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Section 28, other than the incomes subject to tax under
paragraphs (b), (c), (d) and (e) of this Section, re-
ceived during each taxable year from all sources deter-
mined in accordance with the following schedule:'

Not over 172,500
Over P 2,500 but not over ~ 5,000

Over P

5,000 

but not over ~ 10,000

0'/0

1~6 of
excess over-P 2,500

P 25 + 3~6 of
excess over P 5,000~ 

175 + 7'/0 of
excess over-P 10,000

P 875 4- 11% of
-excess over ~ 20,000

P 3,075 + 15% of
excess over-P 40,000

P 6,075 + 19:>/o of
-excess over-P 60,000

P 13,675 + 24% of
excess over-p100,OOO

p 49,675 + 29Jh of
excess over P250,000

y122,175 + 359b of
excess overP500,OOO

Over 

Y 10,000 but not over P 20,000

Over P 20,000 but not over ~ 40,000

Over 

P 40,000 but not over ~ 60,000

Over P 60,000 but not over ~100,000

Over 

PlOO,OOO but not over P250,OOO

Over 

P250,OOO but not over P500,OOO

Over P500,OOO

In the case of married individuals, the husband and~Tife, 
subject to the provision of Section 45(d) hereof,

may elect. to compute separately their individual income
tax based on their respective total taxable incomes:
Provided, That if any income can not be definitely- attri-
butable .to or identifiable as income exclusivel",r earned
or realized by either of the spouses, the same ~l1all be
divided equall~~ bet\veen the spouses for the purpose of
computing their respective taxable income.

(b) F~reit':!;n s2u!:ce Ero~s i~co~e der!ved by~ non-
resident citizen. -A tax is hereby imposed upon the
taxable income derived b)' a nonresident citizen from all
sources without the Philippines during each taxable year
corJputed in accordance with the following schedule:

r
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If the amount subject to ta)~ is:

l~~"-~
t -- S " 6 noo (\('1\0 over u. .~ ,v. .vJ

U.8.$60 plus 27&
of excess over
U.S. $6,000

Over U.S. 56,000.00 but not over
U .S. 520,000.00

Over U.S. 520,000.00 U.S.$340 plus 39'~
of excess over
U.S. $20,000

Interest 

from any Philippine currency bank
deposit and yield or any other monetary
benefit from deposit substitutes and from
trust fund and similar arrangements; royal-
ties, prizes (except prizes amounting to
73,000 or less which s11all be subject to
tax under para;raph (a) and other winnings
(except Philippine Charity Sweepstal;:es
winnings) -2C-~/oj and

Dividends 

received from a domestic corpora-
tion and the share of an individual partner
in' a partnersllip subject to tax under Sec-
tion 24(a) .at tl'le rate of 15~:~ in 1986;
10:;~ effective Janua:-j" 1, 1987; 5(;b effective
Januar)- 1, 1988; and U;b effective Januarj' 1,
' 9 QO.J.. ...)'-'.

t' '1' ,... " t " "~ .. f ' .t'...'\C1j ~a1')l. aL ::al.ns ...rorr. saLes c si1ares O.l- s "oc::. .

The provisions of ;:;ection 34( OJ notw.i T.l1s ancing, capital
;;ai:ls realized from t:1e sale, excl1ange or d.isposi tion of
s:lares of stocl::s in an}" dorl1estic corporation silal1 be

ta::~~d as fo110\-;s:

( , 'j
\-'-.1

'T'" "... 1 " d n" .,. C- C " '(t')"\
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(2) Capital gains presumed to have been realized
from the sale, exchange or disposition of
shares of stock listed and traded through a
local stock exchange -1/4 of 19~ based on
the gross selling price of tl~e share or
shares of stock.

(e) Ca ital ~ains from sales of real ro ert .-
The provisions 0 ect1.on b notwithstan ing, capital
gains presumed to have been realized from the sale, ex-
c11ange or other disposition of real property located
in the Philippines classified as capital assets, including
pacto de retro sales and other forms of conditional sales,
b)T individuals, including estates and trusts,. shall be
taxed at the rate of 59b based on the gross selling price
or the fair market value prevailing at the time .of sale,
whichever is higher: Provided, That the tax 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 con-
trolled corporations shall be determined either underSection 2l(a) or under this sub-section, at the option .,

of the taxpayer."

SECTION'3. Section 22 of the r~ational Internal Revenue Code,
as amended,-is hereby further amended to read as follows:

"Section 22. Tax on nonresident alien individuals. .
(a) Nonresident alien en!::a::::ed in trade or business

within the Phillppines. 1 in g-eneral. -!;onresident
aliens engaged in trade or business in the Philippines
shall be subject to tax in the same manner as resident
citizen~ and aliens on taxable income received from all
sources \vithin 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 nonresident alien
individual who shall come to the Philippines and sta)r
therein for an aggregate period of more than 180 days
during any calendar year shall be deemed a nonresident
alien doing business in the Philippines, Section 20(g)
of this Code nothwithstanding.

(2) Dividends, share in the net Drofits of a
taxable partners hi interest. royalties. urizes and
other winn1nc:s. -1vidends 'rom a domestic corporation,
share in the net profits of a partnership taxable under
Section 24(a), interest, royalties (in any form) and
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prizes 

(except prizes amounting to P3,OOO or less which
shall be subject to tax under paragraph (a) of Section 21)
and other winnings (except Philippine Charity Sweeps-
takes winnings), shall be subject to a tax of thirty
percent (3~n) on the total amount thereof.

(3) Capital ~ains. -Capital gains realized from
sales-of shares of stocks in domestic corporations and
real properties shall be subject to the tax prescribedunder 

Sub-sections (d) and (e) of Section 21.

(b) Nonresident aliens not en"a~ed in trade or business

and pald for each taxable year upon the entire income re-
ceived from all sources within the Philippines by every non-
resident alien individual not engaged in trade or business
within the Philippines as interest, dividends, rents, sala-
ries, wages, premiums, annuities, compensation, remunera-
tion, emoluments, or other fixed or determinable annual or
periodical or casual gains, profits, 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), a tax equal to 30% of such income:
Provided" That capital gains realized from sales of shares
of stocks ,in any domestic corporation and real property
shall be subject to the tax prescribed under Sub-sections
(d) and (e) of Section 21.

(c) Aliens employed by re~ional or area headQuarters
of multinati~~al-corD~rations. -'There shall be levied,
collected and paid for each taxable year upon the gross
income received by every alien individual employed by re-
gional or area. headquarters established in the Philippines
by multinational corporations as salaries, Wages, annuities,
compensation, remuneration and other emoluments, such as
honoraria and allowances, from such rebional or area head-
quarters, a tax equal to 1590 of such gross income: ~
vided, That the activities of the said regional head-
quarters or area headquarters shall be limited to acting
as supervisory, coa~unications and coordinating center for
their affiliates, subsidiaries or branches of such multi-
national corporations. For purposes of this chapter, the
term "multinational corporation" means a forei;-n firm or
enti tj~ efibaged in international' trade wi tll affiliates or
subsidiaries or branch offices in the ."'-sia Pacific r~ebion.

I
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(d) Aliens employed by offsll0re b~nkin~ units. ----'- ". ~ There shall be levied, collected and paid for each taxable

year upon the gross income received by every alien indi-
vidual employed by offshore banking units establisl~ed 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 1596 of such gros~ income. (-

(e) Aliens employed b petroleum service contractors
and subcontractors. -11ens who are permanent residents
of a foreign country but who are employed and assigned in
the Philippines by service contractors or by subcontractors
engaged in p~troleum operations in the Philippines shall
be liable to a tax of 15~& of the salaries, wages, an-nuities, 

compensation, remuneration and other emoluments,
such as honoraria and allowances, received from such con-
tractors.or subcontractors.

Any income earned from all other sources within the
Philippines by the alien employees referred to under sub-
sections (c), (d) and (e) hereof shall be subject to the
pertinent-income-tax, as-the case may be, imposed under
the National Internal Revenue Code, as amended."

SECTION 4. The provisions of Section 23 of the National
Internal Reven~e Code, as amended, are hereby superseded by
new provisions to read as follows:

"Section 23. Tax liability of members of ~eneral
professional uartnershius. -la) Persons exercising a~ --

co~~on profession in general partnership shall be
liable for income tax only in their indivpidual capacity,
and the share in the net profits of the general pro-
fessional partnership to which anjP taxable partner would be
entitled whether distributed or otherwise, shall be re-
turned for taxation and the tax paid in accordance 'vi th
the provisions of this Title.

(b) In determining his distributive share in the
net income of the partnership, each partner-

(1) Shall talce into account separately his
distributive share of the partnership's
income, gain, loss, deduction, or credit
to the extent provided by the pertinent
provisions of this Code, and

(2) Shall be deemed to have elected the
itemized deductions, unless he declares
his distributive share of the bross
income undiminished by his share of
the deductions."

If'
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SECTIOI\ 5. Section 24 of t:!:le National Internal t~evenueCode, 
as amended, is hereby further amended, in its entirety

to read as follows:

~'Section 24. P..ates 2f -tax o!:!- dom~stic co~~o!;atio!:!s.-
(a) In ~eneral. -Unless otherwise provided, a tax

of 35~6 is hereby imposed upon the taxable income received
during each taxable year from all sources within and with-
out the Philippines by every corporation organized in,
or existing under the laws of the Philippines, and.part-nerships, 

no matter how created or organized, but not
including general professional partnerships.

(b) Private Education~Institutions. -Private
educational institutions, whether stock or non-stock,
shall pay a tax of l~~ on their taxable income except
those covered by paragraph (e) hereof; Provided, That
if the gross income from unrelated trade, business or
other activity exceeds 5~b of the total gross income
derived by any educational institution from all sources,
th~ tax prescribed in paragraph (a) hereof shall be
imposed on the entire taxable income of the educa-
tional institution. For purposes of this paragraph,
the term "unrelated trade, business or other activity"
means any trade, business or other activitjT, the con-'
duct of which is not substantially related to the
exercise or performance by such educational institution
of its educational purpose or function. A private
educational institution is any "private school" main-
tained and administered b)c private individuals or
groups issued a permit to operate by the Ministry of
Education, Culture and Sports (p'illCS) in accordance
,~ith exi~tinb laws and regulations.

