIN ONE YEAR PRIOR TO HIS DEATH
WHICH SHALL BE DULY SUBSTANTIATED
WITHRECEIPTS: PROVIDED, THAT INNO CASE
SHALL THE DEDUCTIBLE MEDICAL EXPENSES
EXCEED FIVE HUNDRED THOUSAND PESOS
(P500,000).

(7) AMOUNT RECEIVED BY HEIRS UNDER
REPUBLICACT4917.— ANY AMOUNT RECEIVED
BY THE HEIRS FROM THE DECEDENT’S
EMPLOYER AS ACONSEQUENCEOF THEDEATH
OF THE DECEDENT- EMPLOYEE IN
ACCORDANCE WITH REPUBLIC ACT 4917:
PROVIDED, THAT SUCHAMOUNT IS INCLUDED
IN THE GROSS ESTATE OF THE DECEDENT.

"([b]B) Deductions [a]Allowed to [n]Nonresident
[e]Estates. -xx x."

SECTION 53. Section 83 of the Code is hereby
renumbered as Section 89 and sub-sections (a) and (d)
thereof are amended to read as follows:

"SEC. [83]89. ESTATE TAX [R]returns. -

"([aJA) Regquirements. - In all cases of transfers
subject to THE tax IMPOSED HEREIN, or where,
though exempt from tax, the gross value of the estate
exceeds [Three] TWO HUNDRED thousand pesos,

ORREGARDLESS OF THE GROSS VALUE OF THE
ESTATE, WHERE THE SAID ESTATE CONSISTS
OFREGISTERED ORREGISTERABLEPROPERTY
SUCH AS REAL PROPERTY, MOTOR VEHICLE,
SHARES OF STOCK OR OTHER SIMILAR
PROPERTY FOR WHICH A CLEARANCE FROM
THE BUREAU OF INTERNAL REVENUE IS
REQUIRED AS A CONDITION PRECEDENT FOR
THE TRANSFER OF OWNERSHIP THEREOF IN
THE NAME OF THE TRANSFEREE, the executor, or
THE administrator, or any of the legal heirs, as the case
may be, shall file areturnunder oath in duplicate, setting
forth:

"(xxx
"(2)xxx
"3)xxx

"Provided, however, That estate TAX returns
showing a gross value [of] EXCEEDING [Fifty
thousand] TWOMILLION pesos (P2,000,000) [ormore]
shall be {accompanied] SUPPORTED with a statement
[of] DULY CERTIFIED TO BY A CERTIFIED
PUBLIC ACCOUNTANT CONTAINING THE
FOLLOWING:

"(D1A)xxx
"[@1B)xxx

"[(3)1(C) the amount of tax due whether paid or still
due and outstanding [duly certified to by a certified
public accountant].

"([b]B)xx x
"([c]lC)xxx

"([d]D) Place of Filing. - Except in cases where the
Commissioner [of Internal Revenue] OTHERWISE
permits, the return required under Subsection ([a]A)
shall be filed with [the] AN AUTHORIZED AGENT
BANK, OR Revenue District Officer, Collection [Agent]
OFFICER, or duly authorized Treasurer of the city or
municipality in which the decedent was domiciled at the
time of his death or if there be no legal residence in the
Philippines, [then] with the Office of the Commissioner
[of Internal Revenuel.”

SECTION54. Section92 of the Code isrenumbered
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as Section 98 and paragraphs (a) and (b) are amended to
read as follows:

"SEC. [92]98. Rates of [t]Tax [p]Payable by
[d]Donor." ‘

"([a]A) In general - The tax for each calendar year
shall be computed on the basis of the total net gifts made
during the calendar year inaccordance with the following
schedule:

"If the net gift is:"

[Over But Not TheTax Plus OfExcess Over
Over Shall Be

P200,000 Exempt

P200,000 500,000 5%nilP200,000

500,000 2000000 P15000 8% 500,000
2,000,000 5,000,000 135000 12% 2,000,000
5000000 10,000,000 495000 21% 5,000,000

10,000000 And Over 1,545000 35% 10,000,000]

Over But Not TheTax Plus ~ OfExcess Over
Over Shall Be
P200,000 Exempt
P200,000 500000 0 5% P200,000

500000 2000000 PIS000 8% 500000
2000000 5000000 135000 11% 2,000,000
5000000 10,000,000 465000 15% _'5,00'0,000
10,000,000 And Over 1215000 20% 10,000,000

"([bB) Tax [p ]Payable by [d]Donor if | [d]Donegz"s

a [s]Stranger. - When the donee or beneficiary is a

stranger, the tax payable by the donor shall be THIRTY
PER CENT (30%) of the net gifts. x x x

"([c]C)xxx."

SECTIONS55. Section 96 is renumbered as Section
102 and is amended to read as follows:

"SEC. [96] 102. FILING OF Returnfs] AND
PAYMENT OF TAX. - ([a]A) x x x

"([b]B) Time and [p]Place of [f]Filing AND
PAYMENT. -- The return of the donor required in this
Section shall be filed within thirty (30) days after the date
the gift is made AND THE TAX DUE THEREON
SHALL BE PAID AT THE TIME OF FILING. [and,

‘e]Except in cases where the Commissioner

OTHERWISE permits, the return shall be filed AND
THE TAX PAID [with me] TO AN AUTHORIZED
AGENT BANK, THE Revenue District Officer,
Collection Agent or duly authorized Treasurer of the
city or municipality [in which] WHERE the donor was
domiciled atthe time of the transfer, orif there be no legal
residencein the Philippines, [then] with the Office of the
Commissioner [of Internal Revenue]. IN THE CASE
OF GIFTS MADE BY A NON-RESIDENT, THE
RETURN MAY BE FILED WITH THE PHILIPPINE
EMBASSY OR CONSULATE IN THE COUNTRY
WHERE HE IS DOMICILED AT THE TIME OF THE
TRANSFER, OR DIRECTLY WITH THE OFFICE
OF THE COMMISSIONER."

SECTION 56. Section 97 of the Code is hereby
deleted.

SECTION 57. Section 106 of the Code is hereby
renumbered as Section 111 and Sub-section (d) thereof
further amended to read as follows: '

"SEC. [106] 111. Refunds or [t]Tax [c]Credit of
[i]Input [t] Taxes shall be [m] Made. - Inproper cases, the

Commissioner shall grantarefund orissue thetax credit

CERTIFICATE for creditable input taxes within [sixty
(60)] ONEHUNDRED TWENTY (120) days from the
date of submission of complete documents in support of
the application filed in accordance with [subparagraphs]
SUBSECTIONS ([a]A) and ([b]B) hereof. Incase of full
or partial denial of the claim for tax refund or tax credit,
or the failure on the part of the Commissioner to act on
the application within the period prescribed above, the
taxpayer affected may, within thirty (30) days from the
receipt of the decision denying the claim or after the
expiration of the [sixty-day] ONE HUNDRED
TWENTY-DAY period, appeal the decision or the
unacted claim with the Court of Tax Appeals.”

SECTION 58. Sections 107 (Registration of value-
added taxpayer) and 109 (Notification requirements) of
the Code are hereby deleted.

SECTION 59. Section 110 of the Code is hereby
renumbered as Section 113 and is amended to read as
follows:
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"SEC.[110]113. Returnand [p] Payment of [v] Value-
added [t]Tax. -

"(fa]A) In [g]General. - Every person liable to pay
the value-added tax imposed under this Title shall file a
quarterly return of the amount of his gross sales or
receipts within twenty-FIVE [(20)] (25) days following
the close of each taxable quarter prescribed for each
taxpayer[;]: PROVIDED, HOWEVER, THAT VAT-
REGISTERED PERSONS SHALLPAY THE VALUE-
ADDED TAX ON A MONTHLY BASIS.

[Provided, That] A[a]ny person whose registration
has been cancelled inaccordance with Section [107]237
[hereof], shall file a return and pay the tax due thereon
within twenty-FIVE [(20] (25) days from the date of
cancellationofregistration: PROVIDED, THAT[O]only
one consolidated return shall be filed by the taxpayer
for his principal place of business or head office and all
branches.

"([b1B) Where to [f]File the [r]Return and [p]Pay
the [tjTax. - EXCEPT AS THE COMMISSIONER
OTHERWISE PERMITS, [T]the return shall be filed
withand the tax paid to [a] AN AUTHORIZED AGENT
bank, REVENUE COLLECTION OFFICER OR
DULY AUTHORIZED CITY OR MUNICIPAL
TREASURER IN THE PHILIPPINES [duly accredited
by the Commissioner} located within the revenue district
where the taxpayer is registered or required to register{:
Provided, however, That VAT-registered persons shall
pay the value-added tax on a monthly basis: provided,
further, that in case no accredited bank is located within
the revenue district, the return shall be filed with the tax
paid to the Revenue District Officer, Collection Agent,
or duly authorized Treasurer of the municipality where
the place ofbusiness islocated in the order mentioned].”

"([c]C)xx x"

SECTION 60. Section 124-A ofthe Code is hereby
deleted. '

SECTION 61. Section 125 of the Code is
renumbered as Section 129 and paragraphs (a)(1) and
(b) thereof are amended to read as follows:

"SEC. [125] 129. Returns and [p]Payment of
[p]Percentage [t]Taxes. - ([a]A) Returns of [g]Gross
[s]Sales, [r]Receipts or [e] Earnings and [p] Payment of
[JTax.- (1) Persons [I]Liable o [p] Play [p yJPercentage
[tJTaxes. - Every person subject to the percentage taxes

imposed under this Title shall file a quarterly return of
the amount of his gross sales, receipts or earnings and
pay the tax due thereon within twenty-FIVE [(20)] (25)
days after the end of each taxable quarter: Provided,
That in the case of a person whose VAT registration is
cancelled and who becomes liable to the tax imposed in
Section [112] 115 of'this Code, the tax shall accrue from
the date of cancellation and shall be paid in accordance
with the provisions of this Section.

XXX

([bIB) Where to [f]File. - EXCEPT AS THE
COMMISSIONER OTHERWISE PERMITS, {E]every
person liable to the percentage tax under this Title may,
at his option, file a separate return for each branch or
place of business, or a consolidated return for all
branches or places of business with the AUTHORIZED
AGENT BANK, Revenue District Officer, Collection
Agent or duly authorized Treasurer of the city or
municipality where said business or principal place of
business is located, as the case may be."

SECTION 62. Section 127, Chapter 1 [General
Provisions] of Title VI (Excise Taxes on Certain Goods)
ofthe Code is renumbered as Section 131 and paragraph
(a) thereof is amended to read as follows:

"SEC. [127] 131. FILING OF RETURN AND
Payment of [e]Excise [t]tax[es] on [d]Domestic
[p]Products. - ([a] A) [Persons liable, time for payment.
- Unless otherwise especially allowed, excise taxes on
domestic products shall be paid by the manufacturer or
producer before removal from the place of production;
Provided, that the excise tax on locally manufactured
petroleum products and indigenous petroleum levied
under Sections 145 and 151(a)(4), respectively, of th’s
Title shallbe paid within 15 days from the date of removal
thereof from the place of production]. PERSONS
LIABLE TO FILE A RETURN, FILING OF RETURN
ON REMOVAL AND PAYMENT OF TAX. - (1)
PERSONS LIABLE TO FILE A RETURN. - EVERY
PERSONLIABLE TOPAY EXCISE TAX IMPOSED
UNDER THIS TITLE SHALL FILE A SEPARATE
RETURN FOR EACH PLACE OF PRODUCTION
SETTING FORTH, AMONG OTHERS, THE
DESCRIPTION AND QUANTITY OR VOLUME OF
PRODUCTS TOBEREMOVED, THE APPLICABLE
TAX BASE AND THE AMOUNT OF TAX DUE
THEREON: PROVIDED, HOWEVER, THAT IN
THE CASE OF INDIGENOUS PETRNMT.EUM,
NATURAL GAS OR LIQUEFIED NATURAL GAS,
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THE EXCISETAX SHALL BEPAID BY THE FIRST
BUYER, PURCHASER OR TRANSFEREE FOR
LOCAL SALE, BARTER, OR TRANSFER, WHILE
THE EXCISE TAX ON EXPORTED PRODUCTS
SHALL BE PAID BY THE OWNER, LESSEE,
CONCESSIONAIRE OR OPERATOR OF THE
MINING CLAIM.

Should domestic products be removed from the
place of production without the payment of the tax, the
owner or person having possession thereof shall be
liable for the tax due thereon.

(2) TIME FOR FILING OF RETURN AND
PAYMENT OF THE TAX. - UNLESS OTHERWISE
SPECIFICALLY ALLOWED, THERETURN SHALL
BE FILED AND THE EXCISE TAX PAID BY THE
MANUFACTURER OR PRODUCER BEFORE
REMOVAL OF DOMESTIC PRODUCTS
FROM PLACE OF PRODUCTION: PROVIDED,
THAT THE EXCISE TAX ON LOCALLY
MANUFACTURED PETROLEUM PRODUCTS
ANDINDIGENOUS PETROLEUM LEVIED UNDER
SECTIONS 149AND 152(A)(4), RESPECTIVELY, OF
THIS TITLE SHALL BE PAID WITHIN FIFTEEN
(15) DAYS FROM THE DATE OF REMOVAL
THEREOF FROM THE PLACE OF PRODUCTION:
PROVIDED, FURTHER, THAT THE EXCISE TAX
ON NON-METALLIC MINERAL OR MINERAL
PRODUCTS, OR QUARRY RESOURCES SHALL
BE DUE AND PAYABLE UPON REMOVAL OF
SUCHPRODUCTS FROM THE LOCALITY WHERE
MINED OR EXTRACTED, BUT WITH RESPECT
TOTHE EXCISE TAX ON LOCALITY PRODUCED
OR EXTRACTED METALLIC MINERAL OR
MINERAL PRODUCTS, THE PERSON LIABLE
SHALL FILE A RETURN AND PAY THE TAX
WITHINFIFTEEN (15) DAYS AFTER THE END OF
THE CALENDAR QUARTER WHEN SUCH
PRODUCTS WERE REMOVED SUBJECTTOSUCH
CONDITIONS ASMAY BEPRESCRIBEDBY RULES
AND REGULATIONS TO BE PROMULGATED BY
THE SECRETARY OF FINANCE UPON
RECOMMENDATION OF THE COMMISSIONER.
FOR THIS PURPOSE, THE TAXPAYER SHALL
FILE A BOND IN AN AMOUNT WHICH
APPROXIMATES THE AMOUNT OF EXCISE TAX
DUE ON THE REMOVALS FOR THE SAID
QUARTER. THE FOREGOING RULES
NOTWITHSTANDING, FOR IMPORTED
MINERAL OR MINERAL PRODUCTS, WIIETHER
METALLIC OR NON-METALLIC, THE EXCISE

TAX DUE THEREON SHALL BE PAID BEFORE
THEIR REMOVAL FROM CUSTOMS CUSTODY:
PROVIDED, FINALLY, THAT EXCISE TAX ON
ALCOHOL AND TOBACCO PRODUCTS SHALL
BE PAID BY THE MANUFACTURER OR
PRODUCER WITHIN TWO (2) DAYS AFTER
REMOVAL OF SAID PRODUCTS FROM THE
PLACE OF PRODUCTION.

(3) PLACEFORFILING OF THE RETURN AND
PAYMENT OF THE TAX. - EXCEPT AS THE
COMMISSIONER OTHERWISE PERMITS,
THE RETURN SHALL BE FILED WITH AND
THE TAX PAID TO ANY AUTHORIZED AGENT
BANK ORREVENUE COLLECTION OFFICER, OR
DULY AUTHORIZED CITY OR MUNICIPAL
TREASURER IN THE PHILIPPINES.

(4) EXCEPTIONS. - THE SECRETARY OF
FINANCE, UPON RECOMMENDATION OF THE
COMMISSIONER MAY, BY RULES AND
REGULATIONS, PRESCRIBE:

(A) THE TIME FOR FILING THE RETURN AT
INTERVALS OTHER THAN THE TIME
PRESCRIBED IN THE PRECEDING PARAGRAPHS
FOR A PARTICULAR CLASS OR CLASSES OF
TAXPAYERS AFTER CONSIDERING FACTORS
SUCH AS VOLUME OF REMOVALS, ADEQUATE
MEASURES OF SECURITY AND SUCH OTHER
RELEVANT INFORMATION REQUIRED TO BE
SUBMITTED UNDER THE PERTINENT
PROVISIONS OF THIS CODE; AND

(B) THE MANNER AND TIME OF PAYMENT
OF EXCISE TAXES OTHER THAN AS HEREIN
PRESCRIBED, UNDER A TAX PREPAYMENT,
ADVANCE DEPOSIT OR SIMILAR SCHEMES. IN
THE CASE OF LOCALLY PRODUCED OR
EXTRACTED MINERALS ‘AND MINERAL
PRODUCTS OR QUARRY RESOURCES WHERE
THE MINE SITE OR PLACE OF EXTRACTION IS
NOT THE SAME AS THE PLACE OF PROCESSING
OR PRODUCTION, THE RETURN SHALL BE
FILED WITH THE TAX PAID TO THE REVENUE
DISTRICT OFFICE HAVING JURISDICTION
OVER THE LOCALITY WHERE THE SAME ARE
MINED, EXTRACTED OR QUARRIED:
PROVIDED, HOWEVER, THAT FOR METALLIC
MINERALS PROCESSED ABROAD, THERETURN
SHALL BE FILED AND THE TAX DUE THEREON
PAID TO THE REVENUE DISTRICT OFFICE
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HAVING JURISDICTION OVER THE LOCALITY
WHERE THE SAME ARE MINED, EXTRACTED
OR QUARRIED.

"([b]B) Determination of [g]Gross [s]Selling
[p]Priceof g]Goods subjectto [a] Ad [v]Valorem [t] Tax.
-X XX

"([c]C) x.x X
"([d]D) x x x."

SECTION 63. Section 128 of the Code is hereby
renumbered as Section 132 and amended to read as
follows:

"SEC.[128] 132. Payment of [e] Excise [t] Taxes on
[ilImported [a] Articles. -

"([a)JA) Persons liable. - x x x

"In the case of tax-free articles brought or imported
into the Philippines by persons, entities, or agencies
exempt from tax which are subsequently sold, transferred
or exchanged in the Philippines to non-exempt persons
or entities, the purchasers or recipients shall be
considered the importers thereof, and shall be liable for
the duty and internal revenue tax due on such
importation. [The tax due onsuch article shall constitute
alienon the article itself, superior to all other charges or
liens, irrespective of the possessor thereof.]

THE PROVISION OF ANY SPECIAL OR
GENERAL LAW TO THE CONTRARY
NOTWITHSTANDING, THE IMPORTATION OF
CIGARS AND CIGARETTES, DISTILLED SPIRITS
AND WINES INTO THE PHILIPPINES, EVEN IF
DESTINED FOR TAX AND DUTY FREE SHOPS,
SHALL BE SUBJECT TO ALL APPLICABLE
TAXES, DUTIES, CHARGES, INCLUDING EXCISE
TAXES DUE THEREON: PROVIDED, HOWEVER,
THATTHIS SHALLNOT APPLY TO CIGARS AND
CIGARETTES, DISTILLED SPIRITS AND WINES
BROUGHT DIRECTLY INTO THE DULY
CHARTERED OR LEGISLATED FREEPORTS OF
THE SUBIC SPECIAL ECONOMIC AND
FREEPORT ZONE, CREATED UNDER R.A. NO.
7227, THECAGAYAN SPECIAL ECONOMICZONE
ANDFREEPORT, CREATED UNDERR.A.NO.7922;
AND THE ZAMBOANGA CITY SPECIAL
ECONOMIC ZONE, CREATED UNDER R.A. NO.
7903, AND ARE NOT TRANSSHIPPED TO ANY

OTHER PORT IN THE PHILIPPINES: PROVIDED,
FURTHER, THAT IF SUCH ARTICLES DIRECTLY
BROUGHT INTO THE DULY CHARTERED OR
LEGISLATEDFREEPORTS ARE SUBSEQUENTLY
INTRODUCED INTO THE PHILIPPINE CUSTOMS
TERRITORY, THEN SUCH ARTICLES SHALL,
UPON SUCH INTRODUCTION, BE DEEMED
IMPORTED INTO THE PHILIPPINES AND SHALL
BE SUBJECT TO ALL IMPOSTS AND EXCISE
TAXES PROVIDED HEREIN AND OTHER
STATUTES: PROVIDED, FINALLY, THAT THE
REMOVAL AND TRANSFER OF TAX OR DUTY-
FREE GOODS, PRODUCTS, MACHINERY,
EQUIPMENT AND OTHER SIMILAR ARTICLES,
FROM ONE FREEPORT TO ANOTHER FREEPCRT
SHALL NOT BE DEEMED AN INTRODUCTION
INTO THE PHILIPPINE CUSTOMS TERRITORY.

THE TAX DUE ON SUCH GOODS,
PRODUCTS, MACHINERY, EQUIPMENT OR
OTHER SIMILAR ARTICLES SHALL
CONSTITUTE A LIEN ON THE ARTICLE ITSELF,
SUPERIOR TO ALL OTHER CHARGES OR LIENS,
IRRESPECTIVE OF THE POSSESSOR THEREOF.

"([b]B)xxx."

SECTION 64. Section 131 of this Code is hereby
renumbered as Section 135 and amended to read as
follows:

"SEC.[131]135. Domestic [d] Denatured [a] Alcohol,
- Domestic alcohol of not less than one hundred eighty
degrees proof (ninety percent absolute alcohol) shall,
when suitably denatured and rendered unfit for oral

. intake, be exempt from the [specific] EXCISE tax

prescribed in Section [138] 142: Provided, however,
That such denatured alcohol shall be subject to tax
under Section [100] 105 (a) of this Code: Provided,
Sfurther, That if such alcohol is to be used for motive
power, it shall be taxed under Section [145] 149 {(a)](4)
of this Code; PROVIDED, FINALLY, THAT
ANY ALCOHOL, PREVIOUSLY RENDERED
UNFITFOR ORAL INTAKE AFTER DENATURING
BUT SUBSEQUENTLY RENDERED FIT
FOR ORAL INTAKE AFTER UNDERGOING
FERMENTATION, DILUTION, PURIFICATION,
MIXTURE OR ANY OTHER SIMILAR PROCESS
SHALL BE TAXED UNDER SECTION 142 OF THIS
CODE AND SUCH TAX SHALL BE PAID BY THE
PERSON IN POSSESSION OF SUCH TAX SHALL
BE PAID BY THE PERSON IN POSSESSION OF
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SUCH REPROCESSED SPIRITS.

SECTION 65. Section 132 of this Code is hereby
renumbered as Section 136 and amended to read as
follows:

"SEC.[132]136. Petroleum [p] Products [s]Soldto
[foreign] [i]International [c]Carriers, AND EXEMPT
ENTITIES OR AGENCIES. - Petroleum products sold
on [an international carrier for [its] use or consumption
outside the Philippines shall not be subject to excise
taxes: Provided, That the country of the said exempts
from similar taxes petroleum products sold to Philippine
carriers.] THE FOLLOWING ARE EXEMPT FROM
EXCISE TAX.

(1) INTERNATIONAL -CARRIERS OF
PHILIPPINE OR FOREIGN REGISTRY ON THEIR
USE OR CONSUMPTION OUTSIDE THE
PHILIPPINES; PROVIDED, THAT THE
PETROLEUM PRODUCTS SOLD TO THESE
INTERNATIONAL CARRIERS SHALL BESTORED
IN A BONDED STORAGE TANK AND MAY BE
DISPOSED OF ONLY IN ACCORDANCE WITH
THE RULES AND REGULATIONS TO BE
PRESCRIBEDBY THE SECRETARY OF FINANCE
UPON THE RECOMMENDATION OF THE
COMMISSIONER;

(2) EXEMPT ENTITIES OR AGENCIES
COVERED BY TAX TREATIES; CONVENTIONS
AND OTHER INTERNATIONAL AGREEMENTS
FOR THEIR USE OR CONSUMPTION.

PROVIDED, HOWEVER, -THAT THE
COUNTRY OF SAID FOREIGN INTERNATIONAL
CARRIER OR EXEMPT ENTITIES OR AGENCIES
EXEMPTS FROM SIMILAR TAXES PETROLEUM
PRODUCTS SOLD TO PHILIPPINE CARRIERS,
ENTITIES OR AGENCIES.

SECTION 66. Section 134 of this Code is hereby
renumbered as Section 138 and amended to read as
follows:

"Sec. [134] 138. Removal of [s]Spirits [u]Under
[b]Bond FOR RECTIFICATION. - Spirits requiring
rectificationmay beremoved from the place of production
to [some other] ANOTHER establishment for purpose
of rectification without the prepayment of the excise
tax[;]: Provided, Thatthe distiller removing such spirits
and the rectifier receiving them shall file with the

Commissioner their joint bond conditioned upon the
payment by the rectifier of the excise tax due on the
[finished product;] RECTIFIED ALCOHOL: Provided,
Surther, That in cases where alcohol has already been
rectified either by original and continuous distillation or
by redistillation [is further rectified], no loss for
rectification and handling shall be allowed and the
rectifier thereofshall pay the [specific] EXCISE tax due
on such losses:[.] PROVIDED, FINALLY, THAT
WHERE A RECTIFIER MAKES USE OF SPIRITS
UPON WHICH THE EXCISE TAX HAS NOT BEEN
PAID,HESHALLBELIABLEFOR THEPAYMENT
OF THE TAX OTHERWISE DUE THEREON.”

SECTION 67. Section 135 of this Code is hereby
renumbered as Section 139 and amended as follows:

"SEC.[135]139. Removalof [f] Fermented [i]Liquors
to [b]Bonded [w] Warehouse. - Any brewermay remove
or transport from his brewery or other place of
manufacture to a bonded warehouse used by him
exclusively for the storage or sale in bulk of fermented
liquors of his own manufacture, any quantities of such
fermented liquors, not less than one thousand liters at
oneremoval, without [payment] PREPAYMENT ofthe
tax thereon under a permit which shall be granted by the
Commissioner. Such permit shall be affixed to every
package so removed and shall be cancelled or destroyed
in such manner as the Commissioner may prescribe.
Thereafter, the manufacturer of such fermented liquors
shall pay the tax in the same manner and under the same.
penalty and liability as when paid at the brewery.”

SECTION 68. Section 143 of the Code is
renumbered as Section 147 and the second paragraph
thereof is amended to read as follows:

"SEC. [143] 147. Inspection [f]Fee. -xx x

The inspection fee on LEAF TOBACCO, SCRAP,
cigars, cigarettes and other tobacco products AS
DEFINED IN SECTION 148 OF THIS CODE shall be
paid by the WHOLESALER, manufacturer, producer,
[or] owner OR OPERATOR OF REDRYING PLANT,
ASTHE CASEMAY BE, [withinten (10) days after the
end of each month while the inspection fee on leaf
tobacco, scrap and other manufactured tobacco shall be
paid immediately beforeremoval from the establishment
of the wholesaler, manufacturer, or redrying plant]
IMMEDIATELY BEFORE REMOVAL THEREOF
FROM THE ESTABLISHMENT OF THE
WHOLESALER, MANUFACTURER, OWNER, OR
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OPERATOR OF THE REDRYING PLANT. In case
of imported leaf tobacco and products thereof, the
inspection fee shall be paid by the importer before
removal from customs custody."

SECTION 69. Section 145 of this Code is hereby
renumbered as Section 149 and paragraph (1) thereof is
amended as follows:

"SEC.[145]149. Manufactured [o] Oils and [o] Other
[fIFuels.-xxx

(1) Lubricating oils and greases including but not
limited to base stdck for lube oils and greases, high
vacuum distillates, aromatic extracts and other similar
preparations, and additives for lubricating oils and
greases whether such additives are petroleum based or
not, per liter AND KILOGRAM, RESPECTIVELY, of
volume capacity OR WEIGHT, four pesos and fifty
centavos (P4.50): Provided, however, Thatthe [specific]
EXCISE taxes paid on the purchased feedstock (bunker)
used in the manufacture of exciseable articles and
forming part thereof shall be credited against the [specific]
EXCISE tax due therefrom: Provided, further, That
lubricating oils and greases produced from basestocks
and additives on which the [specific] EXCISE tax has
already been paid shall no longer be subject to [specific]
EXCISE tax: PROVIDED, FINALLY, THAT
LOCALLY PRODUCED OR IMPORTED OILS
PREVIOUSLY TAXED AS SUCH BUT ARE
SUBSEQUENTLY REPROCESSED, REREFINED
OR RECYCLED SHALL LIKEWISE BE SUBJECT
TO THE TAX IMPOSED UNDER THIS SECTION."

SECTION 70. Sections 146, 147 and 148 of the Code
are hereby repealed.

SECTION 71. Section 149 of the Code is hereby
renumbered as Section 150 and amended to read as
follows:

"SEC. [149] 150. Automobiles. - x xx

XXX

AUTOMOBILES ACQUIRED FOR USE BY
PERSONS OR ENTITIES OPERATING WITHIN
THE FREE PORT ZONE SHALL BE EXEMPT
FROMEXCISE TAX: PROVIDED, THAT UTILITY
VEHICLES OF REGISTERED ZONE ENTER-
PRISES, WHICH ARE INDISPENSABLE IN THE
CONDUCT AND OPERATIONS OF THEIR

BUSINESS, SUCH AS DELIVERY TRUCKS AND
CARGO VANS WITH GROSS VEHICLE WEIGHT
ABOVE THREE (3) METRIC TONS MAY BE
ALLOWED UNRESTRICTED USE OUTSIDE THE
FREE PORT ZONE: PROVIDED, FURTHER, THAT
TOURIST-ORIENTED ENTERPRISES, SUCH AS
TOURIST BUSES AND CARS WITH YELLOW
PLATES, COLOR CODED, AND UTILIZED
EXCLUSIVELY FOR THE PURPOSE OF
TRANSPORTING TOURISTS IN TOURISM
RELATED ACTIVITIES, AND SERVICE VEHICLES
OFFREEPORTREGISTERED ENTERPRISES AND
EXECUTIVES, SUCH AS COMPANY SERVICE
CARS AND EXPATRIATES’ AND INVESTORS’
AUTOMOBILES BROUGHT IN THE NAME OR
UPON THE REQUEST OF SUCH ENTERPRISES,
AND PERSONALLY-OWNED VEHICLES OF
RESIDENTS, INCLUDING THE LEASEHOLDERS
OF RESIDENCES INSIDE THE FREE PORT ZONE,
MAY BE USED OUTSIDE THE FREE PORT ZONE
FORSUCHPERIODS ASMAY BEPRESCRIBED BY
THE DEPARTMENTS OF FINANCE AND TRADE
AND INDUSTRY, THE BUREAU OF CUSTOMS
AND THE FREE PORT AUTHORITIES
CONCERNED, WHICH IN NO CASE SHALL
EXCEED FOURTEEN (14) DAYS PER MONTH.

IN CASE SUCH VEHICLES ARE USED FOR
MORE THAN AN AGGREGATE PERIOD OF
FOURTEEN (14) DAYS PERMONTH OUTSIDE OF
THE FREE PORT ZONE, THE OWNER OR
IMPORTER SHALL PAY THE CORRESPONDING
EXCISE TAX DUE ON SUCH VEHICLE.

THE SECRETARIES OF FINANCE AND
TRADE, TOGETHER WITH THE COMMISSIONER
OF CUSTOMS AND THE ADMINISTRATORS OF
THE FREE PORTS CONCERNED SHALL
PROMULGATERULES ANDREGULATIONS FOR
THE PROPER IDENTIFICATION AND CONTROL
OF SAID AUTOMOBILES.

SECTION 72. Section 150 of the Code is hereby
renumbered as Section 151 and amended to read as
follows:

"SEC.[150] 151. Non-essential [g] Goods. - x x x

"(fa]A)xxx

"([b]B) [Perfumecs and toilet walers;] TOILET
PREPARATIONS -
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THE TERM "TOILET PREPARATIONS"
SHALL INCLUDE PERFUMES, ESSENCES,
EXTRACTS, LOTIONS, TOILET WATERS,
COSMETICS, HAIR RESTORATIVES, HAIRDYES
AND ANY SIMILAR SUBSTANCE, ARTICLES OR
PREPARATIONS BY WHATSOEVER NAME
KNOWNOR DISTINGUISHED WHICH ARE USED
OR APPLIED OR INTENDED TO BE USED OR
APPLIEDFORTOILET PURPOSES. ANY ARTICLE
ADVERTISED OR HELD OUT TO BE SUITABLE
FOR TOILET PURPOSES WILL BE SUBJECT TO
TAX ASTOILET PREPARATIONS, REGARDLESS
OFTHENAMEBY WHICHITMAY BEKNOWNOR
DISTINGUISHED.

") xx x"

SECTION 73. Section 151 of the Code is hereby
renumbered as Section 152, with paragraph (¢) thereof
and paragraph (a)(4) amended to read as follows:

"SEC.[151]152. Mineral Products. -([a]A)xxx

"(4) On indigenous petroleum, NATURAL GAS
AND LIQUEFIED NATURAL GAS, a tax of [fifteen]
THREE percent [(15%)](3%) of the fair international
market price thereof, on the first taxable sale, BARTER,
EXCHANGE OR SUCH SIMILAR TRANSACTION,
such tax to be paid by the buyer or purchaser within
FIFTEEN (15)days from the date of actual orconstructive
delivery to the said buyer or purchaser. IN CASE SAID
PRODUCTS ARE EXPORTED, THE TAX SHALL
BEPAIDBY THE SELLER/EXPORTER. The phrase
'firsttaxable sale, barter, exchange or similar transaction’
means thetransfer of indigenous petroleum inits original
state to a first taxable transferee.: The fair international
market price shall be determined in consultation with an
appropriate government agency.

"X XX

["(c) Time, manner and place of payment of excise
tax onmineral and mineral products. - Unless otherwise
provided, the excise tax on mineral and mineral products
shall be due and payable upon the removal of the
minerals or mineral products or quarry resources from

the locality where mined or upon removal from customs

custody in the case of importations.

. "Any person liable to pay the excise tax on locally
produced or extracted mineral, mineral products or

quarry resources shall, before removal of such products,
filein duplicate areturn setting forth the quantity and the
actual market value of the minerals or mineral products
to be removed and pay the excise taxes due thereon to
the Collection Agent, or the Treasurer of the city or
municipality of the place where the mine is located
except as hereinbelow provided.

"However, the output of the mine may be removed
from such locality without the prepayment of such excise
taxes ifthe lessee, owner, or operator of the mining claim
shall file a bond in the form and amount and with such
sureties as the Commissioner may require, conditioned
upon the payment of such excise taxes. It shall be the
duty of every lessee, owner or operator to make a true
and completereturnin duplicate setting forth the quantity
and the actual market value of the minerals or mineral
products, or quarry resources removed during such
calendar quarter, of the balance, if any, in cases where
payments are made upon removal, and pay the excise
taxes due thereon within 20 days after the end of such
quarter to the Collection Agent, or the Treasurer of the
city or municipality of the place where the mine is
located.

-"In the case of indigenous petroleum, the tax due
thereon shall be paid by the buyer or purchaser within
15 days from the date of actual or constructive delivery
to the said buyer or purchaser.]"

SECTION 74. Section 157 of the Code is hereby
renumbered as Section 158 and amended to read as
follows:

"SEC.[157]1158. Removalof[a]Articles [a] After the
[p]Payment of[t] Taxes. - When the tax has been paid on
articles or products subject to excise tax, the same shall
not thereafter be stored or permitted to remain in the
distillery, distillery warehouse, bonded warehouse, or
other factory or place where produced. However,
upon prior permit from the Commissioner, oil refineries
and/or companies may store or deposit tax-paid
petroleum products and commingle the same with its own
[bonded] MANUFACTURED products NOT YET
SUBJECTED TO EXCISE TAX. Imported petroleum
products may be allowed to be withdrawn from customs
without the prepayment of excise tax, which products
may be commingled with the tax-paid or bonded products
ofthe importer himselfafter securing a prior permit from
the Commissioner [of Internal Revenue]: Provided,
That withdrawals shall be taxed and accounted foron a
"first-in, first-out" basis."
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SECTION 75. Section 160 of the Code is hereby
renumbered as Section 161 and amended to read as
follows:

"SEC.[160] 161. Manufacturers’and [i]Importers’
[b]Bonded. - Manufacturers and importers of articles
subject to [specific] EXCISE tax shall [give]POST A
bond [in an amount equal, as nearly as can be estimated,
to twenty percent of the taxes payable by them during
an average year.] SUBJECT TO THE FOLLOWING
CONDITIONS:

"(1) IN CASE OF INITIAL BOND, THE
AMOUNT SHALL BE EQUAL TO ONE HUNDRED
THOUSANDPESOS (P100,000); PROVIDED, THAT
IF AFTER SIX MONTHS OF OPERATION, THE
AMOUNT OF INITIAL BOND IS LESS THAN
THE AMOUNT OF THE TOTAL EXCISE TAX
PAID DURING THE PERIOD, THE AMOUNT
OF THE BOND SHALL BE ADJUSTED TO
TWICE THE TAX ACTUALLY PAID FOR THE
PERIOD. '

"(2) BONDFOR THE SUCCEEDING YEARS OF
OPERATION. - THE BONDS FOR THE
SUCCEEDING YEARS OF OPERATION SHALLBE
BASED ON THE ACTUAL TOTAL EXCISE TAX
PAID DURING THE YEAR IMMEDIATELY
PRECEDING THE YEAR OF OPERATION.

"Such bond shall be conditioned upon the faithful
compliance, during the time such business is followed,
with laws and regulations relating to such business and
for the satisfaction of all fines and penalties imposed by
this Code. [No such bond shall be required in an amount
exceeding Five hundred thousand pesos nor be
recelved in a sum less than Ten thousand pesos. 1

SECTION 76. Section 174 of the Code is hereby
renumbered as Section 175 and amended to read as
follows:

"SEC. [174] 175. Stamp [t]Tax on [b]Bonds,
[d]Debentures, DEPOSIT SUBSTITUTE DEBT
INSTRUMENTS and [c] Certificates of [i] Indebtedness.
— On allbonds, debentures, DEPOSIT SUBSTITUTE
DEBT INSTRUMENTS, and certificates of
indebtedness issued by any association, company, or
corporation, there shall be collected a documentary
stamp tax of One peso and fifty centavos (P1.50) on each
Two hundred pesos, or fractional part thereof, of the
face value of such documents."

SECTION 77. Section 175 of the Code is hereby
renumbered as Section 176 and amended to read as
follows:

"SEC.[175]176. Stamp [t]Taxon [o] Original [i]Issue
of [certificates] SHARES of [s] Stock. " On every original
issue, whether on organization, reorganization or for
any lawful purpose, of [certificates] SHARES of stock by
any association, company, or corporation, there shall be
collected adocumentary stamp tax of Two pesos (P2.00)
on each Two hundred pesos, or fractional part thereof,
of the par value of such [certificates] SHARES QF
STOCKT;): [p}Provided, [t] Thatinthe case of the ongmal
issue of SHARES OF stock without par value the amount
of'the documentary stamp tax herein prescribed shall be
based upon the actual consideration [received by the
association, company, or corporation] for the issuance
of such SHARES OF stock: PROVIDED, FURTHER,
THAT,[and]in the case of stock dividends, on the actual
value represented by each share."

