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SUBJECT Implementing the Provisions of the National Internal Revenue
Code of 1997 Governing the Rules on. Assessment of National
Internal Revenue Taxes, Civil PenAlties and Interest and the Extra-
judicial.Settlemerlt of a Taxpayer’s Criminal Violation of the Code
through Payrnent ofa Suggested Compi-omise Penalty.

e
TO All Irlternal Revenue Officers and Others Concerned

I

I

SECTION 1. Scope. - Pursuant to tIre provisions of Section 244, in relation to
Section 245 of the National Internal Revenue Code of 1997, tilege Regulations are hereby
promulgated to implement the provisions of Sections 6, 7, 2(,)4, 228, 247, 248 and 249 on
assessment of national internal.'reveIlue taxes, fees and charges and to provide the rules
governing the extra-judicial settlement of a taxpayer’s criminal violation of the said Code

or any of its implementing Regulations through payment of a suggested compromise
penalty,

SE(_'TION 2. General Principles. -
\

2. 1 The surcharge and/or interest herein prescribed shall apply to all taxes,
fees mld charges irnposed under the Code wIIich shall be collected at the same time, in
the same manner, and as part of the tax.e

2.2 in case the tax due fronr the taxpayer is paid on a partial or installment
basis, the interest on the deficiency tax or on the delinquency tax liability of the taxpayer
shall be imposed from due date of the tax until full payment thereof. The interest shall be
computed based on the diminishing balance of the tax, inclusive of interests.

SECTION 3. Due process requirernent in the issuance- of a deficiency tax
assessnrenf. -

3.1 Mode of procedures in t}re issuance of a deficiency tax asses.sment:

3.1.1 Notice for infornral conference. - The Revenue Officer wlro

audited lhe taxpayer’s records shall, among others, state in his report whether or
not the'taxpayer agrees with his findings that the taxpayer is liable for deficiency
tax or taxes. If the taxpayer is rIot ameIrable, based on the said Officer’s
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: sabmitted report of investigation, the taxpayer shall be informed, in writing, by
the Revenue District Office or by the Special Investigation Division, as the case
may be (in the case Revenue Regional Offices) or by the Chief of Division
concerned (in the case of the BIR National Oface) of the discrepancy or
discrepancies in the taxpayer’s payment of llis internal revenue taxes, for the

purpose of “Informal Conference;” in order to afford the tmpayer with an

opportunity to present his side of the case. If the taxpayer fails to respond within
fifteen (15) days from date of receipt of the notice for informal conference, he
shall be considered in default, in which case, the Revenue District Officer or the
Chief of the Special Investigation Division of the Revenue Regional Office, or the
C"hief of Division in the National Office, as the case may be, shall endorse the
case with the least possible delay to the Assessment Division of the Revenue

' Regional Office or to the Commissiona or his duly authorized representative, as
the case may be, for aJWropdate rn'iew and issuance of a deficiency tax
assessment, if warranted.

-q

e 3.1.2 Preliminary Assessment Notice (PAN). -- if after review and
evaluation by the Assessment Division or by the Commissioner or his duly
aualorized representative, as the case may be, it is determined that there exists
sufficient basis to assess the taxpayer for any deficiency tax or taxes,. the . said
Office shall issue to the taxpayer, at least by registered mail, a P{eliminary
Assessment Notice (PAN) for the proposed assessment, showing in detail, the
facts and the law, rules and regulations; or jurisprudence on which the proposed
assessment is based (see illustration in ANNEX A hereof). If the taxpayer fails to
respond within fifteen (15) days from date of receipt of the PAN, he shall be
considered in default, in which case, a fonnal letter of demand and assessrnerlt

notice shall be caused to be issued by the said Office, calling for payment of the
taxpayer’s deficiency tax liability, inclusive of the applicable penalties.

3.1.3 Exceptions to Prior Notice of tIle Assessment. -' The notice for
informal conference and the preliminary assessment notice shall not be required
in any of the following cases, in which case, issuance of the formal assessment
notice for the payment of the taxpayer’s deficiency tax liability shall be sufficient:

e
(i) When the finding for any deficiency tax is the result of mathematical

erTor in the colnputation of the tax appearing on the face of the tax return filed by
the taxpayer; or

(ii) When a discrepancy hag been detennined between the tax withheld
and the amount actually remitted by the withholding agent; or

(iii) W’hen a taxpayer who opted to claim a refund or tax credit of excess
creditable witUrolding tax for a taxable period was determined to have carried
over mId automatically applied the same amount clairned against the estimated tax
liabilities for the.taxable quarter or quarters of the succeeding taxable yearj or
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I
(iv) When the excise t4x due on excisable articles has not been paid; or

(v) When an article locally purchased or imported by an exempt person9
such as, but not limited to, vehicles, capital equipment, machjneries and spare
parts, has been sold, traded or'trangfcrred to non-exempt persons.