(c). Government-owned or controlled coruorations,
a!:encies or ins"'crth-nentali ties. -The nrovisions of e>:istin"" o special or beneral laws to the contrary notwithstanding,

all corporate taxpa)Ters not specifically exempt under
Section 27 of this Code shall pay the rates provided in
this Section. All corporations, agencies, or instru-
mentalities owned or controlled by the Government, in-
cluding the Government Service Insurance System and the
Social Security System, 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.



-8 -

(d) ~lutual lif~ insuran~e ~o~pani~s. -r!utual
life insurance cornpan1es organlzed in and existing under
the laws of the Philippines shall pay a tax of la7~ of
their gross investment income consisting of interest,
dividends, rents, net capital gains, and income from
any other business than life insuranc~ derived from
all sources, except those covered by paragraph (e)hereof.

(e) Tax on certain incomes derived bv domestic
corporations..:.. 1. nterest from deDosits and yield
or an other monetar beneIl~ Irom ae os~~ subs~itutes
and !!:2m trus! fund and slm1lar arran.!!;ements. ana
royal ti~~. -Interest on Pl~ilippine currency baruc depo-
sits and yield or any other monetary benefit from deposit
substitutes and from trust fund and similar arrangements
received by domestic corporations, and royalties, de-
rived from sources within the Philippines, shall be sub-
ject to a 207'~ tax.

(2) Capita! ~ains from sales of shares of stock. -
Capital gains realized from the sale, exchange or disposi-
tion of shares of stocks in any domestic corporation shall
be taxed as follows:

Net capital gains as defined in Section 34(a)
(2) realized during each taxable year fromsale, 

or exchange or other disposition of
shares of stock not traded through a local
stocl~ exchange:

Not over PIOO,OOO la;'~
Over PIOO,OOO 2~~

(B) Capital gains presumed to have been realized
from the sale, exchange or disposition of
shares of stoc1: listed and traded through
a local stock exchan!:!:e -1/4 of l~~ based on
the bross selling prIce of the share or
shares of stock.

(3) Tax on income derived under the Exuanded Forei~n
furrency De-oosit. System. -Income derived by a depository
balli~ under the expanded foreign curren C)' deposit system
from foreign currency transactions with nonresidents, off-
shore bankinb units in the Philippines, local cow~ercial
banks including branches of foreign banks that may be

j
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authorized by the Central Dank to transact business
wi th foreign currenc)r d~si tlliJr ~~tem units and other'
depository banks under the expanded foreign currency
deposit system shall be exempt from all taxes, excepttax~
able income from.such transactions as may be specified
by the ~linister of Finance, upon recommend~tion of the
!'-1onetary Board to be subject to the usual lncome tax
payable by banks: Provided, That interest income -from
foreign currency loans granted by such depository banl~s
under said expanded system to residents (other than off-
shore banking units in the Philippines or other depo-
sitory banks under the expanded system) shall be subject
to a 10'76 tax.

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

(4) Intercorporate dividends. -Dividends received
by a domestIc corporation from another domestic corpora-
tion shall not be subject to tax."

SECTION 6. The pro~~isions of Section 25 of the National
Internal [{evenue Code, as amended, are hereby superseded by new
provisions to read as follows.

"Section 25. Rates of tax on foreig-n corDoration. -
(a) Tax on resident forei~n corDorations II Ingeneral. 

-Unless otherwise provided, a corporation orga-
nized, authorized, or existing under the laws of any
foreign country, engaged in trade or business within the
Philippines, shall be subject to a tax equivalent to 355~
of the taxable income derived in the preceding taxable
j-ear from all sources wi tlLin the Philippines.

'(2) International carriers. -International carriers
doing' business in the IJhilippL~es shall pay a tax of t\vO
and one-half percent (2 1/2?~) on their 'Gross PhilipnineEillin:;s" as defined hereunder: .I:

(;~) International air carrier. -'Gross Philippine
5IllinGs' means bross re~~enue realized froQ
u;Jlifts of passengers al"lJ".;here in the \vorl.G.
a '"'a" e".c p ss ""'a f'"r:-a rY"e ca "'~' o an -' ~1~ 1.°", 0 "'1.0,...; na +.; "-'r'..L ~ u 06 0' -"-6 L 1...11= i -c:,':'. " L"-c::.

~rom the P:~ilippincs, covered by ~assa6e docu-
mo n +~ so ','! 1.°T"! t ~'" ':)\-.';,.;-,-,.;Y'(:"'" Pro\ T; a'p,.l m.l '

J.1a+ I_~ ,,""' .:.U 1."- ~1.~ ~ \J."'-_':';J\~"'.,,~;:,.~ , ...

documents sold outside the Philippines lli,der
a 'prepaid ticl(et ad\~ice' s~heme for passen§ers
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originating from the Pl~ilippines shall be
considered as documents sold in the Philip-pines. 

Gross revenue from clmrtered flights
originating from the Philippines shall like-
wise form part of the -'Gross PhilippineBillings' 

regardless of the place of sale or
payment of the passage _documents. For pur-
poses of determining the taxability of reve-
nues from chartered flights, the term " ori-

ginating from the Philippinesl: shall include
flights of passengers who stay in the Philip-
pines for more than forty-eight (48) hours
prior to embarkation.

(B) International Shippin~. -'Gross Philippine
Billings'meansgross revenue whether for pas-
senger, cargo or mail originating from the
PhiLippines up to final destination, regard-
less of the place of sale or payments of the
passage or freight documents.

(3) Forei n mutual life insurance com,anies. -
Foreibn mutual-life insurance companies authorized to
carry business in the Philippines sl1all paj~ a ta~~ of 10;6
on tileir bross investment income derived from sources \vith-
in the Philippines except t;1ose covered bJ- subsction (6)
h """"" o""
'" 1;; J..

(4) Offshore banl::inh units. -T:1e prov-isions of any
law tot11e contrary not\vithstanding, income derived b)~ off-
shore barli~ing lli~i ts authorized by the Central Bank of thePhilippines 

from foreign currency transactions \~ith non-
residents., other offshore banl(inf; lli~i ts, local commercial
banl:s, including; branches of foreibn banl::s that Ir.a)" be
authorized by the Central Baru( to transact business with
offs110re bam~ing lli,i ts shall be exempt from all taxes
except taxable income from such transactions as ma)- be
specified by the :..Iinister of Finance, upon recomrnendat ion
of the ?.ionetary Board, to be subject to the normal income
tax payable by ba~~s: Provided, T11at any interest income
del~i'Ted from foreign currencJ~ loans granted to residents
other than offshore baru:ing units or local branches of
foreibn baru~s that may be authorized by the Central Baru~
of the Philippines to transact business with offshore
banl.;:ing units, shall be subject only to a lo~6 tax.

Any income of noresidents from transactions withsaid 
off~hore banking units shall be exempt from incometax.

I
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(5) Tax on branch_Erofits remittances. -Any profit
remitted by a branch to its head office shall be subject
to a tax of 159& (except those registered with the Export
Processing Zone Authority): 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 tax at 7-l/29~. In both cases, the tax
shall be collected and paid in the same manner as pro-
vided in Sections 51 and 52 of this Code: and Provided,
further, That interests, dividends, rents, royalties, in-
cluding remuneration. for technical services, salaries,
wages, premiums, annuities, emoluments or other fixed
or determinable annual, periodical or casual gains, pro-
fits, income and capital gains received by a foreign
corporation during each taxable year from all sources
within the Philippines shall not be considered as
branch profits unless the same are effectively con-
nected with the conduct of its trade or business in the
Philippines..

(6) Tax on certain incomes received b resident
f2r~i1!;n corporations. ~nte!:est from deposits and
ield or an other monetary benefit from de osit substi-

!utes.. trust I una ann sJ.mJ.lar arranf!:eme_nts and royal ti_e~. .
Interest on Pfii-fippine currency bank deposits and yield "

or any other monetary benefit from deposit substitutes
and from trust fund and similar arrangements and royalties
derived from ~ources within the Philippines shall be sub-
ject to a 200/0 tax.

(B) Income derived under the Expanded Forei~n
Currency De~~~ft gy~te~~:=-f~~o~~-d~~i~~~-Ey- ~-d~p;sitory
bank un"der th~exp~~d~d foreign currency deposit system
from foFeign currency transactions \yith nonresident~ off-
shore banking units in the Philippines, local commercial
banks including branches of foreign banks that may be
authorized by the Central Ba~~ of the Philippines to trans-
act business with foreign currency depository system units
and other depository banks under the expanded foreign cur-
renc)r deposit system shall be exempt from all taxes, except
taxable income from such transactions as may be specified
by the Minister of Finance, upon recommendation of the
~lonetary Board to be subject to the usual income tax payable
by banks: Provided, That interest income from foreign cur-
rency 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.
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Any income of nonresidents from transactions with
depository barucs under the expanded system shall be exempt
from income tax.

(C) Capita!_g-a!n~ from ~ales of shares of stock. -
Capital gains realized from sale, exchange or disposition
of shares of stocks in any domestic corporation shall be
taxed as follows:

(i) Net capital gains as defined in Section
34(a)(2) realized during each taxable year from
sale or exchange or 'other disposition of sharesof 

stocks not traded through a local stock ex-
change shall be taxed as follows:

Not over PIOO,OOO l~bOver 
~lOO,OOO 20%

(ii) Capital gains presumed to have been
realized from the sale, exchange or disposition
of shares of stock listed and traded through a
local stocl~ exchange --1/4 of 19~ based on the
Gross selling price of the s:1are or sI1ares of stocl;:

CD) IntercorDorate Dividenus. -Dividends receivcd
by a resi4enr-IOr-elcn corporation from a doQcstic corpora-
tion liable to tax under this Code shall not be subj.~ct
to tax under this Title.

..(b) r~onresidcnt forei~n corporations. -'C J_) In
f::eneral. -Unless otherwise providec., a foreif';n corpora-
tion not enga~ed in tl~ade or business in the Philippines
shall pay. a tax equal to 355~ of the bross income received
during each taxable Jrear fl~om all sources within the
Philippines such as interest, dividends, rents, royalties,gtiaries, 

premiums (except reinsurance premiums), annuities,
emoluments or other fixed or determinable annual, periodical
or casual gains, prof'its and income, and capital gains,
except capital gains subject to tax under subparabraph 5(C).