SECTION 78. Section 180 of the Code is hereby
renumbered as Section 181 and amended to read as
follows:

"SEC. [180] 181. Stamp {t]Tax on [a]All [l]Loan
[a]Agreements, [p]Promissory [n]Notes, [b]Bills of
[e]Exchange, [d]Drafis, [i] Instruments and [s]Securities
[ilIssued by the [g]Government of [a]Any of its
[i]Instrumentalities, [c]Certificates of [d]DepositS
[b]Bearing [i] Interestand [o] Others [n]Not [p]Payable
on [s]Sight or [d]Demand. - On all loan agreements,
INCLUDING THOSE signed abroad, wherein the
object ofthe contractis located orused in the Philippines,
bills of exchange (between points within the Philippines),
drafts, instruments and securities issued by the
Government or any of its instrumentalities, [or] orders
for the payment of any sum of money otherwise than at
sightorondemand, [or] onall promissory notes, whether
negotiable or non-negotiable, except bank notes issued
for circulation, and on each renewal of any such note,
there shall be collected a documentary stamp tax of
[t]Thirty centavos (P0.30) on each Two hundred pesos,
or fractional part thereof, of the face value of any such
agreement, bill of exchange, draft, certificate of deposit,
or note: Provided, That only one documentary stamp
tax shall be imposed on either loan agreement, or
promissory notes issued to secure such loan, whichever
will yield a higher tax: Provided, however, That loan
agreements or promissory notes the aggregate of which
does not exceed Two hundred fifty thousand pesos
(P250,000.00) executed by an individual for his purchase
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oninstallment for his personal use or that of his family and
not for business, resale, barter or hire of a house, lot,
motor vehicle, appliance or furniture shall be exempt
from the payment of the documentary stamp tax provided
under this Section."

SECTION79. The first paragraph of Section 196,
now Section 197, of the Code is hereby amended toread
asfollows:

"SEC. [196] 197. Stamp [t]Tax on [d]Deeds of
[s]Sale and [c]Conveyances of [r]Real [p]Properiy. -
On all conveyances, deeds, instruments, or writings,
other than grants, patents, or original certificates of
adjudication issued by the Government, whereby any
lands, tenements or other realty sold shall be granted,
assigned, transferred, or otherwise conveyed to the
purchaser, or purchasers, or to any other person or
persons designated by such purchaser or purchasers,
there shall be collected a documentary stamp tax at the
RATES HEREIN BELOW PRESCRIBED, BASED
ON THE CONSIDERATION CONTRACTED TO
BE PAID FOR SUCH REALTY OR ON ITS FAIR
MARKET VALUE . DETERMINED IN
ACCORDANCE WITH SECTION 6(E) OF THIS
CODE, WHICHEVER IS HIGHER: PROVIDED,
THAT WHEN ONE OF THE CONTRACTING
PARTIES IS THE GOVERNMENT, THE TAX
HEREIN IMPOSED SHALL BE BASED ON THE
ACTUAL CONSIDERATION:

X Xx"

SECTION 80. Section 200 of the Code is hereby
renumbered as Section 201 and the provision thereof
deleted and replaced with the following:

"SEC. 201. Payment of Documentary Stamp Tax."
(A) IN GENERAL. -- THE PROVISIONS OF
PRESIDENTIAL DECREE NO. 1045 NOTWITH-
STANDING, ANY PERSON LIABLE TO PAY
DOCUMENTARY STAMP TAX UPON ANY
DOCUMENT SUBJECT TO TAX UNDER TITLE
VII OF THIS CODE SHALL FILE A TAX RETURN
ANDPAYTHETAXIN ACCORDAN CEWITHTHE
RULES AND REGULATIONS TOBEPRESCRIBED
BY THE SECRETARY OF FINANCE, UPON
RECOMMENDATION OF THE COMMISSIONER.

(B) TIME FOR FILING AND PAYMENT OF
THE TAX. -- EXCEPT AS PROVIDED BY RULES
AND REGULATIONS PROMULGATED BY THE

SECRETARY OF FINANCE, UPON RECOM-
MENDATION OF THE COMMISSIONER, THETAX
RETURN PRESCRIBED IN THIS SECTION SHALL
BE FILED WITHIN TEN (10) DAYS AFTER THE
CLOSE OF THE MONTH WHEN THE TAXABLE
DOCUMENT WAS MADE, SIGNED, ISSUED,
ACCEPTED OR TRANSFERRED, AND THE TAX
THEREON SHALL BE PAID AT THE SAME TIME
THE AFORESAID RETURN IS FILED.

(C) WHERE TO FILE. - EXCEPT IN CASES
WHERE THE COMMISSIONER OTHERWISE
PERMITS, THE AFORESAID TAXRETURNSHALL
BE FILED WITH AND THE TAX DUE SHALL BE
PAID THROUGH THE AUTHORIZED AGENT
BANK WITHIN THE TERRITORIAL
JURISDICTION OF THE REVENUE DISTRICT
OFFICE WHICH HAS JURISDICTION OVER THE
RESIDENCE ORPRINCIPAL PLACE OF BUSINESS
OF THE TAXPAYER. INPLACES WHERE THERE
IS NO AUTHORIZED AGENT BANK, THE
RETURN SHALL BE FILED WITH THE REVENUE
DISTRICT OFFICER, COLLECTION AGENT, OR
DULY AUTHORIZED TREASURER OF THE CITY
OR MUNICIPALITY IN WHICH THE TAXPAYER
HAS HIS LEGAL RESIDENCE OR PRINCIPAL
PLACE OF BUSINESS.

. (D). EXCEPTION. -- IN LIEU OF THE
FOREGOING PROVISIONS OF THIS SECTION,
THE TAX MAY BE PAID EITHER THROUGH
PURCHASE AND ACTUAL AFFIXTURE, OR BY
IMPRINTING THE STAMPS THROUGH A
DOCUMENTARY STAMP METERING MACHINE,
ONTHE TAXABLE DOCUMENT, INTHEMANNER
AS MAY BE PRESCRIBED BY RULES AND
REGULATIONS TO BE PROMULGATED BY THE
SECRETARY OF FINANCE, UPON RECOM-
MENDATION OF THE COMMISSIONER.

SECTION 81. Section 204 of the Code is hereby

renumbered as Section 205 and amended to read as
follows:

"SEC. [204] 205. Authority of the Commissioner to

[c]Compromise, [a] Abate, and [r]Refund[/] OR [c]Credit

[t]Taxes. - The Commissioner may -

"[(1)] (A) Compromlse the payment of’ any internal
revenue tax when -

"[(a)](1) Areasonabledoubtastothe validity of the
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claim against the taxpayer exists; or

"[(b)] (2) The financial position of the taxpayer
demonstrates a clear inability to pay the assessed tax[:
Provided, however, That final assessments issued
against large taxpayers as defined under Section [4]246
ofthis Code shall not be compromised for less than fifty
percent (50%). Any such compromise involving said
taxpayers lower than fifty percent (50%) shall be subject
to the approval of the Secretary of Finance].

THE COMPROMISE SETTLEMENT OF ANY
TAX LIABILITY SHALL BE SUBJECT TO THE
FOLLOWING MINIMUM AMOUNTS:

FOR CASES OF FINANCIAL INCAPACITY, A
MINIMUM COMPROMISE RATE EQUIVALENT
TOTENPERCENT (10%)OF THEBASIC ASSESSED
TAX; AND

FOR OTHER CASES, A MINIMUM COM-
PROMISE RATE EQUIVALENT TO FORTY
PERCENT (40%) OF THE BASIC ASSESSED TAX.

WHERE THE BASIC TAX INVOLVED'

EXCEEDS ONE MILLION PESOS (P1,000,000) OR
WHERE THE SETTLEMENT OFFERED IS LESS
THANTHE PRESCRIBED MINIMUM RATES, THE
COMPROMISE SHALL BE SUBJECT TO THE
APPROVAL OF THE EVALUATION BOARD
WHICH SHALL BE COMPOSED OF THE
COMMISSIONER AND THE FOUR (4) DEPUTY
COMMISSIONERS OF INTERNAL REVENUE.

"[(2)] (B) Abate or cancel a tax liability, when -

"[(a)] (1) The tax or any portion thereof appears to
be unjustly or excessively assessed; or

"[(b)] (2) The administration and collection costs
involved do not justify the collection of the amount due.

"Allcriminal violations may be compromised except:
(a) those already filed in court, and (b) those involving
fraud.

"[The Commissioner of Internal Revenue may
delegate his power to compromise internal revenue
cases to the Deputy Commissioners and the Regional
Directors, subject to such limitations and restrictions as
may be imposed under rules and regulations to be
promulgated for the purpose.]

"[(3)] (C) Credit or refund taxes erroneously or
illegally received OR penalties imposed without
authority, refund the value of internal revenue stamps
when they are returned in good condition by the
purchaser, and, in his discretion, redeem or change
unused stamps that have been rendered unfit for use
and refund their value upon proof of destruction. No
credit or refund of taxes or penalties shall be allowed
unless the taxpayer files in writing with the Commissioner
a claim for credit or refund within two years afier the
paymentofithe tax orpenalty: PROVIDED, HOWEVER,
THAT A RETURN FILED SHOWING AN
OVERPAYMENT SHALL BE CONSIDERED AS A
WRITTEN CLAIM FOR CREDIT OR REFUND.

A TAX CREDIT CERTIFICATE VALIDLY
ISSUED UNDER THE PROVISIONS OF THIS CODE
MAY BE APPLIED AGAINST ANY INTERNAL
REVENUE TAX, EXCLUDING WITHHOLDING
TAXES, FOR WHICH THE TAXPAYER IS
DIRECTLY LIABLE. ANY REQUEST FOR
CONVERSION INTO REFUND OF UNUTILIZED
TAX CREDITS MAY BE ALLOWED, SUBJECT TO
THE PROVISIONS OF SECTION 228 OF THIS
CODE: PROVIDED, THAT THE ORIGINAL COPY
OF THE TAX CREDIT CERTIFICATE SHOWING
A CREDITABLE BALANCE IS SURRENDERED.
TO THE APPROPRIATE REVENUE OFFICER FOR
VERIFICATION AND CANCELLATION:
PROVIDED, FURTHER, THATINNO CASE SHALL
A TAX REFUND BE GIVEN RESULTING FROM
AVAILMENT OF INCENTIVES GRANTED
PURSUANT TO SPECIAL LAWS FOR WHICH NO
ACTUALPAYMENT WASMADE.

THE COMMISSIONER SHALL SUBMIT TO
THE COMMITTEE ON WAYS AND MEANS OF
BOTH THE HOUSE OF REPRESENTATIVES AND
THE SENATE OF THE PHILIPPINES, EVERY SIX
MONTHS, A REPORT ON THE EXERCISE OF HIS
POWERS UNDER THIS SECTION, STATING
THEREIN THE FOLLOWING FACTS AND
]NFORMATION AMONG OTHERS: NAMES AND
ADDRESSES OF TAXPAYERS WHOSE CASES
HAVE BEEN THE SUBJECT OF ABATEMENT OR
COMPROMISE; AMOUNT INVOLVED; AMOUNT
COMPROMISEDORABATED ANDREASONSFOR
THE EXERCISE OF POWER: PROVIDED, THAT
THE SAID REPORT SHALL BE PRESENTED TO
THE OVERSIGHT COMMITTEE IN CONGRESS
THATSHALLBE CONSTITUTED TO DETERMINE
THAT SAID POWERS ARE REASONABLY

/“’"\,
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EXERCISED AND THAT THE GOVERNMENT IS
NOT UNDULY DEPRIVED OF REVENUES:
PROVIDED, FINALLY, THAT THE
CONGRESSIONAL OVERSIGHT COMMITTEE
SHALL BE COMPOSED OF THE CHAIRMEN OF
THE COMMITTEE ON WAYS AND MEANS OF
THE SENATE AND THE HOUSE OF
REPRESENTATIVES AND FOUR ADDITIONAL
MEMBERS, TWO FROM EACH HOUSE, TO BE
DESIGNATEDBY THE SENATEPRESIDENT AND
THE SPEAKER OF THE HOUSE OF
REPRESENTATIVES, RESPECTIVELY. THE
CONGRESSIONAL OVERSIGHT COMMITTEE
SHALL MONITOR AND ENSURE THE PROPER
IMPLEMENTATION OF THE POWER VESTED
UNDER THIS PROVISION."

SECTION 82. Section213 on ‘Levy onreal estate’
is hereby incorporated as Subsection (b) of Section 207,
now Section 208, ofthe Code. Section207, now Section
208, is further amended to read as follows:

"SEC. [207] 208. SUMMARY REMEDIES. - (4)
Distraintof [p]Personal [p]Property. - [The remedy by
distraint shall proceed as follows:] Upon the failure ofthe
person owing any delinquent tax or delinquent revenue
to pay the same, at the time required, the REVENUE
REGIONAL DIRECTOR, IF THE AMOUNT
INVOLVEDISINEXCESS OF ONEMILLIONPESOS
(P1,000,000.00), OR THE Revenue District Officer, IF
THE AMOUNT INVOLVED IS ONE MILLION
PESOS (P1,000,000.00)OR LESS, [iftheamount involved
does not exceed Five thousand pesos; the Revenue
Regional Director, if the amount involved is more than
Five thousand pesos but does not exceed Twenty
thousand pesos; and the Commissioner, if the amount
involved exceeds Twenty thousand pesos,] shall seize
and distraint {not earlier than three months nor later than
sixmonths fromreceipt of demand,) any goods, chattels,
or effects, and the personal property, including stocks
and other securities, debts, credits, bank accounts, and
interest in and rights to personal property, of such
personsinsufficient quantity tosatisfy the tax, or charge,
together with any increment thereto incident to
delinquency, and the expenses of the distraint and the
cost of the subsequent sale.

"A report onthe distraint shall, within ten (10) days
fromreceipt of the warrant, be submitted by the distraining
officer to the Revenue District Officer, AND to the
Revenue Regional Director [and to the Commissioner]:
PROVIDED, THAT THE REVENUE REGIONAL

DIRECTOR OR' THE REVENUE DISTRICT
OFFICER,ASTHECASEMAY BE, SHALL,SUBJECT
TORULES ANDREGULATIONS PROMULGATED
BY THE SECRETARY OF FINANCE UPON
RECOMMENDATION OF THE COMMISSIONER,
HAVE THE POWER TO LIFT SUCH ORDER OF
DISTRAINT: PROVIDED, FURTHER, THAT A
CONSOLIDATED REPORT BY THE REVENUE
REGIONAL DIRECTOR MAY BE REQUIRED BY
THE COMMISSIONER AS OFTEN ASNECESSARY.

"[SEC. 213.] (B) Levy on [r]Real [estate]
PROPERTY. - After the expiration of the time required
to pay the delinquent tax or delinquent revenue as
prescribed in THIS Section [207], real property may be
levied upon, before, simultaneously, or after the distraint
of personal property belonging to the delinquent. To
this end, any internal revenue officer designated by the
REVENUE REGIONAL DIRECTOR OR THE
Revenue District Officer[, or the Revenue Regional
Director or the Commissioner], as the case may be, shall
prepare a duly authenticated certificate showing the
name of the taxpayer and the amounts of the tax and
penalty due fromhim. Said certificate shall operate with
the force of alegal execution throughout the Philippines.

"Levy shall be effected by writing upon said
certificate a description of the property which levy is
made, At the same time, written notice of the levy shall
bemailed to or served upon the Register of Deeds of the
province or city where the property is located and upon
the delinquent taxpayer, or, if he be absent from the
Philippines, to his agent or the manager of the business
inrespectto which the liability arose, or, if there be none,
to the occupant of the property in question.

"In case the levy on real property is not issued
before or simultaneously with the warrant of distraint on
personal property and the personal property of the
taxpayer is not sufficient to satisfy his tax delinquency,
the REVENUE REGIONAL DIRECTOR OR THE
Revenue District Officer[, Regional Director or
Commissioner], as the case may be, shall, within thirty
(30) days after execution of the distraint, proceed with
the levy on the taxpayer’s real property.

"WITHIN TEN (10) DAYS AFTER RECEIPT OF
THE WARRANT, [A]areportonany levy shall[, within
tendaysafterreceipt of the warrant,] be submitted by the
levying officer to the REVENUE REGIONAL
DIRECTOR AND THE Revenue District Officer, [the
Revenue Regional Director, and to the Commissioner]:
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PROVIDED, HOWEVER, THAT A CONSO-
LIDATEDREPORTBY THEREVENUEREGIONAL
DIRECTOR MAY BE REQUIRED BY THE
COMMISSIONER AS OFTEN AS NECESSARY:
PROVIDED, FURTHER, THAT THE REGIONAL
DIRECTOR OR REVENUE DISTRICT OFFICER,
ASTHECASEMAY BE, SUBJECTTORULES AND
REGULATIONS PROMULGATED BY THE
SECRETARY OF FINANCE, UPON RECOM-
MENDATION OF THE COMMISSIONER, SHALL
HAVE THE AUTHORITY TO LIFT WARRANTS
OF LEVY ISSUED IN ACCORDANCE WITH THE
PROVISIONS HEREOF."

SECTION 83. The second paragraph of Section
214 of the Code is amended to read as follows:

"SEC. 214. Advertisement and [s]Sale.-x x x

"Within five (5) days after the sale, a return by the
distraining or levying officerof the proceedings shall be
entered upon the records of the REVENUE Collection
[Agent] OFFICER, the Revenue District Officer,
AND the Revenue Regional Director[, and the
Commissioner]. The Collection [Agent] OFFICER, in
consultation with the Revenue District Officer, shall
then make out and deliver to the purchaser a certificate
from his records, showing the proceedings of the sale,
describing the property sold, stating the name of the
purchaser and setting out the exact amount of all taxes,
penalties and interest: Provided, however, That in case
the proceeds of the sale exceeds the claim and cost of
sale, the excess shall be tumned over to the owner of the

property."”

SECTION 84. Subsections (c)and (d) of Section223
of the Code are hereby amended to read as follows:

"SEC. 223. - Exceptions as to [p]Period of
[lLimitation of [a]Assessment and [c]Collection of
[t]Taxes."

XXX

"(¢) Any internal revenue tax which has been
assessed within the period of limitation above-prescribed
may be collected by distraint or levy or by a proceeding
in court within [three] FIVE (5) years following the
assessment of the tax.

"(d) Any internal revenue tax which has been
assessed within the period agreed upon as provided in

paragraph (b) hereinabove may be collected by distraint
or levy or by a proceeding in court within the period
agreed upon in writing before the expiration of the
[three] FIVE-year period. The period so agreed upon
may be extended by subsequent written agreements
made before the expxratlon of the period previously
agreed upon."

SECTION 85. Section 229 of the Code is her@by
amended to read as follows:

"SEC.229. Protesting of [a] Assessment.- When the
Commissioner [of Internal Revenue] or his duly
authorized representative finds that proper taxes shculd
be assessed, he shall first notify the taxpayer of his
findings: PROVIDED, HOWEVER, THAT A
PREASSESSMENT. NOTICE SHALL NOT BE
REQUIRED IN THE FOLLOWING CASES:

(A) WHEN THE FINDING. FOR ANY
DEFICIENCY TAX IS THE RESULT OF
MATHEMATICAL ERROR IN THE COMPU-
TATION OF THE TAX AS APPEARING ON THE
FACE OF THE RETURN; OR

(B) WHEN A DISCREPANCY HAS BEEN
DETERMINED BETWEEN THE TAX WITHHELD
AND THE AMOUNT ACTUALLY REMITTED BY
THE WITHHOLDING AGENT; OR

(C) WHEN A TAXPAYER WHO OPTED TO
CLAIM A REFUND OR TAX CREDIT OF EXCESS
CREDITABLE WITHHOLDING TAX FOR A
TAXABLE PERIOD WASDETERMINED TOHAVE
CARRIED OVER AND AUTOMATICALLY
APPLIED THE SAME AMOUNT CLAIMED
AGAINST THE ESTIMATED TAX LIABILITIES
FOR THE TAXABLE QUARTER OR QUARTERS
OF THE SUCCEEDING TAXABLE YEAR; OR

(D) WHEN THE EXCISE TAX DUE ON
EXCISEABLE ARTICLES HAS NOT BEEN PAID;
OR

(E) WHEN AN ARTICLE LOCALLY
PURCHASED OR IMPORTED BY AN EXEMPT
PERSON, SUCH AS, BUT NOT LIMITED TO
VEHICLES, CAPITAL EQUIPMENT, MACHINE-
RIES AND SPARE PARTS, HAS BEEN SOLD,
TRADED OR TRANSFERRED TO NON-EXEMPT
PERSONS.

THE TAXPAYER SHALL BE INFORMED IN
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WRITING OF THE LAW AND THE FACTS ON
WHICH THE ASSESSMENT IS MADE; OTHER-
WISE THE ASSESSMENT SHALL BE VOID.

"Within a period to be prescribed by implementing
RULES ANDregulations, the taxpayer shall be required
torespondto said notice. Ifthetaxpayer fails torespond,
the Commissioner OR HIS DULY AUTHORIZED
REPRESENTATIVE shall issue an assessment based
on his findings.

"Suchassessmentmay be protested administratively
by filing arequest for reconsideration or reinvestigation
WITHIN THIRTY (30) DAYS FROM RECEIPT OF
THE ASSESSMENT in such form and manner as may be
prescribed by implementing RULES AND regulations.
[within thirty (30) days from receipt of the assessment;]
WITHIN SIXTY (60) DAYS FROM FILING OF THE
PROTEST, ALL RELEVANT SUPPORTING
DOCUMENTS SHALL HAVE BEEN SUBMITTED;
otherwise, the assessment shall become final {and
unappealable].

"If the protest is denied in whole or in part, OR IS
NOT ACTED UPON WITHIN ONE HUNDRED
EIGHTY (180) DAYS FROM SUBMISSION OF
DOCUMENTS, the [individual, association or
corporation] TAXPAYER adversely affected by the
decision [on the protest) OR INACTION may appeal to
the Court of Tax Appeals within thirty (30) days from
receipt ofthe said decision, OR FROM THE LAPSE OF
THE 180-DAY PERIOD; otherwise, the decision shall
become final, executory and demandable.”

SECTION 86. Section 230 of the Code is hereby
amended by deleting therefrom the paragraph on
‘Forfeiture of Refund’.

SECTION 87. Anew Section231 ishereby inserted
after Section 230 to read as follows:

SEC. 231. FORFEITURE OF CASH REFUND
AND OF TAX CREDIT. -

(A) FORFEITURE OF REFUND. - A REFUND

CHECK OR WARRANTISSUED INACCORDANCE
WITH THE PERTINENT PROVISIONS OF THIS
CODE WHICH SHALL REMAIN UNCLAIMED OR
UNCASHED WITHIN FIVE (5) YEARS FROM THE
DATE THE SAID: WARRANT OR.-CHECK WAS
MAILED OR DELIVERED SHALL BE FORFEITED
IN FAVOR OF THE GOVERNMENT AND THE

AMOUNT THEREOF SHALL REVERT TO THE
GENERAL FUND.

(B) FORFEITURE OF TAX CREDIT. - A TAX
CREDIT CERTIFICATE ISSUED IN
ACCORDANCE WITH THE PERTINENT
PROVISIONS OF THIS CODE WHICH SHALL
REMAIN UNUTILIZED AFTER FIVE (5) YEARS
FROM THE DATE OF ISSUE SHALL, UNLESS
REVALIDATED,BE CONSIDEREDINVALID, AND
SHALL NOT BE ALLOWED AS PAYMENT FOR
INTERNAL REVENUE TAX LIABILITIES OF THE
TAXPAYER AND THE AMOUNT COVERED BY
THE CERTIFICATE SHALL REVERT TO THE
GENERAL FUND.

. (C) TRANSITORY PROVISION. - FOR
PURPOSES OF THE PRECEDING SUBSECTION,
A TAX CREDIT CERTIFICATE ISSUED BY THE
COMMISSIONER OR HIS DULY AUTHORIZED
REPRESENTATIVE PRIOR TO JANUARY 1, 1998
WHICH REMAINS UNUTILIZED OR HAS A
CREDITABLE BALANCE AS OF SAID DATE,
SHALL BE PRESENTED FOR REVALIDATION
WITH THE COMMISSIONER OR HIS DULY
AUTHORIZED REPRESENTATIVE ON OR
BEFOREJUNE 30, 1998.

SECTION 88. Section 232 of the Code is hereby
renumbered as Section 233 and is amendcd to read as
follows: .

"SEC. [232] 233. KEEPING OF BOOKS OF
ACCOUNTS AND PENALTIES FOR VIOLATIONS
BY A CERTIFIED PUBLIC ACCOUNTANT
OR FINANCIAL OFFICER. - (A) Corporations,
[c]Companies, [p]Partnerships, or [p]Persons
[r]Required to [k]Keep [b]Books of [a] Accounts. - All
corporations, companies, partnerships, or persons
required by law to pay internal revenue taxes shall keep
a journal and a ledger or their equivalents: Provided,
however, That those whose quarterly sales, earnings,
receipts, oroutput do notexceed [Five] FIFTY thousand
pesos (P50,000): shall keep and use simplified set of
bookkeeping records duly authorized by the Secretary
of Finance wherein all transactions and results of
operations are shown and from which all taxes due the
[g]lGovernment may readily and accurately be
ascertained and determined any time of the year[; and]:
Provided, further, That [in the case of] corporations,
companics, partnerships, or persons whose gross
quarterly sales, earnings, receipts or output exceed
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[Twenty-five] ONEHUNDRED FIFTY thousand pesos
(P150,000), shall have their books of accounts audited
and examined yearly by {I}independent Certified Public
Accountants and their income tax returns accompanied
with A DULY ACCOMPLISHED ACCOUNT
INFORMATION FORM (AIF) WHICH SHALL
CONTAIN, AMONG OTHERS, INFORMATION
LIFTED FROM certified balance sheets, profitand loss
statements, schedules listing income producing
properties and the corresponding income- therefrom
and other relevant statements.

"B)xxx |

"(C) Penal [p]Provision. - Any FINANCIAL
OFFICER OR [c]Certified [p]Public [a]Accountant
employed to examine' and audit books of taxpayers
under subsection (A) of this Section, or any person
under his direction who willfully falsifies any report or
statement bearing on any examination or audit, orrenders
a report, including exhibits, statements, schedules or
other forms of accountancy work which has not been
verified by him personally or under his supervision or
by a member of his firm or by a member of his staff in
accordance with sound auditing practices, or certifie[d]S
financial statements of a business enterprise containing
an essential misstatement of facts or omission in respect
to the transactions, taxable income, deduction and
exemption. of his client or who, not being an
[TJindependent Certified Public Accountant according
to subsection (B) of this Section, examines and audits
books of taxpayers, or any person who offers to signand
certify financial statement without audit, or any person
who offers any taxpayer to use wrong accounting/
bookkeeping records, or in any way commits an act or
omissionin violation ofthe provision ofthis Section shall
be punished by a fine of not [exceeding Five] LESS
THANFIFTY thousand pesos (P50,000.00) BUTNOT
MORETHAN ONEHUNDRED THOUSAND PESOS
(P100,000.00) and imprisonment of not less than two )
years BUT NOT MORE THAN SIX (6) YEARS. Ifthe
offenderis a[c]Certified [p]Public [a] Accountant, upon
conviction, his certificate asa [c] Certified [p] Public fa]
Accountant shall automatically be revoked or cancelled.
In the case of foreigners, conviction under this Code
shall constitute a ground for deportation.”

SECTION 89 Sectmn 236 ofthe Code on ‘Supplying
of Taxpayer Account Number’ is hereby deleted.

SECTION 90. The provisions of Scctxon 237 of the
Code are hereby deleted and replaced with the following;:

SEC. 237. REGISTRATION REQUIREMENTS.
- (A) EVERY PERSON SUBJECT TO ANY
INTERNAL REVENUE TAX SHALL REGISTER
ONCE WITH THE APPROPRIATE REVENUE
DISTRICT OFFICER:

" 1. WITHIN TEN (10) DAYS FROM DATE OF
EMPLOYMENT; OR

2.ONOR BEFORE THE COMMENCEMENT QOF
BUSINESS; OR

3.BEFOREPAYMENT OF ANY TAX DUE; OR

4.UPONFILING OF ARETURN, STATEMENT
ORDECLARATION ASREQUIREDIN THIS CODE.

THE REGISTRATION SHALL CONTAIN THE
TAXPAYER’S NAME, STYLE, PLACE OF
RESIDENCE, BUSINESS, AND SUCH OTHER
INFORMATION AS MAY BE REQUIRED BY THE
COMMISSIONER IN THE FORM PRESCRIBED
THEREFOR.

‘A PERSON MAINTAINING A HEAD OFFICE,
BRANCH OR FACILITY SHALL REGISTER WITH
THE REVENUE DISTRICT OFFICER HAVING
JURISDICTION OVER THE HEAD OFFICE,
BRANCHOFFACILITY. FOR PURPOSES OF THIS
SECTION, THE TERM ‘FACILITY’ MAY INCLUDE
BUT NOT BE LIMITED TO SALES OUTLETS,
PLACES OF PRODUCTION, WAREHOUSES OR
STORAGE PLACES.

(b) ANNUAL REGISTRATION FEE. - AN
ANNUAL REGISTRATION FEE IN THE AMOUNT
OF FIVE HUNDRED PESOS (P500) FOR EVERY
SEPARATE OR DISTINCT ESTABLISHMENT OR
PLACE OF BUSINESS INCLUDING FACILITY
TYPES WHERE SALES TRANSACTIONS OCCUR
SHALL BE PAID UPON REGISTRATION AND
EVERY YEAR THEREAFTER ON OR BEFORE THE
LASTDAY OF JANUARY:PROVIDED, HOWEVER,
THAT COOPERATIVES, INDIVIDUALS EARNING
PURELY COMPENSATION INCOME, WHETHER
LOCALLY OR ABROAD, AND OVERSEAS
WORKERS ARE NOT LIABLE TO THE
REGISTRATION FEE HEREIN IMPOSED:

THE REGISTRATION FEE SHALL BE PAID
TO AN AUTHORIZED AGENT BANK LOCATED
WITHIN THE REVENUE DISTRICT, OR TO THE
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REVENUE COLLECTION OFFICER, OR DULY
AUTHORIZED TREASURER OF THE CITY OR
MUNICIPALITY WHERE EACH PLACE OF
BUSINESS OR BRANCH IS REGISTERED..

(C) REGISTRATION OF EACH TYPE OF
INTERNAL REVENUE TAX. - EVERY PERSON
WHO IS REQUIRED TO REGISTER WITH THE
BUREAU OF INTERNAL REVENUE UNDER
SUBSECTION (A) HEREOF SHALL REGISTER
EACH TYPE OF INTERNAL REVENUE TAX FOR
WHICHHE IS OBLIGATED, FILE ARETURN AND
PAY SUCH TAXES, AND SHALL UPDATE SUCH
REGISTRATION OF ANY CHANGES IN
ACCORDANCE WITH SUBSECTION (E)YHEREOQF.

(D) TRANSFER OF REGISTRATION. - IN CASE
AREGISTEREDPERSONDECIDES TOTRANSFER
HIS PLACE OF BUSINESS OR HIS HEAD OFFICE
OR BRANCHES, IT SHALL BE HIS DUTY TO
UPDATEHISREGISTRATION STATUSBY FILING
AN APPLICATION FOR REGISTRATION
INFORMATION UPDATE IN-THE FORM
PRESCRIBED THEREFOR. '

(E) OTHER UPDATES. - ANY PERSON.
REGISTERED IN ACCORDANCE WITH THIS
SECTION SHALL, WHENEVER APPLICABLE,
UPDATE HIS REGISTRATION INFORMATION
WITH THE REVENUE DISTRICT OFFICE WHERE
HE IS REGISTERED, SPECIFYING THEREIN ANY
CHANGEIN TAX TYPE AND OTHER TAXPAYER
DETAILS.

(F) CANCELLATION OF REGISTRATION. -
THE REGISTRATION OF ANY PERSON WHO
CEASES TO BE LIABLE TO A TAX TYPE SHALL
BE CANCELLED UPON FILING WITH THE
REVENUE DISTRICT OFFICE WHERE HE IS
REGISTERED AN APPLICATION FOR
REGISTRATION INFORMATION UPDATE IN A
FORM PRESCRIBED THEREFOR.

(G) PERSONS COMMENCING BUSINESS. -
ANY PERSON WHO EXPECTS TO REALIZE
GROSS SALES OR RECEIPTS SUBJECT TO
VALUE-ADDED TAX IN EXCESS OF THE
AMOUNTPRESCRIBED UNDER SECTION 108(T)
OF THIS CODE, FOR THE NEXT 12-MONTH
PERIOD FROM THE COMMENCEMENT OF THE
BUSINESS SHALL REGISTER WITH THE
REVENUE DISTRICT OFFICE WHICH HAS

JURISDICTION OVER' THE HEAD OFFICE OR
BRANCH AND SHALL PAY THE ANNUAL
REGISTRATION FEE PRESCRIBED IN THE
PARAGRAPH (A) HEREOF.

(H) PERSONS BECOMING LIABLE TO THE
VALUE-ADDED TAX. - ANY PERSON WHOSE
GROSS SALES ORRECEIPTS IN ANY 12-MONTH
PERIOD EXCEEDS THE AMOUNT PRESCRIBED
UNDER SECTION 108(T) OF THIS CODE, FOR
EXEMPTION FROM THE VALUE-ADDED TAX
SHALL REGISTER IN ACCORDANCE WITH
SUBPARAGRAPH (A) HEREOF AND PAY THE
ANNUAL REGISTRATION FEE PRESCRIBED
THEREIN WITHIN TEN (10) DAYS AFTER
THE END OF THE LAST MONTH OF THAT
PERIOD AND SHALL BELIABLE TO THE VALUE-
ADDED TAX COMMENCING FROM THE FIRST
DAY OF THE MONTH FOLLOWING HIS
REGISTRATION.

(I)  OPTIONAL REGISTRATION OF EXEMPT
PERSON. - ANY PERSON WHOSE TRANSAC-
TIONS ARE EXEMPT FROM VALUE-ADDED TAX
UNDER SECTION 108(T) OF THIS CODE, OR ANY
PERSON WHOSE TRANSACTIONS ARE EXEMPT
FROM THE VALUE-ADDED TAX UNDER SECTION
108(A),(B),(C) AND (D) OF THIS CODE, WHO OPTS
TO REGISTER AS A VAT TAXPAYER WITH
RESPECT TO HIS EXPORT SALES ONLY, MAY
UPDATE HIS REGISTRATION INFORMATION
IN ACCORDANCE WITH SUB-PARAGRAPH (E)
HEREOF, NOT LATER THAN TEN (10) DAYS
BEFORE THE BEGINNING OF THE TAXABLE
QUARTER AND SHALL PAY THE ANNUAL
REGISTRATION FEE PRESCRIBED IN
SUBSECTION (B) OF THIS SECTION.

IN ANY CASE, THE COMMISSIONER MAY,
FOR ADMINISTRATIVE REASONS, DENY ANY
APPLICATION FOR REGISTRATION INCLUD-
ING UPDATES PRESCRIBED UNDER SUB-
SECTION (E) HEREOF. :

FOR PURPOSES OF TITLE IV OF THIS CODE,
ANY PERSON WHO HAS REGISTERED VALUE-
ADDED TAX AS ATAX TYPE IN ACCORDANCE
WITH THE PROVISIONS OF SUBSECTION (C)
HEREOF SHALL BE REFERRED TO AS VAT-
REGISTERED PERSON WHO SHALL BE
ASSIGNED ONLY ONE TAXPAYER IDENTIFICA-
TION NUMBER.
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(J) SUPPLYING OF TAXPAYER IDENTIFICA-
TION NUMBER (TIN). -- ANY PERSON REQUIRED
UNDER THE AUTHORITY OF THIS CODE TO
MAKE, RENDER, OR FILE A RETURN,
STATEMENT, OR OTHER DOCUMENT SHALL
BESUPPLIED WITHOR ASSIGNEDA TAXPAYER
IDENTIFICATION NUMBER (TIN) WHICH HE
SHALL .INDICATE IN SUCH: RETURN
STATEMENT OR DOCUMENT FILED WITH THE
BUREAU OF INTERNAL REVENUE FOR HIS
PROPER IDENTIFICATION FOR TAX PURPOSES,
AND WHICH HE SHALL INDICATE IN CERTAIN
DOCUMENTS SUCH AS BUT NOT LIMITED TO
THE FOLLOWING:

(1) SUGAR QUEDANS, REFINED SUGAR
RELEASEORDEROR SIMILARINSTRUMENTS;

(2) DOMESTIC BILLS OF LADING;

(3) DOCUMENTS TO BE REGISTERED WITH
THE REGISTER OF DEEDS OR ASSESSORS
OFFICE;

(4) REGISTRATION CERTIFICATE OF
TRANSPORTATION EQUIPMENT BYLAND,SEA
OR AIR;

(5) DOCUMENTS TO BE REGISTERED WITH
THE SECURITIES AND EXCHANGE COM-
MISSION;

/

(6) BUILDING CONSTRUCTION PERMITS;

(7) APPLICATION FOR LOAN WITH BANKS,
FINANCIAL INSTITUTIONS, OR OTHER
FINANCIAL INTERMEDIARIES;

(8) APPLICATION FOR MAYOR’S PERMIT;

(9) APPLICATION FOR BUSINESS LICENSE
WITH THE DEPARTMENT OF TRADE AND
INDUSTRY; AND

(10)SUCH OTHERDOCUMENTS WHICHMAY
HEREAFTER BE REQUIRED UNDER REVENUE
REGULATIONS TO BE PROMULGATED BY THE
SECRETARY OF FINANCE, UPON RECOM-
MENDATION OF THE COMMISSIONER.

IN CASES WHERE A REGISTERED
TAXPAYER DIES, THE ADMINISTRATOR OR

EXECUTOR SHALL REGISTER THE ESTATE OF
THE DECEDENT IN ACCORDANCE WITH
SUBSECTION (A) HEREOF AND A NEW
TAXPAYER IDENTIFICATION NUMBER (TIN)
SHALL BE SUPPLIED IN ACCORDANCE WITH
THE PROVISIONS OF THIS SECTION.

IN THE CASE OF A NON-RESIDENT
DECEDENT, THE EXECUTOR OR ADMINIS-
TRATOROF THEESTATE SHALLREGISTER THE
ESTATE WITH THE REVENUE DISTRICT
OFFICER WHERE HE 1S REGISTERED:
PROVIDED, HOWEVER, THAT IN CASE SUCH
EXECUTOR OR ADMINISTRATOR IS NOT
REGISTERED, REGISTRATION OF THE ESTATE
SHALL BE MADE WITH AND THE TAXPAYER
IDENTIFICATION NUMBER (TIN) SUPPLIED
BY THE REVENUE DISTRICT OFFICE
HAVING JURISDICTION OVER HIS LEGAL
RESIDENCE. :

ONLY ONE TAXPAYER IDENTIFICATION
NUMBER SHALL BE GIVEN TO A PERSON
REQUIRED TO HAVE ONE AND ANY PERSON
WHO SHALL SECURE MORE THAN ONE
TAXPAYER IDENTIFICATION NUMBER SHALL
BE CRIMINALLY LIABLE UNDER THE
PROVISIONS OF SECTION 276 ON VIOLATION
OF OTHER PROVISIONS OF THIS CODE OR
REGULATIONS IN GENERAL.

SECTION 91. Section 239 of the Code is hereby
amended to read as follows:

"SEC. 239. Printing of [r[Receipts or [s]Sales or
[c]Commercial [i]Invoices. - All persons who [print
receipts or sales or commercial invoices] ARE
ENGAGED IN BUSINESS shall [for every job order,]
secure from the Bureau of Internal Revenue an authority
to print [said] receipts or SALES OR COMMERCIAL
invoices before [printing] A PRINTER CAN PRINT
the same. .