3.1.4 Formal Letter of Demand and Assessment Notice. - The formal
letter of demand and assessment notice shall be issued by the Commissioner or his
duly authorized representative. The letter of demand calling for payment of the
taxpayer’s deficiency tax or taxes shall state the facts, the law, rules and
regulations, or jurisprudence on which the assessment is based, otherwise, Me
formal letter of demand and assessment notice sltaU be void (see illustration in
ANNEX B hereof). The same shall be sent to thd taxpayer only by registered mail
or by personal delivery. If sent by personal delivery, the tupayer or his duly
authorized representative shall acknowledge receipt thereof in the. dupljcate Qopy
of the letter of demand, showing the following: (a) His name; (b) sigpa.ture; (c)
designation and authority to act for and in behalf of the taxpayer, if acknowledged
received by a person other than the taxpayer himself; and (d) date of receipt
thereof

e
3.1.5 Disputed Assessment. - The taXpayer or his duly authorized

representative may protest administratively against the aforesaid formal letter of
demand and assessment notice within thirty (30) days from date of receipt thereof.
If there are several issues involved in the formal letter of demand and assessment

notice but the taxpayer only disputes or protests against the Validity of some of the
issues raised, the taxpayer shall be required to pay the deficiency tax or taxes
attributable to the undisputed issues,- in which case, a collection letter shall. be
issued to the taxpayer calling for paymdnt of the said deficiency tax, inclusive of
the applicable . surcharge ' and/or ' interest. No action shall - be , taken on, the
taxpayer’s disputed issues until the taXpayer has paid the deficiency tax or taxes
attributable to the said undispated issues. The prescriptive })edod for assessrnent
or collection of the tax or taxes attributable to the disputed issues shall be
suspended.e

The taxpayer shall state the facts, the applicable law, rules and regulations,
or jurisprudence on which his protest is based, otherwise, his protest shall be
considered void and witltout force and effect . If there are several issues involved
in the disputed assessment and the 'taxpayer fails to state the facts, the applicable
law, rules and regulations, or jurisprudence in.support of his protest against-some
of the several issues on which the' assessment is based, the same shall be

considered undjgputed issue or issues, in which case, the taxpayer shall be

required to pay the corresponding deficiency tax or taxes attributable thereto.

The taxpayer shall submit the required documents in support of his protest
within sixty (60) days from date of filing of his letter of protest, otherwise, the
assessment shall become final, executory and denlaudable. The phrase “submit the

Ay or INTERNAL R€PQqid,red doctunents” includes sublnission or presentation of the pertinent
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documents for scrutiny and evaluation. by the Revenue Officer -conducting the
audit. The said Revenue Officer shall state this fact in ms report of investigation.

If the taxpayer fails to file a valid protest agabrst the fOI,'Inal ]cHer of
demand and assessment notice within thirty (30) days from date of receipt thereofJ
the assessment shall become final, executory and demandable.

If the protest is denied, in whole or in part, by the Cormrissioner, the
taxpayer may appeal to the Court of Tax Appeals within ttHrty (30) days from date
of receipt of the said decision, otherwise, the assesslnent shall become final,
executory and demandable.

In general, if the protest is denied, in whole or in put, by the
(-omaJssioner or his duly authorized representative, the taxpayer may appeal to
the Court of Tax Appeals within thirty (30) days from date of receipt of are sdd
decision, otherwise, the assessment shall become final, executory and
demandable: Provided, however, that if the taxpayer eleyatQS his pro_!9st to._the
Commissioner within thiIty (30) days hom date of receipt of the fur,ll decision of
the Commissioner’s duly authorized representative, the latter’s decision shall not
be considered final, executor>' and demandable, in which case, the.protest shaH be
decided by the Commissioner.

e

If the Commissioner or his duly authorized representative fails to act on
the taxpayer’s .protest within one hundred eighty (180) days from date of
submission, by the taxpayer, of the required documents in support of his protesl
the taxpayer may appeal to the Court of Tax Appeals within thirty (30) days from
the lapse of the said 180-day period, otherwise, the assessment shall become final,
executory and demandable.

3.1.6 Administrative Decision on a Disputed Assessment. - The
decision of the (_’onunissioner or his duly authorized representative shall (a) state
the facts, the applicable law, rules and regulations, or jurisprudence on which such
decision is based, otlt en\'ise, the decision shall Be void (see illustration in
ANNEX C hereof), in which case, the same shall not be considered a decision on
a disputed assessment; and (b) that the same is his /ing/ decision .

e

3.1.7 Constructive Service. -' If the notice to the taxpayer herein
required is served by registered mail, and no response is received from the
'axpayer within the prescribed period from da fP of the posting thereof in the mail,
the same shall be considered actually or constructively received by the taxpayer.
If the same is personally served on the taxpayer or his duly authorized
representative who, however, refused to*ackilowledge receipt thereof, the same
shall be constructively served on the taxpayer. Constructive service thereof shall
be considered effected by leaving the same in the premises of the taxpayer and
this fact of constructive service is attested to, witnessed and signed by at least two
(2) revenue officers other than the revenue officer who constructively served the