(2) Nonresident cinemato~raphic film owners lessors
or
or distributors shall pay a tax of 25~'~ of their gross in-
come from all sources within the Philippines.

(3) Nonresident owners of vessels chartered b)r
PhiliuDine nationals. -l-~entals, lease and charter f~es
-.
derived by nonresident O\ffiCrs of vessels chartered by

/
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Philippine nationals and ".'hich charter or lease has been
duly approved by the ~iari time Industry Authority shall be
subject to a 4~ 5~~ tax.

(4) Nonresident lessors of aircrafts. machineries
~nd other equipment. -J."(entals, charter and other fees
derived by nonresident lessors of aircrafts, machineries
and other equipment shall be subject to a tax of not less
than 57b but not more than l~'o to be fixed and determined
by the President upon recommendation of the ~1inister of
Finance: Provided, That the rate of 7-l/2~,6 shall be im-
posed on such rentals, charter and other fees until such
time as the President shall have prescribed the rates
appropriate for each category of property.

.: (5) Tax on certain incomes received b norn~esident

forei~n corporat10ns. -n erest on oreign loans
contracted on or after August 1,1986 shall be subject to
a 200tb tax:;

'(B). On dividends received from a domestic corpora-
tion liable to tax under this Chapter, the tax shall be
1550 of the dividends received, which shall be collected
and paid as provided in Section 5l(a) of the National
Internal l~evenue Code, as amended, subject to the condi-
tion that the country in which the nonresident foreign
corporati'on is domiciled shall allow a credit against'
tI"le tax due from the nonresident foreign corporation,
taxes deemed to have been paid in the Philippines equi-
valent to 20<;~ which represents the difference between the
regular tax (3590) on corporations and the tax (1590) on
dividends as provided in this subparagraph;

(C) Capital gains realized from sale, exchange or
disposition of. shares of stocl~s in any domestic corpora-tion 

shall be subject to tax as follows:

(i) Net capital gains as defined in Section
34(a)(2) realized during each taxable J~ear from
sale or e}~change or other disposition of shares
of stocl;:s not traded tl1rough a local stock exchange:

-,
lO~'o
2':))£

r~ot over f'100 ,000 ..., "'"10'" On ouver? ,.), ~J

(ii) Capital gains presumed to l~ave been
realized from tl1e sale, exchang~ or disposition

j
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of shares of stock listed and traded through a
local stock exchange -1/4 of 19b based on the
gross selling price of the share or shares of
stock."

SECTION 7. Section 26 of the National Internal RevenueCode, 
as amended, is hereby repealed.

SECTION 8. Section 27 of the National Internal Revenue
Code, as amended, is hereby further amended by adding a new
sub-section (1) to the first paragraph thereof as follows:

"(1) Government educational institution."

SECTION 9. Section 28 of the National Internal RevenueCode, 
as amended, is hereby further amended to read as follows:

"Section 28. Taxable Income. -The term 'taxable in-come' 
means the pertinent items of gross income specified

in this Code less the deductions, if any, authorized by
such types of income by this Code or other special laws:~ovideg, 

That for purposes of Section 21(b) 'taxable in-
come means gross income from all sources without the
Philippines less the deductions allowed in Section 30(m)."

SECTION 10. Section 29 of the National Internal Revenue
Code, as amended, is hereby further amended as follows:

"Section 29. Gross Income. -(a) General definition.
Gross income means all income from whatever source derived,
including (but not limited to) the following items:

(1) Compensation for services, including fees, commissions,
and similar items;

(2) Gross income derived from business;
(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 income

of general professional partnership.

.(b) Exclusions from ~ross income. -The following
1tems shall not be included in gross income and shall be
exempt from taxation under this Title:

(1) Life insurance. -The proceeds of life insurance
policies paid to the heirs or beneficiaries upon
the death of the insured, whether in a single sum
or otherwise. but if such amounts are held by the
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insurer lliLder an a;reement to pay interest thereon,
the interest ~aj~ents shall be included in £rossincome.

(2)
...

-I\m 0 unt received by insured as return of premium. -

The amount received by the-"insured, as a return of
premiums paid by him under life insurance, endowment,
or annuity contracts, either during the term or at the
maturity of the term mentioned in the contract or
upon surrender of the contract.

~ift~. ~e~ues~~ ~ a~d dev!se~. -The value of pro'perty
acquired by g~ft, bequest, devise, or des~ent; ~ut
the income from such property shall be included in
gross income.

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.

ComDensation for in.iuries or sickness. -Amounts re-
ceived, "throug:h Accident or Heal"th Insurance or under
\~orkrnen's Compensation Acts, as compensation for per-
sonal injuries or sicl~ess, plus the amounts of any
damages received whether by suit or agreement on account
of such injuries or sicl~ess.

Income exemDt under treat,'". -Income of any l:ind, to
v ~ exie!l"t requlrea 0)'" an)' treaty obligation binding
upon the Government of the Philippines.

~etirement benefits. pensions. ~ratuities. etc. -(A)
.

.!:tetirement beneiit.s received by officials and em-
ployees of private firms, whether indi~~idual or corpo-
rate, in accordance \\"ith a reasonable private benefit
plan mainteined b,~ the employer: Pro~~ided, That theretirin~ official ~ or emulovee has "been in the ser~~ice

of the same emulo,rer for at least 10 years and is not
less than 50 ~-ear' of age at the time of his retire-ment: 

Provided, further, That the benefits granted
under tnis subpara~raph shall be availed of b). an
official or employee only once. For purposes of this
subsection. the term'reasonable Drivate benefit plan'
means a pension, ;ra~ui ~)~, stock- bonus or profi t~
sharing plan maintained by an employer for the b~ne-
fit of some or all of his officials or employees,
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wherein contributions are made by such employer for
officials or emploJ~ees, or both, for the purpose of
distributing to such officials and employees the
earnings and principal o£ the fund thus accumulated,
and wherein it is provided in said plan that at no
time shall any part of the corDus or income of the
fund be used for, or be delivered to, any purpose
other than for the exclusive benefit of the said
officials and employees..

(B) Any amount received by an official or em-
ployee or by his heirs from theernployer as a conse-
quence of separation of such official or employee
from the service of the employer due to death, sick-
ness or other physical disability or for any cause
beyond the control of the said official or employee.

,)0
-~..

(C),, The provisions of any existing law to the
contrary notwithstandinb, social security benefits,
retirement gratuities, pensions and other $imilarbenefits 

received by resident or nonresident citi-
zens of the Philippines or aliens who come to reside
permanentl)~ in the Philippines from foreign govern-ment.a~encies 

and other institutions, private orpublic.

CD) PaJ~ents of benefits due or to become due
to an)'" person residing in the Philippines under the
laws of the United States administered by the UnitedStates 

Veterans Administration.

(E) Pa)~ents of benefits made under the Social
Securi ty Act of 1954, ,as amended.

"'-' ) B ~ . d ~ th ,...~-S d ' h\1' eneI1",S rece1ve ...row ~e~.l an "t4e
retirement bratui t}~ recei \"ed bJ~ government of.:-icials
and employees.

I""' )I,. c..

~"!

l ' S " e l 1aneous .; ~OM~
,L~ -';"v_I..~.

( ~ ) T ' d .t' .L b " + .,~~ ~ncome reCelVe ~rOili ~ ~elr lnv-es wmen~s Int "\-. -"'-1-,' 1 " " .L 1 '~J.e r ::" lpplnes In oans, s ,-,OC.::S, Donas or 0 ~n'3r
, ...' , f" + " ~Gomes "lC secur:r. ..:Les, or ...rom In ~eres.. on ..nelr a.~pc'-

S .;~~ .; b c. n '~c:: ..n .L'- e n'~';l.; n --'; n o~ b,.r..) .t' o ~O-T--"" "" ~.~ ",1 ~;":""'-""l::'J---~-- ~ \""'/ ..."'--c~;'.;overn.rncnts, 
(ii) ::inan~in::;; insti tl~tions o\..~ed, con-

~ 11 1 .' f o °.t' "/..,,wro eG, or enJOJ-lng re lnanclng. ~~om wne~l, anc ~lllj
international or regional financinb institutions-
established bj~ governments.



17

(B) Income deriv.ed from any public utility or
from the exercise of any essential governmental'
function accruing to the Government of the Philip-
pines or to any political subdivision thereof.

(C) Income derived as rewards under Section316 of this Code, as amended. .

CD) Interest earned from deposits maintainedwith 
a bank under the expanded foreign currency de-

posit system.

(E) Prizes and awards made primarily in recog-
nition of religious, charitable, scientific, educa-tional, 

artistic, literary, or civic achievement but
only if:

(i). the recipient was selected without any
action on his part to enter the cont_est orproceeding; 

and

(ii) 

the recipient is not required to render
substantial future services as a condition
to receiving the prize or award."

SECTION 11. Section 30 of the National Internal RevenueCode, 
as amended, is hereby further amended to read as follows:

"Section 30. Deductions from g-ross income. -In
computin9 taxable income subject to tax under Sec. 2l(a)i24(a)
(b) and 'c); and 25(a)(1), there shall be allowed as deduc-
tions the items specified in paragraphs (a) to (i) of thissection. 

-

In the case of an individual, the optional standard
deduction under paragaph (k) shall be allowed in lieu of
of itemized deductions under said paragraphs (a) to (i).
In addition, the appropriate personal and additional
exemptions allowed under paragraph (1) ma)? be claimed by
an individual whose income is subject to tax ~~der Sec-
tion 21(a): Provided, That no deductions other than the
deduction provided in paragraph (1) may be allowed from
compensation income arising from personal'ser,~ices ren-
dered under an employer-employee relationship.

(a) Expenses. -(1) Business eXDenses. -(A)
In ~eneral. : All ordinary and necessary expenses
paid or incurred during the taxable year in carr)~ing

I
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on any trade or business, including a reasonable
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.

(2) enses allowable to rivate educational
institutions. -n add1tion to the expenses allow-
able as deductions under subparagraph (a)(l)(A)
above, a private educational institution, referred
to under Section 24(b) of this Code, may at its
option elect either (A) to deduct expenditures
otherwise considered as capital outlays of depre-
ciable assets incurred during the taxable year
for the expansion of school facilities or (B) to
deduct allowance for depreciation thereof under
paragraph (f) of this section.