"Noauthority to printreceipts or sales orcommercial
invoices shall be granted unless the receipts or invoices
to be printed are serially numbered and shall show,
among other things, the name, business style, taxpayer
identification number and business address of the person
or entity to use the same, AND SUCH OTHER
INFORMATION THAT MAY BE REQUIRED BY
RULES AND REGULATIONS TO BE
PROMULGATED BY THE SECRETARY OF
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FINANCE UPON RECOMMENDATION OF THE
COMMISSIONER.

ALL PERSONS WHO PRINT RECEIPTS OR
SALES QR COMMERCIAL INVOICES SHALL
MAINTAIN A LOGBOOK/REGISTER OF
TAXPAYERS WHO AVAILED OF THEIR
PRINTING SERVICES, CONTAINING THE
FOLLOWING INFORMATION: (1) NAMES,
TAXPAYER IDENTIFICATION NUMBERS OF
THE PERSONS OR ENTITIES FOR WHOM THE
RECEIPTS OR SALES OR COMMERCIAL
INVOICES WERE PRINTED, AND, (2) NUMBER
OFBOOKLETS,NUMBER OF SETSPER BOOKLET,
NUMBER OF COPES PER SET AND THE SERIAL
NUMBERS OF THE RECEIPTS OR INVOICES IN
EACHBOOKLET.

"[Within twenty (20) days from the end of every
calendar quarter, the printer shall submit to the Bureau
of Internal Revenue a report containing the following
information:] .

"[(1) Names, addresses, taxpayer identification
numbers of the persons or entities for whom the receipts
or sales or commercial invoices were printed during the
preceding quarter, and]

“{(2) Quantity ofreceipts orinvoices printed and the
serial numbers of the receipts or invoices in each
booklet.]”

SECTION 92. Subsections (a) and (b) of Section

248, now Section 249, of the Code are hereby amended

toread as follows:

"SEC.[248]249. Civil Penalties.- ([a]A) Thereshall

be imposed, in addition to the tax required to be paid, a

-penalty equivalent to twenty-five percent (25%) of the
amount due, in the following cases:

"(1) Failure to file any return AND PAY THE
TAX DUE THEREON AS required under the
provisions of this Code or regulations on the date
prescribed; or

"(2) UNLESS OTHERWISE AUTHORIZED BY
THE COMMISSIONER, [Flfiling a return with an
internal revenue officer other than those with whom the
return is required to be filed; or

. "(3)Failureto pay the DEFICIENCY tax withinthe

time prescribed for its payment IN THE NOTICE OF
ASSESSMENT;or

"(4) Failure to pay the full OR PART OF THE
amount of tax shown on any return required to file filed
under the provisions of this Code or RULES AND
regulations, or the full amount of tax due for which
no return is required to be filed, on or before the date
prescribed for its payment.

"([6]B) In case of willful neglect to file the return
within the period prescribed by this Code of BY RULES
AND regulations, or in case a false or fraudulent return
is willfully made, the penalty to be imposed shall be fifty
percent (50%) of the tax or of the deficiency tax, in case
any payment has been made on the basis of such return
before the discovery of the falsity or fraud: PROVIDED,
THAT, A SUBSTANTIAL UNDERDECLARATION
OF TAXABLE SALES,RECEIPTS ORINCOME, OR
A SUBSTANTIAL OVERSTATEMENT OF
DEDUCTIONS, AS DETERMINED BY THE
COMMISSIONER PURSUANT TO THE RULES
ANDREGULATIONS TO BEPROMULGATED BY
THE SECRETARY OF FINANCE, SHALL
CONSTITUTE PRIMA FACIE EVIDENCE OR A
FALSE OR FRAUDULENT RETURN: PROVIDED,
FURTHER, THAT FAILURE TO REPORT SALES,
RECEIPTS, OR INCOME IN AN AMOUNT
EXCEEDING THIRTY PERCENT (30%) OF THAT
DECLARED PER RETURN, AND A CLAIM OF
DEDUCTIONS IN AN AMOUNT EXCEEDING
THIRTY PERCENT (30%) OF ACTUAL
DEDUCTIONS, SHALLRENDER THE TAXPAYER
LIABLE FOR SUBSTANTIAL UNDER-
DECLARATION OF SALES,RECEIPTS ORINCOME
OR FOR OVERSTATEMENT OF DEDUCTIONS,
AS MENTIONED HEREIN."

SECTION 93. Section 251 ofthe Code is hereby
renumbered as Section 252 and is amended to read as
follows:

"SEC.[251]252. Failureofa[w]Withholding [a] Agent
to [c]Collectand [r]Remit [t] Tax.- Any personrequired
to[collect], WITHHOLD, account for, and remit any tax
imposed by this Code or who willfully fails to [collect]
WITHHOLD. such tax, or account for and remit such
tax, or [willfully assists] AIDS OR ABETS inany manner
to evade any such tax or the payment thereof, shall, in
addition to other penalties provided for under this
Chapter, be liable UPON CONVICTION to a penalty
equal to the total amount of the tix not fcollected]
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WITHHELD, or not accounted for and remitted."”

SECTION 94. Section 256 of the Code is
renumbered as Section 258 and is amended by adding
anew paragraph (8) to subsection (b) thereof, which
shall read as follows:

"SEC. [256] 258. Penal Liability for [m]Making
[fIFalse[e]Entries, [r]Records or [r]Reports, OR USING
FALSIFIED OR FAKE ACCOUNTABLE FORMS. -
([aJA) xxx :

"([b]B) Any person who:
XXX

"'(7) Fails to keep the books of accounts or records
mentioned in Section [232] 233 in a native language,
English, or Spanish, or to make a true and complete
translation asrequired in Section [234] 235 ofthis Code,
or whose books of accounts or records kept in a native
language, English, or Spanish, and found to be amaterial
variance with books or records kept by him in another
language[,shall, upon conviction for each act oromission,
be punished by a fine of not less than Thirty thousand
pesos but not more than Fifty thousand pesos and suffer
imprisonment of not less thantwo years butnotmore than
six years]; OR

(8) WILLFULLY ATTEMPTSINANY MANNER
TO EVADE OR DEFEAT ANY TAX IMPOSED
UNDERTHIS CODE,ORKNOWINGLY USESFAKE
ORFALSIFIEDREVENUEOFFICIAL = RECEIPTS,
LETTERS OF AUTHORITY, CERTIFICATES
AUTHORIZING REGISTRATION, TAX CREDIT
CERTIFICATES, TAX DEBIT MEMORANDA AND
OTHER ACCOUNTABLE FORMS SHALL, UPON
CONVICTION FOR EACH ACT OR OMISSION, BE
PUNISHEDBY AFINEOFNOTLESS THANFIFTY
THOUSAND PESOS (P50,000) BUT NOT MORE
THAN ONE HUNDRED THOUSAND PESOS
(P100,000) AND SUFFER IMPRISONMENT OF NOT
LESS THAN FOUR (4) YEARS BUT NOT MORE
THANTEN (10) YEARS."

SECTION 95. Section 268 (Violations Committed
by Government Enforcement Officers) of the Code is
hereby renumbered as Section 270 and is amended by
adding a second paragraph thereto to read as follows:

PROVIDED, THAT THE PROVISIONS OF THE
FOREGOING PARAGRAPH NOTWITHSTANDING,

ANY INTERNAL REVENUE OFFICER FOR WHICH
A PRIMA FACIE CASE OF GRAVE MISCONDUCT
HAS BEEN ESTABLISHED SHALL, AFTER DUE
NOTICE AND HEARING OF THE
ADMINISTRATIVE CASE AND SUBJECT TO
CIVILSERVICELAWS,BEDISMISSEDFROM THE
REVENUE SERVICE: PROVIDED, FURTHER,
THAT THE TERM "GRAVE MISCONDUCT", AS
DEFINED IN THE CIVIL SERVICE LAW, SHALL
INCLUDE THEISSUANCE OF FAKE LETTERS OF
AUTHORITY AND RECEIPTS, FORGERY OF
SIGNATURE, USURPATION OF AUTHORITY,
ANDHABITUALISSUANCE OF UNREASONABLE
ASSESSMENTS.

SECTION 96. Section 269 of the Code is hereby
renumbered as Section 271 and further amended to read
as follows:

"SEC.[269]271. Unlawful [d] Divulgenceof{t] Trade
[s]Secrets.-Exceptasprovidedin Section [64] 70 of this
Code and Section 26 of Republic Act No. 6388, any
officer or employee of the Bureau of Internal Revenue
who divulges to any person or makes known in any
other manner than may be provided by law information
regarding the business, income, or estate of any taxpayer,
the secrets, operation, style or work, or apparatus of any
manufacturer or producer, or confidential information
regarding the business of any taxpayer, knowledge of
which was acquired by him in the discharge of his official
duties, shall, upon conviction for each act or omission, be
fined in a sum of not less than [Five] FIFTY thousand
pesos (P50,000) but not more than [Ten] ONE
HUNDRED thousand pesos (P100,000), or imprisoned
foraterm ofnotless than [six months] TWO (2) YEARS
but not more than five years, or both."

SECTION 97. Section 281 of the Code is hereby
renumbered as Section 283. Paragraphs (1) and (2)
thereof are hereby amended to read as follows:

"SEC.[281.)283. Informer s [r]Rewardto [p]Persons
[i]Instrumental in the [d]Discovery of [v]Violations
of the National Internal Revenue Code and in the
[d]Discovery and [s]Seizure of [s]Smuggled
[g]Goods. -

"(1) For [v]Violations of the National Internal
Revenue Code. - Any person, except an internal
revenue official or employee, or other public official
OR EMPLOYEE, or his relative within the sixth degree
of consanguinity, who voluntarily gives definite and



Wednesda%f, July 30, 1997

RECORD OF THE SENATE

Sponsorship Speech of Sen. Enrile

sworn information, not yet in the possession of the
Bureau of Internal Revenue, leading to the discovery
of frauds upon the internal revenue laws or violations
thereof, thereby resulting in the recovery of revenues,
surcharges and fees and/or the conviction of the guilty
party and/or the imposition of any fine or penalty, shall
be rewarded in a sum equivalent to [fifteen] TEN
percentum (10%) of the revenues, surcharges or fees

recovered and/or fine or penalty imposed and collected -

ORONEMILLIONPESOS (P1,000.000.00)PER CASE,’
WHICHEVER IS LOWER. The same amount ofreward
shall also be given to an informer where the offender has
offered to compromise the violation of law committed by
him and his offerhas been accepted by the Commissioner
[and in such a case, the fifteen percentum reward fixed
herein be based on the amount agreed upon in the
compromise] and collected fromthe offender: Provided,
That no revenue, surcharges or fees be dctually

recovered or collected, such person shall not be entitled -

to a reward: Provided, further, That the information
mentioned herein shall not refer to a case already
pending or previously investigated or examined by the
Commissioner or any of his deputies, agents or
examiners, or the Secretary of Finance or any of his
deputies or agents: Provided, finally, That the reward
provided herein shall be paid under RULES AND
regulations issued by the [Commissioner of Internal
Revenue with the approval of the] Secretary of
Finance, UPON RECOMMENDATION OF THE
COMMISSIONER

"(2) For [d]Discovery and [s]Seizure of
[s]Smuggled [g] Goods. - To encourage the public and
law-enforcement personnel] to extend full cooperation
~in eradicating smupgling, a cash reward equivalent to
[fifteen] TEN percent[um] (10%) of the fair market
value of the smuggled goods.

THE CASH REWARDS OF INFORMERS SHALL
BE SUBJECT TO INCOME TAX, COLLECTED AS
FINAL WITHHOLDING TAX, AT THE RATE OF
TEN PERCENT (10%)."

SECTION 98. The Bureau of Internal Revenue is
hereby directed to codify the National Internal Revenue
Code and renumber and re-style accordingly all the
Sections and all references thereto which are affected
~ by the insertions and deletions as provided in this Act.

SECTION 99. The Secretary of Finance shall,
upon the recommendation of the Commissioner of
* Internal Revenue, promulgate and publish the necessary

rules andregulations forthe effective 1mplement1non of
this Act.

SECTION 100. Repealing Clause. - The provisions
of the National Internal Revenue Code, as amended,
and all other laws, including charters of government-
owned or -controlled corporations, decrees, order or

“regulations or parts thereof, that are inconsistent with
this Act are hereby repealed or amended accordingly.

SECTION 101. Effectivity. - This Act shall take
effect on January 1, 1998.

~ Senator Tatad. Mr. President, for the sponsorship, I ask
that the dlstlnguxshed chaxrman of the Committee on Ways and
Means be recognized.

The President. The distinguished chairman of the Com-
mittees on Ways and Means; and Government Corporations and
Public Enterprises, the dashing senator from Cagayan, Sen. Juan
Ponce Enrile, is hereby recognized.

SPONSORSHIP SPEECH OF SENA’I_'OR ENRILE

Senator Enrile. Thank you for that, Mr. President. accept
the compliment.

Mr. President, distinguished gentlemen and ladles of the
Senate:

I rise today, Mr. President, to present to the Senate the
proposed Tax Reform Act of 1997, which introduces major
changes in our country’sincome tax system and completes the tax
reforms envisioned by the Comprehenswe Tax Reform Pro-
gram or the CTRP.

As this Chamber is well aware, we, in the Senate Ways and
Means Committee, have been working double time these past
months, foregoing our vacation, to craft this important piece of
legislation.

We have réviewed Heuse Bill No. 9077, the driginal bill
embodying this reform which the House of Representatives
submitted to the Senate during the prévious session of Congress,
just about the time when we were going on adjournment. We
have conducted numerous hearings on the measure and studied
the proposals of various sectors and groups, as well as those
emanating from this Chamber and from the Executive.

Atthis juncture, the Senate President relinquishedthe Chair
to Sen. Orlando S. Mercado.
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Now, Mr. President, it is my honor and privilege to present
Committee ReportNo. 454 on House Bill No. 9077, which amends
the original measure by substitution.

Iwould liketotake thismoment, Mr. President, to indicate and
establish in the record the fact that a team from the Bureau of
Internal Revenue, headed by Assistant Revenue Commissioner
Atty. Sixto Esquivias IV and Regional Director Antonio Ortega
of Makati, RDO Edwin R. Abella, RDO Gerardo Florendo and
Assistant Division ChiefLuis Alberto, along with Undersecretary
Milwida Guevarra of the Department of Finance, assisted in
crafting the provisions now embodied in the Senate version of
House Bill No. 9077.

That this proposed tax measure, Tax Reform Act, has been
long awaited by our people we know only too well, Mr. President.
This legislation will complete the tax policy component of the
broad structure of economic reforms designed toraise the economy
to full competitiveness and productivity. To the measures earlier
passed by Congress--the excise tax on beer and cigarettes and
the excise tax on petroleum--we add this third and final leg of the
CTRP--the refoim of income taxation, estate tax, donor’s tax,
excise tax, and tax administration, mcludmg remedies and penal-
ties. And we propose that the Bureau of Internal Revenue codify
these changes as "The National Internal Revenue Code of 1997."

Rationale for Tax Reform Act

Mr. President, the rationale for the reform of the income tax
system s succinctly and clearly stated in the declaration of policy
of this proposed Act.

We seek through this legislation:

1) to promote sustainable economic growth through the
rationalization of the Philippine internal revenue tax system and
tax administration;

2) to provide equitable reliefto a greater number of taxpay-
ers in order to improve levels of disposable income and increase
economic activity in the land;

3) tocreate arobustenvironment for the business community
so that it can compete more effectively in the regional as well as
global community of nations; and

4) to ensure that the government will be able to provide for
the needs of our people and the nation.

Our present Internal Revenue Code, Mr. President, dates

back to Commonwealth Act No. 466, which was enacted in 1939,
Perhaps, some of the members of this Chamber were not yet born

144

at that time. Since that time, the Internal Revenue Code has
undergone various amendments—but these changes were done
ona patchwork basis. None of these amendments compares with
this proposed legislation, which I daresay to this Chamber, has
been rendered urgent and necessary by changes both in our
country and the world.

We need thxs reform now because the world has changed
dramatically during these final decades of the century—when
innovations have literally transformed the conduct of trade and
finance, and competition has intensified among the nations.

And we need this reform now because it is vital to our bid to
become a tiger economy in our own right and to compete more
effectively in the global economy.

Mr. President, I believe speak for everyone in this Cham-
ber when I say that there has been a long—fclt need for reforms
in our tax system. For years, ithas handcuﬁ'ed instead of helped,
our efforts for national modemization. This is mainly because it
iscomplicated and difficult to administer, and because it leaves too
much room for tax evasion by taxpayers and for graft by tax
collectors and administrators.

We can develop up to a point through pubhc domestlc and
foreign borrowings, Mr. President, but in the long run it is the
efficient and equitable collection of taxes by the government that
must anchor our development aspirations.

Underthe Tax Reform Act of 1997 thetax system we wxll put
in place will have these essential charactenstlcs

- Itisresponsive to changes in the economy that have risen;

- Itis pro'acti\_'e in providing for situations or conditions which
may arise in the years to come; and

— It is equitable in providing relief to a greater number of
taxpayers by improving their levels of disposable income.

Mr. President, let me therefore discuss how these objectives
are served by the specific provisions and reforms in the Tax
ReformAct.

Sustaining Growth
Withrespect, first, to the paramount objective of promoting
sustainable economic growth, the tax system will address the

pressing needs of local industry in the following ways:

— The corporate income tax rate will be reduced progres-
sively until the end of the century—from the present maximum
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level of35% this year to 30% by the year 2000,

—  Companies that adopt the fiscal year method of accounting
period are given due consideration.

— Inter-corporate dividends remain exempt from income tax.

- Thedonor’s tax rate will be significantly reduced in order to
~unlock idle and nonproductive assets and to channel the
proceeds frrm donations into productive ventures.

Side by side with this reform covering local enterprises,
the new tax system strives to sustain the program of attracting
foreign investment into the country through the following:

~ Nonresident foreign corporations will be subject to a re-
duced rate of 20% on their gross income derlved from
sources within the Philippines.

— Income from sources outside the Philippines of resident
aliens will no longer be subject to income taxation in our

country.

— Dividends derived by a resident foreign corpdration from a
domestic corporation will remain exempted from income tax.

— Net operating ‘loss carry-over or NOLCO deduction for
firms incurring operating losses for the last three years is
allowed.

— Net capital gains from the sale of shares of stock not traded
in the stock exchange will now be subject to reduced rates.

In deliberating -on these reforms, Mr. President, we set
before ourselves the task of coming up with changes that will
truly help the economy. Too often, tax reform proposals in our
country have been governed by platitudes and lack of realism.
When they were not succumbing to the populist temptation
of penalizing business enterprises, they were unheeding of
the real and growing needs of government in our growing
economy.

By giving corporate taxpayers this new income tax frame-
work to follow, we believe we have a system that encourages, and
does not deter, the vigor of business enterprise in our country.
By lifting the present policy of taxing income not earned in the
country, we provide foreign investors the incentive to locate
more of their financial resources in our land.

I'will only add, Mr. President, that these policies have been
thepractice of many countries in the world thathave successfully
developed in recent years. :

Improving Citizen Welfare

Asimportant as sustaining economic growth, Mr. President,
the new income tax system strives to enhance the welfare of the
citizenry, through the increase of personal reliefs from taxation
and the promotion of iirban renewal.

Spec1ﬁcally, the proposed Tax Reform Act provides the
following:

— Additional tax relief will be granted to individual taxpayers
in the form of upgraded personal exemption of P25,000 per
taxpayer and P6,500 allowance per dependent without any
distinction whether the taxpayer is single, married, or a head
ofafamily.

— Astandard deduction in the determination of the gross estate
will be granted.

— Inthe computation of the gross estate, the ceiling for funeral
expenses has been increased to P200,000, and a standard
deduction for medical expenses incurred within one year
prior to the demise of the deceased amounting to P500,000is
granted.

With respect to the promotion of urban renewal and housing
development, two provisions are specifically targeted to citizens
who intend to acquire or build a better home for themselves, but
are unable to do so because of the high taxes imposed on the sale
of real estate.

First, the proceeds from the sale of the principal residence
which shall be used to acquire or build a home will be allowed a
deferral on the tax liability of the home owner.

And, second, a special deduction allowance corresponding
to the amount of interest expense on loans incurred to acquire or
build the first family home will be granted in fill.

- We see in these provisions, Mr. President, a powerful tool
for spurring the national housing program and seeding the
renewal of the inner cities of our urban centers.

Ky

New Guiding Principles of Taxation

Mr. President, it goes without saying that for the new tax
system to work, we must ensure better tax administration. The
Internal Revenue System must provide for the efficient and
timely collection of revenue in order to ensure a steady flow of
revenues to government coffers.

One partofthe challenge has to do with identifying those who

145




Sponsorship Speech of Sen. Enrile

RECORD OF THE SENATE

Vol. I, No. 3

should be taxed. The other has to do with tax administration.

Accordingly, we are revising the guiding principles of taxa-
tion in our country, as follows:

First, citizens and domestic corporations are taxable on
income from sources within and without the Philippines.

Second, citizens residing or working outside the Philippines
are taxable on income from sources within the Philippines--only
for income from sources within the Philippines.

Third, resident aliens, and resident and nonresident foreign
corporations are taxable on income derived from sources within
the Philippines.

Following these principles, tax administration and enforce-
ment provisions are strengthened and reviewed in order to
achieve uniformity in its implementation and understanding on
the part of the taxpayer.

I'wouldliketoadd, Mr. President, that, equally, anonresident
alien deriving income from the Philippines will be taxable for
those income.

With respect to individual taxpayers, the following provi-

sionswill apply:

The tax base will include individuals with compensation,
business and professional service income.

At this juncture, the Presiding Officer, Sen. Orlando S.
Mercado, relinquished the Chair to the Senate President.

Lower rates ranging from 5% to 30% will be applied on their
taxable income.

A tax at various rates on the grossed-up monetary value of
certain fringe benefits given by an employer to an employee
except those given torank and file will be taxable to the employer.
Rank-and-file employees are exempted from the tax, whether or
not it is given under a collective bargaining agreement.

There has been much concern about the House proposal
that seeks to free a great number of our citizenry from income
taxation. This will contract the tax base, Mr. President, inaddition
to depleting the revenues of government. I believe and I
recommend a more prudent and fairer approach. That is to
increase the personal exemptions of taxpayers and allowances
per dependent and then to apply a graduated, moderate income
tax rate system ranging from 5% to 30%.

146

We should not follow blindly the policy of sparing as many
of our people as possible from paying taxes. We should rather
strive for an equitable sharing of the tax burden among our
people while we ensure that truly low-income families are spared.
True citizenship is enhanced in this manner.

With respect to corporate taxpayers, the Tax Reform Act
effects substantive revision not only of tax rates, but of the very
definition of key concepts integral to tax administration. Thus:

1. The definition of "Corporation" has been expanded in
order to include joint ventures and consortia with operating
contracts with the government; mutual fund companies; and the
regional operating headquarters of multinational companies.

2. The definition of "Shares of Stock" has been expanded
to include units of participation in partnerships (except general
professional partnerships), joint accounts, joint stock companies,
joint ventures and associations, including those in recreation or
amusement clubs.

3. Thetax ondividends derived by individuals from domestic
corporations shall be gradually phased-in. It shall be 4% in 1998,
8% in 1999, and 10% in the year 2000 and thereafter.

4. The sale or disposition of capital assets of land and/or
buildings not actually used in business by a corporation shall be
subject to a capital gains tax of 5%.

Withrespect to corporate tax rates, the maximum tax rate will
bereduced gradually from 35% at presentto 30% by the year 2000
under the following schedul .:

-- 35% for taxable year 1997;

-- 33% for the taxable year 1998;

-- 31.5% for the taxable year 1999; and

-- 30% for the taxable year 2000 and thereafter.

Mr. President, we are not unmindful of the practice of certain
corporations of reporting constantly a loss in their operations to
avoid the payment of taxes, and thus avoid sharing in the cost of
government. In this regard, the Tax Reform Act introduces for
the firsttime anew concept called the Minimum Corporate Income
Tax (MCIT) so as to minimize tax evasion, tax avoidance, tax
manipulationin thiscountry and foradministrative convenience.
Under this scheme, a tax rate of three quarters of a percent or
0.75% based on net assets with carry-forward and creditability
features will be applied to corporations that do not report any
taxable income on the fourth year, beginning on the fourth year
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of their business operation. This will go a long way in ensuring
that corporations will pay their just share insupporting our public
life and our economic advancement.

Improving Tax Administration

Mr. President, all these reforms of the Revenue Code will
count for nothing, however, if we do not effect as well a rational-
ization and improvement in the tax collecting agency of the
government, namely, the Bureau of Internal Revenue. The Tax
Reform Actaddresses the need forreform in the organization and
function of the BIR in order to bring it up to speed with the
requirements of national modernization.

First, we recognize the need for greater decentralization of
powers and functions in order to improve tax collection and
administration. In this regard, the proposed Act provides that
certain powers of the Bureau of Internal Revenue commissioner
may be delegated up to division chiefs, their equivalent, and
higher ranking officers of the bureau except for the following
powers:

1. The powertorecommend the promulgation of regulations
by the Secretary of Finance;

2. The power to issue rulings of first impression, and to
reverse, revoke or modify any existing ruling of the Bureau of
Internal Revenue;

3. Compromise and abatement powers under Section 205 (A)
and (B) of the Internal Revenue Code except the power to
extrajudicially settle criminal violations under Section 205 of the
said Code;

4. The power of assignment or reassignment of revenue
officers to establishments where articles subject to excise tax are
produced and/or kept; and

5. The authority to inquire into bank deposits prescribed
under Section 6(F)(4) of the proposed Code under certain
exceptions.

Second, as a means to strengthen compliance by taxpayers
with the Revenue Code, we previde a whole new set of compli-
ance requirements. These include the following:

— A one-time registration fee and an annual fee of P500 shall
be required of all taxpayers, except for cooperatives, OCWs
and pure compensation earners.

— A 30% underdeclaration of sales receipts, or income, or
overstatement of deductions shall be primafacie evidence of

fraud or fraudulent return.
—  There will be a two-day payment facility for "sin" products.

— There will be a 15-day period within which to pay the
excise tax due on minerals, mineral products and quarry
resources.

—  There will be a 15-day payment facility for excise tax on
locally manufactured petroleum products and indigenous
petroleum.

— - Penalties are increased for those responsible in filing
false or fraudulent returns, including those who certify and
prepare questioned tax returns. Fine and imprisonment
plus perpetual disqualification from public office will be
imposed in the case of government officers and employees.

Third, and finally, to ensure compliance with the provisions
ofthe new tax system, the Tax Reform Act will create the position
of a fourth deputy commissioner in the Bureau of Internal
Revenue for the legal and enforcement group. Focus on this
aspect of the tax system is indispensable because, as we all know,
there will be those who will try to avoid the payment of taxes or
collude with taxpayers in their avoiding payment of the same.

Firmness and integrity in tax administration will make all the
difference between success and failure in the new income tax
system.

All these, Mr. President, constitute the major changes we
propose in the National Internal Revenue Code, then the Tax
Reform Actof1997.

To summarize and conclude, this reform measure proposes:

— Torationalize our country’sentire system of income taxation
and tax administration so as to create a robust environment
for the business community and to ensure adequate rev-
enues for the government;

— To enlarge the income tax base by bringing all individual
citizens and corporations who should be paying taxes within
the ambit of government tax administration;

— To provide equitable relief, as much as possible, to a greater
number of taxpayers in order to improve their levels of
disposable income;

- Todefine clearly and explicitly the primary objective of the
Bureau of Internal Revenue to assess and collect all national
internal revenue taxes, fees and charges;
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— Toenforce all forfeitures, penalties and fines in connection
with tax collection, including the execution of judgments in
all cases decided in favor of the government by the Court of
Tax Appeals and the ancillary courts; and

-~ To give effect to and administer the supervisory and police
powers conferred to it by the Code and other laws.

Mr. President, our country has long sought a fiscal policy that
would soundly keep in balance the level of taxation and public
spending. For too long, we have followed a misguided policy of
letting government spend far, far more than it earns. Oftentimes,
we have been mired in sterile debates on the issue that only
perpetuated our outmoded tax system. Meanwhile, many have
gotten away with paying little taxes or none at all.

It is time, we believe, we cut through the blinders and
misconceptions and come up witha policy that will truly serve the
paramount interest of the nation. Itistime we overhaul ourincome
tax system and come up with a framework that makes taxation more
equitable, tax administration more efficient, and government
more equipped to spur the progress of the nation.

In the Tax Reform Act of 1997, we in the Senate Ways and
Means Committee believe that we have come up with asystem that
willbe:

— more equitable and efficient,
— broader in coverage,

— simpletocomply with, and

— more revenue productive.

This measure provides a break for everyone—for taxpayers
as well as for the government. It penalizes only those who evade
or avoid a proper share of the tax burden.

In the long haul, Mr. President, I am confident that this
measure—ifpassed by this Congress—will redound to the growth of
the economy and the strength of the nation. And this finallyis what
we seek by this act of reform of our system of income taxation.

In closing then, Mr. President, I ask the Senate to accept the
reportofthe Senate Ways and Means Committee and grantits seal
- ofapproval to this Senate version of House Bill No. 9077. When

_ !tlS approved by this Chamber, we are confident that it will find
concurrence in the House and we can thus give flesh to the Tax
Reform Actof1997.

questions of my colleagues, if they have any.
Senator Tatad. Mr. President.

The President. The Majority Leader is recognized.

Senator Tatad. I would like to congratulate the distin-
guished chairman of the Committee on Ways and Means on this
excellent sponsorship speech.

SUSPENSION OF CONSIDERATION OF H. NO. 9077

But to allow our colleagues to prepare for the interpellation,
I'moveto suspend consideration of Committee ReportNo. 454 on
HouseBillNo. 9077.

The President. Is there any objection? [Silence] There
being none, the motion is approved.

SUSPENSION OF SESSION

Senator Tatad. Mr. President, I ask for a minute suspen-
sion of the session.

The President. Is there any objection? [Silence] There
being none, the session is suspended for one minute,

Itwas4:35p.m.

RESUMPTION OF SESSION
At4:50 p.m., the session was resumed..
The President. The session is lresumed.

COMPOSITION OF THE
SELECT COMMITTEE OF SEVEN

Before the Majority Leader makes the nextmotion, the Chair
would like to announce the composition of the Select Committee
to look into the charges in the mattér of drugsin connection with
the privilege speeches or questions of privilege delivered. The
chairman will be Sen. Marcelo B. Fernan, former Chief Justice
and chairman of the Committee on Justice and Human Rights; the
members will be Sen. Franklin M. Drilon, former Secretary of
Justice and chairman of the Blue Ribbon Committee; Sen. Miriam
Defensor Santiago, former judge and former member of the
Cabinet, chairperson of the Committee on Constitutional Amend-
ments, Revision of Codes and Laws; Sen. Juan Ponce Enrile,
former Secretary of Justice and former Secretary of National
Defense; Sen. Juan M. Flavier, former Secretary of Health and
chairman of the Dangerous Drugs Board; Sen. Neptali A.
Gonzales, former Minister of Justice and Senate Minority Leader;
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At 10:31 a.m., the session was resumed with Senate Presi-
dent Ernesto M. Maceda presiding.

The President. The session is resumed. The Majority
Leader is recognized.

BILL ON SECOND READING
S. No. 1728 - Indigenous Penples’ Right Act of 1996
(Continuation)

Senator Tatad. Mr. President, I move that we resume
consideration of Senate Bill No. 1728 under Committee Report
No. 236.

The Presndent Resumption of consideration of Senate Bill
No. 1728 is now in order. .-

Senator Tatad. We are still in the period of individual
amendments, Mr. President. Iask that the distinguished sponsor,
Senator Flavier, be recognized; and to propose some amend-
ments, the distinguished gentleman from Isabela.

The President. The distinguished senator from the Cordil-
leras, sponsor, and the senator from Isabela to propose some
amendments, are recognized.

MANIFESTATION OF SENATOR FLAVIER
(Additional Authors)

Senator Flavier. Mr. President, before recogmzmg Sen-
ator Alvarez, may I just manifest that the following are addition-
al coauthors of the bill: Senator Maceda, Senator Angara,
Senator Santrago Senator Herrera, Senator Fernan, Senator
Gonzales, and Senator Drilon.

The President. The manifestation is noted.
Senator Flavier. Thank you, Mr. President.

The President. The gentleman from Isabela, Senator
Alvarez, is recognized.

ALVAREZ AMENDMENTS
Senator Alvarez. With the permission of the Chair,
Mr. President, my proposed amendments consist of about six

numbers.

The first one is on page 4, line 22, Section 3, after the word

“traits”, delete the word “and” and in lieu thereof, insert the
word OR.

Senator Flavier. The amendment is accepted, Mr. Pres-
ident.

The President. Is there any objection? [Silence] There
being none, the amendment is approved.

Senator Alvarez. Onpage 9, lines 5 to 6, Section 15, after
the phrase “right to”, insert the word CONTROLY,).

In line 7, after the word “shall”, insert the phrase HAVE
THE RIGHT TO.

Senator Flavier. The amendments are accepted, Mr. Pres-
ident. :

The President. Is there any objection? [Silence] There
being none, the amendment is approved.

Senator Alvarez. On page 3, line 10, insert a new section
to read as follows:

SEC.17. TRIBALBARANGAYS. - THEICCS/IPS LIVING
IN CONTIGUOUS AREAS OR COMMUNITIES WHERE
THEY FORM THE PREDOMINANT POPULATION BUT
WHICH ARE LOCATED IN MUNICIPALITIES, PRO-
VINCES OR CITIES WHERE THEY DONOT CONSTITUTE
THE MAJORITY POPULATION, MAY FORM OR CONSTI-
TUTEA SEPARATEBARANGAY INACCORDANCE WITH
THELOCAL GOVERNMENT CODE PROVISION FOR THE
CREATION OF TRIBAL BARANGAYS.

Senator Flavier. The amendment is accepted, Mr. Pres-
ident.

The President. Is there any objection? [Silence] There
being none, the amendment is approved.

Senator Alvarez. Onpage 11, line 39, Section 29, after the
word “information”, add the phrase AND INTERNATIONAL
CULTURAL EDUCATION EXCHANGE

The President. Deleting the first “and”?
Senator Alvarez. Page 11, line 39.

The President. Does the distinguished gentleman want to
retain the phrase “education and public information and”?

Senator Alvarez.
CHANGE, Mr: President.

CULTURAL EDUCATION EX-

207




Monday, August 4, 1997

RECORD OF THE SENATE Suspension of Consideration of S. No. 1728

right of the Ibanags or the Ilocanos or the Cebuanos or the
Cordillera residents or the Muslims as in the other members of
our society to self-determination, then we may just as well break
up the country.

SUSPENSION OF SESSION

The President. The session is suspended for one minute,
if there is no objection. [There was none.]

Itwas 10:53 a.m.
RESUMPTION OF SESSION

At 10:54 a.m., the session was resumed.

The President. The session is resumed.

Senator Fernan. Mr. President.

The President. The gentleman from Cebu is recognized.

FERNAN AMENDMENTS

Senator Fernan. Consistent with the Macapagal amend-
ment, we would like to substitute the word *“self-determination”
with the words FOR CULTURAL INTEGRITY.

Senator Flavier. It is accepted, Mr. President.

The President. Is there any objection? [Silence] There
being none, the amendment is approved.

Senator Fernan. On page 16, line 29, between the period
(.} and the word “towards,” insert the following:

IT SHALL UNDERTAKE WITHIN THE LIMITS OF
AVAILABLE APPROPRIATIONS A SPECIAL PROGRAM
WHICHMAY INCLUDELANGUAGE AND VOCATIONAL
TRAINING, PUBLICHEALTH AND FAMILY ASSISTANCE
PROGRAMS AND RELATED SUBJECTS.

Senator Flavier. It is accepted, Mr. President.

The President. Is there any objection? [Silence] There
being none, the amendment is approved.

Senator Fernan. And finally, after that previous insertion,
alsoaddthe following paragraph: ITSHALL ALSOIDENTIFY
ICCS WITH POTENTIAL TRAINING IN THE HEALTH
PROFESSION AND ENCOURAGE AND ASSIST THEM TO
ENROLL IN SCHOOLS OF MEDICINE, NURSING, PHYS-

ICAL THERAPY AND OTHER ALLIED COURSES PER-
TAINING TO THE HEALTH PROFESSION.

Senator Flavier. It is accepted, Mr. President.

The President. Is there any objection? [Silence] There
being none, the amendment is approved.

In view of those two amendments, would the sponsor
consider changing the name of the office to OFFICE ON
CULTURE. EDUCATION AND HEALTH on page 16. line 25
of the bili?

Senator Flavier. 1 would accept that. Mr. President.
The President. Would the gentleman propose it?
Senator Flavier. Yes, [ would, Mr. President.

The President. [s there any objection? [Silence] There
being none, the amendment is approved.

Senator Tatad. Mr. President.
The President. The Majority Leader is recognized.
SUSPENSION OF CONSIDERATION OF S. NO. 1728

Senator Tatad. Mr. President, the distinguished senator
from Pangasinan, Senator Shahani, has sent words that she
would like to propose an amendment but she is not in the hall
right now. That is the only remaining reservation as far as
amendments to this measure are concerned.

So,Imove to suspend consideration of Senate Bill No. 1728.

The President. Is there any objection? [Silence] There
being none, the motion is approved.

BILL ON SECOND READING
H. No. 9077 - Tax Reform Act of 1997
(Continuation)

Senator Tatad. Mr. President, I move that we resume
consideration of House Bill No. 9077 as reported out under
Committee Report No. 454.

The President. Is there any objection? [Silence] There
being none, resumption of consideration of House Bill No.9077

is now in order.

Senator Tatad. We are now inthe period of interpellations.
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I ask that the distinguished sponsor, the Chairman of the
Committee on Ways and Means, Senator Enrile, be recognized.
Likewise, the distinguished Minority Leader, Senator Gonzales,
for the first interpellations.

The President. The Chair would like to commend the
Secretariat for improving satisfactorily the lighting of this hall.

Senators Enrile and Gonzales are recognized to debate on
this measure.

Senator Gonzales. Thank you Mr. President. Will the
distinguished and respected sponsor of this measure yield for
some questions?

Senator Enrile. Gladly, Mr. President.

Senator Gonzales. Just to start the interpellations, may I
interpellate on a few limited matters without prejudice to further
interpellations later.

It would appéar that the Bureau of Internal Revenue shall
have a chief to be known as the Commissioner of Internal
Revenue and four assistant chiefs to be known as deputy
commissioners. So the Bureau itself is hierarchical and not
collegial in structure. Is that correct, Mr. President?

Senator Enrile. Thatis correct, Mr. President. Infact, we
will notice that on page 2, Section 3 of the bill, we have restored
the power of the Finance Department to supervise and control
the bureau. I find it rather awkward that the Secretary of
Finance, who is responsible for the fiscal policies of the country
and in seeing to it that the government has enough revenues to
support its government function, has no supervision or control
over the two bureaus that are in charge of raising revenues for
the government.

Traditionally, it has been a part of our political structure of
government for Cabinet secretaries to have supervision and
control over the bureaus under them. But, unfortunately,
because of the influence of the incumbent bureaucrats then,
during the time of the Marcos administration, the power of
supervision and control of the department heads—the Secretary
of Finance over the Bureau of Internal Revenue and, later on,
over the Bureau of Customs—has been removed. I think it is
about time that we should restore this in order to infuse and

restore some bureaucratic discipline in our system of govern-
ment,

Inthe case ofthe bureau itself, we will have acommissioner

who will be the head of the Bureau with the primary, original and
exclusive jurisdiction to interpret internal revenue laws, with
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fourdeputy commissioners with assigned functions, the regional
directors and then the revenue district officers. That will be the
official, formal and territorial hierarchical division or structure
of the Bureau of Internal Revenue.