:.'QEAU OF= INTBRNAL BamgHB The revenue officer who consauctivGly served the same shall make a
gDI 7181, t
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written report of this matter which shaH fonn part of the dock:et of ais case (see
illusbation in ANNEX D hereof).

i }

SE("TION 4. Civil Penalties:

4.1 Twenty..Five Percent (25%) Surcharge. - There shall be imposed,
h addition to the basic tax required to be paid, a penalty equivalent to twenty-five -.

pprCent (25%) thereof, in any the following cases:

I

4.1.1 Failure to file any return and pay the tax due thereon as

required under the provisions of this Code' or rules and regulations on the
date prescribed; or

4.1.2 Unless otherwise authorized by the Cornmissioner , filing a
return with an internal revenue officer other than those with whom the

return is required to 1)e filed; or

4.1.3 Failure to pay the deficiency tax within the time prescribed
for its pa}ment in the notice ofa?sessrnent; or

4.1.4 Failure to pay the full or part of the amount of tax shown on
av return required to be filed tender 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 befgn tIe date presqdbed.for iIs paweTt.

e
I

I

I
:• f

4.2 Fifty Percent (50%) Surcharge:
}! '

4.2.1 in case of willful neglect to file the return_within.the period
prescribed by the Code, or in case a false or fraudulent return is willfully
IrB@, the penalty to be imposed shall be fifty percent (50%) of the tax or
of ale deficiency tax, in case any payment has been made on the basis of
such return before the discovery of the falsity Qr fraud: Provided, That a
substantial underdeclaration of taxable sales, receipts or income, or a

substantial overstatement of deductions, as determined by the
Conurassioner or his duly authorized representative, shall constitute panla
facie evidence’ of a false or fraudulent return: Provided, /xrther , 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
dnoult 'eiceeding thfft7"}ercent (30%) of actbal–deductioili,"+hall Idnd6f
he taxpayer .liable for substantial underdeclaration of sale$, -receipts or
income or for overstatement . of deductions, as mentioned herein:
Provided, futher, that the term ’'willful neglect tb jrle the return within the
Period prescribed by rae Code’ shall not apply in''case th.e taxpayer,
widrout notice from the Commissioner or his authorized representative,
VOIUI\€&jly fdes the. said returl\ id which case, only 25% surcharge shall

':-;n-1'4dW;$,f„ ' : ' '" A
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the taxpayer files the return only after .prior nodce in writing from the
,FoWqsioner or his duly authorized representative.

; ' :';’; }: if iI

4.2.2 Section 6 (A) of the Code provides that any tax return filed
by a taxpayer ''may be modifIed, changed or cnn.endecr,’ by the .taxpayer
''within three (3) years Iron date of such Bling:’ provided how evers that
''no notice for audit or investigation of such return, statement or
declaration has , in the meantinte, been actually served upon the taxpayer .”
Thus, if upon investigation, it is determined that the tucpayer’s originally
filed tax return is false or fraudulent, such taxpayer shall redlain liable to
the 50%. civil penalty regardlas that the taxpayer has filed Ms mnended
tax return, if the said amended tax, return, however, has been filed only
after issuance of the Letter of Authority for the hlvestigadon of the
taxpayer’s tax return or such amendment has been Made hI dre cowse of
the said investigation.

I

l

e
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SECTION 5. 1\lode of Procedures in Computing for . the_ . Tax and/or
Applicable Surcharge. -' Shown hereunder are illustrative cases for the computation
and assessment of the tax, inclusive of surcharge (if applicable) and interest:

q

5.1 Late filing and late payment of the tax. -' Illustration: Income tax
return for the calendar year 1998 was due for filing on April 15, 1999 but the
taxpayer voluntarily filed his tax return, with9ut notice from the BIR, only on
June 30, 1999. The tax due per retuln amounts to PIC)0,000. In this case, the
taxpayer shall be ljable for delinquency penalties consisting of 25% surcharg6,
plus 20% interest per annual, cornputed from due date of the tax until date of
payment, computed as follows: , .

+
Calendar Year 1998

Income tax due per return
Add: 25% surcharge for late filing and late

payment (PIOO,000.00 times 25%)
20% int. p.& from 4-15-99 to 6-30-99
(Pl 00,000.00 times .0415524)

PIOO,000.00

e P 25,000.00

1 4,1, 5.5.24 El

Total amount due (excluding suggested compromise for
late filing and late payment of the tax)

4HHl•H•=nHnil

.P129.155.24

Onjy. gnp 25.% SLucharge §hall be jmpo§pd for ..late .filing of Ole rp€urn grId IBtq
payrnent of the ta4.