(b) Interest. -(1) In ~eneral. -The amount
of i~terest paid or accrued within a taxable year on
indebtedness in connection with the taxpayer's pro-fession, 

trade or business, except on indebtedness
incurred or continued to purchase or carry obligation
the interest upon which is exempt from taxation as in-
come under this Title.

.(2) No deduction shall be allowed in respect
of interest under the succeeding sub-paragraphs:

(i) If within the taxable year an individual
taxpayer reporting income on the cash basis incurs
an indebtedness on which an interest is paid in ad-
vance through discount or otherwise: Provided,
That such interest shall be allowed as a deduction
in the year the indebtedness is paid: and Provided,
further, That if the 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 vear."

I
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{ii) If both the taxpayer and the person to
whom the payment has been made or is to be made
are persons specified under Section 31(b).

(iii) If the indebtedness is incurred to
finance petroleum exploration.

(c) Taxes. -(1) In .e;enera1. -Taxes paid or
accrued within the taxable year in connection with
the taxpayer's profession, trade or business, except:

The 

income tax provided for under this'Title;

Income, 

war profits, and excess profits
taxes imposed by authority of any foreigncountry; 

but this deduction shall be al-
lowed in the case of a taxpa)Ter who does
not signify in his return his desire to
have to any extent .the benefits of para-
graph (3) of this subsection (relating
to credits for taxes of foreign countr~es);

Estate and gift taxes;

Taxes assessed a:ainst local benefits of a
l:ind tendinb to increase the value of tIle
propertj' assessed; and

Electric 

ener6Y consumption tax imposed by
Batas F'ambansa' BIg. 36.

.(2) Limitations on deductions. (A) In the caseof 
a nonresident alien individual and a foreign cor-poration, 

the deductions for taxes provided in para-
graph (1) of this subsection (c) shall be allo\ved only
if and to the extent t11at they are connected \vi th
income from sources within the Philippines; and

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.

I
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(3) Credit a ainst tax for taxes of forei n countries.
If the taxpayer signi ies 1n his return his desire to have
the benefits of this paragraph, the tax imposed by this
Title shall be credited with:

(A) Citizen and domestic corporation. -In the case
of a citiz-en of the Philippines ana of a domestic corpora-
tion, the amount of any income, war profits, and excess
profits taxes paid or accrued during the taxable year to
any foreign country;

(B) Alien resident of the Philippines. -In the case
of an alien resident of the Philippines, the amount of any
such taxes paid or accrued during the taxable year to any
foreign countr).; if the foreign country of which such
alien resident is a citizen or subject, in imposing such
taxes allows a similar credit to citizens of the Philippines
residing in such country; and

(C) Partnerships and 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 pro-
fessional partnership or the es.tate 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.

Nonresid~nt alien individuals and foreign corporations
shall not be allo\ved the credits a~ainst the tax for the
taxes of foreign countries allowed-under this paragraph.

(4). Limitations on credit. -The amount of the credit
tal~en under this section shall be subject to each of the
following limitations:

CPa) "The amount of the credit in respect to the tax
paid or accrued to any country shall not exceed the same
proportion of the tax abainst which such credit is taken,
which the taxpayer's taxable income from sources within
such country under this Title bears to his entire taxable
income for the same taxable year; and

(B) The total amount of the credit shall not exceed
the same proportion of the tax against which such credit
is taken, which the taxpayer's taxable income from sources
without the Philippines taxable under this Title bears
to his entire taxable income for the same taxable year.
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(5) Ad.ius!ments on payment of accrued taxes. -If
accrued taxes when paid differ from the amounts claimed
as credits by the taxpayer, or if any tax paid is re-
funded in whole or in part, the taxpayer shall notify theCommissioner, 

who shall redetermine the amount of the tax
for the year or years affected, and the amount of tax due
upon such redetermination, if any, shall be paid bj- the
taxpayer upon notice and demand by the Commissioner, or
the amount of tax overpaid, if any, shall be credited or
refunded to the taxpayer. In the case of such a tax
accrued but not paid, the Commissioner as a condition pre-
cedent to the allowance of this credit may require the
taxpayer to give a bond with sureties satisfactory to and
to be approved by the Commissioner in such sum as he mayrequire, 

conditioned upon the pa)~ent by the taxpayer of
any amount of tax found due upon any such redetermination.
The bond 11erein prescribed shall contain such further
conditions as the Commissioner may require.

, (6) Year in which credit taken. -The credits provided

for in paragraph ~c)(3) 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 foreibn countr)" accrued, subject, ho'vever, to the
conditions prescribed in paragraph (c)(S). If the tax-
payer elects to ta}~e 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 bf any such taxes shall '.)e allowed as a
deduction in tl~e same or any succeeding yeal~.

(7) r~roof of credits. -The credits provided in para-

.:;rapl1 (c) (;:)) s~all be, a~lo\...ed only if the taxpayer esta-
blishes to the satisfaction of the Commissioner (A) the

total amount of income derived fl~O!:1 solli'ces w-i thout the
D"'" " (,", ) + f " d .

df h.~l~lpplnes, 'u ~~e affiOUllv 0 lncome erlve rOQ eac

colli~try, the tax paid or accrucdto which is claimed as

a creGit under said paragraph, such amount to be deter-

mined under rules and reGulations prescribed by the

I'linister of i"inance, and (C) all ot:1er in~ormation neces-
sary for the verification and computation of such credits.

(8) Taxes of forei=n subsidiarv. -For Durposes of
this subsection a domestic corporation, which owns a
majorit:}, of the votinb stocl~ of a forei,;n corporation from
which it receives dividends in an)' taxable year shall be
deemed to have paid the same proportion of any income,
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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 corpo'ration from
which such dividends were paid which the amount of such
dividend bears to the amount of such accumulated 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 credit is taken which
the amount of such dividends bears to the amount of the
entire taxable income of the domestic co~poration in which
such dividends are included. The term'accumulated profits'
when used in this subsection in reference to a foreign
corporation, means the amount of its gains, profits, or
income in excess of the income, \var profits, and excess
profits taxes imposed upon or with respect to such pro-
fits 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 to his satisfaction shown otherwise), and in other
respects treating dividends as having been paid from the
.most recently accumulated gains, profits, or earnings. 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 corDoration. -The
deduction for taxes allowed by paragraph (c) shall be
allowed to a corporation in t~e 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.

Cd) Losses.- (1) By individuals. -In the case of
an individual, losses actually sustained during the taxableyear 

and not compensated for by insurance or otherwise:

(f-- )

If 

incurred in trade, profession, or business;

(B) If incurred in any transaction entered into forprofit, 
thoug;-h not connected with the trade or business;

(C) Of property connected with the trade or business,
if the loss arises from fires, storms, shipwreck, or othercasualties, 

or from robbery, theft, or embezzlement.
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The ~'iinister of Finance, upon recommendation of the Com-
missioner 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 taxableyear: 

Provided, ho\vever, That the time limit to be so
prescribed in the regulations shall not be less than 30
days nor more than 90 days from the date of the occurrence
of the casualty or robbery, theft, or embezzlement giving
rise to the loss.

CD) No loss shall be allowed as a deduction under
this paragraph 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 other-wise.

(3) Proof of loss. -In the case of a nonresident
alien individual or foreign corporation, the losses deduct-
ible are those actually sustained during the year incurred
in busine"ss or trade conducted within the Philippines, and
losses actuall)" sustained during the year in transactions
,entered into for profit in the Philippines althoubh not con-
nected \",ri th the'ir business or trade, \ihen such losses al~e
not compensated for b)r insurance or otherwise. The l'1inisterf .,.". :1 t .~ tl r"' ..L-a r 1nance, upon recOWmer!Ua 10n Ol .1e ~O~ill1SS1oner o.
Internal ,I'.c'1"cnue, is herebJ" authorized to promul;;ate rules
and re~ulations pl~cscribin;, amon~ other thinGs, t:1e time
and manner b." \~hich the taAUa'.'er sl1all su~mi t a declar~tion
of loss &stained from casuai t)r or from robberJ~' theft, or
e::lbezzlement durinb t-he taxa~le year: Pro~"ided, That the
time to be so prescribed in the regulations shall not be
less than 3n daJ~s nor ~Iore tl1an 90 daJ's from the date of
the occurrence of the casual tj~ or robber~r, t~eft, or
embezzlement giving rise to the loss.

(4) Canital losses. -(A) Limitation. -Losses from
sales or eXC:1anges of capital asse"ts shall be allo",ed on:!.:)r
to the extent pro\rided in Section 34.

(8) Securities becomin~ \"orthless~ -If securities
as defined in bection 20 become worthless during the
taxable year and are capital assets, the loss resulting
therefrom shall, for the purposes of this Title. be
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considered as a loss from the sale or exc11ange, on the
last day of such taxable year, of capital assets.

(5) Losses on \~sh sales of stock or securities. -
Losses on 'Wash sales-" of stock or securiti~~ ~~ -p~~~ided
in Section 33.

(6) ~~5e~ing losses. -Losses from wagering trans-actions 
shall be allowed only to the extent of the gains

from such transactions.

(7) Abandonment losses. -(A) In the event a
contract area where petroleum operations are undertaken
is partially or wholly abandoned, all accumulated explo-
ration and development expenditures pertaining thereto
shall be allowed as a deduction: Provided, That accumu-
lated expenditures incurred in that area prior to
January 1,1979, shall be allowed as a deduction only
from any income derived from the same contract area.
In all cases, notices of abandonment shall be filed with
the Commissioner of Internal Revenue.

(B) In case a producing well is subsequentlyabandoned, 
the lli~amortized costs thereof, as well as the

undepreciated costs of equipment directly used therein
shall be "allowed as a deduction in the year such well,
equipment or facility is abandoned by the contractor:
Provided, 'rhat if such abandoned \yell is reentered and
production is resumed, or if such equipment or facility
is restored into service, the said costs shall be included
as part of gross income in the year of resumption or
restoration and shall be amortized or depl~eciated, as
the case' may be.