Senator Gonzales. I would like to thank the gentleman for
his answer, Mr. President. I notice that many of the powers
vested by this Code upon the commissioner are quasi-judicial in
character, of far-reaching application and even significance.
For example, the power to interpret tax laws and to decide tax
cases, the power to compromise, the power to order the exam-
ination of bank records, the Bank Secrecy Law to the contrary
notwithstanding and others.

In public administration, probably, a hierarchical structure
is to be recommended when the functions are largely adminis-
trative. That is obviously in order to give direction and control
and, therefore, foster administrative efficiency. But when
functions are quasi-judicial in nature, it is preferable to have it
as acollegial body. May I have the gentleman’s kind comments
on this view?

Senator Enrile. Actually,Iam notquitein agreement with
the proposition that the function of the Internal Revenue
Commissioner is quasi-judicial in nature. He is the highest
internal revenue tax enforcer of the country, and he protects the
interests of the government. The courts are open to any taxpayer
to question the exercise of power by the Internal Revenue
Commissioner.

Inthe case of the power to compromise tax liabilities, there
is a provision which, in effect, establishes a collegial group up
to a certain level to decide that matter.

With respect to the opening of bank deposits, that is not a
blanket authority granted to the commissioner to pry into the
bank deposits of any taxpayer. There must be a return filed by
a taxpayer and that return must be audited. And in the course
of the audit, there must be discovered evidence of fraud or
fraudulent effort to cheat the government of its revenues, but the
presence of that evidence is not enough. The evidence must be
clear, direct, and substantial to allow the commissioner to
authorize the examination of the bank account of the taxpayer.

The purpose of this, Mr. President, is to prevent tax evaders
from hiding behind statutes passed by Congress to precisely
violate the very duty that they should have in supporting the
government that protects them and allows them to operate in its
realm. So, these things have been sufficiently considered.

Now, as far as the taxpayer is concerned, if there is any
reason to believe that the Commissioner of Internal Revenue has
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abused his or her power or acts arbitrarily, the courts are open to
the taxpayer to question the acts and exercise of power by the
Commissioner of Internal Revenue.

Senator Gonzales. Probably we look at these things quite
differently and from different points of view because, certainly,
I consider the power to decide tax cases, the power to compro-
mise tax cases and assessments, yes, order an examination of
bank deposits, in fact, under the Bank Secrecy Law, itis only the
court that can order the examination of bank deposits—as quasi-
legislative in nature.

At any rate, the gentleman has given his reasons and
therefore, I may turn to another point.

Senator Enrile. MayIjust putinthe Record, Mr. President,
that it has always been a tradition in our country, ever since we
established our government and started collecting revenues, that
the Commissioner of Internal Revenue acts by himself or herself
in enforcing tax laws. It has never been raised as an issue,
whether political or otherwise, that the function of the commis-
sioner in raising revenue for the government is quasi-judicial in
nature.

On the other hand, if we are going to tie the hands of the
government through the Internal Revenue Commissioner in
collecting taxes by requiring the Bureau of Internal Revenue to
be the one to go to court to get permission to open the bank
accounts of persons shown to be really tax evaders, then we are,
in effect, impairing the existence and the viability of our
government.

The lifeblood of our government is revenue coming from
the tax-paying public. We should not abet or even indicate that
- we are abetting tax evasion in this country. We should reverse
the process and let the burden of showing that the action of the
commissioner is abusive or arbitrary, rather than letting the
commissioner go to court first and get the permission to inquire
into the bank deposit of a proven tax evader. As a practical
matter, Mr. President, if we follow the logic now being pro-
posed, then by the time the court will act, considering the judicial
process in this country, all bank accounts of tax evaders shall
have been closed.

Senator Gonzales. I will go to that particular point, Mr.
President, because I am not yet at the point where we have to
examine the proposed provision here giving the commissioner
the power to order the examination of bank accounts. We are
merely putting certain thoughts concerning the administrative
structure of the Bureau of Internal Revenue and admittedly, this
might be a novel idea because heretofore, as the distinguished
author had suggested, the structure had been hierarchical and

probably, thatcould be one of the reasons there had been charges
of abuse, especially in deciding tax cases as well as in entering
intocompromises. But then, there is nothing wrong aboutquasi-
judicial power being granted by law to an administrative agency
because it is not strictly judicial. Quasi-judicial power is
administrative in nature.

Well, probably, I find comfort in that there is a system of
judicial review fromthe decision of the commissioner, aright of
appeal from his decision to the Secretary of Finance, and later
to the Court of Tax Appeals.

Senator Enrile. Well, provided, Mr. President, with the
permission of the distinguished gentleman, with two approaches
to prevent abuse and that is, first, the decision of the commis-
sioner will be reviewed, reversed or revised orin any way turned
down by the Secretary of Finance by its power of supervision
and control. Second, in an adversarial situation between the
taxpayer and the commissioner, for after all, their positions are
adversarial in the sense that one is collecting and the other one
isrequired to pay, the affected taxpayer can go to court to ask for
a review of the decision of the commissioner.

The President. Correct.

Senator Gonzales. Now, this power to decide disputed
assessments, refunds of revenue taxes, fees and other charges
and also imposition of penalties in relation thereto, that power
is also vested in the commissioner but subject to the exclusive
appellate jurisdiction of the Court of Tax Appeals.

My question, Mr. President, is: Need one, before he goes
to the Court of Appeals, exhaust administrative remedies by
appealing the decision of the commissioner to the Secretary of
Finance who exercises control and supervision over this?

Senator Enrile. Yes, Mr. President, that is the meaning of
supervision and control.

Senator Gonzales. That is right, Mr. President, because
while in other cases, there is a provision of appeal to the
Secretary of Finance; however, under Section 4, it specifically
provides in line 6 to 7 that insofar as appeal from a decision of
disputed assessments and refunds of internal revenue taxes, et
cetera, the appeal shall be subject to the exclusive appellate
jurisdiction of the Court of Tax Appeals.

In short, there is no provision to the effect that one must first
g0 to the secretary,

Senator Enrile. Well, Mr. President, the commissioner
will issue aruling with respect to the tax obli gation of a taxpayer
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and that truly is subject to the administrative review of the
Secretary of Finance.

For after all, the tax liability of a taxpayer involves an
interpretation and application of the provisions of the Bureau of
Internal Revenue Code and that is covered by Section 4, the
opening paragraph.

Senator Gonzales. So that, therefore, the real intendment
is that there is a process of administrative exhaustion.

Senator Enrile. After all, if the Secretary of Finance will
sustain the position of the commissioner then, it is that decision
which was sustained by the Secretary of Finance that will be
open to review by the Court of Tax Appeals.

Senator Gonzales. Probably, in the period of amendments
the matter can be clarified by the appropriate amendments.

Under the new Section 6 now appearing on page 6, it would
appear that any return or statement or declaration filed in any
office can still be amended or withdrawn or modified for as long
as: 1) the same is done within three years from the date of such
filing, and 2)...

Senator Enrile. Provided that in the meantime, there has
been no service of notice to audit.

Senator Gonzales. Precisely. That is within what I stated.
That no notice for auditor investigation of such return has been
actually served upon the taxpayer.

Now, Mr. President, can the power to compromise be
exercised by the Commissioner at any time or within the three-
year period as herein provided and therefore, the compromise
may require the filing of an amended return even if a notice has
already been served upon the taxpayer?

Senator Enrile. Provided he complies with the provisions
of Sec. 205. This provision of Sec. 205—there is a special
provision dealing with compromises of tax liability.

Senator Gonzales. What in effect, Mr. President, I am
saying is that, notwithstanding the express provisions of the third
paragraph of the new Sec. 6 under this bill, the power of
compromise may still be exercised by the commissioner even
beyond the three-year period and even if a notice has already
been actually served upon the taxpayer.

Senator Enrile. Mr. President, I doubt whether within the

first three years there can be a compromise that can be arrived
at between the commissioner and the taxpayer, considering the
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fact that this section that had been cited assumed that there has
been no audit yet, and if there is no audit there can be no
deficiency assessment. Since there is no assessment, there is
nothing to compromise because we operate on the basis of
voluntary compliance. The return is presumed to reflect the
correct tax liability of the taxpayer and on the basis of that return
he has paid or he will pay his tax liability.

Now, he is given a chance to amend his return in the event
that there was some error on his part in either underdeclaring his
income or overdeclaring his deduction, in which case it is true,
so it affects the actual amount of the tax liability.

Now, within that period of three years, it is assumed and
presumed that there has been no assessment yet, no deficiency.
The only thing due to the government is what the taxpayer has
actually declared in his return.

Now, if there is already an assessment issued by the
commissioner within that three-year period because a notice of
audit has been served and a deficiency assessment has been
issued, then a compromise on the tax is possible.

Senator Gonzales. Mr. President, I ask this question
because my little knowledge and experience in practice tells me
that compromises are entered into even after a case has already
been filed and it is pending before the Court of Tax Appeals.

My pointis: Is there any time limit within which the power
to compromise any tax liability or assessment is to be made?

Senator Enrile. I was told by the people who have been
enforcing our tax laws that we cannot compromise a case
pending before the Court of Tax Appeals. Common sense will
tell us that at that point, the commissioner has lost jurisdiction
overthe case. Itis now within the jurisdiction of the Court of Tax
Appeals; and second, when a fraud is asserted against the
taxpayer.

Senator Gonzales. Yes, Mr. President, but it is not really
the compromise agreement that renders it effective but the
compromise agreement is always submitted to the court for
approval. So, in effect, it is not really just a private matter
between the government and the taxpayer.

Senator Enrile. I understand that has never been done and
is not being done. Once a case is pending in the Court of Tax
Appeals, it goes through motu proprio.

Senator Gonzales. All right. So let it be that way.

Senator Enrile. I understand that is a legal prohibition.
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Senator Gonzales. Thereisalegalprohibition against that.
Well, without accepting it, I just would want to go on.

Now, another power to be exercised by the commissioner is
this very troublesome provision concerning the authority of the
commissioner to inquire into the bank deposits or accounts.

We are aware that probably the backbone of any financial
system is confidence and stability in its operation. Therefore
reliance on financial policies dictates that any possible source of
instability be eliminated. A perception of abuse of the above
provision, any semblance of a viclation of trust, even if incor-
rect, will have dire consequences.

Now, one of the backbones of our financial system is
Republic Act No. 1405, otherwise known as the Bank Secrecy
Law. Andapolicy statement of the highest order has been made.
It says:

All deposits of whatever nature with banks or
banking institutions in the Philippines including
investment in bonds issued by the government of the
Philippines, its political subdivisions and
instrumentalities are “hereby considered as of an
absolutely confidential nature and may not be examined,
inquired, or looked into by any person, government
official, bureau or office except in four cases:

1. Upon written permission of the depositor;
2. In case of impeachment;

3. Uponorderofacompetentcourtincasesof bribery
or dereliction of duty of public officials; and

4. Inthecases where the money deposited orinvested
is the subject matter of the litigation.

Apparently, Mr. President, this is not only a policy state-
ment but also an implementation of the provision of Section 2,
Article III of the Bill of Rights of the Constitution, which
provides:

Therightof the people to be secure in their persons,
houses, papers, and effects against unreasonable
searches and seizures of whatever nature and for any
purpose shall be inviolable, and no search warrant or
warrant of arrest shall issue except upon probable cause
to be determined personally by the judge after
examination under oath or affirmation of the
complainant and the witnesses he may produce, and
particularly describing the place to be searched and the

persens or things to be seized.

Mr. President, whether it be an order, memorandum, circu-
lar or instruction of the bureau, it has the character of a warrant
foraslongasitorders the search and examination of certain bank
accounts.

Senator Enrile. I admire the erudition and the scholarly
presentation of the distinguished gentleman of this issue, but I
would like to call attention to the fact that the very provision of
the Constitution cited says, “ all searches are’allowed if they are
reasonable.” Only unreasonable searches are disallowed under
the Bill of Rights. That is first.

Second, in the proposal we are making, Mr. President, we
have seen to it that we respect that provision precisely, and we
require that there must be a clear, direct and substantial evidence
of fraud or criminal violation against the internal revenue laws
of the country before the commissioner can perform the
function.

Third, the policy that has been cited under Republic Act No.
1405 isan old policy and it requires a reexamination, apart from
the fact that Congress has already reexamined that and eroded
that policy because in the very Internal Revenue Code that we
are writing, there are already three instances where the policy
hasbeenchanged. Thatis in the case of the determination of the
amount of the estate left by a decedent.

And fourth, in the case of a tax compromise proposed by a
taxpayer on the basis of financial inability to pay, the law allows
the commissioner to examine the bank account of the taxpayer.

As far as the reexamination of the policy is concerned, it has
been reexamined and eroded. The only new thing that we are
proposing now is the opening of the bank account of a tax evader
proven by clear, direct and substantial evidence gathered in the
course of a tax audit. I do not think that this Congress would put
itself on record as abetting tax evaders in this country.

Senator Gonzales. Mr. President, there can be no unrea-
sonable search or seizure or illegal search and seizure where
permission is given by a person. Certainly, if there is written
permission, or, let us say, one has applied for a reduction of his
tax liability on account of his inability to pay, that is actually an
implied permission to examine his bank account.

Butweare talking of a situation whichis involuntary. There
is no permission granted here. But if the gentleman will note,
under this bank secrecy law, in compliance with the requirement
that the determination of a probable cause shall be made by the
judge after personally examining the complainant and the
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witnesses he may produce, that is actually reproduced here in
Section 2 of Republic Act No. 1402, when it says, “upon order
of a competent court in cases of bribery or dereliction of duty
of public officials or in cases where the money deposited or
invested in this is the subject matter of the litigation.”

Mr. President, there is always a court order, not merely an
order of the Bureau of Internal Revenue Commissioner.

Senator Enrile. Mr. President, that is the general rule.
We can create exceptions in order to protect the interest of
the state, because otherwise we will be in a very awkward
situation whereby in applying that general rule, we are actually
protecting criminals. I think there is no one in this hall who
would want to be on record to just do that. I think that if we are
going to expect our tax collectors—the Bureau of Internal
Revenue—to perform their job, then we.must endeavor to
provide them with the tools to perform their job consistent with
our constitutional tradition and with such sufficient safeguards
in order to prevent abuse of power. Ithink the proposal that we
are making is a’reasonable proposal which safeguards the
interest of the taxpayer.

Mr. President, I am also a taxpayer. I also have bank
accounts. ButI am not afraid to open my bank accounts to
anybody because I know that I am not evading taxes.

Senator Gonzales. Mr. President, it is not a question of
protecting a tax evader, et cetera; it is a question that the policy
has already been declared by the state. It is now the touchstone
of our financial system. The moment that we change it, we erode
the degree of confidence that had been already ingrained by this
policy, if not the strict provision of the Constitution and law upon
the people.

However, we are still governed by men and not by angels,
and that the possibility of abuse or a misuse of this particular
power is ever present, Mr. President. After all, it is the
Commissioner himself who orders the examination, who will
determine whether there is a clear, direct and substantial evi-
dence of fraud. Siya rin ang nagde-determine noon.

Senator Enrile. But, Mr. President, the taxpayer, if the
evidence is flimsy, can go to court and get an injunction. It is so
simple to get a TRO now in this country, especially if he has
billions coming from some illegal activities.

The President. With the permission of the gentlemen on
the floor, the lady senator from Iloilo may intervene.

Senator Santiago. Thank you, Mr. President. On this
particular point under debate, I would like to refer to Article III,

216

Section 2, which has been in part quoted by Senator Gonzales.
It provides:

Theright of the people tobe secure intheirpersons,
houses, papers and effects against unreasonable
searches and seizures of whatever nature and for any
purpose shall be inviolable, and no search warrant or
warrant of arrest shall issue except upon probable cause
to be determined personally by the judge xxx

My point of information is this. There are two schools of
thought on how Article ITI, Section 2 should be interpreted. The
first school of thought is exemplified by the distinguished
sponsor who was previously quoted as saying that the right of the
people to be secure against unreasonable searches is adequately
protected for as long as the search is reasonable.

In other words, his advocacy is that as long as the search can
be shown by government emissaries or agents to be reasonable,
then the Constitution has been complied with. My point of
information is that this is only one school of thought.

The other school of thought is that Section 2 must be read
in its entirety, and that the provision on unreasonable searches
must be read in conjunction with the clause “and no search
warrant.”

In other words, the second school of thought has it that for
any search to be reasonable, there should always be a warrant.
That warrant is a basic fact of constitutional life. Therefore, if
there is to be any exception to the provision for a warrant of
search or a warrant of arrest, that provision must be extremely
narrowly drawn and must be very strictly construed. Thatis all,
Mr. President.

SUSPENSION OF SESSION
Senator Gonzales. With the kind permission of the distin-
guished sponsor, may Irequest for a suspension of the session for

a few minutes.

The President. Is there any objection? [Silence] There
being none, the session is suspended for a few minutes.

It was 11:35 a.m.
RESUMPTION OF SESSION
At 11:42 a.m., the session was resumed.

The President. The session is resumed. Senator Gonzales
is recognized.
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Senator Gonzales. This power to order the examination of
the bank deposits and accounts of a taxpayer can be delegated
under the provisions of Section 7, page 9 of this bill.

Mr. President, delegation of power is a tremendous power.
It can only be delegated if there are definite and ascertainable
standards. When and under what conditions and circumstances
may this power be delegated by the commissioner?

Senator Enrile. Mr. President, my understanding of “un
due delegation of power” here is that it deals with the grant of
delegation by Congress to a government functionary, and there
must be certain standards.

But nonetheless, we are providing here that “the Commis-
sioner may delegate the powers vested in him or in her under the
pertinent provisions of the Code to any or such subordinate
officials with the rank equivalent to a division chief or higher,
subject to such limitations and restrictions as may be imposed
under rules and regulations to be promulgated by the Secretary
of Finance, upon recommendation of the Commissioner.”

This is in line with the power of supervision and control that
we are vesting in the Secretary, except the following powers.
One of these powers that could not be delegated by the commis-
sioner is the power to inquire into bank deposits prescribed under
Sections 6 and 4 of the Internal Revenue Code.

MTr. President, the commissioner herself cannot just inquire
into the bank deposits of any taxpayer. There must be an
examination of a tax return. And in the course of that examina-
tion, the examiner has established the presence of a clear, direct
and substantial evidence of fraud or criminal violation. .

I think it would be rather unusual and awkward for a
government in a situation like that to become powerless to
protect itself, if that situation is already a clear evidence of
violation of the Code.

At that point, if I may say so, it would be rather imprudent
for us to help that taxpayer and prevent the government from
pursuing the case and prosecuting him simply because we have
adopted a general policy for the banking system, which is now
being foisted to defeat the very purpose of government in
collecting the correct revenues from its people.

Senator Gonzales. Now, by way of comment, may I be
allowed to put into the Record that although this is not strictly
legislative power—as I have said, it is a quasi-judicial power—
and therefore, it is still within the purview of the maxim potestas
delegata non potest deligare. A delegated power cannot be
delegated. Itcanbe delegated only if there is aclear, definite and

ascertainable standard, and I see nothing in the law which serves

- as a criterion or guide or standard for the commissioner to

delegate this tremendous power to an assistant.

The only thing that I see here, which I do not consider a
standard at all, is to a subordinate official with the rank equiv-
alent to a division chief or higher, but that is hardly no standard
at all.

Senator Enrile. Incidentally, Mr. President, with the
permission of the distinguished gentleman, this cannot be
delegated. The power of the commissioner that can be delegated
is administrative in nature, implementing powers, like examin-
ing the tax record of an individual; examining the books and
requiring the presentation of information or documents. But the
power to recommend the promulgation of rules and regulations
by the Secretary of Finance or the power to issue rulings of first
impression or to reverse, revoke or modify an existing ruling of
the bureau or the power to compromise or abate any tax or fines
orsurcharge or charges or other such things under Section205(a)
and (b) of the Code or any tax liability, cannot be delegated.

The power to assign and reassign internal revenue officers
to establishments where articles subject to tax are produced or
kept could not be delegated. Especially, the power to inquire
into bank deposits.

Senator Gonzales.
par. (e), Section 6.

No, Mr. President, there is under

Senator Enrile. Yes, that power cannot be delegated.

Senator Gonzales. Section 7, Mr. President, is Authority
of the Commissioner to Dclegate Power, and under par. (e), it
says, “The power to 1nqu1re into bank deposits prescribed
under Section 6, par. (f), Subsection 4 of this Code.

Senator Enrile. It cannot be delegated, Mr. President.

Senator Gonzales. It can be delegated, Mr. President.

Senator Enrile. It cannot be, Mr. President.

Senator Gonzales.
Mr. President.

It is included in the enumeration,

Senatoi' Enrile. Under Section 15, lines 15, 16 and 17 on
page 9. “Provided, however, that the following powers of the
Commissioner shall not be delegated:”

Senator Gonzales.
I missed these two lines.

I stand corrected, Mr. President.
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Now, there is no intention to coddle and protect those who
would violate our tax law. In fact, we are supporting any
aggressive action on the part of our Internal Revenue authorities
to collect taxes due to the government. But then, we have also
to balance it with certain rights granted by law and the
Constitution to individuals. The end would not always justify
the means.

That is why we say, Mr. President, that there are certain
provisions set by the Constitution itself intended for the protec-
tion of rights. If necessary, that will prevent the commissioner
fromapplying with the courts and then ask for atemporary freeze
order until the order is issued by the court. So, there is nodanger
that the accounts can be withdrawn in the meantime that the
matter is pending before the courts or probably, an ex parte
proceedings can be authorized under the law or the rules.

Senator Enrile. Mr. President, my simple answer to that is
this: Today, with the use of the electronics, if the taxpayer will
learn that a case is going to be filed in court, maybe the next
minute, the deposit is withdrawn.

Senator Gonzales. Then the time interval will always be
there, Mr. President.

Senator Enrile. What then is the utility of apower granted
to the commissioner to apply to the court? Why can we not
reverse the situation and let the commissioner exercise the
power and the taxpayer to go to court?

Senator Gonzales. Because the gentleman asked me a
personal question between efficiency and rights, I would always
opt in favor of the latter.

Senator Enrile. Not at the expense of the society, Mr.
President. That is why we jail criminals, including tax evaders,
because we have to protect society.

Senator Gonzales. Mr. President, when the Bill of Rights
set certain provisions, there are limitations upon the powers of
government itself.

Senator Enrile. Thatis correct. I agree with that.

Senator Gonzales. Infact, thatis the nature of a democratic
government. Arepublican governmentis alimited government;

that the Constitutionis botha grant and a limitation of the powers
of government.

Senator Enrile. I agree with that, Mr. President. That is
why the courts are open to the taxpayer that is guaranteed to him
by the Bill of Rights. We cannot say that there is a denial of due
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process because we are precisely crafting a law defining the
limits of the exercise of this power. The limitations are such that
even in this case, the power sought to be vested to the commis-
sioner are not arbitrary or whimsical or capricious powers, but
powers based on substantial evidence of the existence of a fraud
against the government or a criminal violation.

Senator Gonzales. By way of information, Mr. President,
may the gentleman tell us whether the IRS of the Federal
Government of the United States is given this power?

Senator Enrile. Yes, Mr. President. In fact, we copied the
Bill of Rights from them, including the power of the limitation
on search and seizures and yet they do not have a maxi cricilo.
The commissioner can get any information he wants from the
banking system of the United States.

Senator Gonzales. Mr. President, we will have to look into
that, because considering the nature of the American constitu-
tional system, there must have been judicial interpretations of
that authority, if any.

Senator Enrile. In fact, I think, one of the few countries in
the world having this—Europe does not have this kind of a law—
is the case of Switzerland, for areason, not for tax purposes. But
in the case of the United States where we copied this sacrosanct
limitation on unreasonable searches and seizures, they do not
protect tax evaders. In fact, they send them to jail.

Senator Gonzales. My understanding, Mr. President, is
that the effectiveness of the IRS is really upon its own adminis-
trative strength and not by reason of laws of this nature.

Senator Enrile. Mr. President, just as a matter of a riposte
tothat statement, there are as many scoundrels in the IRS as there
are in our tax bureaus.

Senator Gonzales. Mr. President, may I also go into the
power to enter into compromises. I understand this can be found
on page—

Senator Enrile. Page 156, Mr. President.

Senator Gonzales. —page 156. May I repeat this because
I did not get a very clear and positive answer when I first raised
this issue. -

Is there any time limit or period during which this power of
the Commissioner to compromise, abate, refund or credit taxes
may be exercised?

Senator Enrile. I am not aware of any time limitation,
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Mr. President. This is exercisable by the commissioner only
under certain conditions after the deficiency tax assessment has
been issued.

Senator Gonzales. Even after a case is already pending in
court, Mr, President?

Senator Enrile. No, Mr. President. If the tax assessment
is based on fraud, or when the case is already filed in court, the
commissioner of the Bureau of Internal Revenue loses jurisdic-
tion over the case.

In the case of a tax fraud case, even while the commissioner
has jurisdiction, the law prohibits any compromise.

Senator Gonzales. Mr. President, there are certain guide-
lines here. I understand that compromise in the payment of
internal revenue taxes may be done: first, when there is reason-
able doubt as to the validity of the claim against the taxpayer;
second, when the financial position of the taxpayer demonstrates
a clear inability to pay the assessed tax. However, there are
certain limits to that power.

For example, it says, for cases of financial incapacity, a
minimum compromise rate equivalent to ten percent of the basic
assessed tax and, for other cases, a minimum compromise rate
equivalent to 40 percent of the basic assessed tax.

Mr. President, [ am just thinking of a situation where there
is an inflation of the assessment.

There had been a number of news reports and even state-
ments made by noless than the Senate President before this Body
questioning the compromises that had been entered into by the
Commissioner of the Bureau of Internal Revenue. Apparently,
how do we rein in the discretion exercised by the Commissioner
as far as this power is concerned?

Senator Enrile. Mr. President, we inserted a provision in
the proposed Code giving an oversight power to the Congress
over compromises entered into by the commissioner. She or he
will report to the Congress every six months—through the Ways
and Means Committee of both Chambers—tax cases that have
been compromised by the Bureau, stating the reasons the
compromises had been entered into.

Senator Gonzales. Is there an automatic review by the
Secretary of Finance of compromises entered into or granted by
the Commissioner of the BIR?

Senator Enrile. No, Mr. President, there is none. That is
a prerogative of the commissioner as the implementing

authority of our tax code.

Senator Gonzales. Sothatunderthe law, the whole interest
of the people, and that is the government, is supposed to be
represented and protected by the BIR commissioner.

Senator Enrile. That is the assumption, Mr. President.
That is why we established certain levels here. In the case of
compromises based on financial incapacity, the compromised
amount must not be less than ten percent of the basic tax,

" assessed tax.

Now, in other cases, it shall not be less than 40 percent.
If the compromised amount is less than these percentages,
then it must be decided not just by the commissioner but by a
collegial party.

Senator Gonzales. AsIThavesaid, I merely intended tostart
the period of interpellations and I was supposed to interpellate
only on limited points. Therefore, may I request that my
interpellation be suspended without prejudice to taking the floor
again when we come to the very substantial provision of this bill.

Thank you, Mr. President.

Senator Tatad. Mr. President.

The President. The Majority Leader is recogn'ized.

Senator Tatad. Mr. President, we take note of the request
of the Minority Leader. A list of those who have made

reservations to interpellate are Senators Roco, Santiago and
Alvarez as of now.

SUSPENSION OF CONSIDERATION OF H. NO. 9077

I'move to suspend consideration of House Bill No. 9077
under Committee Report No. 454.

The President. Is there any objection? [Silence] There
being none, the motion is approved.

MOTION OF SENATOR TATAD
(Additional Number of Members in the
Select Commiittee of Seven)

Senator Tatad. Mr. President, in relation to the Select
Committee of Seven created to investigate allegations on the

drug issue, I move that we expand said committee to nine.

The President. Is there any objection? [Silence ] There
being none, the motion is approved.

219




Monday, August 4, 1997

RECORD OF THE SENATE

H. No. 9077 - 2nd Reading

official policy-making bodies. Itherefore propose the following
amendment:

On page 13, line 32, after the words “at least,” delete the
word “TWO” and replace it with the word THREE.

Senator Flavier. Mr. President, for the information of the
good senator, an amendment to this effect was made through the
Maceda amendment in which the word “one” was increased to
TWO and which was duly approved. I would take an open mind
but I would like to consult Senator Maceda about his view
because in this amendment, the word “one” was increased to
“two” and the good lady is proposing to amend it to THREE.

Would the Senate President have any objection to that
proposal because the Maceda amendment already increased the
number from “one” to TWO and the good lady senator wants to
increase it from “one” to THREE.

The President. The wordings say “atleasttwo”. Ifthe lady
senator from Pangasinan should become president, she can

appoint seven women to....[Laughter]

Senator Shahani. I do not think I would take that risk,
MTr. President.

The President. Ileave it up to the sponsor.

Senator Flavier. I am happy with “two,” Mr. President,
because it is a good start. TWO is abig improvement. Anyway,
the phrase says “at least two.” So that the President can, in fact,
appoint more than that.

Senator Tatad. Mr. President.
The Presideqt. The Majority Leader is recognized.
TATAD AMENDMENT
Senator Tatad. In relation to the third amendment, in line
32(A), I believe the words “a woman” should be replaced with
the word WOMEN.

Senator Flavier. It is accepted, Mr. President.

The President. Is there any objection? [Silence] There
being none, the amendment is approved.

Next amendment, please.
Senator Shahani. That is all, Mr. President.

The President. The Majority Leader is recognized.

Senator Tatad. I move to closc the period of individual
amendments.

The President. Is there any objection? [Silence] There
being none, the motion is approved.

APPROVAL OF S. NO. 1728 ON SECOND READING

Senator Tatad. Mr. President, I move that we vote on
Second Reading on Senate Bill No. 1728, as amended.

The President. Is there any objection? [Silence] There
being none, we shall now vote on Second Reading on Senate Bill
No. 1728, as amended.

As many as are in favor of the bill say aye.
Several Members. Aye.

The President. As many as are against the bill, say nay.
[Silence]

Senate Bill No. 1728, as amended, a landmark bill, is
approved on Second Reading. [Applause]

BILL ON SECOND READING
H. No. 9077 - Tax Reform Act of 1997
(Continuation)

Senator Tatad. Mr. President, I now move that we resume
consideration of House Bill No. 9077 as réported out under
Committee Report No. 454. This is the Tax Reform Actof 1997.
We are still in the period of interpellations.

I ask that the distinguished sponsor, the chairman of the
Committee on Ways and Means, Sen. Juan Ponce Enrile, be
recognized, and to interpellate, the distinguished senator from
Iloilo, Sen. Miriam Defensor Santiago.

The President. Resumption of consideration of House Bill
No. 9077 is now in order.

The distinguished chairman of the Committee on Ways and
Means, former Secretary of Finance and Harvard graduate on
Taxation is recognized as well as the distinguished senator from
Iloilo, Sen. Miriam Defensor Santiago, the distinguished former
Secretary of Agrarian Reform and graduate of Michigan.

Senator Enrile. Ithank the Chair for that, but I do not need
any more commercials. [Laughter]

Senator Santiago. In my case, I did not hear the Senate
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President the first time remarking on my credentials and I will
appreciate it if he will repeat it. [Laughter]

The President. The distinguished senator from Iloilo, the
former Secretary of Agrarian Reform and graduate of the
University of Michigan and one of the outstanding graduates of
the University of the Philippines is recognized.

Senator Romulo. Mr. President, may I also add Oxford
somewhere there.

The President. It is so noted.

Senator Santiago. Mr. President, this is a voluminous line
of questioning. With the permission and authority of the Chair
and thedistinguished sponsor, I would like to make some general
remarks as a preface.

Therationale given for the adoption of the proposed amend-
ments are most noble. They are as follows:

1. To promote sustainable economic growth through the
rationalization of the Philippine internal revenue tax systemand
tax administration;

2. To provide equitable relief to a greater number of
taxpayers in order to improve levels of disposable income and
to increase economic activity;

3. Tocreatea vastenvironment for the business community
so that it can compete more effectively in the regional as well as
global community of nations; and

4. To ensure that government will be able to provide for the
. needs of our people and the nation.

Icertainly will not argue against these objectives. Butthen,
again, we cannot gauge the wisdom of a piece of legislation by
its declared objectives. The true measure of the wisdom and
propriety of a piece of legislation lies in the manner that it
proposes to achieve its declared objectives.

If evaluated on the basis of these criteria, a substantial
number of the proposed amended provisions as proposed in
Committee Report No. 454 would be subject to question.

I observe that several new provisions and proposed amend-
ments under the committee report seem to be biased in favor of
the upper class without any substantial benefit to the State. I
refer specifically to the following provisions:

1. The reduction of the tax rates on net capital gains from
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the sale of shares of stock outside of the stock exchange from
10% to 20%, if the gain is in excess of P100,000, to 5% or 10%;

2. The reduction of estate tax rates from a maximum tax
rate of 35% to only 20%:;

3. The reduction of donor’s tax rates, the maximum having
been reduced from 20% to 15%;

4. The exemption of all income from outside of the
Philippines of all individuals who are working abroad, including
citizens of the Philippines;

5. The exemption of all income from abroad of nonresident
citizens of the Philippines;

6. The exemption of all income from abroad of all resident
aliens; and

7. The imposition of tax on dividend income of all
individuals from domestic corporations while exempting the
dividend income of all corporations other than nonresident
foreign corporations from domestic corporations dividend in-
come.

I will now go to my specific questions on interpellation.
First, I would like to join in what in effect was the observation
of Senator Gonzales this morning. There are certainadministra-
tive provisions as distinguished from the taxation provisions
proper which appear to be positioning our government on the so-
called “slippery slope.”

In other words, if we are willing to grant these powers or
these privileges to the Bureau of Internal Revenue commission-
er or to the Bureau of Internal Revenue, what will prevent other
government agencies and other commissioner-level public offi-
cials from requesting or demanding the same privileges?

Let me then go to these specific privileges which, in my
mind, might suffer from constitutional infirmity. Please allow
me to refer once more to page 4, lines 1 to 8.

On page 4, lines 1 to 8 of our bill, we have noted early this
morning that the power to decide disputed assessments and
refunds is vested in the Commissioner of Internal Revenue. I
accept that this is a valid grant of power.

However, if I recall correctly, the commissioner of the
Bureau of Customs, which was a position previously occupied
by the distinguished sponsor, has alimitation on a similar power.
Thus, parallel to the limitation on the power of the commissioner
of the Bureau of Customs. I raise the question whether it would
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not be preferable to include a provision explicitly providing for
automatic review by the Secretary of Finance of a decision of
the commissioner of the Bureau of Internal Revenue, for exam-
ple, in cases where the amounts might exceed P1 million.

Iknow that under the present structure, any decision of the
commissioner of the Bureau of Internal Revenue which is
adverse to the government, that is to say, any decision granting
arequest for tax refund or abandoning adisputed tax assessment
would be subjected to review by the Secretary of Finance.
Because as the distinguished sponsor correctly pointed out this
morning, there is a specific provision in the instant bill which
underlines the power of the Secretary of Finance to control and
supervise the commissioner of the Bureau of Internal Revenue.

However, my question is, whether it would not be clearer
and less subject to confusion if we inserted a provision for the
explicit automatic review by the Secretary of Finance in order
to safeguard the interest of the government, at the same time, we
do not want to swamp the Secretary of Finance with the task of
reviewing all the decisions of the commissioner of the Bureau
of Internal Revenue adverse to the government in tax refund and
tax assessment cases.

In the light of this eventuality, I propose that only cases
involving amounts exceeding P1 million should require such
automatic review by explicit provision; provided, that this
amount shall be based on cumulative amount of refunds granted
and/or tax assessments waived in favor of a taxpayer during any
three-year period. This is to discourage any attempt to split
claims for refund to less than P1 million at any one time to
circumvent the need for the automatic review by the Secretary
of Finance.

In conclusion on this particular question, I recommend to
the considered judgment of the distinguished sponsor that there
shouldbeanexplicit provisionin the bill providing for automatic
review by the Secretary of Finance in respect to certain cases.

Senator Enrile. Mr. President, may I know the question of
the distinguished lady senator?

Senator Santiago. Should the decision of the Commission-
er of Internal Revenue not be explicitly subject to automatic
review by the Secretary of Finance, provided, that the amount
exceeds P1 million, and provided further, that the amount shall
be based on the cumulative amount of refunds granted and/or tax

assessments waived in favor of a taxpayer during any three-year
period? -

Senator Enrile. Mr. President, I respect the opihion of the
distinguished lady senator from Hoilo. But I hasten to add that

Icannot goalong with that proposition for the simple reason that
the Secretary of Finance traditionally has been a policy- making
authority, and we cannot convert him into another layer of
authority in the collection process of internal revenue taxes
because government should not tarry and wait for this another
layer of authority to decide tax matters.

Apart from that, Mr. President, if there is any dispute with
respect to assessments or refunds, then the affected party, the
taxpayer, can very well avail of the administrative review
powers of the Secretary of Finance. We should not make it an
automatic condition for the implementation of tax revenues for
the Secretary himself motu propriotodo areview of every action
of the commissioner. We may just as well remove the commis-
sioner and make the Secretary of Finance both the Secretary of
Finance and the Commissioner of Internal Revenue.

Senator Santiago. Mr. President, on revenue matters, my
instinct always is to defer to the considered judgment of the
distinguished sponsor, considering his expertise on this topic.
Butmay Ijust followup a point that I made while raising this first
question.

Is it true that a similar power vested in the Commissioner of
Customs is subjected by law to certain limitations?

Senator Enrile. Icould no longer remember the provisions
of the Tariff Code on this. All I can remember is that the
Commissioner of Customs acts through Collectors of Customs,
and these collectors of Customs are, in fact, almost autonomous
from the Commissioner of Customs, subject only to the review
powers of the Commissioner precisely because of the urgency of
collecting revenues for the government.

Apropos to this is the fact that even low level officials of the
Bureau of Internal Revenue are authorized by this Congress
under existing laws to arrest and make seizure on the enforce-
ment of tax laws.

I would like to recall to the distinguished lady senator that
there are several powers of government that are inherent in its
character as a sovereign ruler of a republic, like the Philip-

pines—police power, the power of eminent domain and the
power to tax.

Senator Santiago. Inany event, I shall defer pursuit of this
point until I have had enough time to look up our Customs Code
to determine whether there are limitations on similar powers
vested in the Customs Commissioner. If so, I will bring it to the
attention of the distinguished gentleman so that we can adoptthe

same limitations in the case of the Commissioner of Internal
Revenue.
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For the moment, please allow me to proceed to the second
question.

On this particular question, I have very strong doubts on the
constitutionality of the provisions concerned. I am referring to
pages 4 and 5, line 11.

Senator Enrile. This is the power of the commissioner to
obtain information and to summon, examine, and take testimony
of persons.

Senator Santiago. That is correct.

Senator Enrile. These are existing provisions, Mr. Pres-
ident. We did not invent these; these have been in the statute
books for solong, beyond my memory even. Therefore, until the
theory is tested in a proper case, the presumption of validity
exists in favor of these provisions.

Senator Santiago. For the information of our colleague, I
am referring to Section 5, paragraph (2) which authorizes the
Commissioner of Internal Revenue, and I quote:

To obtain on a regular basis from any person other
than the person whose internal revenue tax liability is
subject to audit or investigation or from any office or
officer of the national and local governments,
government agencies and instrumentalities any
information, such as but not limited to costs and volume
of production, receipts of sales and gross income of
taxpayers, and the names, addresses and financial
statements of registered partnerships and theirmembers.