5.2 The tax return is filed on time but filed ,through an internal
revenue officer other than with whom the return is required to be filed. -
Illustration: The taxpayer is '1998 income tax return is required to be filed
through the}:authorized agent bank under the jurisdiction of .RDO East Makati.

su.EAV OF iNfeRNAL RAlf?;without prior ?uthodzation from the BIR, the taxpayer filed his tax return and
iJ 8ECORWDIVISIC) IV . , , ' ’ , , +
' i 's£p 14i©g /7 ' \
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paid the tax through 'the authorized agent bank under the juisdictidn of RDO
Davao City. Tax due and paid per return is PIOO,000.00.

Calendar Year 1998 I

I

Income tax due per return
Add: 25% surcharge
Total amount due

Less: Amount paid

Pl 00,000.00
B5

P125,000.00

Amount still due
& ! P E 25.000.09

5.3 Late
!\

Illustration: The taxpayer did
1997 which was due for filing on April 15, 1998.

: his failure to
the tax, only
P 100,000.00.

lg and late payment due to t: 4 .neglect -'layer’s
not file for the calendar yearincome tax re1

He was potified by the BIR of
and paid
return .is

file the tax re1 for which ion, he filed his tax reI

1..30, 1999.. „ :The, tax. due perafter the said nQtice£ on

I r

ti ! it Calendar year 1997

Income tax due per return
Add: 50% surcharge for willful neglect to

file the return and late payment of the tax
(P 100,000 times 50%) ,

+ +

Plea,000.oo

P50,000.00

20% int. p.a. fr. 4-15-98 to 6-30-9.9
(P 100,000.00 times .2415524) U2

Total amount due (excluding suggested compromise
, , . for late filing and late payment of the tax) P17,4,155.24

. . 5.4 Penalty or penalti PS for deliciency tax. - As a ruIQ, no surcharge is
imposed on deficiency tax and on the.basic tax. However, if the amount due
inclusive of penalties is not paid on or before the due date stated on the demand
letter, the corre$pQnding wrcharge shall be imposed . ,

-', , .–. Illustration: Nq.-1: Taxpayer filed' .oh time his income . tax ,return for
calendar year 1997 and paid PI00,000.00 on April 15, 1998. Upon pre.-audit of
Ms lettun, it' wai disclosed that he erroneously CQmputed the tax due. The correct

. amount of tax due. is P 1.20,000.QO. The taxpayer is assessed for deficiency income
tax in a letter of demalid and assessment notice issued on June 30. 1999.
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Calendar Year 1997
. 1 fl .

+ +

\

.)

Tax due per pre-audit i

Less: Amount assessed and paid per tax return filed
Deficiency income tax
Add! -20% int. p.a. from 4-15-98 to 6-3(F99

I: ': :,.' : (?20,000.00 times .2415524)
; ! ' • r \ { } ! ) : 1 \ r ( b

( f

.Aknoant still due

P120,000.00
P 100,000.00
P 20,000.00

p . 4.831.05.

' .i ' . ’ } : \
24.831.05_

a e

"' : ’: Illustration No. 2: ABC CORPORATION filed its inco'me tax retu'n
I\4

e

• t - / /
t.

tI ! : fi . r:
A

I\

investigation arnounts to P170,090.00. .After deduction 6f income tax paid per
return filed, the basic deficiency income tax amounts to P70,000, excluding
penajt,i.es. Failing to protest on time 'against the preliminary assessment notice, a
’forItlaI letter of demand and assessment notice was iss IIed 'on May 31, 1999,

. requkjng payment of the assessm9nt not later than June 30, 1999.
t

;If
e ) t\

Calendar Year 1997 '' " ’ ' " '

Income tax due per jnvestigation
.; Legg:. Income;tax paid per return

Deficiency income tax
Add: 20% int. p.a. fr. 4..15-98a

'' ':' TdtXt dmo IInt still due

b 1•
I

' ' ’ P170,000.00
PLOao
P 70,000.00

(P70,000 times .2415524) P. 16,908..67
.-*. ' ' P86.908.67

/

St

i

lliirgtration No. 3: ' ' :XYZ CORPORATION fildd 'its in6orne tax return
I

for, calendar:'’9ear -l997 pitCh a net taxable incoInd -Of P5Q.O,00Q.00.- '' At the
abjlicable :ihco}hd t&'.tate of 35% fdr thd’ ydar 1997, its' 'incom'e tjl amo'qnted to
P175,000.00. Howevdr,' upon' in+estigadon, it wag di£61o6ed'that''its inc'ome tax
return was false or fraudulent because it did npt report a taxable income
amodnting' to".ad6tbQr 'P500,009.00; On' it$ ,pet incomQ’ '6f PI,000,000.00, per
inV.bstigatjon, th& incoldb tax dab is P350,090.00. ' Ded}rcting its payrIient per
rettun filbd, thi deficie£cy, excluding p&nalties, amp tInt ad to P175,000.00. It was
dul9 inforrd8d ’6f'thi$ 'nHdid£-duough a 'Preliminary :Asseg.gment Notice.’ ' Failing
to pr6test on tihe'’against the pnlinlinary as'sessmbnt iodce,; a f6nnai letter of
demand and assessment notice was issued on May 31, 1999 calling for payment
of dIe deficiency hlcome tax on or before June 30, 1999. I
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In this case, said corporation is liable for the civil penalties of 50%
surcharge for having filed a false or fraudulent return, plus 20% interest per
annum on the deficiency, computed as follows:

Calendar Year 1997

Income tax due per investigation
Less: Income tax paid per return
Deficiency income tax
Add: 50% surcharge for filing a fraudulent or false

return (P175,000.00 times 50%) P 87,500.00
20c3,'’a int. p.a. fr. 4-15-98 to 6-30-99
(P 175,000.00 times .2415524)

P350,000.00
P17,5.Qoo.oo
PI 75,000.00

B 42,271 .67 P129,771.67

Total amount due P304,771.67_

e 5.5 Late payment of a deficiency tax assessed. - . In general, .the
deficiency UK assessed shall be paid by the taxpayer within the time prescribed in
the notice and demand, otherwise, such taxpayer shall be liable for the civil
penalties incident to late payrnent.

1]1ustratiorr: Based on the above Illustration No. 3, Scenario 4, assuming
that the caleqdar year 1997 deficiency income tax assessment against XYZ
CORPORATION, in the amount of P3CH,771.67, is not paid by June 30, 1999, the
deadline for payment of the assessment, and assuming further that this assessment
has already become final and collectible. In this case, such corporation shall be
CQnsidered late in payment of the said .assessment. Assuming, further, that the
corporation pays its tax assessment only by July 31, 1999, the civil penalties for
late payment shall be computed as follows:

Calendar Year 1997

e Total deficiency income tax assessed on May 3 1, 1999
Add: 25% surcharge for late payment

(P304,771.67 times 25%)
20% interest p.a. from 7-1-99 to

7-3 1-99(P304,771 .67

tinles .0166667)

P304,77 1 .67

P76, 192.92

P S,979.$4. U ,272.46

Total amount due (excluding suggested compromise
penalty for late payment) p386,044.1.3

5.6 (."omputation of 2004 interest per anirum in case of partial or
installment payment of a tax liability. - Illustration No. 1: in case extended
payment bf the tax is duly authorized. -' DEF CORPORATION, due to
financial in(,ap.acity, requested that it be allowed to pay its income tax liability per

DUREAU OF INT=RNALn€wwbr caler;dar year 1998, in the amount of Pl,000,000.00, in four (4) monthly
J FEqOnD8– DIVISION - X

'i_sEP'1''@Mgf '- . X't R & C E r V. E F;f C2 9

\



installments, starting April 15, 1999. Its request has been duly approved pursuant
to Sec. 53 of the Tax Code.

In this case, no 25% surcharge shall be imposed for late payment of the tax
since its deadline for payrnent has been duly extended. However9 20% ~\interest

per annum for the extended payment shall be imposed, computed based' on are
diminishing balance of the ''unpaid anJOU ar”, pursualt to dIe provisions of
Section 249 (D) of the Code.

No 25% s\ucharge on extended payment shall be imposed provided,
however, that the taxpayer’s request for extension of the period witIan \v IOch to
pay is made on or before the deadline prescribed for payment of the tax due.
Conversely, if such request is made after the deadline prescribed for payment, the
taxpayer shall already be treated late in payment, in which case, the 25%
surcharge shall be imposed, even if payment of the delinquency be allowed in
partial amodization .

e Example:

Calendar Year 1998

Income tax due per return
Less: 1 ’t installment of the tax on or before 4- 15-99
Balance as of 4-15-.99

Add: 20% int. p.a. from 4-15-99 to 5-15'-99
(P750,000.00 times .0166667)

Amount due on 5-15-99

Less: 2’'d installment on 5-15-99 (P250,000.00 plus
P 12,500.03 interest)

Balance as of 5-15-99

Add: 20% int. p.a. korn 5-15-99 to 6-15-99
(P500,000.00 tinres .0166667)

Amount due on 6-15-99
Less: 3’' installment on 6-15-99 (P250,000.00 plus

P8,333.35 interest)
Balarce as of 6-15-99
Add: 20% int. p.a. from 6-15-99 to 7-15-99

(P250,000.00 times .0166667)
4th and fiTlal installment on 7= 15-99

PI ,000,000.00
P 250.000.00,
P 750,000.00

E. . ..12,500..03
P 762,500.03

P 262,500.03
P 500,000.00

P . .8.333.3.$
P 508,333.35e
p 258.333.35
P 250,000.00

P 4,166.68
P 254,166.68

Illustration No. 2: Computation of tax delinquency in case of partial
paynient of the tax due wIthout prior BIR authorization for extended
payment. -