(e) Bad Debts. -(1) In ~eneral. -Debts due to
the taxpayer ac-tually ascertained to be worthless and

charged off within the taxable )~ear except those not
co~~ected with profession, trade or business and those
sustained in a transaction entered into bet\veen partiesmentioned under Section 31(b) of,this Code. ~

(2) Securities becoming worthless. -If securities
as defined-in Section 20 areasce~t~i~~d to be worthless
and charged off within the taxable year and are capitalassets, 

the loss resulting therefrom shall, in the case
of a taxpayer other titan a bank or trust company incorpo-
rated under the laws of the Philippines a substantial-part
of whose business is the receipt of deposits, for the
purpose of this Title, be considered as a loss from the
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sale or exchanbe, on the last day of such taxable year
of capital assets.

(f) Depreciation. (1) General rule. -There shall
be allo\ved as a depl~eciation deduction a reasonable
allowance for the exhaustion, \year an~.tear (including
reasonable allowance for obsolescence) of property used
in the trade or business. I~ tlLe case of property held
by one person for life with remainder to another person,
the deduction sl~all be computed as if the life tenant
\vere the absolute o\vner of tILe property and sILall be,
allo\ved to the life tenant. In the case of prop~rt)T held
in trust, the allo\vable deduction shall be apportionedbetween. 

tILe income beneficiaries and the trustees in
accordance \vith the pertinent provisions of the instrument
creating the trust, or in the absence of such provisions,
on the basis of the trust income allowable to each.

(2) Use of certain methods and rates. -The term
'reasonable allowance' as used in the preceding paragraph
shall include (but not limited to) an allowance computed
in accordance with regulations prescribed by the Minister
of Finance, under any of the following methods:

The straight line method.

(B) Declining balance method, using a rate not
exceeding twice the rate which would have been used had
the annual allo\vance been computed under the method
described in paragraph (f) (1).

The s~~ of the years-di~its

method, 

and

CD) An)'" other method ";~'lich IJay be prescribed by the
};inister of r'ina::1ce upon recohmlendation 02. the Cor.1missionel~of Internal l~e'.renue. -

(3) Azc=reement as to usei'tll life on which de'"Jreciation
" b ' ,. ~ ~---d ' , 1 ." ~ " b -,-' '-, ."~r""""'~~"""'-~:3'" "" "T.'r vc E' j ase '. -\. .1e. ~ l.~l.4e... ...eu~" c;.t...O:lS p... csc... l ...Co ..oi ...~1e

~--'.,.--'-~--- -""""t a... 0' i.': r'" +'.0 """""""::?Ta~ and """0 """O""l""~SS-i o ~(-"'" 0 -4'" ..In S -~ oj. nan~c, ",..1- ...c..r.,J-, -~ ~ 1- v ;.~-~ .
-,- ...~"v' t " "l.nternal e".rcnue:, :1a.vC ei1...erec.:. :Ln a an a;:'03r:1e~" In ":rl,, :LnG
sncc:.~icall ". dealinb ,":i .I.::::. tIle us~ful lif 'z and rate of
d~precia.tio; of anJ" :LJT'ol"lert".)T, the rate so azreecl upo~ s:lall
be binding on bot!1 t~1C taxpayer arid t:le !.'~i~ister of Finance
in tl1e absenc2 of facts a~d Cil~clli~stances not taken into
consideration in the adoption of such a~reernent. ~he
responsibili t}" of estab2-ishin~ the e~,istence of suc~ .facts
and circumstances sl1all rest wi t!1 t:lC part)' initiating the
modification. An)T cllange in the a;reed rate and useful

)
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life specified in the aoreement sl1all not be effecti v.efor 
taxable years before the taxable year in wl1ich

notice in "Titing by certified mail or registered mail is
served by the party to the agreement initiating suchchange.

(4) Depr~cia!!on of p!:operties used in petroleum -

operations. ~ An allowance for depreciation in ~espect
to 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 method, it may at an)~ subsequent date,
shift to the straight-line method. The useful life ofproperties. 

~sed in or related to production of petroleum
shall be 10 years or such'shorter life as may be permitted
by the Commi~sioner of Internal Revenue.

.Prqperties not used directly in the production of
petroleum shall be depreciated under the straight-line
method on the basis of an estimated useful life of 5 years.

(5) De~reciation deductible b,T nonresident aliens or
foreign corporations. -In the case" or a ~~~~~~ide~t-~li~~

-

individual or foreign corporation, a reasonable allowance
for the deterioration of propert)T arising," out of its use
or emplo)~ent or its non-use in the business or trade shall
be permitted only when such property is located ,~ithin thePhilippines.

(b) Depletion of oil and ~as wells and mines. -(1: ~
~eneral. -In the case of oil and gas \\Tclls and mInes, a
reasona'bie allowance for depletion or amortization computed
in accordance \\Ti th the cost depletion method shall be granted
under rules and re;ulations to be prescribed b)' the ~iinister
of Finance: Provided, That when the allow~nce shall equal
the capital invested po further allowance shall be granted:Provided, 

flli~ther, That after production in commercialquantiti'es 
has commenced, certain intant,"ible exploration

and development drilling costs (it) shall be deductible in
the year incurred if such expenditures are incurred for non-
producing wells or (3) shall be deductible in full in the
~Tear paid or incurred or at the election of the taxpa)Ter,
may be capitalized and amortized if such e}~pendit~es in-
curred are for producing wells in the same contract area.

Intanbible costs in petroleum operations refer to an~~costs 
incurred in petroleum operations which in itself has

I
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no salvage \ialue and ,~hich is incidental to and necessarjr
for the drilling of wells and preparation of ""ells for
the production of petroleum: Provided, That said cost
shall not pertain to the acqui-sition or improvement of
property of a character subject to the allo\vance for
depreciation except that tl1e allowances for depreciation
on such property, shall be deductible lli,der this subsection

Any intangible exploration, drilling and development
expenses allowed as a deduction in computing taxable income
during the year shall not be taken into consideration in
cooputing the adjusted cost basis for the purpose of cornputin
allowable cost depletion.

(2) Election to deduct exJloration and develo ment
eA?end~t~~es. -~n compu lng taxable income, the taxpayer
may, a~ hlS option, deduct exploration and development
expenditure~ accumulated as cost or adjusted basis for cost
depletion as of January 1,1978, as well as exploration and
development expenditures paid or incurred during the taxableyear: 

Provided, That the total amount deductible for explo-
ration and development expenditures shall not exceed twenty-
five percent (257~) of the taxable income from mining operatio
computed without the benefit of any tax incentives under exis
ing laws. This subparagraph shall not apply to expenditures
for the acquisition or improvement of property of a character
which is. subject to the allowance for depreciation lli,der
Section 30(f)(1) of this Code but the allo~~nce for depre-
ciation thereon shall be treated as expenditure.

The election bJ" the taxpayer to dedllct the explor-ation
and develop.-nent expenditures is irr-ev~cable and shaJ_l be
binclinz. in succeedin:;- taxable j'"ears.

T n no C "' se S 11~" +~l': S -' a ""'a "'"!'"' a nT, a n '!... ,.,':.1-1-, T""c~r., ...0-..co. .u.~~ "'-~ J.) J. o~ JO'-. ;'~1..I~.; .~~.. ~-°J..'-~v ,-"

ailiolli~ts p~id o:~ incurrec, ~or t:1e e~~loration and de~rclo)ment
() ~ 0 ;1 a n a' ''''as 'T'~ l '='. ... eI~"'" .'",.~-.l o "~a "',;' )n """"'j """ Ul-7-1--:1""" S ' "l o a ""'" ..."-.L '--' U "- '- ,.j -.1'-1"'" -1.,-,-, -J"l~'-'- .:-'-'..,-- , J.'-~
.""'~p'"'n('; + u~e ~ P~; r1 or ; n"'Ul,..~o~ '~O "~ -'-~1'" """'~,,",r\S O ,,-('

as ''o'''''-'-~'; 1'1 '; n c -~.._1.",-",.. '- ~~u .:-.L J._L_.. l,'-~J:.."""..J"""'v- ~_£v~.:-~.l.t:

t~le e}::istence, location, extent, or quality of an)" deposit
:)f ore Ol~ oth~r mineral, and paid 0:::' incurrec. before the
be .-'; '-"n; n '" 0 .,. ...h l" a' e\ 'O lo ""'.~ ent S "'a '""e O ~ t ',o r:'-; n o O ~ ':;o"", s ';';-0"'1.J.J._"-'-.:;, .L '-. -' j;Jl., "I:;).L. J.- .,~l u-l..l1..; .; TILe term' developr1ent expenci ttL~CS' means expendi tUl~es paic

or incurred durin; the deve_:opment sta;e of the mine or
otl1er natt~al deposi:s. The development sta~e of a cine or
ot:1er natural deposit slLall beGin at the time \,'hen deposits
of ore Ol~ otI1er nlinerals are shO\\TIl to eJ~ist in sufficient
commercial quanti t)r and quality and shall end upon commence-
ment of actual commercial extraction. .

\
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(3) Depletion of oil and ~as \vells and mines
deductible by a nonx~dent alien inp.ividual or f~l~eiJ::n
corDorat10n. -in tne case o~ a nonreS1aen~ a11en 1nd1vidual
or a lore1gn corporation, allo\vance for depletion of oil
and gas wells or mines under subparagraph (1) shall be
authorized only in respect to oil arid bas wells or mines
located wi thin the Philippines. ;-

(h) Charitable and other contributions. -(1) In
~eneral. -Contributions or gifts actually paid or m-ade
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 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 \velfare insti-
tutions, 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 69'6 in the case of an individual, and 376
in the case of a corporation, of the taxpayer's taxable
income derived from business as computed without the benefit
of this and the following subparagraphs.

(2) Contributions deductible in full. -Kot\vithstanding.-the provisions of the preceding subparagraph, donations to
the followinb institutions or entities shall be deductible
in full:

(A) Donati'ons to the Govern.T'rJent. -Doilations to the
Government-of the Philippines or to any of its aGencies or
political subdivisions includin; fully-o~~ed government corpo-
rations exclusively to finance, to provide for, or to be used
in undertal:ing priority acti \...i ties in education, health,
youth and sports development, human settlements, science and
culture, and in econoraic development according to a national
priority plan to be determined b)" the KEDA, in consultation
\vith appropriate government agencies, includinb its rebional
development councils and private philanthropic persons ~~d
institutions: Provided, That any donation \vhich is made to
the Gover~~ent or to any of its abencies or political sub-
divisions not in accordance with tILe said annual priority
plan sIlal1 be subject to tILe limitations prescribed in sub-
paragraph (1) of this section.