My question is: What does this provision mean? It is
endlessly intriguing for a constitutional law student. Does this
provision give the Commissioner of Internal Revenue plenary
power to obtain information from all sources, including the
power to inquire into bank accounts of individuals?

Senator Enrile. Mr. President, just to clarify this and to
answer the distinguished lady senator fromIloilo, may Iread into
the Record Section 7 of the existing Internal Revenue Code:

Power of the Commissioner to obtain information,
examine, summonand take testimony—For the purpose
of ascertaining the correctness of any return, making a
return where none has been made, determining the
liability of any person for any internal revenue tax, or

collecting any such liability, the Commissioner is
authorized:

‘1. To examine any book, paper, record or other data
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which may be relevant or material tosuch inquiry;

2. Toobtaininformation fromany office or officer of
the national and local governments, government
agencies or its instrumentalities, including the
Central Bank of the Philippines and government-
owned or controlled corporations;

3. Tosummon the person liable for tax or required to
file a return or any officer or employee of such
personorany person having possession, custody,
or care of the books of the accounts and other
accounting records containing entries relating to
the business of the person liable for tax, or any
other person, to appear before the Commissioner
or his duly authorized representative at the time
and place specified in the summons and to produce
such books, papers, records or other data, and to
give testimony; [Cost and volume of production
would be included in that]

4. To take such testimony of the person concerned
under oath or as may be relevant or material to such
inquiry; and

5. Tocause revenue officers and employees to make
acanvass from time to time of any revenue district
or region and inquire after and concerning all
persons therein who may be liable to pay any
internal revenue tax, and all persons owning or
having the care, management or possession of any
object with respect to which a tax is imposed.

So, this is not a new provision. We simply clarified it to
include costs and volume of production receipts or sales and
gross incomes of taxpayers to emphasize the obvious.

Senator Santiago. I have never been impressed by the
argument that just because a provision is already contained by
existing statute, it will no longer bear re-examination or closer
investigation or evaluative analysis.

Also, for purposes of the people who will implement these
amended provisions of the Internal Revenue Code—assuming
that we are able to pass it during this Congress, I would like to
place on record the answer of the gentleman to the question.

Would it be the distinguished gentleman’s position there-
fore that this provision, namely, Section 5, paragraph 2, does not
give the Commissioner of Internal Revenue plenary power to
obtain information from all sources, but is subject to the
limitations set out in that provision?



Monday, August 4, 1997

RECORD OF THE SENATE

Interpellations - H. No. 9077

Senator Enrile. Of course, thatis the obvious answer, Mr.
President. Apart from that, any member of this Chamber has a
remedy. At the proper time, he or she can propose amendments
which this representation may either accept or reject.

Senator Santiago. Let me pursue this point further. It
appears from the phraseology of this provision that information
may be obtained from any private person whether in his personal
or official capacity, and that the information that the Commis-
sioner of Internal Revenue is authorized to obtain is either
unlimited or unqualified.

Would that be a fair statement or will the gentleman wish
to qualify?

Senator Enrile. Mr. President, first of all, I would like to
state into the record that the wording of this provision says, “(2)
To obtain information ON A REGULAR BASIS FROM ANY
PERSON OTHER THAN THEPERSON WHOSEINTERNAL
REVENUE TAX LIABILITY IS SUBJECT TO AUDIT OR
INVESTIGATION. ANY INFORMATION SUCH AS, BUT
NOT LIMITED TO, COSTS AND VOLUME OF PRODUC-
TION....”

For purposes of investigating the tax liability of a taxpayer,
the commissioner can get information from the Securities and
Exchange Commission, from the banks, from the Register of
Deeds and from other government corporations where the
taxpayer may have transacted business.

Senator Santiago. In other words, I would like to clarify.
Under Section 5, paragraph 2, that phrase “ANY INFORMA-
TFION SUCHAS, BUTNOTLIMITED TO” intends to apply the
rule of ejusdem generis in statutory construction. Is that the
correct view?

Senator Enrile. Ejusdem generis, Mr. President?
Senator Santiago. Yes.

Senator Enrile. I cannot answer that question. That is for
the courts to decide later on if they will apply the principle of
ejusdem generis.

Senator Santiago. Let me just place on record therefore,
my view as a lawyer, that since the phrase utilized is “SUCH AS,
BUT NOT LIMITED TO,” that it appears that the principle of
ejusdem generis is necessarily and automatically adopted by this
provision as a limitation on the power. This, of course, is only
a personal opinion.

I will continue on this point further. Itis my understanding

fromthe phraseology of this provision that for the Commissioner
of Internal Revenue to be able to exercise his or her authority
under this provision, it is not necessary that there should be a
criminal case for tax evasion against the taxpayer.

In other words, the question is: Would it be enoughthat the
taxpayer is under the ordinary auditand investigation by the BIR
in order to trigger these broad powers of the commissioner to
obtain information?

Senator Enrile. Mr. President, the very provision, the
proposed Section 5, which used to be Section 7, carries the
answer to the question of the distinguished lady.

Itsays, “Inascertaining the correctness of any return, OR IN
making areturn where none has been made, OR IN determining
the liability of any person for any internal revenue tax, or IN
collecting any such liability, OR IN EVALUATING TAX
COMPLIANCE, OR IN IMPROVING THE EFFICIENCY OF
INTERNAL REVENUE TAX COLLECTION, the Commis-
sioner is authorized: ...”

These are the premises, these are the bases, the grounds
where the commissioner will exercise the power.

Senator Santiago. Thenlet me obtainacategorical answer
please.

Would it be fair to say that under this provision, it is not
necessary that a criminal case for tax evasion should have been
filed against the taxpayer? It is enough that auditand investiga-
tion by the BIR has been initiated.

Senator Enrile. And I gave a categorical answer, Mr.
President. No, there is no need for a criminal case to be filed
against the taxpayer. This is to determine the correct tax that is
due from the taxpayers—whether the deficiency is only P0.01 or
P100 million, pareho lang. Ang sinasabi ng batas, ito ba ang
totoong buwis nitong taong ito?

Senator Santiago. Thank you.

Still on this point. We are still discussing Section 5,
paragraph 2 on pages 4 to 5.

I have noted earlier that this is an expansive grant of the
authority to gather information. Would this provision notrender
superfluous another provision of the bill? This other provision

is Section 6, paragraph (F), paragraph 4 which is contained on
page 7 of the Committee Report.

Senator Enrile. No, Mr. President, because there is a
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special law. In fact, there is a pending bill in this Chamber
containing the same prohibition where we cannot inquire into
the bank deposit of a person unless a court order is issued.
Precisely because of this particular law, the revenue of govern-
ment has been impaired because many taxpayers are known to
have underdeclared theirincome. There is no way by which their
present bank accounts could be checked, even if there is
evidence that they have defrauded the government because of
the existence of a Bank Secrecy Law in our country.

Senator Santiago. Mr. President, my concern here is the
harmonious relationship between two provisions of the same
bill.  The first provision is Section 5, paragraph 2 which gives
broad authority to the Commissioner of Internal Revenue to
gather information.

The other provision is Section 6, paragraph (F), paragraph
4 which gives the same commissioner the authority to inquire
into bank deposits of taxpayers.

I raised this question of compatibility because under Sec-
tion 6, there has to be what the law calls “clear, direct and
substantial evidence of fraud” against the revenue of the govern-
ment or other criminal violation. On the other hand, under
Section 6, to gather information regarding the bank deposits of
ataxpayer, the Commissioner of Internal Revenue does noteven
have to present clear, direct and substantial evidence. She can
simply depend upon the other section—Section 5, paragraph 2,
where she has plenary authority to gather information.

In other words, because under Section 5, the Commissioner
of Internal Revenue has plenary authority to gather information,
the tendency therefore, even with respect to inquiries into bank
deposits, will be to invoke not Section 6 which limits the power
to clear, direct and substantial evidence, but to short-circuit
Section 6 by simply invoking Section 5 under which her
authority is plenary, and she is no longer circumscribed by the
clear, direct and substantial requirement.

Senator Enrile. Mr. President, may I know if the distin-
guished lady senator would care to delete the limitation of a
“clear, direct and substantial evidence” provided in subsection
(F), paragraph 4 of Section 6?

Senator Santiago. No, that is not the thrust. The thrust of
this line of questioning is this: If the grant of authority under
Section 5 is to be retained, then the exercise of that authority
should be limited. It should be limited to instances where there
is reasonable basis to believe that the taxpayer under investi ga-
tion or under examination is guilty of tax evasion.

Furthermore, the Commissioner of Internal Revenue must
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only be allowed to obtain information not from any person—as
is currently the phraseology—but from any office or officer of
the national and local governments, government agencies and
instrumentalities.

My position is, if we give the commissioner the authority
to obtain information from any person, including the spouse,
the associates and the partners, that power would be too
intrusive on human rights and might conceivably be declared
unjustifiable.

Senator Enrile. Mr. President, this representation does
not see any conflict between these two provisions. In fact,
there is no known case or instance where the now proposed
Section 5 has ever been used or was ever effective to be used
in obtaining information regarding the bank deposit of any
taxpayer. That is why there is a need to provide in Section 6
that power to the commissioner under certain circumscribed and
restricted conditions.

Senator Santiago. I will now go to my next question,
Mr. President. This time, I will refer to page 20, lines 10 to 13.

In these provisions, the bill proposes to adopt fundamental
changes in the principles of income taxation in the Philippines,
specifically by: 1) totally exempting from tax the income from
abroad of all citizens of the Philippines who are either nonres-
idents or who are Philippine residents but working abroad; and
2) totally exempting fromtax the income from abroad of resident
aliens. My concern is the constitutional provision that the rule
of taxation shall be uniform and equitable.

I would like to know if there has been any determination
made on whether or not the income of overseas contract workers
abroad are being taxed abroad in order that we can properly
determine whether we want to exempt their compensation
income from abroad.

For example, it is my understanding that the compensation
income of those working in the Middle East are not subject to tax
inthose countries. If that is correct, then it would be possible that
the OCWs concerned would not be paying taxes to any govern-
ment or country. If that is correct, would that situation, per se,
not be a violation of the equal protection of the laws?

Senator Enrile. Mr. President, I will say emphatically that
there is no violation of the equal protection clause. There is a
valid distinction based on residence or place of work. There is
amore fundamental reason why we are making this distinction
because, in the case of our compatriots who are living abroad or
those working abroad, they are enjoying the police power
protection of the state where they work, apart from the fact that
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they use the public roads, public health services and the other
benefits granted by their host government which we do not do
in the case of our compatriots who are living or working abroad.
That is the purpose we have done this.

By the way, this is nota new system. The only other country
that continues to adopt our present system which we are trying
to modify is the United States of America. We are now trying to
recast our system.

In terms of revenue, Mr. President, the amount being raised
from this sector is quite miniscule compared to the total revenue
of government. Yet, it causes a lot of problems, both in terms of
tax administration and in terms of the convenience of our
compatriots abroad.

Sometimes, our citizens who are working or living abroad
would not be given an extension of their passports if they do not
file any income tax return in the Philippines, even if they are not
required to pay any income tax here. The amount of taxes they
paid abroad is much, much more than what would be due to the
Philippine Government where they reported those income be-
cause of the system of tax credit in our present Tax Code.

Senator Santiago. Mr. President, I will impose on the
indulgence and patience not only of the distinguished sponsor
but also of my colleagues so that I can explain why I am raising
this point of unequal protection of the laws between Filipinos
working here and Filipinos working abroad.

I can conceive of at least one situation where the present
provision might result in an inequity. Those who work outside
the country receiverelatively better compensation packages and
have greater capacity to pay taxes as compared to those who are
left to labor in the Philippines. Those who receive meager
compensation in the Philippines have to bear the full burden of
taxation while those who receive so much more are liberated
without sufficient basis from the burden of taxation.

I note that as far as income taxation is concerned, the
jurisdictional nexus which gives a country the right to collect
taxes is not limited to the situs of the income but it includes the
place of residence as well as the fact of nationality of the income
carner. The fact that a citizen earns his income abroad does not
justify his exemption from Philippine taxes, as it cannot be
denied that the Philippines has the duty to protect its citizens
regardless of their residence or their place of work.

Citizens who work abroad equally receive protection and
enjoy the benefits of the existence and the projects of the
Philippine government. I, therefore, find it difficult to see how
there can be a substantial distinction between income earned

abroad from income earned in the Philippines by a citizen of the
Philippines that will be germane to the purpose of raising
revenue for the government. In my view, there is even no case
of double taxation tojustify the exemption from Philippine taxes
of compensation income from abroad.

Under existing law, taxes paid abroad on income from
foreign source are allowed as deduction fromtaxable income for
purposes of computing the income tax due on income from
abroad. Moreover, the tax rates applied are already very
reasonable as the maximum rate is only three percent compared
to 30 percent, if the compensation income is earned within the
Philippines.

If the objective is to fully protect the income of the citizens
from taxation by two states or by two governments or more, I
think the solution would be to treat the full amount of taxes
shown to have been actually paid abroad as tax credit against
income taxes due in the Philippines.

I submit that this could be a better arrangement than the
present arrangement under which such taxes paid are merely
used as a tax deduction. For example, the personal exemption
of US$2,000 and US$4,000 may be increased to US$6,000 and
US$12,000, respectively.

Semator Enrile. Is the lady senator through?
Senator Santiago. Yes, Mr. President.

Senator Enrile. Mr. President, I hope that someone will
raise the issue of unconstitutionality regarding this provision
when we enact it, if we will enact it, and let them argue that there
is a deprivation of equal protection.

My opinion, as a humble two-bit lawyer, is that, first, such
acase will not prosper. But at any rate, that is debatable issue.
Second, with respect to the question of revenue, the amount of
revenue to be lost here is quite miniscule. But there is an
underlying policy involved here. This is a policy decision that
we will have to make and that is, if we want our compatriots who
have succeeded and made fortunes abroad to come back here and
invest their money here, after those funds have been taxed by
other sovereigns, then we ought to adopt a system like this.
This is not, as I said, a new concept of income taxation. This is
used by the British system. They are much older than we are in
applying the equal protection clause and the due process clause.
They used territorial basis to determine the taxability of income.

I think, in the case of our overseas workers, there is a

compelling reason why we ought to give them this concession,
and that is, while our workers here are living in their homes with
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their families and are being protected by government, our
overseas workers are away from home and suffering from
loneliness only because they want to survive and only because
they could not find work here.

This is a small amount of revenue to be lost from govern-
ment if at all to compensate these people from the sufferings,
rigors, inconveniences and difficulties they encounter abroad in
earning a living. .

Senator Santiago. Just.one more point on this particular
question, Mr. President.

I would like to place clearly on record that the questions I
am raising against this tax exemption should not in any way be
taken as a lack of esteem or regard for the efforts and invaluable
contributions of the OCWs. I'know that they sacrifice much to
sustain this country beyond simply sustaining themselves.

But as alegislator, it is my duty to examine all major policy
implications. AndIhave a niggling worry about this particular
policy of granting more privileges in favor of OCWs,

It seems to me that the present provisions of the bill could
be construed such that the major policy implications could be
that of encouraging Filipinos to go abroad and serve foreign
masters instead of encouraging Filipinos outside to come back.
Or for Filipinos who are already here to remain in the Philippines
to contribute to the progress of our country.

Mr. President, my question is: Would this provision not
give an incentive or a premium to employment abroad since it
virtually implies that domestic employment is less preferred or
is not encouraged? Furthermore, would this provision not
recognize that it has become a dire necessity for our country to
export people in order to sustain our government? Should the
government not be giving incentives for the export of Philippine
products rather than Philippine labor?

What I am afraid of is, if we adopt this taxing policy in this
particular provision, we might suffer the worst brain drain
scenario we have seen yet.

Senator Enrile. Has the distinguished senator finished?

Senator Santiago. Yes, Mr. President.

Senator Enrile. Mr. President, we cannot close our eyesto
the present reality of our people working abroad because they
could not find work here. I am sure that with a few exception,

perhaps, if these people have a choice, if they can find work in
the Philippines, they would rather stay in the Philippines even
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if they would get a lower pay because thev would be with their
loved ones. Butthey are compelled by necessity to goout of the
country and seek work abroad under untried, sometimes difficult
conditions.

Many of them, in fact, have been victims of human
oppressions in other lands, but they have to suffer these because
of lack of work in our land. Of course, itis our function and duty
to try to work out an economy that would provide work for our
unemployed.

That is precisely the very purpose of this tax reform.
Hopefully, we could rationalize our income tax system in such
a way that we will expand the economic pies, so to speak, and
expand the tax base so that government will have enough money
to establish conditions; in order that the economy would progress
and grow to provide employment for our people who are now
seeking work abroad. '

Until that time, we will have to accept the reality that we
have people abroad who must be handled in this fashion, and that
I assume full responsibility for this policy.

This is my own handiwork. It is not the recommendation of
anybody. This is a product of my experience in government.
Andas aprofessional, I am translating that experience into areal
statute, so that the people who are now suffering abroad would,
at least, be alleviated from that suffering through this provision,
where their earnings abroad will no longer be subjected to the
income tax laws of the country with the concomitant require-
ment that they must file their income tax returns here.

Senator Santiago. Thank you, Mr. President. I have
previously given notice that my interpellation will take a long
time. Ihave divided my interpellation into those that concern
policy issues and those that concern revenue computations per
se. I have finished with my policy questions.

With the permission of the President, I would now like to
suspend my interpellation so that, I hope, my colleagues will
raise similar policy issues. Thereafter,I would like toreserve my
righttocontinue my interpellation, thattime oninternalrevenue
computations.

The President. We take note of the reservation with the
suggestion that, maybe, the senator from Iloilo would be ready
by Tuesday and Wednesday for possible resumption. We are
going to give as much time as possible to this bill in the next two
weeks and almost on a daily basis.

Senator Tatad. Mr. President, I ask that the distinguished
gentleman from Iloilo be recognized.
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The President. The othersenator fromIloiloisrecognized,
the former Secretary of Labor, former Secretary of Justice,
another outstanding UP graduate, and a former great leader of
the Sigma Rho fraternity.

Senator Drilon. Thank you very much, Mr. President.
Since the Chair has indicated that we would like to finish the
interpellation of this bill as soon as we can, I will no longer
comment on those statements. We will proceed directly with
arequest for some clarification from the distinguished sponsor.

Senator Enrile. By all means, Mr. President. In fact, I
~ encourage all our colleagues here to raise all kinds of questions
because this is essential for the future implementors of this
revenue measure.

Senator Drilon. In order that the issues previously raised
by the other senators can be focused upon, Mr. President, Iwould
like to manifest that I am just limiting, in the meantime, my
interpellation on the constitutional issues raised by Senators
Gonzales and Santiago.

First, I would like to pursue the points raised by my
colleague from Iloilo, Senator Defensor Santiago, on Section 7
of the present Code which is sought to be amended on pages 4
and 5 of the proposed bill. I notice that paragraph 2 of the
existing Section 7 is proposed to be amended, but paragraph 3
is sought to be retained in its entirety. My reading of paragraph
3, Section 7 of the present law and paragraph 2, Section 5 of the
proposed law would be the same.

If we will note, Mr. President, paragraph 3, Section 7, of the
present law gives the Commissioner the power to “summon the
person liable for tax or required to file a return or any officer or
employee of such person or any person having possession,
custody or care of the books of accounts and other accounting
records containing entries relating to the business of the person
liable for tax or any other person to appear before the Commis-
sioner or its duly authorized representative at the time and place
specified in the summons and produce such books, papers,
records or other data, and to give testimony.

Mr. President, may I know what power the proposed
amendment will grant to the commissioner in addition to those
already found in the present paragraph 3 of Section 7?

Senator Enrile. This is with respect to third party informa-
tion, Mr. President, other than the taxpayer himself.

Senator Drilon. I would like to think that paragraph 3,
Section 7 of the present law also authorizes the commissioner to
summon such third party as long as the third party has possession

of the books of accounts containing entries relating to the
business of the person liable to tax.

Senator Enrile. Paragraph 3 of the present Section 7?
Senator Drilon. That is correct, Mr. President.

Senator Enrile. Mr. President, thisis to summon the person
liable for tax or required to file a return.

Senator Drilon. Or?

Senator Enrile. Orany officer oremployee of such person
or any person having possession, custody or care of the books of
accounts and other accounting records containing entries relat-
ing to the business of the person liable for tax or any other person
to appear before the commissioner.

Senator Drilon. So, it obviously also covers third parties.

Senator Enrile. Well, we just want to make sure that there
will be no question about the power of the Commissioner to
summon third parties.

For instance, someone sold his property to someone and
there is nondeclaration of the consideration. Now, I do not see
any specific provision in the present Section 7 which would
authorize the Commissioner to summon the buyer in order to
establish the correct consideration for the property.

Inaddition, letus say that ataxpayer has transacted business
with A or B or anyone else and he made a profit, but I do not see
any specific provision in Section 7 which authorizes the Com-
missioner to summon A or B to shed light on the transaction with
the taxpayer.

Senator Drilon. With all due respect, Mr. President, 1
would like to think that under the present paragraph 3, such
instances would be covered because the provision is broad
enough, as presently worded, to include any person having
possession, custody or care of books of accounts and other
accountingrecords containing entries relating tothe business of
the person liable for tax.

I guess that the point we are driving at, Mr. President, if the
good gentleman can consider it, is that paragraph 3 already
covers the authority of the commissioner to summon and
subpoena third parties, except that the inquiry is specific.

On the other hand, the proposed amendment would grant the

Commissioner such broad authority. In fact, it specifically
provides that the commissioner shall have authority to obtain
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information from any person other than the taxpayer for any
information such as but not limited to the books that are being
sought to be examined.

I would like to suggest that the commissioner now has
sufficient authority under paragraph 3 of Section 7.

Senator Enrile. Mr. President, sufficiency is a matter of
opinion. The opinion of the humble sponsor is that the powers
granted to the commissioner under the present Section 7 is not
enough, and that is the purpose this new provision has been
inserted.

If the opinion of the distinguished senator from Iloilo is that
there is enough authority granted to the commissioner, then, I
say that there is no harm in clarifying the matter.

Senator Drilon. Well, except, Mr. President, that the
way it is worded now, with all due respect, may be interpreted
as granting the commissioner the power to issue general
warrants because it is so broad that there is no more limitation
as the same would be contained in paragraph 3 of the present
Section 7.

Senator Enrile. Actually, Mr. President, there is no general
warrant here. The commissioner canissue asubpoena under this
and the taxpayer, if he feels that there is an administrative power,
can go to court.

Senator Drilon. Yes, Mr. President. There is no dispute
that the commissioner can issue a subpoena, but in the present
provision, the power to issue subpoena is very specific and must
be related to the examination of specific document related to the
specific tax liability. )

The authority is circumscribed very specifically under
paragraph 3 of the present Section 7, and we are expressing our
concern that the proposed amendment is so broad that it can be
precisely questioned as transgressing our constitutional provi-
sion on unreasonable searches.

Senator Enrile. Mr. President, this representation is will-
ing to risk that possibility, although I do not see that possibility
and I do not see any invalidity of this provision. Modesty aside,
Talso studied Constitutional Law and I think I can very well say
that this is defensible, more than defensible constitutionally.

Senator Drilon. Mr. President, we have also expressed
our opinion here. We defer, of course, to the better judgment
of the good sponsor. We are just pointing out certain matters

which can possibly be raised later on when this issue comes up
before our courts.
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Senator Enrile. Atany rate, Mr. President, this provision
has the presumption of validity, and until it is overturned by
the Supreme Court, it stands valid and if it is overturned in a
proper case by the Supreme Court, then, so be it. But we must
endeavorto give the Bureau of Internal Revenue and its commis-
sioner the power to enforce our tax laws so that they can no
longer say “Well, we want to collect taxes and impose the
internal revenue laws but you do not give us the power and you
have no right to criticize us, if you are not willing to give us the
power.”

Senator Drilon. Very well-said, Mr. President, except that
recently, I came across an incident where the Secretary of
Finance issued an exemption for tariff and customs duties in
Tloilo to the tune of P339.5 million on the theory that these are
raw sugar when in truth and in fact, the polarization is beyond
the limit allowed by the Tariff and Customs Code. But that is
entirely a separate matter. I just wanted to place that on record.

Senator Enrile. But in those cases, Mr. President, the
remedy is nottodeny ourtax authorities the tools to perform their
jobs but to indict the erring public official. Even if he is the
Secretary of Finance, we should institute the necessary proceed-
ings against him in order to make sure that our public servants
will shape up.

Senator Drilon. Yes, as we said, that is completely a
separate matter and we will act accordingly, taking into account
the advice of the gentleman from Cagayan when we make our
appropriate report.

In any case, we wish to proceed to page 7 on the power of
the Commissionerto examine bank accounts, previously touched
by Senator Santiago and Senator Gonzales.

Now, there is no dispute that this, in effect, would grant the
commissioner the authority to issue search warrants for the bank
accounts under the circumstances enumerated on page 7, par-
ticularly lines 15 to 21. Is that correct?

Senator Enrile. The commissioner under this provision
will not issue a search warrant. He will examine the ledger of
the bank befitting its role astax collector and determine whether
the person or the taxpayer involved has any bank deposits not
justified by the amounts that he returned for tax purposes. And
this is only after, by the way, a clear, direct, and substantial
evidence of fraud.

The commissioner cannot capriciously or whimsically goto
the bank and say, “I want to check the bank accounts of Juan
Ponce Enrile to find out whether indeed he has a bank account
far beyond what he has reported in his income tax return.”
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Because at that point, there ought to be already a basis to
charge the person with fraud.

Senator Drilon. If there is a basis to charge the taxpayer
with fraud, is it indeed more proper remedy that such criminal
case of fraud be filed and the authority to open the bank account
to be sought in the court pursuant to Republic Act No. 1405?

Senator Enrile. Mr. President, the checking of the bank
accountistocleansethe case againstatax evaderinordertosend
him to jail like Al Capone.

Senator Drilon. Mr. President, if there is already a clear,
direct and substantial evidence of tax fraud, then presumably,

the taxpayercan be convicted, and therefore, I could notsee what -

the examination of the bank account could do as far as establish-
ing a clear, direct and substantial evidence is concerned.

Senator Enrile. That is also in line with the power of the
commissioner to collect the correct tax against the taxpayer and
issue the assessment against the taxpayer so that government
can get its due income or revenue from that taxpayer.

Senator Drilon. How would the sponsor reconcile this
proposal with the provisions of Article III, Section 2 of the
Constitution which says that: “no search warrant or warrant of
arrest shall issue except upon probable cause to be determined
personally by the judge.” In this particular case, this authority
is being transferred to the commissioner.

Senator Enrile. This is. not a search warrant. We are
investing the commissioner the power—similar to the power we
have invested on the commissioner—to look into the bank
account of a deceased person. These are en pari materia, pari
passu.

Senator Drilon. In the case of a deceased person, it is to
determine the amount of his gross estate.

Senator Enrile. Yes, the same.

Senator Drilon. But in this particular case, the authority is
to examine the bank account of a particular taxpayer.

Senator Enrile. To determine his correct tax liability
because there is already clear, direct and substantial evidence of
fraudcommitted. Meaning that, either the taxpayerunderdeclared
his income or overdeclared his deduction.

Senator Drilon. Is it the position of the good sponsor that
this is not granting the authority to issue the search warrant
although limited in character to the commissioner to examine

the bank accounts of a taxpayer?

Senator Enrile. No, Mr. President. And this isno different
from another case where the taxpayer goes to the bureau and
seeks a compromise on the ground of financial inability to
discharge his income tax obligation, in which case the commis-
sioner in that case—and we have so authorized the commission-
er—may look into the bank account of the taxpayer. Andin that
case, thereis noteven any evidence of fraud or criminal violation
and yet we authorize the commissioner to look into the bank
records of the taxpayer to precisely determine the correct tax
liability of the taxpayer, whether he can or cannot pay the
tax due.

Senator Drilon. With all duerespect, Mr. President. Inthat
particular instance, it is the taxpayer who is seeking a reduction
of his tax liability by reason of financial incapacity to pay his tax
liability. The commissioner has every right to require him to
produce his bank accounts or to look into the bank accountto see
whether, in fact, he does not have that financial capacity to pay
the taxes due.

In this particular case, Mr. President, under Section 4, there
isafinding, administratively atthat, thatthere isaclear, directand
substantial evidence of fraud. If that is so, then the commissioner
should file a criminal case, ask that the bank account be opened
under Republic Act No. 1405 because then at that point, the
examination of the bank account is so authorized.

We are raising this issue because the provision clothes the
Internal Revenue Commissioner with such broad authority that
will again raise questions on the validity of this provision. We
are one with the good sponsor that we should arm our commis-
sioner with all the powers within the bounds of the Constitution
to enable him to collect more taxes for the government.

But let me point out a basic difference between the old
Constitution—the 1973 Constitution—and the 1987 Constitu-
tion as far as searches and seizures are concerned.

The 1973 Constitution, under Section 3, Article IV, pro-
vides that:

Therightof the people tobe secure in their persons,
houses, papers, and effects against unreasonable
searches and seizures of whatever nature and for any
purpose shall not be violated, and no search warrant or
warrantof arrest shall issue except upon probable cause
to be determined by the judge or such other responsible
officer as may be authorized by law.

Mr. President, the phrase “such other responsible officer as
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may be authorized by law” was deleted in our 1987 Constitution
and replaced with the phrase “except upon probable cause to be
determined personally by the judge afterexamination under oath
or affirmation.”

This really shows the intent of our framers to limit such
authority to inquire and to search on the personal effects of a
citizen only upon personal examination by a judge, and not by
any other officer although authorized by law. This is the basic
reason we are pointing out to the good sponsor the provisions of
the Constitution on unreasonable search and seizures, Mr.
President.

Senator Enrile. Mr. President, it is the humble opinion of
this representation that there is no constitutional invalidity to
this provision. And so, therefore, I cannot accept that proposi-
tion that it violates the Constitution.

But nonetheless, I would encourage all the constitutional-
ists in the country to file a petition to attack the constitutionality
of this provision, and it is my position that I think they will fail.
And so, I would insist on this provision.

Senator Drilon. Yes, Mr. President. I hear clearly the good
sponsor. I would just like to state, as a continuation of my
previous statement, that in fact the Supreme Court in the case of
Salazar v. Achacoso, decided on March 14, 1990, expressly
ruled that the previous authority granted to the Secretary of
Labor in being able to search the premises and examine the
books of those suspected of engaging in illegal recruitment can
no longer stand scrutiny when tested against the provision of the
1987 Constitution, noting that this authority of the Secretary of
Labor was granted under the 1973 Constitution.

Therefore, we are submitting for the consideration of the
good sponsor that he may want to take a good look at this
decision of the Supreme Court in making a final judgment as to
whether or not the proposed grant of authority to the Commis-
sioner of Internal Revenue could stand examination.

Senator Enrile.  We have taken that into account,
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Mr. President. Personally, thisrepresentation has taken thatinto
account. But I drew a distinction between the power of the
Secretary of Labor and that of the Finance Secretary and the
Commissioner of Internal Revenue, for after all, the power
involved here as I said in the course of my answer previously,
represents one of the three important powers of the govern-
ment—the power to tax, the power of eminent domain, and the
police power of the State.,

Senator Drilon. Mr. President, as we have previously
manifested, we limit our interpellation at this point on the
matters previously touched by our colleagues on the questions
raised by Senator Gonzales and Senator Santiago.

We reserve the right to continue our interpellation on the
other points in the proposed bill.

Thank you, Mr. President.
Senator Enrile. Thank you, Mr. President.
The President. The Majority Leader is recognized.

SUSPENSION OF CONSIDERATION OF
H. NO. 9077

Senator Tatad. Mr. President, I move that we suspend
consideration of House Bill No. 9077.

The President. Is there any objection? [Silence] There
being none, the motion is approved.

SUSPENSION OF SESSION

Senator Tatad. Mr. President, I move that we suspend the
session until 10:30 tomorrow morning.

The President. The session is suspended until 10:30
tomorrow morning, if there is no objection. [There was none.]

It was 6:02 p.m.
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At 10:41 a.m., the session was resumed with Senate Presi-
dent Ernesto M. Maceda presiding.

The President. The session is resumed. The Majority
Leader is recognized.

BILL ON SECOND READING
H. No. 9077—Tax Reform Act of 1997
(Continuation)

Senator Tatad. Mr. President, [ move that we resume
consideration of House Bill No. 9077 as reported out under
Committee Report No. 454,

The President. Is there any objection? [Silence] There
being none, resumption of consideration of House Bill No. 9077
is now in order.

Senator Tatad. We are still in the period of interpellations.
We have a list of senators who have reserved tointerpellate. The
next on our list is the gentleman from Isabela.

Toallow us torecall him on the floor, I ask for a few minutes’
suspension of the session.

The President. Does the Minority Leader have further
interpellations at this time?

Senator Tatad. The Minority Leader has reserved to
interpellate at a later time, Mr. President.

The President. How about the gentleman from Cebu and
Bohol on the CTRP?

Senator Herrera. Mr. President, I feel that if I have to
interpellate, it will be later on, after some points that will not be
taken up in which L have concern. ThenI will raise these points
during the period of interpellations.

However, let me just put into the Record that I am in full
accord with the committee report. Anyway, I am the vice
chairman, and that is my sentiment on the matter, Mr. President.
But as I said, if in the course of interpellations by the other
senators, there will be points which I feel should be clarified, I
may raise then during the period of interpellations.

Senator Tatad. Mr. President, in the meantime, I ask that
the distinguished gentleman fromthe Cordilleras be recognized.

The President. The distinguished senator from Benguet is
recognized.

Senator Flavier. Mr. President, will my guru and tutor in
Taxation 505 allow me to ask a few clarificatory questions, in the
interest of the public and for my continuing education?

Senator Enrile. Very gladly, Mr. President, especially
considering that the distinguished gentleman will be one of those
possible presidents who will enforce this law.

Senator Flavier. In the year 2020, Mr. President.
Senator Enrile. That is in the year 2004.

Senator Flavier. Mr. President, ] have two areas of interest
which I just want clarified for the purpose of explaining to the
public. One is the area of tax deductibility for an individual’s
dependents.

Can the gentleman clarify, Mr. President—especially
through a comparison—the rates that have been passed in the
House? Many of the questions I receive allude to a disparity
between our rates and the rates of the House. A specific answer
will be very useful and informative.

Senator Enrile. Actually, Mr. President, we feel that the
House version is too much.

There are two measures used in determining the income
thresholds in the Philippines: one is the poverty income
threshold, and the other is the threshold family income.

The level of poverty income threshold in the Philippines-
which will involve a sum of money to cover food, clothing,
housing, utilities, education, housekeeping and medical care is
P63,194.00 per annum.

For a threshold family income which is the level of income
that will give a family a minimum basic comfort and humane
existence for the worker and his family, and which would
involve food, clothing, housing, rental, utilities, transportation,
education, housekeeping, personal care, health care, recreation,
expenses for individuals, socials and professionals like books
and development, this will amount to about P73,783.00.

The income threshold that we adopted for a family in this
particular proposal, Mr. President, is P76,000.00. '

Incidentally, we have increased in magnitudes the present

levels of personal exemption by 36 percent, which is equal to the
increase in average price increases in 1997, compared to that of
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1992. So, we feel that this figure we are proposing is a very
equitable proposal.

Senator Flavier. I thank the gentleman for that informa-
tion, Mr. President.

Can the gentleman give us a breakdown of the total deduct-
ible figure? I understand that this is P136,000 in the Senate
version and P198,000 in the House version.

Senator Enrile. Mr. President, all taxpayers will be
entitled to a deduction—personal exemption of P25,000.00.

Under the proposal of the House as well as the Senate, there
is an exclusion income of about P30,000.00 but not exceeding
it which will cover all benefits that a worker would receive by
way of 13th month pay untaxable income, bonuses, fringe
benefits, productivity bonuses, et cetera. So,1amassuming that
that P30,000 will be, at least, earned by most of the low-income
taxpayers of the country.

If we add that to the P25,000, that is about P55,000, plus the
exemption for both husband and wife, if they are both working.
If they have four dependents, that will be P6,500 times four, and
that gives them another P26,000. So, if we add up the whole
thing, the maximum level of free income to the family is
P136,000.

Senator Flavier. In the House version, Mr. President, I
understand it reaches up to P198,000 or thereabouts. Can the
gentleman explain the disparity?

Senator Enrile. I think the House wants to give a family
tax exemption of P146,000, both personal and additional ex-
emptions for dependents. If we add the P60,000 potential free
income for both working husband and wife, that will already be
P206,000; plus some other benefits like union dues, Medicare,
SSS and GSIS contributions, that will come up to a hefty sum.
This will erode the income of government and this will also
affect the operations of the governmentin rendering and extend-
ing social services.

Senator Flavier. Thank you for that reply, Mr. President.
My second interest relates to the provisions on housing which,
I feel, is a very important provision and it will be important for
our Social Reform Agenda, touching upon the housing concerns
of the country.

Senator Enrile. It is good that the senator from the
Cordilleras pointed this out. That is not included in the benefit
that would be given to the low-income group who would be
borrowing money to put up or acquire a home for themselves.
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Senator Flavier. Mr. President, my questions are of two
parts. One seeks a clarification of a very interesting concept.

When one has a house that he no longer needs, since it is
already too big for him, or because his children are already
married or he wants to sell it with the purpose of building or
buying a new house, will this not be subject to immediate tax?

Can the distinguished gentleman explain that because I
would like to know when the tax will accrue to the government.
Will it come later or is this completely waived?

Senator Enrile. If he will never sell his new house, the tax
will not be due. But if he sells his house and does not use the
proceeds anymore to buy another house, the tax incidence will
come. That means that he will be subject to 5 percent tax on the

gross.

Senator Flavier. Suppose I sell my property for, say, P2
million and then I build a house for P1.5 million. The P1.5
million is not taxed, but the difference is immediately taxable,
is that correct?

Senator Enrile. I will put it this way, Mr. President. Let
us say that a long time ago, the gentleman bought a house and
lot—or just a house—for P1 million and that house is now worth
P10 million. If the gentleman sells that house under the present
law without the new proposal, it will be subjecttoa 5 percent tax
on the gross. So, he will have to pay P500,000 to the government
out of the P10 million.

With the new proposal, the gentleman will be saving that
P500,000 because he will not be required to pay that amount to
the government if he invests the P10 million in acquiring or
building a new house for his family within 18 calendar months.

However, ifhe only uses, letus say, P8 million outofthe P10
million for building his new house, then the government will tax
the amount thathe did not use by multiplying it by 5 percent. And
that is what he will just pay to the government.

Senator Flavier. Thank you, Mr. President, for that direct
answer to my question.

The second part of that concern, Mr. President, is regarding
young couples wanting to build their first house. Is it my
understanding that we are now going to extend to them tax
deductibility for the interest on that home they are going to
build?

Senator Enrile. That is not only a benefit granted to a
new couple starting life on this planet, but to all taxpayers,
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Mr.President. If ataxpayer, evenretired public servants crretired
employees—has no house and he wants to borrow money to build
ahouse—because he does not have enough savings to buy anew
house, and he pays the interest, today, that interest is not deduct-
ible from his gross income. But with the proposal we are making,
the interest he pays to service the loan that he borrowed to build
anewhome orto acquire anew home will be fully deductible from
gross income. Ineffect, the government will be sharing in paying
the tax, the interest burden, incurred by the taxpayer.

Senator Flavier. In other words, Mr. President, the oper-
ative phrase will be “first house.”

Senator Enrile. Yes, first house.