Example: GHI CORPORATION did not file its final adjustment income
tax return for the calendar year 1998 which was due on April 15, 1999. The BIR
informed the c.'Qrporation of its failure to file its said tax return and required that it
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file the same, inclusive of the 25% surcharge and 20% interest per annum
penalties incident to the said omission On May 15, 1999 it advised that its
income tax due for the said year amounts to PI,000,000.00 but, however, due to
its adverse financial condition at the moment, it will be unable to PRy the entire
amount, inclusive of the delinquency penalties. Hence, on May 15, 1999', 'it 'made
a partial payrnent of P400,000.00. Assuming that the BIR demanded payment of
the unpaid balance of its tax obligation payable by June 15, 1999, the unpaid
balance of the corporation’s delinquent income tax shall be computed as fo116ws:

Calendar Year 1998

Income tax due per return
Add: 25% surcharge for late filing and

late payment
20% interest per annum from 4- 15-99

to 5-15-99 (P 1,000,000.00
times .0166667)

Amount due as of 5- 15-99
Less: Partial payment on 5-.15-99
Balance as of 5-15-99
Add:' 20% interest per annum from 5-15-99

to 6-15-99 (7866,666.70 times .0166667)
Arnount still due (exclusive of the suggested compromise

penalty for late filing and late payInent

PI ,000,000.00

P250,000.00

E ,!.$,.$6. Q=79 P ?66,666.70
Pl ,266,666.70
P 400,OQO.oo.

P 866,666.70e
p . 14.444,47

_811.1 ll .17.

If the .said taxpayer fails to pay the amount of P811,111.17 by June 15,

1999, no further 25% surcharge for late payrnent of the tax shall be imposed.
Instead, only the 20% interest per annum shall be imposed against the taxpayer
against the taxpayer, computed from due date thereof (i.e., June 15, 1999) until
paid. If said taxpayer pays the same on partial payment basis, the 20% interest
per ,urnum shall be computed on the diminishing balance thereof, pursuant to the
procedures in the preceding Illustration No. 1, Section 6.6 hereof.

SECTION 6. Suggested Compromise Penalty in Extra-jud_icjal Settlement of
a Taxpayer’s Criminal Violation. -- Section 204 of the Tax Code of 1997 provides that
'' All crintinat viotatiolts may be corttprolnised except: (a) those already filed in court, or
(b) tltose involving /}aud. ” This means that, in general, the taxpayer’s criminal liability
arising froin- his violation of the pertinent provision..of the Code may-brlettled extra..

e

judiLially instead of the BIR instituting against the taxpayer a crinlinal action in Court. A
compromise in extra-judicial settlement of the taxpayer’s crilninal liability for his
violation is consensual in character, Irence, may not be imposed on the taxpayer without
his coilsent. Hence, the BIR lnay only suggest settlement of the taxpayer’s liability
through a compromise.

tBUREAU OF INTERNAL REVENUE

t . .$EQ9RDS DIVISION
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The extra-judicial settlement of the taxpayer’s criminal liability and the amount of
the suggested compromise penalty shall conform with the schedule of compromise
penalties provided under Revenue Memorandum Order No, 1-90 or as hereafter revised.

SECTION 7. Repealing Clause. - Any revenue issuance which is inconsistent
herewith shall be considered repealed, arnended, or modified accordingly.

SECTION 8. EffecUvity:

8.1 General Rule. - Ill general, the provisions of these Regulations shall
be effective beginning January 1, 1998 pursuant to the provisions of Section 8 of
R. A. No. 8424, otherwise known as the National Internal Revenue Code of 1 997.

8.2 C'omputation of Surcharge arId Interest on Deficiency Tax
Assessment. -- Any deficiency tax assessment issued beginning January 1, 1998
shall be govelned by the rules prescribed in these Regulations.e

8.3 Other Provisions. '- Any provision of these Regulations not
otherwise specifically provided in the National Internal Revenue Code of 1997
shall take effect fifteen (15) days after publication in any newspaper of general
circulation.

b • e ; EaT I;TI; ;;J
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ANNEX 66A99

Preliminary Assessment Notice
ABC Corporation
123 Makati Avenue

Makati CiO'
TIN: OOO-OOO-OOO-OOO

Gentlemen:

Please be informed that after investigation there has been found due from you deficiency income
tax for calendar year 1997, as shown hereunder:

Assessment No.