(B) Donations to certain forei~n institutions or
international or~'aniza~ions. -Donat-ions to foreI~~ i~stitutio
or international' o::.~~~nI~ations which are full)" deductible in
pursuance of or in compliatice wi"';.h a6reeruer1ts, treaties, or
cowrJi tments entered into by the Gove~~~lent of the P11ili~pines
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and the fol~eign institutions or international or[;anizations
or in pursua:lce of special la,t.'s.

(C) Donations to certain urivate folli~dations. -The
term 'private foundation' means' a non-profit domestic corpo-ration:

(i) Organized.and operated exclusively for scientific,researcI~, 
educational, character-builGing and youth and

sports development, health, social welfare,' cultural or
charitable purposes, or a combination thereof, no part of
the net income of which inures to the benefit of any private
individual;

(ii) ~Thich~ not later than the 15th day of the third
month after the close of the foundation's taxable year in
\vhich contributions are received, makes utilization directly
for the active conduct of the activities constituting the
purpose or function for which it is organized and operated,
unless an extended period is granted by the i'1inistry of
Finance 'in accordance with the rules and regulations to bepromulgated;

(iii) The level of administrative expense of which,
shall on an annual basis conform with the rules and regula-
tions to be prescribed by the ?-iinister of Finance but in no
case to .e}~ceed thirty percent (3OC;~) of total expenses; and

(iv) The assets of vlhich in tI.1e event of dissolution
would be distributed to anotl1cr nQn-profi t domestic cor:JOl~a-
tion organized fo~ similar purpose Ol~ pUl~poses, or to t11e
Stat~ for ~ublic "")t:r-.osc , or would be distributed 'b"',,'" a co~r-:~ ..' '"
to an,:;.t:1cr or~'al1izatiol1 to be used in SUC~1 man...'1er as in the

.U

.:'1,1",..",,~+ .') .t' S ~.; r1 CO "-:"~ c' la '" },e ~+ :) c "'or"~,1
1.' S ~1 -!.t.1e ~'::- n o~a1":"""'0'01_""" ...t, a_.. \.--" "'" --'- OJ """ -'"' "'.,-- , v- ...,- ~- -

-"""~-"' se "' O~ \ ,,1...1.' ,.,l .1 ~' .1'" " 1.' Sso 1 r~ O ""~' a ""; za ~; O n \ Ta C or ~'n,.,.; -r,r"!iJ"""~-"-' .J..i. ...!..~" v: , ,_VI;:; J.Q;'-~ V~"-" "..- ,-,""'L"'~~'-'.

Sub ;ect -to SUC:l tcr~1S a:1G candi tiOllS as [;a"'.:- be ;):'es-v v .
,"'~~"h ed b ..,. t l 1' r..i ""i ~+oY' O f' 1':'; nan "'" t ~l '" L e "'m I U + l' l i z ~L; n""~.-,-u J ; J.i ,",_.L... ~, .;;.l J.. v -".;.v~~i.J.
"'.:.~nc::'..1~Q.!.4'" .

Any amolli~t in cash or in kind (including admi-
nistrative expenses) paid or utilized to1 " .,. .. h .1..'accomp lsn one or more purposes lor W::llC l,.1e
private folli~dation \vas created or organized.

An)' amo1mt paid to acquire an asset used (or
l1eld for use) directly in carrying out one
or more purposes for ~111ich the foundation was
created or organized.

An amount set aside for a specific project which
comes wi tl1in one or more purposes of the foundation ma)T
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be treated as a utilization, but only if at the time such
amount is set aside, the private foundation establishes
to the satisfaction of the Commissioner of Internal Reve-
nue that the amount ~'ill be paid for the specific project
\olithin a period to be prescribed in regulations to be.pro-
mulga ted by tl'le r1inister of Finance, but not to exceed
5 years, and the project is one which can be better
accomplished by setting aside such amount than by immediate
pa)'ment of funds.

Valuatio~. 

-Properties other than cash donated
shall be valued in accordance \vith the rules and
rel;ulations prescribed by the i"~inister of Finance
in consultation \'lith appropriate Governmentagencies.

Proof of deductions. -Contributions or gifts
shall be allowable as deductiop only if veri-
fied under t11e reGulations prescribed by the
r.:inister of Finance.

(i) ,P~_~ion trusts. -An employer establis~inG ormai~tainin;; 
a pension trust to provide for tI.1e payment of

reasonable ,ensions to his emploJ'"ees shall be allowed as
a deduction (in addition to the contributions to such
trust during the taxable year to cover the pension lia-
bility accruing during the year, allowed as a deduction
under subsection (a)(l) of this section) a reasonable
amount transferred or paid into such trust during the
taxable year in'e}~cess of such contributions, but only if'
such amount (1) has not tl1eretofo:-e been allowable as a
deduction, and (2) is apportioned in equal parts over a
period of. l~ consecutive years b3~iili~in~ 'vi t!1 tIle year in".,.1'; ro1-- t 11° ~"' ans .t'n r 0 ,-- """'-~l e., t ]..S ""'ad o ' J. .-"... .1..., -~"'...>.,.. J ",

(j) ;~ddij~ional reQuirement for ded;Jctibi~itv of certain.~~ "" i ,.". --." -.+ -:,,--' ~ ~. ;p-~~0~- --~-- ~--~
a 1'1 .' "",".";c .L'~".,~ .-:"' e..c;.mc.._s.. -..J..., a,..\.)l~..", 'o;c.;lu OJ. ;Ja'. ; e \,-1..1 --~ oJ~I.':: w-,-",

.-."" -~
":"";' u"""-:"""' e (""' o ~' or j-a '-"',., ;...,.L..., """"'~'l... t ;~ ,..0 ""'-'11+';...,... -"~')~ s""-'-'-'-"".1-,-,..:. "".1.'.', :"..';;'.~.1-..J.",vc;a.-,""-"",,,-, ...~ "Il."""".1."J.c..oJ.;"'"
inc.')[.1c or for w~1ic~1 cle:Jl~aciation or a!:lortizatior:. r.1B.:,- b~
~1" , - ,_tn c' ..,~.rlr-'" t '.,.; c ~ ""...L': 0 ""' S :.,~ ~., " a l 1 '"',.'",r1 as n r~"""" C o!- l-" n'..1--,-,-,.-, u ~ '-'-'-"".1. .~, _..c..~.-,- c v .~~, c;. '"-'-'-\..1 ...v.

...,.-.~-,. -;~ ;+ .; s S 1'I O"r:'1 +1 .1a+ "" .1'" +a "- "~""q"'.; r n,1 + 0 "'e cl° ('!" c "'or"1 uJ..~,) ,-~",... ..0,J.J.,,- ","J."'", ,.J.'~""".1---'-'", ~ --,-,"v_'-'
"'nc ~ ,_t.; t 1.1~.1t:' 1( '! t ' lC "' C J'", O "" 1.,~S "!"le0-. " a .;,."1 + 0 ~1 .1e ry ur r-."' u Of'Co. , ..L ..-~ , ..J. 01_-,- 1.. _J.~ OJ _J.- ) .1.,-,-" ~- .j " '-
=nt~rne.l ~o\"cnue in accordance \,,1 t~l t~1is section, Sections
"-1) a...,r' ("1.4 0 co .",.; s ,..od '"v&'" J.J ~ ~ 10__.1.

(1:) O:::tiona:: standal~d deduction. -In lieu of the

deductions allo\~ed under the precedin6 para6rapns of t.:~isE:

)
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section an individual subject to tax undel~ Section 21(a)
other than a nonresident alien, may elect a standard deduc-
tion in an amount not exceeding ten percent (lv;o) of his
bross income. 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 deduc-
tions allowed in the preceding subsection. The r1inister
of Finance shall prescribe the manner of the election.
Such election when made in the return shall be irrevocable
for the taxable year for \vhich the return is made.

Notwithstanding the provisions of the preceding para-
graphs, the r1inister of Finance upon recommendation of the
Commissioner, after a public hearing shall have been held
for this pur.pose may prescribe by regulations, limitations
or ceilings for any of the itemized deductions under para-
graphs (a) to (i) of this section: Provided, That for
purposes of determining such ceilings or limitations, the
~linister of Finance shall consider the follo\ving factors:
(1) adequacy of the prescribed limits on the actual ex-
penditure requirements of each particular industry; and
(2) effects of inflation on eA~enditure levels: Provide~,

further, That no ceilings shall further be imposed on
items of expense already subject to ceilin6s under present
law.

(1). Personal exemutions allowable to indi\~iduals. -
(1) Basic personal exemPti~~. --:-F'~~-I:fie -~~~~~~ "'~I"~~ter-
mining;-the tax pro\~id~d---i~-S~ction 21(a) of this Title,
tllere shall be, allowed a basic personal exemption as follows:

For single individual or .
married individual judicially
decreed as le~ally separated
with no qualified dependents ~.~ o~n~ v, J"-

For 

head of a family 0'," ...~ o')? (, v... ',-

For married indi \~idual ~~ 1 2 ,')r'\r'\~ ~ ,~..I...

?ro\"ide~, That husband and ""ire electing to compute their
income tax separatel)" shall be entitled to a personal exemp-
t . f ~ 00 '" .lon 0 ~o, ,v eacn.

1;' .f' t 1 + I TY d .e- .Ior purposes 0... \,111.S paragrapn, ;.1e l-erm :lea Qol.
Fa;llilJY I means an unmarried or leball~" separated man or \-IOwan

~Jith one or both parents, or with one or more brothers or
sisters, or ~Tith one or more lebitimate, recobnized natural
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or le.;ally adopted chilcl.ren living ,\"itI1 and dependent upon
him for their chief support, where such brqthers or sisters
or children are not more than twenty-one (21) years of aGe,
UDn1arried and not gainfully employed or where such children,brothers 

or sisters, regardless of age are incapable of
self-support because of Dental or phJ~sical defect.