Senator Flavier. Thank you, Mr. President. One final
small question. On Section 62 of the Senate Committee Report
454,0npage 136, lines 9to 12, it states, and I would like toquote,
“excise tax on alcohol and tobacco products'shall be paid by the
manufacturer or producer within two days after removal of said
products from the place of production.”

Mr. President, we would like to clarify whether the term
“alcohol products” in this provision includes distilled spirits,
wines and fermented liquor.

Senator Enrile. That is correct, Mr. President. The reason
is torealize that it is very inconvenient, sometimes impractical,
for manufacturers to be required to pay their tax immediately
upon removal. So we are giving them 48 hours to comply with
that. :

By the way, thisis an administrative provision toimplement
the Tax Code. I consulted the Bureau of Internal Revenue on
this. Just like the existing provision on oil companies and
producers of mineral products, where they are given not just 48
hours but 15 days and 20 days, respectively, we are giving the
producers of sin products 48 hours to discharge their obligation.

Senator Flavier. Thank you, Mr. President. One final
point I just want to explore. I received a request from the
National Book Development Board for a reconsideration of the
final tax onroyalties—to reduce it from 20 percent to 10 percent.
Would the gentleman give me his reaction so that during the
period of amendments, we may be able to consider it?

Senator Enrile. Mr. President, this has been a long
tradition. I think a final tax of 20 percent is mild enough, that
is, P.20 for every peso.

Senator Flavier. Isee. Thank you very much, Mr. Pres-
ident.

Senator Tatad. Mr. President.
The President. The Majority Leader is recognized.
SUSPENSION OF CONSIDERATION OF H. NO. 9077
Senator Tatad. Mr. President, I move that we suspend
consideration of House Bill No. 9077 as reported out under

Committee Report No. 454.

The President. Is there any objection? [Silence] There
being none, the motion is approved.

Senator Tatad. Mr. President, on a question of personal

and collective privilege, I ask that the distinguished Senate
President Pro Tempore, Senator Ople, be recognized.

The President. The distinguished Senate President Pro
Tempore is recognized.

QUESTION OF PRIVILEGE OF SENATOR OPLE
(A Creeping Coup d’Etat)

Senator Ople. Mr. President, ladies and gentlemen of the

- Senate:

There is today sweeping the country a culture of paranoia
which is dangerous for democracy and disastrous to civil
society. This culture is being promoted in a purposeful way by
military intelligence in cahoots with the Executive power to
destroy independent political institutions such 4s the Senate and
the Supreme Court, and immobilize the democratic opposition
by innuendos and baseless accusations. The technique used is
similar to those employed by Sen. Joseph McCarthy of the
United States who gave his name to a whole code of practices
intended to malign innocent people and institutions through
what is known as guilt by association.

McCarthy’s Ignoble End

I need not remind this Body, Mr. President, that McCarthy,
in the end, outdid himself and was censured by the US Senate.
He died in complete disgrace in 1954 and today his name is an
inglorious epithet in all countries that value the rights and
liberties of their citizens.

In McCarthy’s time, the Cold War was at its height and the
fear of communism had unleashed a tide of irrational passions
in America. McCarthy, looking around for issues to exploit in
his reelection campaign in 1954, decided to fix upon commu-
nism as the issue and he started attracting media coverage by the
technique of naming names of American communist suspects in
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from Cebu, Senator Osmeia.

The Presndent The gentleman from Iloilo and the gentle-
man from Cebu, the latest entrants to the vice-presidential derby,
are recognized.

Senator Drilon. The Chair is referring to the gentleman
from Cebu.

The President. I stand corrected. Irecognize the gentle-
man from Cebu and the gentleman from Iloilo, who are both
contenders for the vice-presidential nomination.

Senator Osmefia. Thank you, Mr. President. Will the
distinguished vice presidentiable from Iloilo consider a few
amendments?

Senator Drilon. I will consider, but I am not a vice
presidentiable, Mr. President, for the record.

OSMENA AMENDMENTS

Senator Osmefia. On page 5, line 2, delete the words
“revaluation of the assets”, and in lieu thereof, insert the word
NETWORTH.

Senator Drilon. We accept the amendment, Mr. President.

4 The President. Is there -am'y objectioh? [Silencé] There
being none, the amendment is, approved. -

Senator Osmefia. On page 6, line 24, insert the word
RESIDENTIAL after the word “except”.

Senator Enrile. Mr. ‘President.

The President. The gentlerrian from Cagayan is recog-
nized.

Senator Enrile. Firstof all, Mr. President, may I ask for a
reconsideration of the amendment just approved?

This revaluation was a product of my debate on this
particular measure. When an entity like this invests its funds in
real property or personal property and these assets increase in
value, the liquidation value of the member ought to reflect the
totality of the incremental value in the assets of the entity.

Senator Driloti.” We have no objection to the request for
reconsideration of the gentleman from Cagayan. We confirm
that this amendment was introduced by the committee on the
basis of the interpellation of Senator Enrile.

SUSPENSION OF SESSION

The President. Before we reconsider the matter, may we
have a one-minute recess.

The session is suspended for one minute, if there is no
objection. [There was none.]

It was 4:21 p.m.

RESUMPTION OF SESSION
At 4:29 p.m., the session was resumed.
The President. The session is resumed.

Senator Tatad. Mr. President, to allow the gentlemen on
the floor to consult further on this particular point, I move that
we suspend consideration of Senate Bill No. 1699.

Senator Enrile. Mr. President.

The President. The gentleman from Cagayan Sen. Juan
Ponce Enrile, is recognized.

Senator Enrile. Before we suspend, may I reserve theright
to introduce amendments on page 5. These are substantial
amendments with respect to Sections 5 and 6.

Senator Tatad. I withdraw the motion, Mr. President.

The President. The reservation is noted.

Senator Tatad. Mr. President.

The President. The Majority Leader is recognized.
SUSPENSION OF CONSIDERATION OF S. NO. 1699

Senator; Tatad. I reiterate my‘motion, Mr. President.

The President. Is there any objection? [Silence ] There
being none, the motion is approved.

)

BILL ON SECOND READING
H. No. 9077—Tax Reform Act of 1997
(Continuation)

Senator Tatad. Mr. President, I move that we resume
consideration of House Bill No. 9077 as reported out under
Committee Report No. 454.

The President. Is there any objection? [Silence] There
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being none, resumption of consideration of House Bill No. 9077
is now in order. ‘

Senator Tatad. Mr. President, we are still in the period of
interpellations. For the next interpellation, I ask that the
distinguished senator from Pampanga, Pangasinan and Negros
Occidental, Sen. GloriaMacapagal, be recognized. The sponsor
is on the floor right now.

The President. The gentleman from Cagayan and the lady
senator from Pampanga, Pangasinan and Negros Occidental are
recognized for interpellations.

Senator Macapagal. Mr. President, will our distinguished
colleague please answer a few questions?

Senator Enrile. Gladly, Mr. President, to the lady senator
who might perhaps be the one to implement this law.

Senator Macapagal. Thank you, Mr. President. AsIhave
said earlier, because this is a very controversial and difficult
measure, we trust the judgment of the chairman of the Commit-
tee on Ways and Means on the controversial issues that are
embodied in the measure. But, of course, since all of us will have
to explain to the public the way we voted, the points for my
questions are really with regard to helping me explain to the
public how I vote on this.

Senator Enrile. Mr. President, I suggest that no one ought
to apologize for asking questions with respect to this particular
measure. This representation does not claim any exclusive
knowledge or excellence or expertise in the field of taxation and
fiscal policy.

In fact, I would encourage all the members of this Chamber
to ask all the questions they want regarding theories, practical
application, praxis, if we may call it, with respect to this subject
matter so that we can be enlightened. Maybe, we have over-
looked some issues here. '

I would suggest that let us not kid ourselves and baby
anybody here. Let all the questions be presented openly,
publicly to be debated.

Senator Macapagal. Mr. President, my first question is
with regard to personal income tax exemptions because this is
the issue that has been most debated upon. Could this represen-
tation be enlightened on how the distinguished Chair was finally
able to establish and arrive at the optimal amount of exemptions
for personal income taxpayers?

Senator Enrile. Mr. President, according to the executive
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department of the government, principally the Department of
Finance, there are two measures being used to determine the
threshold income in this country for purposes of helping our less
capable members of the society. We have what they call the
threshold family income and the poverty income threshold.

The poverty income threshold of the country is in the level

- of P63,194 for a family, and the threshold family income is

P73,783. What is the difference between these two?

In the case of the first income threshold—poverty income
threshold—this is the level of income that will meet the family’s
minimum food and nonfood requirements, like food, clothing,
housing, utilities, education, housekeeping and medical care.

The threshold family income refers to that level of income
that will give a family a minimum basic comfort and humane
existence. This would include food, clothing, housing, utilities,
transportation, education, housekeeping, personal care, health
care, recreation, expenses for an individual social and profes-
sional development.

The threshold for family income is P73,783.00 per annum.
On the other hand, the poverty income threshold is P63,194.00
per annum. The total free income available to a family under
our proposal is P76,000.00.

Senator Macapagal. Of course, the Chair is aware of the
House version, Mr. President. Since the procedure is to hear the
House version and make the corresponding amendments, was
the reason for the choice of the level in the House version
presented to our committee in the Senate?

Senator Enrile. Yes, Mr. President. It is based more on the
large erosion of revenue of the government if we apply the House
version. In fact, the Senate version will equal the average
increases of prices between that of 1992 and 1997, which is
approximately 36 percent.

Senator Macapagal. Mr. President, what is the compara-
tiverevenue erosion of the two lgvels, the Senate version and the
House version?

Senator Enrile. In the House version, if we canbelieve the
Department of Finance, it is somewhere between P35 billion to
P40 billion. Inthe case of this version of the Senate, itis revenue
neutral.

Senator Macapagal. Mr. President, if we look atthe whole
Comprehensive Tax Reform Program, is it correct to conclude
that the three components are the E-VAT, the excise tax, and
now the income tax reform?
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Senator Enrile. I was notin the Senate when this package
was conceived, Mr. President. I did not take that into account
whenIdealt with segments of taxation. I dealt with the segments
at my disposal at a given time.

I handled the case of the excise taxes on the so-called sin
products, but I never related that to the overall revenue of the
government. Now,amhandling the incomerevision of the Tax
Code. Like before, I am dealing with it in isolation of the rest.

Senator Macapagal. Although in the first sentence of the
sponsorship speech, it says, and I quote:

I rise today to present to the Senate the proposed
Tax Reform Act of 1997 which introduces major
changes in our country’s income tax system and
completes the tax reforms envisioned by the
Comprehensive Tax Reform Program.

Senator Enrile. Yes, Mr. President, because this is sup-
posed to be the last component of the tax reform. But if the
Chamber wants to find out the totality of the entire package, I
think that information would be available to the taxing powers
of taxing bureaucratic institution of the Republic, and these are
available here.

Senator Macapagal. Since the Undersecretary of Finance
isin the technical assistance panel, could we have areview of the
whole goal of the Comprehensive Tax Reform Program in terms
of revenué increment? What was the revenue aim of the whole
CTRP?

Senator Enrile. I think the answer to the question,
Mr. President, is naturally to give, first, that degree of stability
in the financial condition of the government. In addition,
hopefully, to give the government enough savings annually in
order to maintain financial vigor.

Senator Macapagal. What this representation was inquir-
ing about is the targeted revenue increase of the CTRP.

Senator Enrile. I understand that the original targeted
revenue, Mr. President, was P17 billion. I venture the prediction
that, giventhe revision that we have undertaken, that level is not
difficult to reach.

Senator Macapagal. So the whole CTRP, when fully
implemented with all the adjustment periods already done, will
bring us an increment of P70 billion.

Since there are really only three components of the package,
would it be too difficult to aslc how the P70 billion would be
divided among the three components?
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Senator Enrile. Wecanalso give that, Mr. President. T will
just have a little time to get the figures.

The E-VAT issupposedto give the government an addition-
al revenue of P8 billion; the excise tax, which we approved,
would give the government an additional revenue of P6 billion;
and the balance, through this measure in time.

Senator Macapagal. Mr. President, is this P70 billion or
P17 billion?

Senator Enrile. One-seven po. P17 billion.

Senator Macapagal. Soit would be P8 billion for E-VAT,
P6 billion for excise tax, and P3 billion for CTRP.

Senator Enrile. Yes, Mr. President. Yet, in this particular
measure, we increase the free income of the low-income groups
of the country; we reduce tax rates in general among a greater
number of taxpayers because there is no tax system in the world
where we canreduce the tax rate onevery taxpayer in the realm.
We lower the tax rates but we rearrange the whole thing. We
plug loopholes, and we remove certain exemptions that hopeful-
ly and eventually would give the government additional income.

Senator Macapagal. Mr. President, the Chair said earlier
that the change in personal income tax exemptions would be
revenue neutral.

Senator Enrile. It will redound to the benefit of the
taxpayers, Mr. President. .

Senator Macapagal. But in terms of revenue, it will be
neutral.

Senator Enrile. The totality will mean a revenue-neutral
legislation. But in the area of personal income taxation, there is
an erosion in the revenue intake of the government. But this is
compensated by other sectors of the economy.

Senator Macapagal. So the net effect of this particular
package is an increase of P3 billion?

Senator Enrile. That is the estimate. It could be less, it
could be more.

Senator Macapagal. Of course, we understand that all of

these are estimates. And there are two items in this third

component—the personal income tax and the corporate income
tax?

Senator Enrile. That is correct.
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Senator Macapagal. So in the personal income tax com-
ponent, there is going to be a revenue erosion?

Senator Enrile. There is a big revenue erosion, but that is
compensated by the rearrangement of the corporate tax and the
tax on the high-income individuals.

Senator Macapagal. So the revenue erosion is in the
increase in exemption, but within the personal income tax
systemitself, there will be acompensation of the erosion coming
from the exemption?

Senator Enrile. No, in fact, there is a reduction of the tax
burden on.everybody. If we project the application of the tax
rates that we have adopted including the tranching, all levels of
taxpayers from plus zero plus X amount after zero, all the way
to the P3 million level of income, we will see a varying degree
of reduction in tax burden.

In the lower income group, the relief is much bigger and it
goes down as we go upper in the size and volume of taxable
income and then it rises again.

Senator Macapagal. So, Mr. President, how much is the
estimated revenue erosion from the personal income tax
component?

Senator Enrile. It is almost P7 billion, Mr. President.

Senator Macapagal. So this means that in the corporate
income tax component, there will be a revenue increase of P10
billion?

Senator Enrile. Just a minute, Mr. President, I will check
the documents given to me so that I will not be...

That is correct, Mr. President, it is actually the additional
income of government from the corporate sector based on the
proposal that we have made, which is about P10.77 billion.

Senator Macapagal. Mr. President, could we have a
breakdown of how this P10.77 billion would be arrived at?
Certainly, the specific reforms have an estimated revenue
increase. So that would be very interesting to ask for.

Senator Enrile. I will give it to the distinguished lady
senator now, Mr. President. There is a reduction of the revenue
of the government from corporate income taxation of P4.3 billion
because of the gradual reduction of rates from 35 percent down
to 30 percent by the year 2000 and that reduction is P4.3 billion.

Now, there is an increase arising from controls in deductions
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by the Secretary of Finance because of thece limitations on certain
deductions and the magnitude of that would be P2.7 billion.

Senator Macapagal. Mr. President, could we examine the
limitations on deductions?

Senator Enrile. The distinguished lady senator can read.
the text, Mr. President. These are allinthe text. There is nothing
that is not written in the text.

Senator Macapagal. Yes. Aside fromthe personal income
tax exemptions, the other controversial part of this package of
the Comprehensive Tax Reform Program is the limitations on
deductions.

Senator Enrile. Like what, Mr. President?

Senator Macapagal. That is what I wanted to ask about.
In the hearings of the Ways and Means Committee, did the
different sectors come forward to give their concerns about the
limitations and deductions?

Senator Enrile. That s correct, Mr.President. All of them
were invited. Those who appeared were heard; they were
allowed to submit position papers. Those who did notcome and
present their views, I could not wait for them.

Senator Macapagal. Yes. Ithink itis important if we will
explain our vote to the public to address or to recount what were
some of the objections or request, and then how did we respond
to them, and why.

Senator Enrile. Mr. President, they can read the product
of what we did.

Senator Macapagal. No, but what were their requests?
What were the different objections and what were the arguments
they gave?

Senator Enrile. I could no longer remember, Mr. Pres-
ident. But I can tell the distinguished lady senator that in the
case of mining, for instance, I removed their double deductions.
I am a businessman myself; I do not believe in granting double
deductions.

In the case of petroleum and gas wells, they were originally
granted double declining balance method. I removed that priv-
ilege because they would be deducting from their gross income
more than the cost of the equipment that they have utilized to
produce the profit which, in my opinion, is unwarranted.

Senator Macapagal. So, of the reforms in the mining,
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petroleum and gas sector, how much will we be able to generate
as incremental revenue?

Senator Enrile. We did not take that into account in our
quantification of the incremental revenues.

Senator Macapagal. I see.

Senator Enrile. In the same way that we have nottakeninto
account the incremental revenue when we decided toremove the
tax exemption of interest income of FCDUs and OBUs.

Senator Macapagal. What I am trying to get at is how we
arrived at the P10.77 billion increase in revenues. Surely, there
must be some breakdown.

Senator Enrile. I beg the senator’s pardon?

Senator Macapagal. What I am trying to arrive at is how
we got to the P10.77 billion revenue increase.

Senator Enrile. That is why I am giving it to the lady
senator, Mr. President. We have it.

Senator Macapagal. Yes.

Senator Enrile. Minimum corporate income tax at .75 of
a percent is P1.3 billion additional income for the government.
Fringe benefit tax to be collected by corporations is P2.4 billion.
Disallowance of tax arbitrage is P2.71 billion. Income tax on all
government corporations is P5.96 billion.

The government will lose P0.714 billion because of the
rationalization of fiscal incentives.

Senator Macapagal. On the rationalization of incentives,
will the government lose or gain?

Senator Enrile. We will lose P0.714 billion, Mr. President,
because of accelerated depreciation and the NOLCO. Those are
deductions.

Senator Macapagal. Yes. Of course, Mr. President, if we
look at the accelerated depreciation and the NOLCO, Irecall that
the framework for that was that in return, there would be ashorter
list in the investment priorities plan.

Senator Enrile. Incidentally, I forgot to include tax on
dividends—the introduction of atax ondividends. This will give
an income to the government of P1.23 billion.

Senator Macapagal. Thank you, Mr. President. May Inow
g0 to some of these items.

On the Fringe Benefit Tax, this is also one of the areas that
has been the subject of a lot of controversy because according to’
the income receivers, the fringe benefit is part of their compen-
sation.

Senator Enrile. Precisely, Mr. President. They have to be
taxed if that is a part of their compensation.

Senator Macapagal. Therefore, this will result in the
reduction of their net income.

Senator Enrile. No. Actually, it will not mean a reduction
of their net income because they enjoy the economic benefits of
the fringe benefit.

For instance, if an executive is given a house with a rental
value of P35,000 per month, in addition to a cash portion of his
salary, I think it would be unfair for that particular executive or
employee to just report the cash portion of his compensation. So
we established a formula by which that fringe benefit would be
reflected in the income taxation of the country and it is written
in this law. I'suggest that all members of the Senate read it and
understand it.

Senator Macapagal. Mr. President, on the rationalization
of tax incentives, I recall that the NOLCO and the accelerated
depreciation were being proposed because that was supposed to
be the universalization of incentives. Is there an expected
corresponding reduction in the other fiscal incentives that are
being given by the BOI now?

Senator Enrile. There are only three additional deductions
that would matter. These are: accelerated depreciation like the
declining balance method, the sum of the year’s digit, and some
other systems of accelerated depreciation that may be agreed
upon between the taxpayer and the Secretary of Finance for the
government; then we have the net operating loss carry-over
which is moved forward over a period of three years.

From year one, if one incurs a loss, he can deduct his loss
in year one over the next succeeding three years. In year two, if
he incurs a loss, he can deduct the loss for the next succeeding
three years, including the loss of the previous year and so on for
three years. This is the aggregate. He can project it over a period
of nine years. In fact. I think it is six years.

Then we have the deduction of the Fringe Benefit Tax, plus
the fringe benefit. These are the three major components of the

additional modification of the items on deductions.

Senator Macapagal. The Fringe Benefit Tax will tend to
increase revenue, but the NOLCO and the accelerated depreci-
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ation will tend to decrease the revenue.

Senator Enrile. Yes. But the total reduction of the revenue
of government from accelerated depreciation and NOLCO is
only P.714 billion.

Senator Macapagal. So the Fringe Benefit Tax is P2.4
billion?

v
.

Senator Enrile. It is P2.4 billion.

Senator Macapagal. So, onthese three changes, there will
be a net decrease on revenue?

Senator Enrile. Net increase, Mr. President. These are
already increases taking into account all the three items of
deductions that I have already mentioned.

Senator Macapagal. I see. Mr. President, I was going
again to the NOLCO and the accelerated depreciation. My
recollection is that these were supposed to be part of universal-
ization of incentives. That is why it is called rationalization of
incentives because we universalized it and then the list in the
BOI became shorter.

Senator Enrile. But my understanding, Mr. President, is
that the BOI law is still there and they will still enjoy the
incentivesthere. Butif we are goingtointroduce intothis system
theincentives thatare now in the BOI law, then we will be giving
a double source of deduction to businessmen which is quite
unwarranted.

Senator Macapagal. So, how will it operate now?

Senator Enrile. For those who would want the incentives
under the BOI law, they will have to take it under the BOI law.
. They cannot take it under this proposed Code.

Senator Macapagal. So, it is either/or, either the BOI or
the amendment to the Internal Revenue Code.

Senator Enrile. Thatis correct, Mr. President. This applies
generally to all taxpayers except those who would enjoy the
incentives under the BOI law.

Senator Macapagal. For the moment, Mr. President, these
are my questions. If there are still some aspects I would need
some explanation about after Iread the provmons moreindetail,
I will come back. Thank you.

Senator Enrile. I would encourage the members of the
Senate to read this law because I would like to see where we
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failed in our thinking about it.
Senator Tatad. Mr. President.
The President. The Majority Leader is recognized.

Senator Tatad. Toresume her interpellation, I ask that the
distinguished lady senator from Iloilo be recognized.

The President. The senator from Iloilo is recognized.

Senator Santiago. Thank you, Mr. President. 1 request the
approval of the distinguished sponsor to continue my
interpellation, this time on the revenue aspect of the bill.

Senator Enrile. Mr. President, I would like to make a little
correction. This representatiofi does not have to approve the
interpellation of any member, that is the prerogative of any
member in this Chamber.

Senator Santiago. Thank you very much, Mr. President. I
am referring to page 22 of the bill and to Section 24 of the Code.

Senator Enrile. Yes, Mr. President.

Senator Santiago. Please allow me to explain the back-
ground to my question at length, after which, Ishall indicate that
the question is finished because the gentleman has his back
turned to me. That way, we shall be clear on whether I have
finished or not.

Senator Enrile. May I suggest, Mr. President, that the
distinguished lady senator from Iloilo take the other podium.

Senator Santiago. It is not necessary. Besides, I have to
stay here beside my copy of the Internal Revenue Code on my
desk so that I can refer to it.

Senator Enrile.. Then I will be the one to face the lady
senator.

Senator Santiago. Thank you. I hope itis notimposing too
much on the gentleman’s sense of the aesthetic. I will proceed.

Senator Enrile. Not at all, it pleases me very much.
Senator Santiago. That will only be a continuation of what
T'understand to be the distinguished sponsor’s traditional mind-

set, particularly when he was my boss as Secretary of Justice.

On Section 24. My view is that the lowering of the tax rates
to a range between 5 percent to 30 percent is not significant.
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Thechangeintherates, together with the increase in the personal
exemption levels result—in the computation of my staff—in
an average tax deduction of only P5,000 per annum at various
levels of income. I believe there is a need to better protect the
income of the lower-income group.

I would therefore inquire whether it would be possible to
propose an adjustment in order that the exemption rate should
amount to about P30,000 per person.

Please allow metoexplain. Atthislevel, the maximum total
exemption for a family of six would be P86,000. Thatis to say,
P60,000 plus P6,500 times four. This amount of P86,000, for a
family of six, would sufficiently insulate from taxation the
annual minimum wage of a working couple. My computation
is: P185 minimum wage times 261 days times two—because we
are considering the two spouses—that would equal to P96,570.
I admit that even this level of exemption is not sufficient to
protect the disposable income of an individual at the level
required for a decent life. However, in view of the need to
balance the need of government for financial supportin order to
pursue its infrastructure projects needed tosustain development,
I'suggest that there should be a more reasonable compromise in
this regard.

In effect, my question is: Can we please study whether we
can raise the exemption rate per person to about P30,000?

That is the end of the question on this point.

Senator Enrile. Mr. President, we have really considered
all of these figures, in our computation because of our desire to
precisely help the low-income group. ButI would like to remind
the Chamber that in studying the structure of the taxpaying
public, if we graph it, it is likke a pyramid.

Any slice at the base would reflect a bigger loss of revenue
for the government than a big rate at the top because there are
less taxpayers at the top compared to the taxpayers at the base.
That is why we arrived at this figure of P25,000, taking into
account the equity to be extended to the low-income group and
also the middle-income group, as well as the revenue needs of
the government.

Now, we should not only look at the exemptions both for
personal and dependents in dealing with this. We must look at
the provision on exclusion. Thereis a provision which excludes
certain types of income given to the low-income group.

Fringe benéﬁts, forinstance, givento the low-income group
will not be taxed. The 13th month pay of the low-income group
will not be taxed. Bonus will not be taxed. Productivity

incentive pay would not be taxed up to a level of P30,000. If we
add these to the P25,000, that will give us, at least, more than
P30,000 per taxpayer.

Senator Santiago. Thank you. I will now move to
Section 24, paragraph (E) of the Code. That would be on
page 28 of the bill.

This provision lowers the tax rate on net capital gain on the
sale of shares of stock outside of the stock exchange—

Senator Enrile. That is correct, Mr. President.

Senator Santiago. —from 10 percent or 20 percent to 5
percentor 10 percent. My questionis: What is the justification
for this move to reduce the tax rate on this type of transaction?
Will this not prove to be another provision intended to benefit
the affluent sector who have the financial resources and sophis-
tication to engage in stock transactions?

While reduction of tax rate is generally welcome, Ido not
believe we should reduce the tax rate in this case, because it
seems to me that their reduction will particularly benefit only
those who are financially well-off and have the capacity to pay
taxes. Necessarily, foregone revenues of the government from
the reduction of tax rate in this instance will be offset by the
imposition of new taxes or some other measures which may
again hit, directly or indirectly, those who belong to the lower
income brackets. That is the end of this particular question.

Senator Enrile. Mr. President, if we may recall, the
Congress adopted a policy to encourage the dissemination of
wealth in the country through what we call the initial public
offering system, where we encourage successful business enter-
prises owned by families—which are called close family corpo-
rations—to have a portion of their stockholdings listed in the
stock exchanges. As a consequence of this, we lower the rates
on the sale of the shares of stock for that purpose.

It was apolicy to encourage successful business enterprises
to be listed in stock exchanges in order to disseminate a portion
of these business enterprises in the hands of small investors. We
ended up with arate of 4 percent, 3 percent, and 1 percent under
various levels or quantum of shares of stock of outstanding
capitalization of a corporation that would be listed in the stock
exchanges. Thereafter, every transaction would be subjected to
a gross capital gain of half a percent.

This is the purpose of the statute. This provision, thatis now
the subject matter of the question, is also intended for that
purpose in order to encourage closely held corporations not
listed in the stock exchanges but are successful to unload a
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portion of their stockholdings to the public, so that the public can
share in the benefits or the success of the enterprise.

Rightnow, this highrate, whichis actually 20 percent onthe
gross, is a disincentive to owners of closely held corporations
not listed in the stock exchanges and not the object of initial
public offering to unload a portion of their holdings in their
corporation. That is the rationale of this provision.

This is not really intended to benefit the rich, but precisely
to encourage the unloading of some portions of these successful
corporations to the public, so that the public could benefit out of
this success.

Senator Santiago. Thank you, Mr. President. I will now
proceed to page 30, Section 24, paragraph (E), subparagraph (2)
of the bill.

Senator Enrile. That is page 29, “EXCEPTION.”

Senator Santiago. I stand corrected. I note that this
provision allows a tax exemption of the gains realized from the
sale of the principal residence to the extent that the proceeds of
the sale is utilized to construct a new principal residence.

My question is: Will it not be difficult to implement this
provision since it is difficult to verify the correctness of the
amount of the proceeds of the sale claimed by the taxpayer to
have been utilized in the construction of the new principal
residence?

My fear is that all attempts will be made to prove that the
full amount of the proceeds of the sale was allegedly usedin the
construction of the new residence. Because of this fear, I would
like to propose to the considered judgment of the distinguished
sponsor that instead of exempting from tax the amount of the
proceeds from the disposition of the principal residence, which
is actually used in the construction of the new residence, a fixed
amount of the proceeds from such sale should be exempted from
tax. I think this might be more equitable because the benefit
resulting from such exemption will be the same, whether the
seller is rich or poor or belongs to the middle class.

My intent is: That the Senate should let those who have
more valuable property and who are therefore more capable of
paying taxes pay the corresponding tax. I do not think it is good
policy to exempta person’s income from the sale of his personal
residence fromtaxes in order for him to be able to build a grander
house out of his profits if we cannot even fully agree to exempt
a poor working man’s minimum wage from taxes.

Thus, the outlines of my proposal would be that tax exemp-
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tion should be given for the first P1 million of the selling price
or the fair market value of the property at the time of sale,
whichever is higher. If the proceeds of the sale is used for the
construction or purchase of a new family residence, P1 million
is a reasonable amount since the exemption for a family home
for estate tax purposes is pegged at P1 million. The maximum
amount of the housing loan whose interest will be deductible
from taxable income is also P1 million pursuant to this bill.

Furthermore, I would suggest the following:

1. The provision or the bill should define what is a principal
residence. Is it the same as the concept of a family home under
the estate tax provision? Is a single individual without a family
entitled to claim the benefit under this provision?

2. I would respectfully suggest that the benefits of this
provision should be availed of only once by a family to avoid
abuse of the provision. Moreover, to allow a person to avail of
this benefit more than once would make the implementation and
administrationof the benefit difficult because that would require
endless monitoring of a series of sales and purchases of residen-
tial houses.

I am done with this particular question.

Senator Enrile. Mr. President, I would like to explain this
provision.

This provision has a purpose, and the purpose primarily is
to deal with the problems presented by areas like Tondo, the
congested areas of the city where we have dilapidated homes,
and yetthe lands where these homes are constructed are valuable
real estate assets. The only reason the residents in these areas
would not wantte.nload their property in order to clear the slum
areas is the tax i cidence. This is a part of our urban renewal
effort.

Actually, thz government is not losing the revenue here.
If the property remains unsold by the taxpayer, the government
does not get anything. But we are encouraging the owner to sell
that property and hopefully, to resolve the blight in some of our
communities by foregoing in the meantime the collection of the
tax until such time that the owner of the new property would
finally dispose the property without using the proceeds thereof
in acquiring a new home. We are only postponing the impact of
the tax incidence on the selling owner or taxpayer of the home
that is momentarily exempted from the impact of income
taxation. Infact, we can see in this provision that the historical
cost of the property has to be carried forward to the new home.

Now, will this be abused and repeatedly used? The answer
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is maybe, but there are certain mechanisms introduced in
the Code to prevent the abuse, and that is: The Register of
Deeds must annotate at the title of the new home that the next
property was actually built out of the proceeds of atax-exempted
property. The Register of Deeds must annotate this as a
mandatory duty reflecting the official receipts at the back of the
title of the new home as well as the amount of the proceeds of
the sale.

This is provided in the latter portion of the Tax Code. So,
1do not think that this will be repeatedly used. Apart from this,
the government is not really exempting the proceeds from
taxation. It merely postpones the collection of the tax which,
anyway, is nottakenintoaccountin the projection of the revenue
of government. This is, in effect, a windfall, if at all, to the
government.

Senator Santiago. Thank you. I am afraid the next question
is going to be very long. I am compelled to impose once more
on the patience and kindness of the distinguished sponsor. Iam
now going to inquire about Section 27 of the bill.

Senator Enrile. On what page?
Senator Santiago. On page 37. Section 27, page 37.
Senator Enrile. Yes, Mr. President.

Senator Santiago. It is declared here that the gradual
reduction in the corporate income tax rates is done for the
purpose of making the Philippines a more competitive invest-
mentdestination. The premise apparently is that the Philippine
corporate tax rates are not competitive with those in the region.

My question is: Will it not be fruitful to conduct a closer
study and exact determination of the taxing policies of other
jurisdictions, at least, in the Asia-Pacific region?

The following were submitted to me as the basic corporate
income tax rates in other countries within Asia Pacific.

First, I will read out the country and then, I will read out its
basic rate: Australia, 36 percent; Hong Kong, 16.5 percent;
Indonesia has graduated rates, 10 percent, 15 percent or 30
percent...

Senator Enrile. What is that? Indonesia?

Senator Santiago. Yes. Japan, 49.98 percent. This is the
effective corporate tax rate after combining the basic corporate
tax and the standard inhabitants and enterprise taxes. Malaysia
has 30 percent; People’s Republic of China, 33 percent;

Singapore, 26 percent; and South Korea, 16 percent. This s the
effective tax rate. The effectivetax rateis actually 17.6 percent
after including the inhabitant tax.

I will repeat, South Korea, 16 percent but that is on the
amount of income up to 100,000,000 which is their currency.
And then, the rate is 28 percent with an effective rate of 30.8
percent for that portion of the taxable income exceeding
100,000,000. Thailand has 30 percent. The United States has
graduated rates ranging from 15 percent to 25 percent to 35
percent for income over US$18 million; Vietnam, 25 percent or
some other applicable rates determined by the State Committee
for Cooperation and Investments.

I have read out this schedule of tax rates because it appears
from this summary that a 35 percent corporate income tax rate
is relatively high, but my point is that the rates are not actually
comparable. The comparability of the rates, it seems to me, is
superficial for the tax rates and the effective tax burdeh on
corporations in its jurisdictions to be comparable at all.

I think we should have a more detailed understanding of
how the tax base is arrived at or computed. I am referringto the
tax base to which the tax rate is applied. Itis possible that while
the other jurisdictions have lower tax rates, there are less
deductible expenses.

Thus, my submission is we cannot, without knowledge of
deductions allowed to corporations for purposes of arriving at
the tax base, conclude that the Philippine corporate income tax
rate is high or is not competitive with those in the investment
destinations whether in the Asia-Pacific or elsewhere.

Please allowme to point out further that the rate alone, taken
independent of the tax base and how the tax base is arrived at or
computed, seems to me to be meaningless and insignificant.

I have also a note that in areas where it is believed that
foreign investments should be encouraged and is beneficial or
necessary, the Philippine government has already a draft of its
annual investments priority plan. All the projects identified to
be priority projects or industries are already given sufficient
fiscal incentives pursuant to Executive Order No. 226 also
known as the Omnibus Investments Code, including a tax
holiday of at least three years.

Furthermore, the encouragement of foreign and local in-
vestment in areas where investment is required is already
sufficiently addressed by the extension of fiscal incentives to
businesses which locate in the economic zones nationwide. The

government already foregoes a significant amount of taxes in
extending such incentives.
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I submit that the problem now is knowing when to stop
sacrificing government revenues, whether for the purpose or in
the guise of encouraging the entry of foreign investors and
enhancing competitiveness.

If the objective for lowering the corporate tax rate to 30
percent is to attract foreign investment, I am afraid the same
mightnothave considerable impact, giventhe fact that under tax
treaties between the Philippines with 24 countries, residents of
these 24 countries can avail of substantially lower Philippine
income tax rates if not income tax exemption for income from
the Philippines.

My question then is: If corporate taxes will be further
reduced, where will the government get additional revenue to
recover the foregone revenue? How much are the estimated
losses to the government from the adoption of this measure?

That is the end of this particular question.

Senator Enrile. Mr. President, we used to have two
corporaterates in the country. Traditionally, inthe beginning we
had 22 percent and then the upper was 28 percent, I think—22
percent and 28 percent. Then, we increased that and we main-
tained a two-rate system until we arrived at a single rate.

We have taken into account all of these rates in this
country, Mr. President. The information we got is that the
rate in Indonesia is 30 percent; in Malaysia, it is 30 percent;
in Singapore, it is 27 percent, and in Thailand, it is 30 percent.
The corporate tax rates in Korea and in Vietnam is 32 percent.

I would like to inform the Chamber that the gradual’

reduction of the corporate income tax was a studied effort to
prevent a sudden shot on the revenue of government. Because
for every one percent reduction of the corporate tax, it would
mean a P2.58 billion of lost revenue. That is why, if we will
notice, while we are reducing the corporate income tax rate,
we are also introducing a dividend tax to counterbalance
the reduced revenue of government and this would meet at
a certain point and, that is, in the year 2000. By the year 2000,
the corporate income tax rate is 30 percent and the dividend

tax will be in the level of 10 percent per peso of dividend
received.

Apart fromthis, Mr. President, while we look ata figurerate
of 30 percent, we must remember that the base of this is very
limited. It is based on the ordinary trade and business income
of the corporation. There are certain types of income of a
corporation that are subject to specialized rates much lower than
30 percent which in other countries would be included in the tax
base against which the corporate tax would be imposed.
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Take the case of interest income, for instance. We have a
20 percent final tax. In the case of dividends, there is no tax in
the intercorporate dividend. But in the case of income derived
from the sale of shares of stock in the stock market, it is subject
to.5 of a percent. Then we are giving a capital gains treatment
to the lands and buildings of a corporation not actually used in
business. And then, there are other types of income dividends.
It is tax free which in other countries would be included in the
gross income of a corporation.

So, when we look at the overall tax structure, the tax rate
that we have chosen is very competitive against our ASEAN
partners.

Senator Santiago. I thank the sponsor for that answer.
I will now proceed to Section 24, paragraph (b), subpara-
graph (2). This is page 25 in relation to page 43.

Senator Enrile. Dividends?

Senator Santiago. Yes, please. My question is, why are
individuals subjected to tax on their dividend income from
domestic corporations, while corporations are exempt from tax
on intercorporate dividends?

My worry is that this provision might favor the more affluent
investors and businessmen, particularly those with closely held
corporations, who have theirresources, flexibility and sophistica-
tion to invest through holding corporations instead of making
direct equity investments in operating corporations.

I was made to understand that closely held corporations
have the benefit of having stockholders who share common
interests and possess control of the corporations so that instead
of declaring dividends, they can keep investing the earnings of
the corporation in other corporate ventures. They have the
flexibility of investing and reinvesting their income through
their corporation or holding company without the individual
taxpayers ever receiving dividends.

I would like to submit to our colleagues to take note that
there is no tax on undistributed surplus profits which would
penalize the accumulation of earnings and nondeclaration of
dividends by corporations. I understand that this tax on surplus
profits was proposed by the House but has been deleted in the
committee report. If this provision is to stay, then the provision
imposing tax on surplus or undistributed profit should be im-
posed to force corporations to declare dividends so that ultimate-
ly,eventhose investing through holding companies will be taxed
on their dividend income. -

On the other hand, an ordinary stockholder who is less
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sophisticated and only has a modest amount to invest would
directly invest in a corporation. He will be subject to tax on all
his dividend income even if the same income received is
reinvested in business.

Inthe light of these points, my question thenis: Why should
individuals be subjected to tax on their dividend income from
domestic corporations while corporations are exempt from tax
on intercorporate dividends?

This is the end of this particular question.