Taxable income per return
Add: Discrepancies per investigation
1. Undeclared rental income
2. Non-deductible interest expenses

3. Undocumelrted representation expenses

4. Non-deductible bad debt expense

P 1 ,000,000.00

P200,000.00
300,000.00
150,000-00

2£kQQLQQ
e 2mmQ

Taxable income per investigation
tnconle tax due thereon (35%)
Less: Income tax paid per return
Balance
Add: 50% surcharge for filing of fraudulent return

20% interest per annum from 4- 15-96 to 3-15-'98
TOTAL AMOUNT D(JE

EL2QmmQ
P665,000.00
Umm

P3 1 5,000.00

P 157,500.00
63,000.00 220.500.00 *

P535,500.00 +

+Please note that the interest and the total arnount due will have to be adjusted if paid beyond 3-15-98

TIle complete details covering the aforementioned discrepancies established during the
investigation of this case are shown in the accompanying ANNEX A- 1 of this letter of demand.

e The 50% surctrarge has been imposed pursuant to the provisions of Section 248(B) of the National
Internal Revenue Code, as amended by R.A. No. 8424, ulrich took effect on Januat)' 1, 1998, in view of
your failure to report for ilrcome tax purposes your aforementiolred rental income. Such omission renders
your incoMe tax return filed for the taxable calendar year 1997 as a false or fraudulent return.

The 20% interest per annum has been inlposed pwsuant to the provisions of Section 249(B) of the
said Code.

Pursuant to the provisions of Section 228 of ale National Internal Revenue Code of' 1997 and its
implementing Revenue Regulations, you are hereby given the opportunity to present in writing your side of
the case wialin fifteen (15) days from receipt hereof. If we fail to hear from you within the said period,
you shall be considered in default, in which case, a R)rmt'J letter of demand and assessment notice shall be
issued by this Office calling for payrnent of your aforesaid deficiency income tax, inclusive of the
aforementioned civil penalty and interest.

We hope that you will give this matter your preferential attention.

"""-’ f
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ANNEX A...I

ABC CORPORATION
123 Makati Avenue

Makati city
TIN: 000-000-.000-OOO

DETAILS OF DISCREPANCIES
Assessment No

l

I. Undeclared rental income (P20t),000.00). - VeHacation disclosed that you
derived this rental income from the lease of your building to XYZ C'OIWORATION
during the tax year 1997 but’ the same, without any legal justification, was neither
recorded in your books of accounts nor declared in your income tax return, thereby
resulting to the understatement of your reported taxable income for the said tu( year.

I r - r

e 2. Non-deductible interest expense W300,000.00). .. Verification disclosed
that this interest expense, claimed as deduction aom your gross income for the tax year
1997, was actually incurred in connection with your loan from Mr. JUAN CASTRO. It
was, however, Rather disclosed that Mr. Castro owns and controls 60% of your
outstanding capital stock. Hence, this interest expense is not a valid deduction. from your
gross income, pursuant to Section 34(B)(2), in relation to Section 36(B)(2) of the
National Internal Revenue Code which provides that no deduction shall be allowed in
respect of interest expense incurred between an individual and a corporation more than
fifty percent (50%) in value of the outstanding stock of which is owned, directly or
indirectly, by or for such individual.

3. Undocumented representation expenses (Psa,000.oo). -- Verification
disclosed that this item of deduction from your gross income for the tax year 1997 is in
fact unsubstantiated with any documentary evidence, hence, disallowed in audit.e

4. Non-deductible bad debt expense W250,000.00). - Verification disclosed
that this item of deduction from your gross income for the tax year 1997 was, in fact, a
mere provision for estimated uncollectible accounts from your customers as of the end of
the said year. Under Section 34(B) of the said Code, a mere provision for estimated
urlcollectible accounts is not allowable deduction Goal gross income. In general,. for bad
debts to be deductible, the following statutory requisites must have been complied with:

4.1 That, the debts due from )’our debtor or debtors must have been

ascertained actually worthless as of the end of the taxable year; and

4.2 That, the same have been actually charged or written-off in your books
of accounts as of the end of the said taxable year. /

f
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4.2 That, the said accounts receivable have' actually' been charged off or
written-ofF the books ofaccomts as of the end of the taxable year.

The records of this case disclosed that you have not introduced.uv evidence to
overthrow the validity of our said findings.

It is requested that your aforesaid de6ciency income tax liability be paid
immediately upon rQceipt hereof, inclusive of penalties incident to delinquency. Ths is
our final decision. If you disagree, you may appeal this final decision with the Court of
Tax Appeals within thirty (30) days from date of receipt hereof, otherwise our said
deficiency income tax assessment shall become final, executory and demandable.

(

Very truly yours,

/e
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\ ANNEX “B”

FORMAL LETTER OF DEMAND

ABC Corporation
123 Makati Avenue
Makati City
TW : 000-OOO-000.000

Gentlemen:

Please be informed that after investigation there has been found due from you deficjency hcotne
tax for calendar year 1997, as sho\yn hereunder:

Assessment No.