(2) Additional exemption

(A) .T~xpayers with dependents. -A married invididual
or a head of family shall be allowed an additional exemption
of Three thousand pesos (P3,OOO) for each dependent: frQ-
vided, That the total number of dependents for \vhich addi-
tional exemptions may be claimed shall not exceed four
dependents: Provided, further, That an additional exemption
of One thousand pesos (Fl,OOO) shall be allowed for each
child who otherwise qualified as dependent prior to January
1, 1930; and. Provided, finally, Tllat the ad~itional exemp-
tion for dependents sllall be claimed by only one of the
spouses in the case of married individuals electing to com-
pute their income tax liabilities separately.

In case of legally se~arated spouses, additional eX9u[,-
..(; ioi1S wa;)-" be claimed anI:;." bjr the spouse W:10 ",ras a\.,arded
cus .L od "- of .L"! le C'1 ;"!r' or C '~ J..1 d """'M' ry~ o"-';r l Q'" ~1 l ~+ t ' .1C ~",.L.." l. , l..: -'-.:-.";' ..~~-;'I_, .""-"-'-'-~u , .i..a" .: v..",c..~ 01

arnollilt of. addi tional excmptions that may be claimed bJ~
both shall not eJ~ce'9d tIle n1a}~im'.L'I1 additional exeIi1ptions
11erein allowed.

?or purposes of this ?ara~raph, a dcpendent' means a
leGitimate, recognized natural or leGally adopted child
chiefly dependent upon and livinb with the taxpaj.er if such
dependent is not more than twenty-one (21) years of age,
unmarried and not gainfully employed or if such dependent,
regardless of ace, is incapable of self-support because of
mental ,or physical defect.

(B) Taxpa ers \~ith~ross corn, ensation income not ex-
ceedin~ fgQ~_O. -.1\. special aCldl. tional e~..ernption of Four
t110us~nd pesos (?4,OOO) shall be allowed if the bross income
of a sinGle, married or le[allysepara ted indi\'"idual, or ~1ead
0 .(' fa m': 1,:" ,.10 "'S not exc co d "'11ea "'"""~e r' a+ e amoun+ of 991'"' r,r\~..1. .,.J..I""l to; J. '-.. DQ. U v ." .-'..1, -'-"'"

?rovided, ':'hat in caSG r1arried indi,,-ic1uals elect to cor:ll)~te~1eIr 
inco:'.1e tw;: sc:;::JCll~atelJ:", t:le spo:.tse clail::.in; tIle E;.Gc.i-

"";~'~~ l ""' e ~" ) + l..O ~ .f""\~ o.1,"""'en ,.1on+ C ~'i1 o."~ en S ~~~",1 1"", "".,..L.';+""' (~v-"-',JJ.J.c;' CJ~~..jJ:'"' _J. -'-oJ'- -1-' J '"' -'"-- -.ic.~... OJ- _..v_'"'-~.
.1. () .+-11e S "",)p...';~1 "'rl"' l..-'; o...,~1 ""'-0..""".1.-; 0 '" ,.,1' ~",1 ","",",\""" ". .i. -~...=""- ""'-"\.J. ~~ .iC' -.1'--".£""'- ,-i v.L --, -'V~.

j
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"7 ) '"'r-.."..,. '" 0 " ~.J..".J.t1S -T..n +' 1'" +"""--'~'J""~ ""!!~'~-; "'(' or " 'u V.L ).).;\:; lJ. .,,~~v~. J.~ ".1;; "'~-"'.J~,_.. ""-'_J._-';.'
...' -¥

s~10uld ;1ave e.c.1di tional depend'~nts as definCd abovc du.rin.:;
t:le taxabl(: year, the taxpa)rel' l-:1ay clair:i t'.le cOrreSl)Oncing
personal and additional exemption, as tIle case may be, inf ' 1 .t' ..UJ. J. or SllC::l year.

If the taxpayer should die durinG tIle taxable year,
his estate may still claim tIle personal and additional
exemptions for himself and llis dependents as if he died
at the close of such year.

If the spouse or any of the dependents should die or
if any of such dependents becomes twenty-one years old during
the taxable year, the taxpayer may still claim the same ex-
emptions as if they died, Ol~ if such dependents become
t,.,enty-one years old at the close of such year.

(4) ~l,~~~~~g;~ fgr c,~g~¥~~meg~. -Upon the recommenda-
tion of the l'i1.nister of l' 1.nance, the President shall auto-
matically adjust not Dore often than once every three years,
the personal and additional exemptions taking into account,
amonb others, the movement in consumer price indices, levels
of minimum wages, and bare subsistence levels.

(5) Personal exemutions allo\vable to nonresident alien
indiv-idual-s. -A nonresident alien individual engaged in
trade or. business in the Philippines shall be entitled to
personal exemption in the amount equal to the exemptiops
allowed by the income tax law of the country of which he is
a subject or citizen to citizens of the Philippines not
residing in such country, but not to exceed the amount
fixed in this section as exemption for citizens or residents
of the Philippines: Provided, That said nonresident alien
should file a true and accurate return of the total income
received b~' him from all sources in the Philippines, as re-
quired b)T this Title.

(m) Exemution and deduction allo\vable fro~l forei~n
source incooe derived b,'" nonresident ci "";;izens. -In C~~I=
?Ju"ting the ta>:able income subj~c"t to t~~-~';~i~r Section 21(b)
the following deductions s~all be allowed from Gross incoUle
deri '.'ed b)' a nonresident citizen from sources without the
~~; 1 ; npJ." n o s "
J. ~J "--- --"

(1) ~~~n allo\vance for personal exemDtion ir~ the amount
of two thousand dollars (U.S. t2,OOO), if the
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pcrso:1 

Dakin;;; t~le return is a sint;le or a
mal~ried person legally separated from his
or her spouse; or four thousand dollars
(U.S. $4,000), if the person making the
return is married or head of the family,
as defined in Section 30 of this Code; and
The total amount of the national income tax
actually paid to the government of the foreign
coUntry of his residence. For this purpose,
every nonresident citizen availing of this
deduction shall attach to his Philippine in-
come tax return a copy of the income tax re-
turn he has filed with the goverTh~ent of the
foreibn country of his residence."

(2)

SECTION 12. Section 34, paragraphs (g) and (h) of the
r~ational Internal Revenue Code, as amended, are hereby repealed.

SECTION 13. Section 35, paragraphs (a) and (b) of theNational Internal Revenue Code, as amended, are hereby -

amended to read as 'follows:

""
(a) Co~nutatiori ~f ::a~n or lo~s_. -The gain from the

sale or other disposit1.on of property shall be the excessof 
trle amount realized therefrom over the basis or ad-

justed basis for determininr;-' r;ain e.nd tl'le loss shall be
tlle excess of t:'i'Z basis or adjusted basis fOl~ dete11I',iininG
loss ov-er the amolli~t realized. The amoluLt realized from
the sale or other disposition of property sl1CllL be tIle
S '.,.,.,.,O ol' m rT'r\o"" ~ ec o';"", G." ~' us ~ h o ol'~; r ~ a ",j-o+ ,r a ' u a O ol' t ' l '" wll .1. Il VJ.J.".;'" .., ~ .;.-"" v. -.; .l.C'-.;.. i.1.i. '".~" '. -'- ~ --~

.,",~o"",a""+"" ( O"'h .~~ t 1'an r '1o""'e "- ~ ~o ce '; ..re r~",' J_.LU,,' 1.l.':~.L ',J. ,J.';;JJ.- "

(,-': r-."' S ';~ ~" 1~ (1",+o"',-,i n ';""'" """' 1.'", or '~~ s f"'~ om .,.~~o "'" ,oJ) _JG'- -,-" .l."J ."".~*._1- J.~..J." ,u '" -,.~." ~L 1,1 ""C' ~ ,-'"

"';.c::"'"""
) C::;~.; 0 "'" r-- "-'~ O -l"'~""- -""a c::J."~ O .-"" O-'l"'~'+~" c:',--'1 '"", =-,-,'--~-'~-_J.. ~.J.. ,.'). ':'.!. v~_. L.~ ..."... .J LJ'- ...J~'" ".> ~.,c-_.::- :..J~

-' ~ ~ ~1-- ___,,_-L'_~.~,,~.!' ';
le ,., O c:-I- +"""~:"""'" .: n +"!~ e C ,",~n C ~ ~"",-"""'+". """("o'1 1.'~.""r~ 0 ,..,\.-J -'- ,-,v v._-~ ' L ".L c:~,,~ ...i-'"'" '-'.;.'~~ "'; c.."""i'-'- '-'- ...

,.. b ",.t'""", ,. ~"'Y' Ct,.. 1 :"" ~ 1..L' S ..",~ - 1~O"' C"~"'_. " ""C:: a " q "; "'0-' "!~..-
v~ ;;:.l.V.L... ,.~~ ...!-, _J_c"-', .;.. u ~l '- i-"';",) Vc:..~ -t._.!..-'-"" "-',i

""",,"" las o, or..J L ~ ,

( 2 ) -n, L'. '.4.' , L' +' d .4. ,.\ .1.118 .;.alr mar -~C '" pl~1.Ce or va...t1.f.: as 0.1. "ne a "e o~
acquisi tion if t:le Sal:1C \.;as, aC(ll...il~ed by inheri tanc0; OJ.~

(3) :f the propert~~ \~as acqui~ed bj" gift the basis
sllall be the same as if it would be in the hands of the
donor or the last preceeding o\vner by whom i t \~as not

)
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acquired by gift, eXC.9pt t1lat if suc11 basi.s is breater
than the fai.r marl~et value of' o;;'he propcrt~,. at the time
of the gift, then for the purpose of determining loss
the basis.sha~~ be su~h fair market value; or

('4) ,If- the property, other than capital asset referred
to in Section 2l(e), was acquired for less than an adequate
consideration in money or money's woI:"th, the basis of such
property is (i)_the airloUnt paid by the transferee for tI'le
property or (ii) the transferor's adjusted basis at the
tirri_e 9f'.~he'-trans!er \;"llichever is Greater. ..

-.(5)': T11e basis as defined in para'(;raph (c)(5) .of this
section if. the properj,)". ,-,as ~cquired in: a transaction wllere
~ain or loss is not.. recoGni-z.ed und~r:.- pa~ag;raph (c) (2) of
...' 11'\>i1J_S .sec..l0n., ". .~: -:- ~~.. ~,:,~.,.