Senator Enrile. Mr. President, the reason we studiedly
removed the intercorporate dividend tax is the danger of layer-
ing.

Let us take a three-tiered corporation—A, B, C. C is the
operating company; B is also an operating company but it owns
C. Aisalso an operating company and it owns B. One peso of
netincome, net after tax, earned by C corporation when declared
asadividend, if we do not exempt that dividend from tax would
be subject to a 10 percent dividend tax when it is received by B.
When the P0.90 is declared as a dividend again, then it will be
subject to another 10 percent. So, the effective tax to B of the
same income flow would be 19 percent plus 30 percent or atotal
of almost 50 percent until we erode the entire income if we
project the intercorporate relationship further.

The other side of this tax policy is precisely the proposal to
encourage closely held family corporations to either offer a
portion of their holdings through initial public offering so that
the public may participate in them and they would then be
governed by the SEC in toto with respect to the emitted shares
of stock, including their transactions, operations and corporate
management as well as those that are not listed. That is why we
lower the tax rates on this in the case of these corporations.

Senator Santiago. I am now enlightened on the need to
avoid layering on the partof these corporations. Butif that is the
case, should we not impose a tax on surplus or undistributed
profits in order to force the corporation to declare dividends?

Senator Enrile. There is a strong objection to this, Mr.
President, voiced by the businessmen and I am not prepared to
accept any change in policy.

Senator Santiago. Then I will move on to my next
question. It concerns Section 27, paragraph (f). Itis on page 43
of the bill. Here, my question will simply be a point of
information.

Senator Enrile. Section 27, paragraph (f), page 43 is

Minimum Corporate Income Tax on Corporations.

Senator Santiago. Yes, Mr. President. My questionis: For
purposes of computing the minimum corporate income tax on
corporations, net assets should not be an amount determined as
oftheend of the taxable year. Specifyinga particular date would
allow the corporation to manipulate its net asset figure at such
date. Instead, I humbly suggest that average net asset should be
used as atax base. Anaverage figure discourages manipulation
of the amount as of the end of the taxable year.

For example, it was explained to me that the company may
reflect a lower net asset if it reduces its inventory of goods to a
minimum at the end of the year, while at the same time
depositing its excess cash in the bank since bank deposits are not
part of net assets as defined.

With this in view, my question is: Will this provision still
be applicable to holding corporations?

I am taking note that the definition of net assets excludes
shares of stock in other corporations. Substantially, all of the
assets of a holding company are in the form of shares of stock in
various corporations.

Senator Enrile. We would welcome a suggestion to
improve this provision, Mr. President. I must confess that this
was one of the more difficult aspects of this effort when we dealt
with this revision. There were proposals to use gross receipts as
atax base for this minimum corporate income tax. But when we
examined it, we felt that it could be subjected to manipulations.

On the other hand, there was another proposal to use gross
assets, including liabilities, as abase. But we felt that that would
be too extreme and also too harsh.

We would be willing to consider the issue of refining this by
dealing with the problem of year-ending inventory as well as
cash in bank. But, again, if we deal with cash in bank, we will
have to take the word of the finance officers of the corporate
enterprises because they can issue a check to withdraw the cash
in bank at the end of the year or create some sort of reserves or
liabilities, in which case, we end up in the same problem. But,
anyway, we are willing to listen, Mr. President.

Senator Santiago. Thank you. In that case, I respectfully
recommend that further staff study be made on whetheraverage
net asset might be useful as a tax base. ButI will make my own

proposals in writing and submit them before the period of
amendments.

Senator Enrile. May Irespectfully suggest, Mr. President,
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thatany proposal be in the form of atext provisionso that we can
look at it, so that we will not lose time in dealing with the
suggestions.

Senator Santiago. Thank you. I will comply with the
request. I will now move on to Section 28, paragraph 5. In my
copy, that is on page 50 of the bill.

Senator Enrile. Yes, Mr. President, we are ready.

Senator Santiago. This is the section onregional headquar-
ters. I understand that regional headquarters by nature are
generally cost centers rather than revenue centers. Regional
headquarters are principally established for coordination, super-
visory, and communications purposes.

Furthermore, I understand that often, these headquarters do
not earn income from outside the corporate network. However,
there is a system of cost allocation such that the cost of the
services of the headquarters is reimbursed by the affiliated
corporations benefiting from its operations.

Sometimes, the practice is for the headquarters to collect
service fees from corporations within the group of companies to
whom it renders its services at cost plus, that is, the cost of
rendering the service plus an agreed percentage on top of such
cost.

My questionis: For purposes of this section, would such an
arrangement give rise to taxable income in the Philippines?
Would mere reimbursement of costs for services rendered in the
Philippines to affiliated companies qualify as “deriving or
earning income from the Philippines?”

Senator Enrile. No, Mr. President. If cost is equal to
receipts, there will be no tax. If the amount received is to
reimburse expenses for training or for administration, if it is not
income earned from operation of the corporation or the regional
headquarters, as defined in the Code, then there will be no tax
on that. In fact, that is contribution to the operating expenses of
the headquarters in the Philippines by the mother company.

Senator Santiago. May I please just clarify this point. Is
this to say that cost is not taxable but cost plus is taxable?

Senator Enrile. If the plus reflects an increment or a profit
for the headquarters, then it will be income subject to tax.

Senator Santiago. Thank you, Mr. President. I will now
£0 to Section 32 on page 63.

My question concerning Section 32 is this: Why is there a
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need to gross up when the initial figure is not an amount
expressed net of tax but the actual monetary value of the fringe
benefit? Is the method of grossing up not used to determine the
full amount before the tax was deducted or applied?

If the actual value of benefit is P100, why would the same
be divided by .70 and then multiplied by 30 percent to determine
the tax? I mean, 100 over .70 equals 142 times .30 equals 42.85
as the tax, instead of 100 times 30 percent or only 30?7

My submission is that, this might effectively increase the
tax base for the employer without any basis.

Senator Enrile. Very simply, Mr. President. I will putit
this way: If the employer granted the employee an economic
benefit which will net him P35,000, or P100 in the example, that
is actually 70 percent of what otherwise would have been the
total financial burden of the employer if the thing is given fully
in cash.

The employer is required to withhold 30 percent of an “x”
amount which would net the employee 70 percent of that “x”
amount. Thatis why we have to gross it up by dividing the rental
value, for instance, of a home by .7, and the grossed up value
minus the rental value of that home is equal to the tax due subject
which would have been withheld and is required to be withheld
and paid by the employer. That is the rationale of this formula.

Senator Santiago. Thank you, Mr. President. I understand,
but I would like to clarify. Is the initial figure not an amount
expressed net of tax but the actual monetary value of the fringe
benefit?

Senator Enrile. No, Mr. President. Actually, the assump-
tion is that, for instance, the rental value of a home, or P100 in
the example, that is already the amount retained by the taxpayer
after deducting the tax that ought to have been withheld.

Senator Santiago. Thank you, Mr. President. Iam slowly
working my way into the case of Michael Jackson after which
I will suspend my interpellation.

I'will now proceed to Section 33 whichis on page 88.1have
to lay the basis for my question.

Senator Enrile. Page 67.
Senator Santiago. Section 33, at any rate.
Senator Enrile. These are deductions.

Senator Santiago. Yes, Mr. President.
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I have to lay the basis for my questions as follows.
Senator Enrile. By all means, Mr. President, please.

Senator Santiago. Nonresident alien individuals are
classified into: nonresident aliens engaged in trade or business
and nonresident aliens engaged in trade or business in the
Philippines.

Foreign corporations are classified into: resident foreign
corporations and nonresident foreign corporations.

Section 33 allows for deduction for depreciation. May I
propose that it should only be relevant to nonresident aliens
engaged in trade or business in the Philippines and resident
foreign corporations, because it seems to me that this provision
is not relevant to nonresident aliens not engaged in trade or
business in the Philippines and to nonresident corporations
which are both subject to tax on their gross income. That is,
without deductions rather than on their net income.

My point is that the reference to nonresident alien individ-
uals and to foreign corporations should, if possible, be corrected
and made more specific.

Senator Enrile. Just a minute, Mr. President. The lady
senator is correct because a nonresident alien not engaged in
trade or business in the Philippines is assumed not to be entitled
to any deduction. The same thing with a foreign corporation not
engaged in trade or business in the Philippines.

We will be amenable to a proposed amendment. We will
entertain any proposed amendment to reflect that thinking. But
by and large, Mr. President, depreciation or deductions in
general would be allowed only to people who are engaged in
trade or business or the exercise of a profession in the Philip-
pines. Inthe case of corporations, only for corporations engaged
in business in the Philippines.

Senator Santiago. I thank the distinguished senator, at
least, for introducing that into the Record. 1 shall submit the
required amendment during the proper stage.

I am now going to Secticn 34.

Senator Enrile. Section 34, that is corporate reorganiza-
tion.

Senator Santiago. Yes, but I am only going to raise the
pointI have raised earlier that the personal exemption should be
increased in order to shield the minimum wage of the workers
from taxation and thereby preserve their disposable income

level very close to the mandated minimum wage.
Senator Enrile. Personal exemption?
Senator Santiago. Yes, Mr. President.

Senator Enrile. Actually, Mr. President, as I have indicat-
edawhileago, while this P25,000 appears to be relatively lower
than what is being suggested, if we go back to the provision on
exclusion, thatis after Section 24, Excluded Income, page 59, for
instance, compensation for injuries or sickness would be exclud-
ed; retirement benefits; benefits received from Social Security
System; benefits under the GSIS would be excluded; and then
benefits received by officials and employees both public and
private entities arising from their 13th month pay as well as
bonuses and other incentives up to the extent of P30,000: GSIS,
SSS, Medicare and other contributions, including union dues.
Although these are fringe benefits, they are excluded from the
gross income of the individual as well as the fringe benefit
proper. Andif we quantify all of these, these would be more than
P30,000.

Senator Santiago. My final question during this stage of
my interpellation, after which I will request the Majority Leader
toallow metoresume atatime of hisconvenience. I will suspend
simply because I believe that I should not infringe anymore on
the patience of my colleagues.

My last question concerns Section 50. A nonresident alien
is required under the proposed amendments to file an income tax
return. )

My proposal is that the reference to nonresidentalien should
be corrected and changed to: “NON-RESIDENT ALIEN NOT
ENGAGED IN TRADE OR BUSINESS IN THE PHILIP-
PINES.”

Nonresident aliens not engaged in trade or business in the
Philippines, like Michael Jackson who only performed in Ma-
nilaforafew days, cannot be required to file a tax return because
of their fleeting presence in the Philippines. The income of this
class of nonresident aliens is already withheld at source, that s,
the payor of the income.

Senator Enrile. We will consider an amendment to that
effect at the proper time, Mr. President.

Senator Santiago. Thank you, Mr. President. With the
qualification expressed earlier, I will now suspend my
interpellation.

The President. May the Chair just propound one question
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beforeIforgetit. Inthis proposed bill, is there any new or special
treatment ofiillegal income also in terms of —this isanissueeven
in the United States when corporations are caught to have made
payoffs in relation to contracts that they get.

Senator Enrile. That is correct, Mr. President. We have
treated that in the provision on deductions. In fact, the House
version talks of illegal bribes and we provided that bribes and
kickbacks will not be allowed as deductions, including amounts
expended for activities that are contrary to morals, to law, to
public order and public policy.

The President. But in the course of events, these are
usually discovered years after, when the deductions were taken
_years earlier.

Senator Enrile. In the course of an audit, then the bureau
can issue a deficiency assessment.

The President. And could we provide thatincases like that,
that there will be some sort of a penalty or ahigher tax rate in the
matter of illegal income or illegal deductions?

Senator Enrile. If they deduct that amount, given the
specific provision of the Tax Code, that would constitute fraud
against the revenue of the State in which case, the deficiency tax
will be subject to a surcharge of 50 percent.

The President. But that would be the normal..:

Senator Enrile. Plus a criminal violation, a possible
imprisonment, if the legal department of the Bureau of Internal
Revenue succeeds in prosecuting the erring taxpayers.

The President. For example, in the case of the hollow
block-making factory in Lubao, it turns out that after investiga-
tion, it was really producing income from drugs. How will that
be treated?

Senator Enrile. That will be subject to income‘tax, Mr.

President. Andto the extent that they did not report it, the fines,
surcharges and penalties will be imposed in addition to their
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criminal responsibility under the provisions of the Tax Code.

In due course, Mr. President, I would like to present a
recommendation, through some members of the Chamber, that
will now authorize the Bureau of Internal Revenue to create a
legal department with the sole responsibility of prosecuting
violations of the Code as well as enforcing civil penalties and the
collection of taxes.

The reason for this is that the provisions of this Code is so
technical that ordinary lawyers would not be able to understand
them unless they live with it day in and day out.

There can be no better handlers of any litigation arising
under this Code than those lawyers who grow up in the Bureau
of Internal Revenue enforcing the provisions of this Tax Code.
These cases could not be handled by the ordinary prosecutors of
the Republic. We will now have to deal with this problem
realistically and leave the handling of these cases to skillful tax
practitioners.

1

The President. The Majority Leader is recognized.
SUSPENSION OF CONSIDERATION OF H. NO. 9077
Senator Tatad. Mr. President, at this point,  move that we

suspend consideration of House Bill No. 9077 under Committee
Report No. 454.

The President. Is there any objection? [Silence] There
being none, the motion is approved.

SUSPENSION OF SESSION

Senator Tatad. Mr. President, I move that we suspend the
session until 10:30 tomorrow morning.

The President. Is there any objection? [Silence] There
being none, the session is suspended until 10:30 tomorrow

morning.

It was 6:02 p.m.
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At 10:42 a.m., the session was resumed with Senate Pres-
ident Ernesto M. Maceda presiding.

The President. The session is resumed.
The Majority Leader is recognized.

BILL ON SECOND READING
H. No. 9077—Tax Reform Act of 1997
(Continuation)

Senator Tatad. Mr. President, I move that we resume
consideration of House Bill No. 9077 as reported out under
Committee Report No. 454.

The President. Is there any objection? [Silence] There
being none, resumption of consideration of House Bill No. 9077
is now in order.

Senator Tatad. We are still in the period of interpellations.
I ask that the distinguished sponsor, the chairman of the
Committee on Ways and Means, be recognized, and to resume
his interpellation, the distinguished Minority Leader.

SUSPENSION OF SESSION

The President. The session is suspended for one minute,
if there is no objection. [There was none.]

It was 10:43 a.m.

RESUMPTION OF SESSION

At 10:44 a.m., the session was resumed.

The President. The sessionis resumed. The distinguished
Minority Leader and dean of the FEU Law School is recognized
to interpellate Prof. Juan Ponce Enrile, one-time professor of the
FEU Law School.

Senator Gonzales. Thank you, Mr. President.

Tothe acknowledged authority, who was the very renowned
member of the faculty of the Institute of Law, Far Eastern

University, our expert on taxation.

MTr. President, will the distinguished sponsor allow me to
resume my interpellation?

Senator Enrile. With pleasure, Mr. President.

Senator Gonzales. I am very happy for the distinguished
gentleman'’s invitation for a full, open and candid debate and
discussion on the provisions of this bill. We know how important
itisin our national life and, certainly, the active participation of
all the members of this Body is welcome.

Mr. President, inresuming my interpellations, I would want
to proceed with the general principles of income taxation. For
this purpose, our discussion of Sections 23 and 24 would be very
basic.

The first principle of income taxation, according to Section
23, isthatanindividual citizen of the Philippines residing therein
is taxable from all income derived from sources within and
without the Philippines. Therefore, a Filipino resident is taxable
not only on his income derived within the Philippines, but also
derived by him from sources abroad. Is that a correct under-
standing, Mr. President?

Senator Enrile. That is correct, Mr. President.

Senator Gonzales. I understand too that a citizen of the
Philippines is subject to taxes on his income derived from
sources without because of the tie of nationality. As aconse-
quence, the Philippines has personal jurisdictions over him
regardless of where he may be.

Senator Enrile. That is correct, Mr. President. Apart from
that, unlike all other taxpayers, a citizen of the Philippines
residing in the Philippines enjoys the full protection of his
sovereign—the government of the Republic—not only interms
of his assets and income derived from sources within the
Philippines, but also with respect to his assets and income
situated abroad. In case of any confiscatory action by the other
sovereign, the Philippine sovereign may intervene to protect the
national.

Senator Gonzales. That is correct, Mr. President. There-
fore, the tie of nationality is the bond or the vinculum juris, as we
call itin law. A state is entitled to tax him even from income -
derived from abroad as a consequence of the allegiance which
entitles acitizen to the protection of the flag and laws of this own
country wherever he is.

Senator Enrile. Yes, Mr. President. In addition to the
allegiance and protection concomitant to that allegiance, there
is a practical and basic fundamental difference between our
resident citizens and the nonresident citizens in that the resident
citizen enjoys all the roads, police protection, sanitation and
health protection, and other amenities and social services ren-
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dered by the government which is not open to a citizen of the
Philippines who resides or works outside the Philippines.

Senator Gonzales. In order that this principle is to apply,
one must be a citizen of the Philippines, meaning, he must be a
natural person; and second, he must be residing therein.

Will the gentleman kindly inform us as to the meaning of
residence as used in this particular section and other provisions
of the Code in pari materia.

Senator Enrile. Mr. President, residence, as a general rule,
has a settled meaning both in political law and in international
law and which is also adaptable to taxation. And so, the term
“residence” is equally used in taxation.

Senator Gonzales. So that it would be equivalent to
domicile, that is, the place where one permanently resides and
is habitually present and if absent, he intends to return.

Senator Enrile. Subject to the principle of jus revertende.

Senator Gonzales. I want to-pose this question in the light
of complaints on the part of Filipino nationals who are working
abroad and temporarily residing in foreign countries by reason
or as a consequence of such employment. They usually com-
plain against double taxation. Meaning, they are taxable not
only in the Philippines but also in the foreign country where they
reside temporarily for the same income derived from sources
outside the Philippines.

Senator Enrile. That is why, Mr. President, if we read the
second principle, we did not use residence alone. We said
“working or residing abroad.”

Senator Gonzales. I will go there because I am disturbed
indeed by the use of the word “only” in line 12, page 20. When
this second principle now says that “an individual citizen of the
Philippines working or residing outside the Philippines is tax-
able only for income derived from sources within the Philip-
pines.” In short, an overseas Filipino worker or an OCW would
not be taxable on his income or earnings derived from abroad.

Senator Enrile. That is correct, Mr. President. If he,
however, invests his earnings abroad in the stock market or in a
corporation and draws dividend or lends out his earnings abroad
and he draws interest in the Philippines, then those incomes will
be taxable in the Philippines. But his compensation income
arising from the rendition of services outside of the Philippines
would not be taxable in the Philippines.

Senator Gonzales. Is that provided for under the existing
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Code that we seek to amend or revise under this bill?
SUSPENSION OF SESSION

Senator Enrile. May I ask for a one-minute suspension,
Mr. President?

The President. Is there any objection? [Silence] There
being none, the session is suspended for one minute.

It was 10:54 a.m.
RESUMPTION OF SESSION
At 10:55 a.m., the session was resumed.

The President. The session is resumed. Senator Gonzales
is recognized.

Senator Gonzales. I have posed this question, Mr. Pres-
ident, because sometimes, when we are travelling abroad, we
take it as an opportunity to meet the members of the Filipino
communities residing in the countries where we go and where we
have dialogues.

For example, when we were in London, the embassy
arranged for such a dialogue with the members of the Filipino
community. I recall that the spokesman of the Filipino commu-
nity at that time was Mr. Alberto Pedrosa, later to be appointed
as Ambassador to Brussels. And their complaint was that they
are subjected to double taxation. Their income are subject to tax
not only in the Philippines but also in the United Kingdom.

May I seek now a clarification as to the effect of paragraph
(B) of Section 23 of the bill?

Senator Enrile. I will put it in this manner, Mr. President,
in order that future implementors of this statute would be guided
accordingly in the interpretation.

First, in the case of citizens of the Philippines who have
transferred their permanent residence from the Philippines to a
foreign country, they will not be subjected under the present
proposal to tax income solely derived from sources outside the
Philippines like business income, income arising from profes-
sion or trade, income arising from investment like interest,
dividends, or capital gains arising from the sale or other dispo-
sition of shares of stocks or real estate, and the like.

Second, citizens of the Philippines who are working abroad
and have no income in the Philippines, no income other than
their compensationservices orincome arising from investments
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abroad, if they have any, will not be taxed under the income tax
law of the Philippines.

Thisis the difference between this proposal and the existing
Code. Under the existing Code, the taxability of income of
citizens is based on their nationality. Sothatonceheisacitizen,
whether he is aresident of the Philippines or not, he will be taxed
on all income derived from sources within the Philippines as
well as those derived from outside of the Philippines.

We are now changing the rule in such amanner that income
derived from sources outside of the Philippines, for OCWs
especially and for citizens of the Philippines who are permanent
residents abroad, will not be taxed under the Philippine laws.
Only their income derived from sources within the Philippines
will now be taxed. And if they have no such income, they need
not, in fact, file any income tax return.

This, however, will not include government officials who
are assigned abroad, because by fiction of law, these govern-
ment officials have not changed their residence, neither are they
working outside the country for a private employer because they
are working abroad for the Philippine government.

In fact, if they are working in consulates or embassies of the
Philippines abroad, by fiction of law, that area is a territory of
the Philippines.

Senator Gonzales. Mr. President, I think that is very proper
that the gentleman has put that explanation into the Record.
These principles that the gentleman has explained are equally
applicable to Filipino citizens who are in the United States,
either as green card holders or even as temporary visitors or
residents therein. The same principles are applied to them.

Senator Enrile. Will the gentleman kindly repeat the
question?

Senator Gonzales. I said that the principles that the
gentleman has put into the Record are equally applicable to
citizens of the Philippines who are residing in the United States
whether as immigrants or as green card holders or as temporary
visitors.

Senator Enrile. That is correct, Mr. President. Whether
they are residents of the United States, Canada, France, Germa-
ny, Saudi Arabia, North Pole, South Pole or Timbuktu, as long
as they do not derive any income from Philippine sources and
their income is only derived outside of the Philippines, they will
not be taxed in the Philippines.

Senator Gonzales. We have encouraged such citizens of

the Philippines to make investments here. Some actually do.
They putin alittle business or buy real property, and from which
they realize income by way of profits or rentals for their business
or lease of their property. So that under this principle, regardless
of the nature of their income derived in the United States, they
will not be taxed on it but will be taxed only ...

Senator Enrile. They will not be taxed on those incomes
derived in the United States.

Senator Gonzales. But they are taxable on the income
derived here.

Senator Enrile. That is correct, Mr. President. May1add,
for purposes of future interpretation, that, for instance, a pro-
fessional—he be a lawyer, a doctor, a dentist, an accountant, an
engineer or what not—whose permanent residence is the Phil-
ippines and goes out to render service outside the country for a
client will be taxed for his compensation for that service under
the Philippine laws on the basis of these principles that we have
enunciated here.

Senator Gonzales. If this provision will be approved as it
is, we ought to circularize this to our foreign services in other
countries. Because, as it is now, they collect income taxes on
their earnings abroad. They impose payment of such taxes asa
condition for the renewal of their passports.

Senator Enrile. Mr. President, this will finally put the
problem to rest. This will solve many problems of tax admin-
istration and problems of our compatriots abroad.

Senator Gonzales. I see. As far as individual alien is
concerned, whether a resident of the Philippines or not, he is
taxable only for income derived from sources within the Philip-
pines. Inshort, anonresident alienis taxable only for his income
derived in the Philippines?

Senator Enrile. That is correct, Mr. President. Under the
present law, a nonresident alien who is not engaged in trade or
business in the Philippines will be taxed only on income derived
from the Philippines. But in the case of a resident alien, he is
taxable on income derived not only from sources within the
Philippines but also from sources outside of the Philippines.

We are alsomodifying this in order to be consistent with our
theory of income taxation, and at the same time, attract affluent
foreigners to come into the Philippines and reside here without

worrying that their investments abroad from which they derive
income would be taxable here.

Senator Gonzales. A Filipino corporation engaged in the
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import and export in the course of its business derives income
inaforeigncountry. Would he be taxable here inthe Philippines
for such income?

Senator Enrile. As defined in Section 22 (b) under the
proposal, which is Section 20 (b) under the present law, a
domestic corporation will be taxable on all income derived from
sources within and without just like a resident citizen of the
Republic.

Again, for the same reason, as I have indicated in the case
of aresident citizen, such acorporation enjoys the full sovereign
protection of the Republic of the Philippines, apart from the fact
that in doing its business in the Philippines, it uses all govern-
ment facilities—roads, bridges, harbors. It also uses the eco-
nomic laws of the country and many other things.

Senator Gonzales. For the purpose of discussing now the
tax schedule and the tax rates as provided in Section 24, will the
gentleman kindly tell us how much is the revenue take of the
government under the existing income tax law from that source?

Senator Enrile. From what source, Mr. President?

Senator Gonzales. From income tax.

Senator Enrile. I wouldlike to give the aggregate for 1996.
The aggregate for 1996 was P260,774,150,000 broken down
into the following: income tax of individuals for... Incidentally,
I'stand corrected, Mr. President.

The total is P136,354,920,000. The contribution ofindivid-
ual income taxation to that aggregate is P52,572,820,000. For
corporate tax, the contribution is P77,698,160,000. Other taxes
will amount to P6,083,940,000.

Senator Gonzales. Underthe new schedule as provided for
in this bill, what is the estimated revenue take?

Senator Enrile. Mr. President, with the reduction of
corporate income tax and with the rearrangement of some of the
provisions and lifting of certain tax exemptions of certain types
of corporate activities that ought to be taxed, I venture the guess
that the government will generate an additional income out of
this—in spite of the losses that it will incur because of the
revision of the personal exemption of individual taxpayers and
additional exemption for dependents—of, at least, P5 billion.

Senator Gonzales. That would be over and abovetheP136
billion aggregate for 1996?

Senator Enrile. That is correct, Mr. President.
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Senator Gonzales. So, there will be an additional revenue
of PS5 billion.

Senator Enrile. This will cover the incremental revenue
arising from the reintroduction of a tax on dividends, the
plugging of the tax loophole arising from what we call “tax
arbitrage” where some corporate enterprises, especially banks,
borrow money abroad at a low interest rate and then lend that
money in our domestic economy at a high interest rate, subject
to a final withholding tax of 20 percent rather than the corporate
tax of 35 percent, and later on at 30 percent. At the same time,
on the deduction side, they would deduct the full amount of their
interest expense in servicing their foreign borrowings, in which
case, the government loses in this transaction. That is why we
plugged this. So, that will give an increment.

In addition, we removed certain types of deductions that
in our opinion would also increase the revenue of government,
We are reflecting in this Tax Code the tax equivalent of what
the employer otherwise would have withheld for fringe
benefits given to employees if these fringe benefits were really
given in cash.

There are other things that we have done in order to bring
about an equitable system of taxation: lowering the tax rates,
encouraging investors into the country, giving tax concessions
to our low and middle-income group but, at the same time,
enhance the revenue of government without increasing
tax rates.

Senator Gonzales. Mr. President, Committee Report
No. 454 has been submitted by the Committee on Ways and
Means as an amendment by substitution to House Bill
No.9077. Among the provisions that have been changed under
this bill now is the schedule of personal income tax under
the House bill.

Now, could the gentleman tell us why we have disregarded
or changed the schedule of income tax as provided for in the
House bill with what is now provided in this bill reported out by
the committee?

SUSPENSION OF SESSION

Senator Enrile. May I ask for a one-minute recess,
Mr. President.

The President. The session is suspended for one minute,
if there is no objection. [There was none. ]

Itwas 11:14 a.m.
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RESUMPTION OF SESSION
Arll :15 a.m., the session was resumed.
The President. The session is resumed.

Senator Enrile. Mr. President, may I point out that under
the House version, if we talk of the first P50,000 net taxable
income of individuals under the present Code, the taxpayer
would be paying about a little over P4,000 for the first P50,000.
Under the House version, the taxpayer would pay P5,000
immediately because the starting rate is 10 percent. We felt that
increasing the tax rate abruptly in that fashion, from 1%, 3%, 7%
and 11 percent for the first P40,000—I cannot recompute the
effective rate here, this is, probably, about 5% to 10%—is a very
substantial increment on the tax burden of this low-income
group. Thatis why we tried toestablish atax rate and a tranching
that would serve the interest of the individual taxpayers within
this income level and at the same time protect any undue erosion
of the revenue of government.

Senator Gonzales. Yes. On the other hand, Mr. President,
the distinguished gentleman would agree with me that under the
House version, there is more disaggregation of income tax levels
for those receiving over P250,000 because there is here on page
23, abracket of line 4, over P250,000 but not over P500,000; line
5, over P500,000, and the rate of tax is even higher.

Senator Enrile. That is correct, Mr. President, but in the
case of our proposal, we establish a threshold of P250,000 which
we feel to be the income of low and middle level citizens. Over
and above P250,000, we consider that to be already the affluent
taxpayers of the country. In which case, all income beyond
P250,000 would be subjected to a gross rate of 30 percent.

Senator Gonzales. Yes. I could see the reason behind
adopting the benchmark of P250,000 because it would appear
that on the basis of government statistics, majority
of individuals or families have an income below P250,000.
However...

Senator Enrile. May I put into the record, Mr. President,
that of approximately two million tax filers, according to the
statistics of the Department of Finance, only 3.56 percent would
have an income level of P250,000.

Senator Gonzales. That is how many percent, Mr. Pres-
ident?

Senator Enrile. That is 3.56 percent.

Senator Gonzales. Itis 3.56 percent. The information that

I have on this particular matter is that, really, a majority of the
individuals or families have income below P250,000.

Senator Enrile. That is the reason Mr. President, we opted
toimpose the rate of 30 percent. We also reduced, by the way,
the rate at that level from 35 percent to 30 percent because we
are now taxing them on the gross. In fact, in the case of those
P250,000 income level and below, we did a tranching, a
progressive system which we feel is equitable.

Senator Gonzales. Yes, but on the other hand, while that
may be so, the income distribution in the Philippines is quite
uneven. In 1994, in the family income and expenditure survey,
it shows that 36 percent of the total income accrues to the upper
10 percent of the population. This means that while the majority
of individuals or families have annual incomes below P250,000,
it will still be the minority, meaning, the upper 10 percent must
be taxed more heavily since they control the bulk of the income.
Would the gentleman agree on that?

Senator Enrile. May I kindly request the distinguished
gentleman to repeat it.

Senator Gonzales. Yes. AsI have said, it is not a matter
merely of percentage, because the income distribution is quite
uneven. In the 1994 family income and expenditure survey, it
is shown that 36 percent of the total income accrues to the upper
10 percent of the population. This means that while the majority
of individuals or families have annual incomes below P250,000,
itis still the minority, the upper 10 percent which must be taxed
more heavily since they control the bulk of the income.

What [ am trying to say is that...

Senator Enrile. Well, precisely, Mr. President, if that were
s0, we are getting 30 percent of that magnitude. If we establish
the effective rate of taxpayers within the P250,000-income level
from P1 to P250,000, the effective rate is less than 25 percent.
I think, if I am not mistaken, it is about 19 percent or between
18 percent and 19 percent. I am not sure of the exact effective
rate. The differential is, I think, enough balancing factor to
equitize these taxpayers.

We should not also forget that while these people in the
upper bracket appear to have a bigger slice of the resulting net
taxable income, they are the ones employing many of the other
taxpayers in the country. If we are going to overburden them
with heavy taxation, which is very popular of course, and which
is the trend or the normal direction of most socialist countries or
welfare states, we, in effect, put a deterrent on the expansion of

employment opportunities for the people who need employ-
ment.
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This is a very delicate balancing factor. Of course, this is
only my opinion and it is just as good as the opinion of others.
But this is a judgment call that must be made by a policymaker.
There is no certitude here.

Senator Gonzales. The only point I am making is that
probably, there should be another level or levels after the
P250,000 threshold say, those up to P500,000 or more. As we
can see, for example, our version hardly differentiates between
a middle management private sector employee who earns an
annual taxable income of P400,000 and a senior officer who
earns P1 million. They will be taxed at practically the same rate.

Senator Enrile. Mr. President, if we are going through that,
then I can equally argue that an executive who is receiving P4
million ought to be differentiated from an executive who earns
P6 million; and an executive who earns P6 million ought to be
differentiated from an executive earning P10 million, and so
forth and so on. And there will be no end to the argument. We
have to bite the bullet, so to speak, and establish a threshold.

Senator Gonzales. I understand the position of the distin-
guished sponsor. The only point I am driving at is that for a tax
system to be more progressive, there should be a more detailed
disaggregation for higher income groups. But the sponsor has
his point on this particular matter, and I respect the same.

Senator Enrile. May I point out, Mr. President, with the
permission of the distinguished Minority Leader, that we are not
copying any taxation concepts from outside of this country. But
theexperience has shown thatalowering of tax rates would yield
a greater amount of revenue to the taxing authority. This is the
experience of the United States.

I'wasin Americaas astudent in 1954-1955 when the United
States revised its Income Tax Code. In fact, I participated in the
study of that Code as a student of the International Tax Program
of the Harvard Law School. But later on, they have to lower the
rates because they went far beyond. I think the highest rate
established in that Code at that time was more than 80 percent.
That is the highest bracket. But the tax take or the tax yield to
the U.S. government went down. Andas a consequence of that,
they had to revise the entire thing such that today, I think they

have gone down far below the original high rates that they have
established.

This is the experience of Europe; this is the experience of
other countries around us, and I think we should be very prudent
and specially wisened to follow the trend so that we will not be
uncompetitive in the international field. Of course, we can
squeeze every juice in a turnip but only up to a point. We will
dry it up.
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I think we should not destroy the initiative of our business-
men to grow and expand their businesses in order to expand the
employment opportunities for our people.

Senator Gonzales. The 30 percent whichis the highest rate
for individual income taxpayers will be practically the same as
corporate income tax after a period of three years?

Senator Enrile. Thatis correct, Mr. President. I would like
to say here that the selection of 30 percent is based on our
analysis of the income tax systems of our neighbors. In fact,
some of them are using a much lower rate. But we felt that to
radically lower the corporate tax to a level below 30 percent will
mean a large revenue loss to the government, because for every
one percentage point of reduction, the government will lose
P2.58 billion of revenue. So we selected this guardedly and
prudently.

In effect, as the gentleman said, there is a parity between the
corporate income tax and the highest individual tax rate by the
year 2000 because an individual who decides to do business
through a corporation, compared to an individual who decides
to do business as an individual, ought to be placed on an equal
level because the individual doing business as an individual will
only pay a 30 percent highest rate, whereas as individual who
does business as a corporation will pay by the year 2000 not only
30 percent on that same income flow, but in addition, he will
have to bear an additional 10 percent on the income net of
corporate income tax, if that income finally reaches him.

So the total tax burden, if he uses a corporate vehicle, is
actually—for every peso of net taxable income—P0.30 plus
P0.07, or a total of 37 percent.

Senator Gonzales. Ithink it will serve ourpeople very well
ifthe gentleman will place again in the record the reasons the bill
has provided for a graduated application of the 30 percent
corporate income tax, 35 percent in the first year, 30 percentin
1999 and so on... K4

Senator Enrile. This year it is 35 percent; 31 percent in
1999, and 30 percent in the year 2000. The reason for that is, if
we are going to abruptly reduce corporate income tax from 35
percent to 30 percent next year, the total loss of the government
is P2.58 billion times 5 or approximately P12 billion.

Senator Gonzales. So, we want some period within which
to adjust.

Senator Enrile. This is for adjustment purposes.

Senator Gonzales. Mr. President, the sponsor has been
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very understanding as far as my questions are concerned, and for
whatever it may be worth, will the gentleman kindly allow me
to put into the Record a schedule which I am personally
proposing:

For taxable income not over P50,000 = 5%; for taxable
income over P50,000 but not over P100,000 =P2,500 plus 10%
of excess over P50,000; over P100,000 but not over P250,000 =
P7,500 plus 15% of excess over P50,000; over P250,000 but not
over P400,000 = P30,000 plus 20% of excess over P250,000;
over P400,000 but not over P500,000 = P60,000 plus 25% of
excess over P400,000; and over P500,000, which is the highest,
the threshold = P85,000 plus 30% of excess over P500,000.

I am just putting it, Mr. President, on the record.

Senator Enrile. Yes, Mr. President. We will welcome that
but I would like to request a copy of that schedule so that we can
subject it to an analysis and inform the Chamber how much
revenue loss or gain we will make if we apply that, taking into
account the entire revision that we have done in this proposal.

Senator Gonzales. We will be very happy to do that,
Mr. President.

On page 24, there is provided in subparagraph (1) a final tax
atthe rate of 20% upon “the amount of interest fromany currency
bank deposit.”

Is this what is commonly known as the dollar deposit or
dollar account?

Senator Enrile. This is the expanded foreign currency
deposit system, Mr. President, including Offshore Banking
Units (OBUs).

Senator Gonzales. Is this the same as the so-called
“FCDUs,” Mr. President, or is it different?

Senator Enrile. That is correct, Mr. President.
Senator Gonzales. It is the FCDUs.

Senator Enrile. Yes. I would like to define the operation
of this banking system. Under the Offshore Banking System,
Mr. President, some banks are allowed to operate in the
Philippines under what they call an “offshore banking.”

The funds actually are not in the Philippines but the foreign
bank establishes a branch or an office in the Philippines and it
can accept deposits, but these deposits are either deposited in a
bank in Singapore, in Hong Kong or in the United States or

elsewhere. It uses this money to open letters of credit, to lend
out, but the funds are not here. They are not even a part of our
dollar reserve.

The other portion of this is what they call the “expanded
foreign currency deposit system,” where one goes to a commer-
cial bank and he is allowed to open a dollar account. But these
are dollar accounts. The dollars are either kept here in the vault
ordeposited in the foreign depository bank of the local commer-
cial bank outside of the country. These are not also included in
the reserve, in the foreign currency reserve of the Republic.

Now, in both cases, the offshore banking unit is exempted
from income taxation on its interest income or whatever income
it derives from the utilization of deposits made to it in foreign
currency. And these are large amounts.

Equally, a domestic banking institution that is allowed to
operate an FCDU is exempt from taxation forthe interestitearns
out of the lending of this deposit. But, at the same time, the
interest that it pays to the depositor is deducted from its gross
income. I think this is unfair, apart from the fact that these
banking institutions are the most affluent ones.

That is why we have a very thriving banking system in the
country because of this system. They are exempted from
taxation on this particular item.

Mr. President, according to the Bangko Sentral, the total
FCDU in the country is US$17 billion. If they lend that out at
10%, that is US$1.7 billion times P29:US$1.00, that is more
than almost US$60 billion in interest. Twenty percent of that is
$12 billion. That is what the Philippine government is losing
from this sector of the economy.

That is why I see no justification in exempting this group
from taxation. If we are going to burden a sari-sari store, a
professional with income tax, then I ask the pertinent questions:
Why should we exempt these people from income taxation?
What is the impelling reason?

Senator Gonzales. Mr. President, I understand—and
correct me if I am wrong—that FCDUs were originally intro-
ducedas ameans to encourage remittances and toreverse capital
flight. Through the years, there has been a rapid expansion of
these accounts and foreign exchange liberalization which
permitted the exporters to retain their earnings in foreign
currency to such an extent that by the sponsor’s own statement,
the amount of dollar deposits now, according to the Bangko
Sentral and also the Philippine Chamber of Commerce and
Industry, is about US$17 billion which is actually higher than
our international reserves of only US$12 billion.