Taxable income per return
Add: Discrepancies per investigation
1. Undeclared rental ;ncorne

2. Non-deductible interest expenses
3. Undocumented representation expenses
4. bTon-deductible bad debt expense

PI ,000,000.00

P200,000.00
300,000.00
150,000.00
amaLQQe 2QmaQQ

Taxable income per investigation
Income tax due thereon (35%)
Less: Income tax paid per return
Balance

Add: 50% surcharge for filing ofh6udulent return
20% interest per &nnwn heal 4--15-96 to 3-15.98

TOTAL AMOUNT DUE

EL2QGQWQ
P665.000.00

3£eQQGQQ
P3 1 5,000.00

P 157,500.00

63,000.00 22Q.500..09 +
PS35,500.00+

'Pleue note that the interest and the total amount due will have to be adjusted if paid beyond 3..15-98

The complete details covering the aforemcndoned discrepancies est8bljshed during tho
investigation of this case are shown in the accompanying SCHEDULE 1 of this letter of demurd.

e Tbc 50% surcharge has been imposed puTSuant to the provisions of Section 248(B) of the Nation81
Internal Revenue Code, &s amended by R. A. No. 8424, \vhicb took effect on January 1, 1998, hI view of
your failure to report for income tax purposes your aforementioned rental income. Such omission readers
your income tax return filed for the tax8ble calendu year 1997 as a false or fraudulent return.

– Tbc 20% interest per annurn has been- imposed pursuant tQ the provisions of Section 249(B) of the
said Code.

In view thereof, you are requested to pay your aforesaid deficiency income tax liability through
the duly authorized agent bank in which you are enrolled wlthin the time shown in the enclosed a5ses3rneat
notice

"'”"" {
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ANNEX “C”

ABC Corporation
123 ]Vlakati Avenue

MaI(ati City
TrN: 000-000-OOO-000

FINAL DECISION ON DISPUrED ASSESSMENT

Gentlemen:

Referring, to your letter dated May 15, 1999, please be informed that your protest
against our calendar year 1997 deficiency income tax assessment in the amount of
P535,500.00, the subject matter of our covering letter of demand dated March 15, 1999,
is hereby denied for lack of factual and legal basis. The aforesaid assessment is premised
on the following:•

1. Undeclared rental income (P200,000.00). - Verification disclosed that you
derived income frorn the lease of your buildinl, to XYZ Corporation during
the year 1997 but this was not recorded in yotlr books of accounts and also not
reported in your incolne tax return.

2. Non-deductible interest expense deductiorr (P300,000.00). .. Verification
disclosed that this interest expenses was incurred in connection with your loan
ftom MR. JUAN CASTRO. It was also disclosed that Mr. Castro owns 60%

of tIle outstanding stock of ABC CorForatior1. Hence the said interest expense
is non-deductible in computing ABC Corporation’s taxable income pursuant
to Section 34(B)(2)(a), in relation to Section 36(B)(2) of the NIRC, that
interest paid on a loan transaction between an individual and a corporation
more tIl,it fifty percerrt (50%) in value of the outstanding stock of which is
o\vned9 directly or indirectly, by or for suclr individual shall be deductible
from gross income for income tax purposes.e

3.

4

Undoculnented representation expenses (P150,000.00). - Vedncation
disclosed tIl,it the veracity of this item of deduction has not been established,
hence, disallowed as a deduction from gross income.

Non-deductible bad debt expense (P250,000.0C>). - Verification disclosed that
this was a mere provision for estimated collectible accounts as' of tIle end of
the year 1997. Urrder Section 34(E), NIRC', a mere provision for estimated
uncollectib Ie accounts is not deductible fI'orn gross inconre. To be deductible,
two requisites must be met:

4.1 That, the debts due from your debtor/s (accounts receivable) have been
ascertained actually worthless as of the end of the taxable year; andr
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4.2 That, the said accounts reCeivable have actually' been charged off or
written-off the books of accounts as of the end of the taxable year.

The records of this case disclosed that you have not introduced any evidence to
overthrow the validity of our said nrrdings.

It is requested that your aforesaid deficiency income tax liability be paid
immediately upon receipt ]rereof, inclusive of penalties incident to delinquency. This is
our fInal decision. If you disagree, you may appeal this final decision with the Court of
Tax Appeals within thirty (30) days from date of receipt hereof, otherwise our said
deficiency income tax assessment shall become fInal, executory and demandable.

~""”"' k
8

e



#' qI

ANNEX D

CONSTRUCTIVE SERVICE OF NOTICE/S

MEMORANDUM FOR:

The Commissioner/Regional Director
Thru Channel

SUBJECT

Name of Taxpayer:
Address:
T.I.N. :
Kind of Taxes:
Amount :e P

This is to report that I/We personally served on the subject taxpayer at the above

given address on , , 1999, the formal letter of demand and
assessment notice, dated , , 1999, calling for payment of his/its
above stated tax liability. However, the taxpayer refused to acknowledge receipt thereof.
1/We also tried to serve the same on _ __ __ _ ___ _ _,

the taxpayer’s duly authorized representative, but the latter likewise refused to
acknowledge receipt thereof.

Due to the foregoing, the said formal letter of demand and assessment notice were
constructively delivered by leaving the same conspicuously at the taxpayer’s
residence/place of business at , , on

, 1999.
e

Revenue Officer

Name and Signature of Witness Name and signature of Witness

Designation Designation t
6
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