€
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Tunderstand that Bangko Sentral ng Pilipinas Gov. Gabriel
Singson wrote the gentleman a letter expressing the position of
the Bangko Sentral on this particular matter. AndIread fromthe
Business Daily issue of August 5, 1997, quoting BSP Gov.
Singson who said that:

I wrote Senator Juan Ponce Enrile, and I said that
the competition is not between peso and the FCDU
deposits in the Philippines but between FCDUs in the
Philippines and FCDUs somewhere else. Once FCDUs
are subjected to tax, dollar depositors might transfer
their funds to Singapore, Hong Kong or in other
countries where the FCDUs are not taxed.

It is too easy to transfer funds and open deposits
somewhere else. Why should one deposit here if
FCDUs were subject to withholding tax if he can do it
in Hong Kongor Singapore where thereis notax? Even
in the United States, it is also tax-free for residents
provided that there are no other sources of income.

If I may be‘permitted to read an editorial of the Manila
Standard of August 5, 1997, that quoted Mr. Federico Pascual,
president of the Philippine Chamber of Commerce and Industry.
I quote:

Pascual observed that foreign currency deposits
havereached over US$16 billion much higher than the
country’s foreign currency reserves which reached a
little more than US$12 billion this year. Wé were
successful in securing US$17 billion in deposits
precisely because of the secrecy and the tax exemption
therefrom. Now that it is a success why do we have to
shoot ourselves in the foot?

Senator Enrile. Mr. President, perhaps to the uninitiated,
that is very appealing. But pardon me for saying: I respect the
opinion of the Bangko Sentral Governor and others, but that is
a lot of hogwash.

Money will go anywhere where it can make money. They
areinthe Philippines not because we exempt them from taxation
but because they earn a very high interest rate in the Philippines.

They cannot goto Hong Kong because the interest rate there
is very low. Neither in Singapore because the interest there is
very low, nor in Europe or in the United States, that is why they
all come to this country. We were able to attract this magnitude
because of the higher interest rate here.

. Totell the truth, Mr. President, they cannot put their money
in Hong Kong, it will be foolish. How much is the interest rate
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inHong Kong, in Singapore orelsewhere? Six percent. Here, the
interest rate inadeposit certificate is 15 percent. If one takes out
20 percent, he nets 12 percent which is double the interest that
they earn there. They will never leave this country, and yet we
are foolish enough to accept that proposition that they ought to
be exempted from income taxation.

Now, of the FCDUs that we have, I understand from the
government sector, from the Executive, that 81 percent of all
FCDUs in the country are actually held by the residents of the
republic. They converted their pesos into dollars and deposited
them as dollars because we are foolish enough to exempt these
FCDUs from income taxation.

So, Ileave it to the Chamber if we want to be deluded with
this kind of a system.

Senator Gonzales. Mr. President, these are matters which
indeed require notonly technical knowledge but also knowledge
of actual operations. I concede on that, except that...

Senator Enrile. Mr. President, I am telling this. I have an
FCDU account; yetIamimposing that obligation thatI must pay
tax on it.

Senator Gonzales. "Except, Mr. President, that we may
belong to the “uninitiated.” But on the other hand, we are
quoting not our own personal opinion but the opinion of the
Bangko Sentral ng Pilipinas itself, which is supposed to have a
clear and a more thorough understanding of this case, as well as
the president of the Philippine Chamber of Commerce and
Industry.

" Therefore, with such a distinguished company, we do not
mind being grouped with them, and it is, indeed, a very nice
grouping of “uninitiatéd.”

Senator Enrile. Mr. President, I did not mean to cast
aspersion to the distinguished Minority Leader whom I respect.
But I am just saying that the position is a hogwash.

Incidentally, I thank the gentleman for raising this issue
because it has given me the forum to answer all of these
questions.

This is just like what happened when I sponsored in this
Chamber the revision of the sin taxes. I was pilloried; I was
attacked. There was evena demonstration outside of the Senate,
and they predicted that the tobacco farmers of the North, my
fellow Ilocanos, will rise against me; that the country will lose
money; and that the tobacco farmers will become paupers
because of my proposal. Look at it now.
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Has the gentleman ever heard of any llocano tobacco farmer
complaining? Has the gentleman ever known that the govern-
ment has lost revenue out of the sin tax? In fact, they are now
predicting a surplus because of the sin tax.

This is the same argument, the argument of fear that has
been foisted not only now but in ages beyond memory when we
deal with taxation.

Senator Gonzales. Mr. President, there is also a final tax
on dividends at rates established under subparagraph (2) of
Section 24. I think the opposition toitis thataccording to them—
of course, it is not technically double taxation—they are double
taxed; that the corporation itself is already taxed on its own
income, and then we tax again the dividends declared by the
corporation.

Senator Enrile. Mr. President, this is the practice in almost
every tax system. We removed the tax on dividends during the
time of President Aquino only because of some pressures on that
administration which, probably, did not understand the impact
of this. Regrettably, it cost the government to incur deficit
spending, and who was the loser? The low-income groups.

Iamsuggesting that we restore this in a graduated manner—
4 percent next year, 8 percent the year after, and 10 percent
beginning the year 2000—in the same way that we are reducing
corporate income tax gradually. I think that 10 centavos for
every peso of dividend that one would receive is notreally a very
heavy tax burden.

Senator Gonzales. Mr. President, may I request that my
interpellation be suspended to give me more time tolook into the

other provisions of this bill.

I thank the Chair and the kind gentleman. It was a very

enlightening experience discussing with him.

The President. We are alsoenlightened by the interpeliations
of the dean and tax professor of the FEU Law School.

The Majority Leader is recognized.

SUSPENSION OF CONSIDERATION OF
H. NO. 9077

Senator Tatad. Mr. President, I move to suspend consid-
eration of House Bill No. 9077.

The President. Is there any objection? [Silence] There
being none, the motion is approved.

THE JOURNAL
Senator Tatad. Mr. President, we now have before us a
copy of the Journal of Session No. 4. I move that we dispense

with the reading of this Journal and consider it as approved.

The President. Is there any objection? [Silence] There
being none, the motion is approved.

ADJOURNMENT OF SESSION
Senator Tatad. Mr. President, I move pursuant to Section
39, Rule XIV of the Rules of the Senate, that we adjourn the
session until four o’clock this afternoon.
The President. Is there any objection? [Silence] There
being none, the session is adjourned until four o’clock this

afternoon.

Itwas 11:51 a.m.
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At] 6:39 n.m., the session was resumed with S'enate Pres-
ident Ernesto M. Maceda presiding.

The President. The sessron is resumed.
Senator Tatad. Mr. President.
The President. The Majority Leader is recognized.

THE JOURNAL

Senator Tatad. Mr. President, we now have the Journal of
Session No. 5. I move to dispense with the reading of the same
and consider it approved.

The President. Is there any ob3ect10n‘7 [SzIence] There
being none, the motion is approved.

SUSPENSION OF SESSION

Senator Tatad. May Iask foraone mmute suspension of
the sessron” '

The President. Is there any objection? [Stlence] There
being none, the session is suspended for one minute.

It was 10:40 am. .

RESUMPTION OF SESSION

At 10:41 a.m., the session was resumed.

" The President. The session is resumed. The Mnjority.,

Leader is recognized.

Senator Tatad. Mr. Presrdent, ona questron of personal
and collective pnvrlege, 1 ask that the gentleman from Aurora,
Quezon and Pampanga be requnrzed

. The President. The gentleman from Aurora, Quezon and
Pampanga is recognized.

QUESTION OF PRIVILEGE OF SEN. ANGARA

(On the Intelligence Project of the Government
on Opposition Leaders and Senate Members)

Senator Anvgéra. Thank you, Mr. President.

On a question of collective and personal privilege,

Mr. President, one of the leading dailies today, the largest
circulating daily, Philippine Daily Inquirer, has bannered “Op-
position Placed Under Surveillance.” The report indicates that
the intelligence arm of the country, the Presidential Task Force
on Intelligence and Counter-Intelligence, has mounted a sur-
veillance and monitoring project on the so-called principal
targets. Among those mentioned were opposition leaders and
members of the Senate.

Mr. President, this is the first time that this sinister project
has been officially and publicly written up. We know that this
project has been going on. We know that our telephone and
communication lines have been bugged and monitored, but this
is the first time that there is public and official confirmation that
this is an official project bemg undertaken by this administra-
tion.

. Mr. President, to me, this is part of the overall goal of this
administration to place under doubt, orat the very least, weaken,
the independent institution in this country. We have seen that.
As the Senate President and I have been told only last Saturday
by a former justice, we have seen that in the case of several
justices in the Supreme Court who have complained that pres-
sure have been applied on them through means of wiretapping,
dossier, et cetera. The other time, they put the institution of the
Senate under cloud by this wild allegation of drug dealing and
drug protection.

Today, Mr. President, we can now state categorically and
clearly that the opposition is the next target of this sinister
project. . .

Mr. President, I believe it is less hypocritical, for instance,
in Myanmar where they just simply jail and put under house
arrest opposition leaders. But to say that we are in a democratic
country and yet pursue this kind of surveillance, monitoring and
bugging of the communications of the opposmon, unmask the

true nature of this administration.

Mr. President, we used to believe that the technological
innovation in communication would make all ofus free—theuse
of cellular phone, the use of fax machine, the use of land
telephones. No, Mr. President. The very fact that this techno-
logical innovations are subject to wiretapping and ‘surveillance
have made everyone in this country suspicious of technology
and suspicious of each other.

Mr. President, this is a grave day for this country. We
believe that the Senate, as it has always done in the past, must
stand up and speak up against this abomination. And I would
move, Mr. President, that the Senate President designate the
Senate Committee on Finance, preferably the chairmen of the
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BILL ON SECOND READING
S. No. 9077 - Tax Reform Act of 1997
(Continuation)

Senator Tatad.- Mr. President, I move that we resume
consideration of Senate Bill No. 9077 as reported out under
Committee Report No. 454.

The President. Is there any objection? [Silence] There
being none, resumption of consideration of Senate Bill No. 9077
is now in order.

. Senator Tatad. We are still in the period of interpellations.
I ask that the distinguished sponsor be recognized; and to
interpellate, the Assistant Minority Leader from Quezon City,
Tarlac and Bulacan.

. The President. May the Chair be informed how many more
senators have reserved to interpellate on this issue? I see the
hands of Senator Shahani and Senator Angara.

Senator Tatad. In that case, there are four remaining who
have reserved to interpellate: Senators Shahani, Angara, Roco
and Alvarez. The Minority Leader, who is the fifth, hasreserved
the right to resume his interpellation.

The President. All right, we will, as agreed upon with the
Majority Leader, reserve the next three days—Monday, Tues-
day and Wednesday—morning and afternoon sessions, so that
those who would like to interpellate would please be present in
any of these days so that they can have their turns.

Senator Enrile.. Mr. President.

The President. Senator Enrile is recognized. 7

Senator Enrile. I do not want to limit the right, of any

member of the Chamber to ask all the questions they: want. -

So may I request that we now debate this piece of legislation
moming and afternoon during the week because. we are
running out of time. "As we know, we have indicated that we
will finish this measure at the end of the month because we will
have to go through a tedious bicameral conference committee
with the other House, and we need the whole month of
September to do that in order to beat the October deadline
which we have agreed upon to exit from the IMF World Bank
conditionalities.

The President. We agreqwith the observation aﬁd that is
exactly why we asked the question.

The Assistant Minority Leader is rccognized.

Senator Romulo. Mr. President, with thepermission ofthe
distinguished and learned chairman of the Committee on Ways
and Means, may I be allowed to pose some questions on this very
important bill?

Senator Enrile. Gladly, Mr. President, to the very knowl-
edgeable gentleman from Tarlac and former Majority Leader of
this Chamber.

Senator Romulo. Mr. President, let me zero in on a
particular provision of the bill, and that is the lifting of the Bank
Secrecy Law which has aroused a lot of questions, if not
controversies. In fact, when I woke up this moming, the headline
stared me in the face, which is entitled: “Singson Warns of
Capital Flight if Bank Secrecy Law Is Lifted.” Also, before the
weekend, another headline states: “Eight Chambers of Com-
merce Oppose the Lifting of the Bank Secrecy Law,” and
therefore, zeroing in on this lifting of the Bank Secrecy Law.

As I understand it, Mr. President, under this bill, the
Commissioner of Internal Revenue, may cause the lifting of the
Bank Secrecy Law under the following circumstances: 1) when
the taxpayer waives the secrecy of his account; 2) when the
taxpayer requests a compromise on the basis of his inability to
pay; 3) when it is necessary to determine the amount of the
remaining estate of a deceased taxpayer; and 4) when there is
clear, direct and substantial evidence of fraud gathered in the
course of a tax audit.

May I know if this enumeration is correct, Mr. President?

Senator Enrile. That is correct, Mr. President. I would like
to emphasize again and again, with the permission of the
distinguished gentleman from Tarlac, that we are not lifting the
Bank Secrecy Law of the country.

The Bureau of Internal Revenue cannot, will not, shall not
compel any bank to reveal the bank deposit of just anybody. For
the commissioner of the internal revenue bureau to be able to do
that, the enumerated situations must have to arise.

In the case of the fourth one, there must be a return that shall
be audited by the Bureau of Internal Revenue. And if there is
clear, direct and substantial evidence of fraud, then, they can
look into the bank records of that particular taxpayer only and
only to that extent.

.. Now, in the case of interests being paid by banks to their
clients/depositors, whether they are residents, citizens or for-
eigners, this will not be subject to any lifting of the Bank Secrecy
Law because the tax is a final tax. The tax being imposed is a
final withholding tax. There would be no need to examine the
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bank deposit of anyone, because all we have to dois to determine
the aggregates of interest paid by the bank and the amount of
withheld tax.

So, whatis the thingto audit there? Nothing. We are dealing
here with the problem of habitual tax evaders like those who are
in government. Some of them are in the revenue collecting
bureaus of government—the internal revenue bureau, the cus-
toms bureau—the smugglers, the racketeers, the grafters, the
scoundrels in the police and the military, the gambling lords, the
drug lords, and the members of the criminal syndicates. These
are the parties who have something to fear under this provision.

But the ordinary citizens, the workers, the law-abiding
citizens have nothing to fear in this, Mr. President, and the banks
are not going to be bothered by this.

“Flight of Capital,” the introduction of this provision in the
law, will not mean a flight of capital if the economy is well-
managed. If the economy is stable, if the economy is strong,
money will come here; foreign money will come here to do
business. Itis when the economy is weak, mismanaged, or when
there is too much political bickering that will cause flight of
capital, not the provision as what we are introducing.

In fact, we have such a bank secrecy law in the *80s—in
1983, 1984, 1985, 1986 and yet, capital flight was not prevented.
Why? Because the economy was in a bad shape. \

So all of these arguments of fear that are being raised is
simply to beg the issue, Mr. President.

Senator Romule. In other words, Mr. President, the
message to Governor Singson is “keep your house in order,
work on the fundamentals.” If the economy is strong and the
fundamentals are sound, then he does not have to fear that
the lifting of the Bank Secrecy Law will result in capital flight.
Is that correct, Mr. President?

Senator Enrile. That is correct, Mr. President. This will
affect the banks that are allowing themselves to be the haven of
racketeers and grafters. That is why they are afraid because
many of these Banks have accepted deposits from known
racketeers.

Senator Romulo. In other words, Mr. President, what
Govemnor Singson has to fear and has to look into is whether in
fact, our banks are being used to launder the money of drug lords,
Juetengkings, and other criminal and mafia syndicates. In which
case, if that is correct that our banks and financial institutions are
being used to launder the funds of these criminal elements, then,
definitely, those drug lords, jueteng kings and kidnap and other
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crime lords will have to beware. They, in fact, may have to
remove their capital or launder their capital elsewhere. That is
not the kind of funds that we want to protect, is it?

Senator Earile. That is correct, Mr. President. In fact,
Singapore has no bank secrecy law; Malaysia does nothave one;
neither do the United States. Yet, their banking systems are
thriving; deposits are made. But the illegal money, money
arising from drugs, from gambling, from criminal syndication,
fromracketeering are invested in tax havens like Cayman Island,
British Virgin Island, in Netherlands Antilles, in Vanuatu,
including the Philippines and Switzerland. And I do not think
we want to abet this kind of activity simply because of our desire
to have foreign money deposited in the Philippines.

Foreign money, Mr. President, will go to a country where
they can make money—the legitimate ones—not to hide. I
believe that what we can do is to establish a climate of economic
and financial stability in the country, and this is the very purpose
of this measure—to attract legitimate, solid foreign money to
come to this country, not Mafia money.

Senator Romulo. And that precisely is the purpose of
No. 4—"when there is clear, direct and substantial evidence of
fraud gathered in the course of a tax audit." That precisely is
the purpose.

Senator Enrile. That is correct, Mr. President. In fact, as
I said, even the money of the Mafia, if they are deposited in these
banks, will not be the subject of any scrutiny because the interest
is subject to a final tax of 20 percent. But if in the course of an
investigation of a taxpayer, it turns out that he has overdeclared
his deductions, underdeclared his income, I think common sense
suggests that we should not render our government inutile, and
at the same time, berate the revenue collecting bureau, like the
Bureau of Internal Revenue, for aseeming ineptnessinnot being
able to collect taxes because we have shackled the Bureau of
Internal Revenue in doing its job.

Senator Romulo. In fact, Mr. President, under this law, the
income tax of these juefeng kings and drug lords will be
substantiated or unsubstantiated by the amount of funds that they
have in the bank. Meaning to say, if they have not paid any
income tax, there are other means of ascertaining whetherin fact
they have illegal money to build mansions, to have cars and bank
deposits and all of that. Is that not correct?

Senator Enrile. Yes, Mr. President. This will show the
movement of funds in the account of the taxpayer—how much
has been deposited, the sources of these deposits and how much
has gone out. Ifthese deposits were the product of borrowings,
then it will be shown. So, at least, the BIR will be able to check
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whether indeed the taxpayer legitimately reflected his true
income in his tax return.

Senator Romulo. Therefore, Mr. President, our distin-
guished colleague would see no reason whatsoever why we
should continue to grant tax haven, legal haven and exemption
from prosecution to these criminal elements and syndicates such
asthe drug lords, the jueteng kings and other criminal syndicates
by opposing this particular provision in the new comprehensive
tax reform package. Is that correct?

Senator Enrile. That is correct, Mr. President. This is
called a tax reform bill. And among the reforms to be introduced
is precisely the area of tax administration by giving the BIR a
tool for that purpose—to enforce tax laws.

Mr. President, if we study the history of Republic Act No.
1405, I think we will find out that the proponents of this measure
were motivated at that time with the concept of their desire to
convert the Philippines into a Switzerland of the Far East where
people can hide their wealth in banks without being scrutinized.
But the wish never became a reality because people will go to
a country and deposit their gold, silver, dollars or pesos if the
economy of the country is sound, not simply because one has a
vault that cannot be opened because of the prohibition of a law.

Whereas Switzerland prospered, the other tax havens pros-
pered, the Philippines became impoverished. At the same time,
it allowed itself to be a tool of criminal syndicates to hide their
loot. Ido not think we should perpetuate this. It is about time
we reexamined this policy.

Senator Romulo. In fact, Mr. President, since our distin-
guished colleague mentioned Switzerland, it is now delving
deep into the recesses of the bank accounts, particularly with the
exposure of the Holocaust victims’ fund where, in fact, not only
the Swiss government, but even an international commission
headed by a former Federal Reserve Board chairman, Volker, is
in charge of ferreting out the bank deposits in Switzerland,
notwithstanding the so-called Bank Secrecy Law, in order to
determine, ascertain, and make an audit of all the funds and gold
that have been deposited in Switzerland by the Nazis during the
Second World War. Is that not correct?

Senator Enrile. That is correct, Mr. President. In fact, if we
study the history and the banking system of that country, there are
many ill-gotten wealth of dictators around the world that have
been deposited in some banks there which have remained prop-
erty of the banks. Of course, the banks would want this secrecy
to remain because they will enjoy the use of the money of these
people. If these people die, their money cannot be claimed and
it becomes an asset of the bank. This is the situation.

On the other hand, the government becomes powerless to
tax them or to inquire into the bank deposits. It cannot even
escheat these assets in favor of the government in spite of the
provision of our laws on succession escheating estates of de-
ceased persons when there are no claimants.

Senator Romulo. That is correct. Talking about the bank
secrecy law of Switzerland, they have even refused Mobutu
Sese, the Zairean dictator, to remove his funds or even to sell his
property in Switzerland precisely because the Swiss believes
that when the money is ill-gotten or with criminal implication,
certainly the criminal element should not profit. That is
precisely what I think our distinguished gentleman is trying to
achieve with this particular provision in the comprehensive tax
reform package law. Is that correct? .

Senator Enrile. That is correct, Mr. President. In fact, 1
was just handed now a material involving the bank secrecy law
of England. While there is some degree of absoluteness of that
law, yet there are exceptions. The exception deals with indirect
taxes and in cases of tax fraud. One cannot invoke the bank
secrecy law of Switzerland if there is a tax fraud.

Theargument is: Why not maintain the present situation and
letthe government go to court and get an authority from the court
to look for the money in the bank?

Mr. President, the reality of the situation is that if we
perpetuate the present system, by the time the poor commis-
sioner of Internal Revenue reaches the court, the money would
be gone. All one has to do is to push a button and there will be
an electronic transfer of the fund from one bank to another or
from this country to another country.

Senator Romulo. In that regard, Mr. President, since the
gentleman has touched on the courts, is the authority of the BIR
commissioner or chairman under this proposed law subjecttothe
approval of| say, the Secretary of Justice?

Senator Enrile. No, Mr. President. It will be subject to
review by the Secretary of Finance, being the department head,
ifthe taxpayer does not agree with the finding of the examiner—
the Internal Revenue officer who examined his return. Ifhe is
not satisfied with the findings or the decision of the Secretary of
Finance, the courts will be opened to that taxpayer to enjoin the
opening of his bank account.

Senator Romule. But will the distinguished sponsor of the
bill see any problem with the action of the BIR commissioner

being supported or having a final approval by the Secretary of
Justice?
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Senator Enrile. I have no problem with that, Mr. President.

Senator Romulo. Mr. President, what I would like to go
through now is how this may affect the ordinary citizen. Because
as far as criminal elements are concerned, I think we are one in
saying that we do not want to give any haven; we do not want
to give any protection, any coddling of these criminal elements.
But how about the ordinary citizen?

For instance, Mr. President, under this proposed law, there
are only four instances where the BIR commissioner may so act
to inquire into the bank accounts, and we already mentioned the
fourth. The first one is when the taxpayer waives the secrecy of
his account. Obviously, when the taxpayer waives the secrecy
of his account, is there any problem there since the taxpayer
himself waives the secrecy of his account?

Senator Enrile. There is none, Mr. President.

Senator Romulo. Obviously, that does not impinge on any
of his rights—legal or constitutional—is that not correct?

Senator Enrile. That is correct, Mr. President. I venture
to say into the Record that the general rule is that all deposits will
enjoy bank secrecy, except in these four instances. Even in these
four instances, the taxpayer is not subject to any arbitrary rule
because, in the first place, they must have a return filed with the
BIR and that return is subjected to a tax audit. There must be
a finding that a clear, direct, substantial evidence of fraud has
been committed and that mere finding is not enough.

The commissioner of Internal Revenue may or may not
agree with that finding. If this commissioner agrees with that
finding, it is still subject to review by the Secretary of Finance.
Ifthe taxpayer wants to question the finding, assuming that the
Secretary of Finance will sustain the commissioner, that tax-
payer can go to court.

Workers who are subject to withholding tax, ordinary
middle-class taxpayers would not be affected by this. I think the
Bureau of Internal Revenue will not waste its time dealing with
people who are deemed to have faithfully discharged their tax
obligation to the government.

The Bureau of Internal Revenue will probably audit the
return of suspected evaders because we cannot deny the fact that
there are people like those in our society. That is the purpose of
the minimum corporate income tax; that is the purpose of this
law.

Our law-abiding citizens, Mr. President, need not worry
about this. Even the banks should not worry about this. I think
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they themselves know that they should not worry about this,
only that they want to preserve this haven because it is
convenient for them. It is to their interest that this must be
maintained.

I think we have to reexamine this policy in order to help our
government, help the nation, and at the same time, correct the
unfaimess of people who are habitually evading their taxes to the
detriment of other taxpayers.

Senator Romulo. The second instance is when thetaxpayer
-réquests for a compromise on the basis of his inability to pay. In
other words, he has been dunned a certain amount where he can
avail of a compromise, but he says, “I cannot pay because I do
not have funds.” That is the second instance where the BIR
commissioner may go into the bankbooks of the individual. Is
that not correct?

Senator Enrile. That is correct, Mr. President.

Senator Romulo. What should be the objection to this, if
any?

Senator Enrile. I see no objection, Mr. President. If the
fellow says, “I cannot pay because I have no more money to pay
it,” he should agree and allow the commissioner to check the
veracity of his claim as well as his bank accounts.

Senator Romulo. And the very purpose of the checking
of the bank account is for the commissioner to ascertain for
himself and the government that he cannot really pay because
he has no funds.

Senator Enrile. That he is really unable to pay.

Senator Romulo. Therefore, the government shouldnot be
deprived of the required revenue simply because a taxpayer,
after a compromise, refuses to pay on the ground that he has no
more funds but in fact, he has substantial funds in the bank. So
that upon review and check, if the taxpayer is found to be making
a false claim, then he should be made to pay for the compromise.

What is the penalty if it is found that he is telling a lie when,
in fact, he has funds in the bank, and in addition, the govemment
will be able to collect the required taxes?

Senator Enrile. I suppose he will be subject to the ordinary
penalties for perjuring himself because the tax return is a sworn
document.

Senator Romulo. But are there no provisions in the
comprehensive tax reform package for penalty?
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Senator Enrile. There are provisions, Mr. President. There
is a general provision on criminal liability for violating the
provisions of the Internal Revenue Code.

Senator Romulo. I will just look into that, Mr. President.

The third instance is when it is necessary to determine the
amount of the remaining estate of a deceased taxpayer. How
does this work, Mr. President?

Senator Enrile. The administrator of the estate or the
executor of the will will file a return and an inventory of the
assets—how much money in the bank, how much in real estate,
listing the lands and the buildings, how much in shares of stocks
and so forth and so on. Then in that case, the commissioner can
look into the bank deposits so that he will know whether the total
amount of the deposits is fully reflected in the inventory filed by
the administrator or an executor. .

Senator Romulo. There is also a possibility that if there is
no deposit included in the estate of the deceased taxpayer, the
BIR commissioner may, in fact, look to ascertain whether he has
any deposit or not, under the provisions of law. Is that not
correct? '

Senator Enrile. Normally, if there is no bank account
stated in the inventory, I suppose the commissioner will
have no starting point.

Seuator Romulo. Except under the fourth instance, if there
is fraud.

.Senafor Errile. Yes, under the fourth instance.

Senator Romulo. I see. Mr. President, what other jurisdic-
tions or counuries have similar bank secrecy laws? I think the
distinguished gentleman mentioned Singapore. In the United
States, does it have a similar provision? What is the history of
this provision, if any, in the United States, in England, in Japan
or in other European countries? o

Senator Enrile. Mr. President, I think we are a few of the
countries where secrecy of bank deposits is currently main-
tained. In the United States, they do not have this. They do not
have it in Southeast Asia, like in Singapore and Malaysia.
1 doubt if they have it in Indonesia or in Thailand. Even in
Switzerland where this concept originated, they allow examina-
tion of bank accounts in cases of taxation and tax frauds.

There are countries—just give me a few minutes to go over
my records, Mr. President—that have indicated that they do not
require any secrecy in their bank deposits. I have it here
somewhere. I will just go over my records.

Mr. President, there are countries where banks are required
to supply information on clients’ annual earned interest income
and other operations subject to withholding to tax authorities or
other agencies. This is true in the case of Argentina, Australia,
Belgium, Canada, Chile, France, Germany, Italy, Japan, Neth-
erlands, Peru, the Russian Federation, Spain, Switzerland, the
United Kingdom, and the United States.

There are countries where banks are required to supply
information on any client if relevant for tax collection. For
instance, the following: Argentina, Australia, Belgium, Brazil,
Canada, Chile, France, Germany, Italy, Japan, Netherlands,
Peru, the Russian Federation, Spain, Ukraine, the United King-
dom, and the United States.

Senator Romulo. In fact, Mr. President, the list and
enumeration cover practically the entire free world. So that if
these countries deemed it only fair to protect themselves and to
protect the interests of their government, which is, after all, to
protect the interest of the people to adopt these laws, then the
question is: Why not for the Philippines?

In fact, there have been so many studies that it is not a
question of more tax laws that we need but it is a question of tax
enforcement and tax collection that we need. In fact, if we can
Jjust collect the taxes that are due, both corporate and individual,
we can scrap some of the other taxes, and perhaps, we caneven
give a higher tax exemption to individuals as is being proposed.

But before that, we must first collect taxes, and our distin-
guished sponsor is saying that he feels this particular provision
empowering the BIR commissioner with all the legal and safety
nets, so to speak. would provide that ability of the government
to enforce the tax !...s and therefore, collect a substantial
amount of taxes. Is that correct, Mr. President?

Senator Enrile. That is correct, Mr. President.
gentleman is totally correct in that.

The

Senator Romulo. In fact, Mr. President, looking at the
instances enumerated in this Comprehensive Tax Reform Bill,
the only possible area where there is objection ... certainly, we
are not going to ask the approval of the drug lord:or the jueteng
king or the kidnap lord. Because in the first three instances, more
or less, it is with the consent of the taxpayer.

But in the fourth instance, this is where we do not have the
consent of the taxpayer. Perhaps, Mr. President, the word
“taxpayer” here is incorrect because they are not paying taxes
at all. They are really criminals and they are criminals who
should be stamped out. Certainly, they should not use our laws
to make a farce or a comedy of all our tax laws by hiding under
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the fourth instance, if this will not be passed. Is that not correct?

Senator Enrile. Thatiscorrect, Mr. President. Butitisalso
possible that even a drug lord could possibly file a tax return,
especially if he has a business such as manufacturing hollow
blocks. In which case, he has to file a tax return to reflect his
income there. But if it could be found that he has other more
lucrative businesses which he has not really reflected in his tax
return, the BIR could possibly go into his bank accounts,

Senator Romulo. Mr. President, may I just state...
The President. With the permission of the...

Senator Romulo. ...one more sentence. And in the case
now adverted to by the distinguished sponsor, the RICO Law or
the Anti-Racketeering Law would come in because here, we are
just talking of the Comprehensive Tax Reform Program.

Senator Enrile. That is correct, Mr. President.

Senator Romulo. Because one can launder funds not only
through the bank, but one can launder funds through businesses,
then probably that is covered by another proposed law. Is that
not correct?

Senator Enrile. That is correct, Mr. President. But even-
tually, in laundering one’s funds, it will end up in a bank because
one cannot keep it in a vault as it would be too much to keep in
one’s house.

Senator Romuloe. Mr. President.
The President. Yes, may the Chair just ask one question.

The proposed Section No. 4, where we require that a
taxpayer whose retumn has been audited, is quite clear. The
bigger problem is most of these drug lords and even legitimate
businessmen do not even file income tax returns.

So how will we cover that? How will the BIR now look into
reports that a certain Juan dela Cruz who is a drug lord has
substantial bank deposits?

Senator Enrile. Mr. President, that is one problem. But I
thought that with this provision, difficult to enforce as it is
because of the limitations, at least the Bureau of Internal
Revenue will be aided if we will pass this measure.

The President. We accept that, but if I were the lawyer of

the drug lords, I will tell all of them now, “You do not want your
bank accounts to be looked into, do not file a tax return.”
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Senator Enrile. Sooner or later, Mr. President, the govern-
ment will catch up with them. The assumption is that in the
course of an audit of a tax return, the bureau has discovered a
fraud against the revenue of the government.

The President. What I am suggesting is that the distin-
guished sponsor might even consider a fifth section that some-
body who is indicating enormous wealth and who, according to
the records, has not filed a tax return for the last five years or so...

Senator Enrile. I have no problem with that. I will accept
that, Mr. President, if that is a proposal.

The President. No, I would like the staffto look into that
because that is the loophole here. Most of these people do not
file tax returns so there is no tax return to be audited.

Senator Enrile. I am not quite sure whether they will not
file a return but I am ready to consider a fifth situation if there
is a proposal to that effect.

The President. I am just suggesting that maybe the
technical staff can draft something along that line.

Please continue, gentleman from Tarlac.

Senator Romulo. Yes. Mr. President, I think the Chair has
opened up one loophole that should possibly be plugged. I would
say, perhaps, that most of these druglords, jueteng kings and
kidnappers would like to legitimize their business. Therefore,
in one form or another, they would file their income tax. In filing
their income tax, all of these become available to the Bureau of
Internal Revenue.

In fact, in answer to my question about other forms of
laundering, our distinguished sponsor precisely said that whether
itisa hollow-block plant somewhere or whatever, eventually, he
will have to make deposits in the bank. In that case, under this
fourth item, he will be caught.

I see the point brought up by the Senate President. We
should really focus our attention on how to get hold of the
enormous wealth and criminal activities of the syndicates. We
should look into that fifth possibility so that all avenues are
closed. And in passing this law, we certainly can tell the nation
that we are doing a great service to the people.

It is on that score that we commend the distinguished
sponsor, Senator Enrile, for standing pat on this bill.

Mr. President, I have other questions, but may I be allowed
to make a reservation either this afternoon or tomorrow.
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Thank you, Mr, President.
The President. The Majority Leader is recognized.

Senator Tatad. Mr. President, may I ask that the distin-
guished lady senator from Pangasinan be recognized.

The President. The other presidentiable from Pangasinan
is recognized.

Senator Shahani. Thank you, Mr. President. I wonder
whether the distinguished chairman of the Committee on Ways
and Means would entertain some questions from this represen-
tation.

Senator Enrile. Gladly, Mr. President, to the distinguished
lady senator who might perhaps be the one who will implement
this law.

Senator Shahani. I thank the sponsor for his optimism, Mr.
President.

Mr. President, in the committee report on this very impor-

tant bill, the committee, in its deliberations, also took into
account a bill which this representation has submitted, and this
is the bill, entitled

AN ACT EXEMPTING JEWELRIES FROM THE
IMPOSITION OF EXCISE TAX, AMENDING
FORTHEPURPOSE SECTIONONEHUNDRED
FIFTY (150) OF PRESIDENTIAL DECREE
NUMBERED 1158.

May I know, Mr. President, whether this bill, in fact, was
taken into account during the deliberations of this tax reform
bill?

Senator Enrile. We have listed, Mr. President, all the bills
that we have taken into account. I am not sure if we have
considered that proposal in this bill.

I understand from the staff of the committee, Mr. President,
that that bill was taken into account. This is on Senate Bill
No. 1661, introduced by the lady senator from Pangasinan,
entitled

AN ACT EXEMPTING JEWELRIES FROM
THE IMPOSITION OF EXCISE TAX,
AMENDING FOR THE PURPOSE SECTION
ONE HUNDRED FIFTY (150) OF PRES-
IDENTIAL DECREE NUMBERED 1158,
AS AMENDED, OTHERWISE KNOWN AS

THENATIONALINTERNALREVENUE CODE
OF THE PHILIPPINES.

Mr. President, we have taken this into account in preparing
this committee report.

But I would like to put on record my personal position on
this. I am in favor of exempting the jewelry industry from
internal revenue taxes as far as their exports are concerned. But
I cannot find any equitable justification in taxing medicine,
taxing food, taxing essentials and exempting luxuries like
jewelry from taxation.

Senator Shahani. Mr. President, this present bill does not
contain any provision relative to the excise tax on jewelry. Does
that mean, therefore, that this bill has no status as far as this
Chamber is concerned? Iam asking this because the counterpart
bill in the House has been approved on Third Reading as a
separate bill, separate from the Comprehensive Tax Reform
Bill, Mr. President.

Senator Enrile. It simply means, Mr. President, that the
committee has taken into account this Senate bill mentioned,
Senate Bill No. 1661, but that the committee did not find it
compelling to recommend an amendment of the existing law
imposing a tax on jewelry.

Senator Shahani. So, Mr. President, if the counterpart bill
from the House is referred to the Senate, may we know the status
then of that bill?

Senator Enrile. We will recommend an adverse position
with respect to internal sales of the jewelry industry in the light
of the recommendation that we have made in this particular
measure.

Senator Shahani. Ihope, Mr. President, that the Commit-
tee on Ways and Means will still be able to look into the jewelry
business as a separate item because we believe that this is one
of the industries which would generate income. And since the
distinguished chairman has said that it could be looked at as the
exemptions which should apply to the export dimension of the
industry, I believe that all is not lost.

I think that after this bill is discussed before us, that might
be the time for the Senate committee to look anew at that bill
with the counterpart bill from the House coming up.

Senator Enrile. Mr. President, we are on record that we
are ready to recommend the removal of tax burdens on the
Jjewelry industry as far as their export sales are concerned. But,
as far as their internal domestic sales are concerned, we are not
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ready to give a favorable recommendation because of the basic
position taken by this humble representation—that I cannot find
any rationale, equitable argument and justification in exempting
a nonessential item from taxation where, on the other hand,
government taxes the food items of our poor citizens.

Senator Shahani. Mr. President, I think that is precisely
where the disagreement lies. We have talked to the jewelry
business people.. They believe, and I think this representation
would support them, that the jewelry industry could be a major
income-producing industry. And I think it is also the Department
of Trade which has been pushing for it. But at the moment, it does
need some breathing spell so that it can develop itself into a
profitable business.

Considering that other countries like Thailand, for instance,
have already reached the saturation point of the profitability of
the jewelry business, I'think it should be looked at as one of those
industries which should now be given some support in order that
it can grow into a more viable industry than what it is at present.

Senator Enrile. Mr. President, as I said, we have taken a
position with respect to the internal sales of the jewelry industry.
Ifwe follow the logic of that argument further, then we must now
equally exempt from internal revenue taxation the domestic
sales of many industries in the country, in which case, we will
be ruining the revenue of the government.

Senator Shahani. Mr. President, I hope that after the
approval of this bill, and with the referral of the House bill
to us, this issue will still be looked at with fresh eyes at a
future date.

Mr. President, my other question refers to Section 7 of the
committee report which provides for a new Section 4 of the
National Internal Revenue Code. It embodies the powers of the
BIR commissioner, and these powers are two-pronged: to
interpret tax laws; and to decide tax cases.

This section, Mr. President, gives the power to interpret tax
laws exclusively to the tax commissioner subject to the review
of the Secretary of Justice.

Is it not true, Mr. President, that the power to assess tax
liability is also lodged with the commissioner himself or herself?

Senator Enrile. The power to review is lodged on the
Secretary of Finance, Mr. President, not the Secretary of Justice.
And precisely, taxation, being a technical area of the law,
we feel that the interpretation of our internal revenue laws
ought to be within the primary, exclusive and original compe-
tence of the commissioner of the Internal Revenue. That is
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the purpose of his or her being subject to the power of review
of the department head.

Again, this does not derogate the right of the taxpayer to
question the ruling in the proper court. Because we cannot
foreclose the right of any taxpayer to question any ruling in the
courts. The courts are open to any aggrieved party. But we want
to avoid the spectacle which is now current where the ruling of
our Internal Revenue commissioner could be overturned by the
Customs commisioner; let alone any internal revenue provision
being interpreted by the Secretary of Justice.

I think the interpretation of tax laws ought to have some
fixity and that it should be lodged in the very agency of the
government that was designed and intended to implement tax
laws.

Senator Shahani. But, Mr. President, it is the commis-
sioner of the Internal Revenue who makes the tax assessments.
So if there is a dispute about his own assessment, is that not
corrupting the impartiality of his o