--

.:: .SECTIO~,J 14. ~ Section- 37, paraGra?:'l ,(b) qf t~1e i\Ja tiona1
Int_erp~l ?~evenue Code, as' amendeq, is hereby further amended to
r_ead as lo11ows: ;:: -'.. r

Taxable 

incorr,e fl~Or.1 sources wi thin t~e PI'liliD~ines-' 'I. (b)
(1) General rule. -~l'rOr;1 th~ :LteDsQ.i.Gross 1.ncome spec1.fiecl
in subsection (a) of this section, .tl)ere shall be deducted
the expenses, losses, and otIler deGuctions ~roL)e~ly allo-
cated t~1ereto and a ratable part of. e~~penses, interests,
losses, a~d otller deductions' effectively connected, \\"i th
the business or trade ~onducted exclusivelji\\"i thin the
Philippines w~ich cannot definitely be allocated to
some items or class of-;-ross-income: Provided, That suc~
i ter.1s of deductions sllall be allo\.,ed only if fully sub-
stantiated by all the information necessary for its calcula-
tion.- The remainder, if any, shall be treated in full as
taxable .incorJe from sources_w_i ~hi~ t~e Pllilippines.

(2) Exception~ -~~od~ductions for ~nterest paid or
incurred abroad shall be allowed from the item of ~ross
income specified in subsection (a) unless indebtedlless was
actually incurred to provide funds for use in connection
with the conduct or oueration of trade or business in thePhilippines." -

SECTION 15. Section 43 of the National Internal ~evenue
Code, as amended, is hereby amended to read as follows:

"Section 43. Installment basis. -(a) Sales of dealers
in Dersonal proDerty. -under regulations prescribed by the
1"1inister of i'-'inance, a person who regularly sells or other-
wise disposes of personal propert)T on the installment- plan
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may return as income therefrom in any taxable year
that proportion of the installment payments actually
received in that year which the gross profit realized
or to be realized when payment is completed, bears to
the total contract price.

(b) Sales of realt and casual sales of personalt .-
Tn the case 1 of a casual sale or other casual disposi-
tion of personal property (other than property of a kind
which would properly be included in the inventory of the
taxpayer if on hand at the close of the taxable year), for
a price exceeding one thousand pesos, or (2) of a sale or
other disposition of real property, if in either case the
initial pa)~ents do not exceed twenty-five percent of the
selling price, the income may under regulations prescribed
by the i'linister of Finance, be returned on the basis and
in the manner above prescribed in this section. As used
in this section the term 'initial payments' means the pay-
ments received in cash or property other than evidences
of indebtedness of the purcl1aser during the taxable
period in which the sale or other disposition is made.

(c) Sales of real uropertv considered as capital
asset by individuals. -An indi~"idual WhO- ~ells-o~-di~-
poses of real property, considered as capital asset, and
is otherwise qualified to report the gain therefrom
under paragraph (b) may pay the capital gains tax in
installments under regulations to be promulgated by the[\iinister 

of Finance.

(d) Change from accrual to installment basis. -If
a taxpayer entitled to the benefits-of-s~bs~cti~~-(a)
elects far any taxable )Tear to report his taxable income
on the installment basis, then in cornputin6 his income
for the )"ear of change or any subsequent JTear, amounts
actuall)T received during an)" such year on account of sales
or other dispositions of propert)T made in anJ~ prior year
shall not be excluded."

SECTION 16. Section 45 of tile National Internal :~evenue
Code, as amended, is hereb~~ furtl1er amended to read as follows:

"Section 45. Indi \'"idual returns. -(a) ~leauireI;1ents
(1) Except as pro~~ided in para~raph (2) of this -Sectio~,
t11e follo\\"ing incli\-iduals are required to file an inco~1e
t a..,--c r e t Ul~n :
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tl1e Philippines or abroad,

Every aliGn residing in the Philippines, re-
gardless of whether tl1e bross income was de-
rived from sources \vithin or \vithout thePhilippines, 

and

Every nonresident alien engaged in trade
or business in the Philippines.

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

Individuals whose gross income does not exceed
his total personal and additional exemptions
for dependents under Section 30: Provided,
That a citizen of the Philippines engaged in
business or practice of profession within or
without the Philippines and any aJien indi-
vidual engaged in business or practice of pro-
fession within the Philippines, shall file an
income tax return, regardless of the amount
of gross income.

I{egardless 

of the amount of income, the fol-
lowing individuals shall not also be required
to file an income tax return:

(i) Individuals wl~ose income consists
solely of interest, prizes, v!inninGs, royalties,
dividends, share of an individual p~rso~ in a
partnership referred to under Section 21(c);

(ii) Alien emploJ"ees of ro6ional or area
~1eadquarters of multinational corporatfuns "Ii tl1
reS:i:1ect to inco:le referred to lL.'"lder Sectior:. 22(c),

"..., . , . 1 . ~ ' 1 ."~' ',::. t:\T"'"n 'r"'" ,- -..~,.".. -~,......~-~.: .t ~~ns ~.Jl.i;."'O.) ~U ,) O~ _c S 10- -!)an~.~nv
l '~';+~ \ ".;+', ~" s !"""'+ ...0 "in" o"""o ur""";P"-' '"'f.""'-!-;""~ nl)(r1"\uJ.-,-\.,,", \"""-'- J.~ .I.'-"""'~ \, l"'~,-,,~.;. .;)~_,,_../~. ,'-";

(.; ",.', ',' ;, 0"""" ,..,-","'c of """~'~;"'I"- C r\"'.I.~""...I. "'~~c

\._oj ~ ~1.' ~""')-'-'-'01'--~'" "'-' ' '.I.~~ ,-,._,,_c."-'v'..).~

and subcontracto;."'s enZa[;cd in ?et::--oJ.eurr: e~:-:i]"O-
"'-4-; 0 '" ';.-. .I.'1 n ""l"i~;~""'; n""c ' or;.I.." ~""C'-""".I. +~. ';""' 0 ""'"...c." i. -1.. v. ~ '--' , ~"" "_v... ~ ~-L..~~I- v..." -,-.1 ..1-

~n~o~~ ec~ .I.
0 t On r'~~ ~~e ~

c + J." O ~ n~ ( e ' an ~;'~"'~_J.", ulooi':: , v 1..L..: ,,~; -",",-

~
II'
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(v) '~ther incividuals not required to
file an inco~e ta)~ ~eturn, 'Ul~SUa!!t to ot:ler
provisions of this Code and other laws, beneral
or special.

(3) The income tax return shall be fi-'led in duulicate
and shall set forth specifically the gross amount of. income
from all sources, except that of nonresident aliens en-
gaged in trade or business in the Philippines which shall
contain only such income derived from sources within thePhilippines.

(b) \vhere to file. -Except in cases where the Com-
missioner of Internal l{evenue otherwise permits, the return
shall be filed with the Revenue District Officer, Collec-
tion Agent, or duly authorized Treasurer of the ~lunici-
pality 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 Offi~e of the Commissioner. of Internal Revenue.

(c) When to file. -(1) The return of any individual
specified above shall be filed on or before the fifteenth
day of April of each year covering income for the preceding
taxable year.

(2) Individuals subject to tax on capital gains:

(i) From the sale or exchange of shares
of stock not traded thru a local stock exchan~e
as prescribed under Section 2l(d)(1) shall file
a return within thirt)" days after each transac-
tion and a final consolidated return on or be-
fore .~pril 15 of each year covering all stock
transactions of the preceding taxable year.

(ii) rrom tl1e sale or dispostion of real
property under Section 2l(e) shall file a re-
turn wi thin thirt)'" days follo\\"ing each sale or
other disposition.

Cd) Husband and ;ife. -In the case of married Dersons,
\"hethcr citIzens, resident or nonresident aliens, onl)'" one
return for the taxable year shall be filed b)" either spouse
to cover the income of both spouses, but "There it is im-
practicable for the slJouses to file one return, each spouse
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may file a separate return of income but the returns so
filed shall be consolidated bj" the Bureau for purposes
of verification.

(e) Re~urn of ~a!;en! to i~cl:!;!de income of children.
The income of urunarried minors dep.ived from property re-
ceived from a living parent shall be included in the re-
turn of the parent, except (1) wl~en the gift tax has been
paid on such property, or (2) when the transfer of such
property is exempt from gift tax.

(f) Pe£sons under disability. -If the taxpayer is
unable to make his o~~ return, the return may be made byhis 

duly authorized agent or representative or by the
guardian or other person charged with the care of his
person or property, the principal and his representative
or guardian assuming the responsibility of making the
return and incurring penalties provideq for erroneous,
false or fraudulent returns.

(g) ~_ignature prestL'ned correct. -The fact that an
individual's name is signed to a filed return shall be
prima facie evidence for all purposes that the return \.;asactualIysrgned 

by him."

SECTIO~~ 17. Section 46 of the National Internal F~evenue
Code, as amended, is hereb)' furtl~er amended to read as follows:

"Section 46. Corporation returns. -(a) :lequil~ernents.Ever:- 
corporation, subject to the tax herein imposed, ex-

cept foreign corporations not en;a6ed in trade or business
in tl~e t~hilippines sl1all render, in duplicate, a true and
accurate quarterlJ'" income tax return and final or arJ.just-
ment return in accol~c1ance \\'ith tile pro",'isions of CI~apter
I~= of this ':'i tIe. The return shall be filed bJ'" t~e presi-
,.10...,+ "- J.°,..o ""'~o(: J.°r-:"'n .j. O~ """" l ~'" """"; ncJ.°':"'~.. O l"L' J.'"o r a ' S ! l -"

~~",'v_-l"'-""'-"-" J...1""-"'1."'~ :c.-""'", .'-.lv_, ",..\..o..Oo-,-.L

be sworn to OJ'" StlC~l officer a:Llcl bJ' t:1e t:'9asurer or assist-
p,.,,+ +"!" eas ""~""~"v- J. .

I},'. ml. ~,',",1-"., ~."~ r r.o(' """"- ) n"""+~~"" .r- O ~-" O '~"'~-i O '" , a "" -~ ) Ci ,""~-1-\;. \";'u ...'.J. oJ'" '. ,""'-i.~_Lv,.~. --'. ~ ..., ';'(;;.'J~ J.~ ',0 ;
~ u

""~--'; O "'-" c.-i+1 1"""... ca ""'nG'J"~ "'.""'a :-- '"'~ !"-1SC ~l ","a aJ.~ ~C a b ::! s "s '~O Y' ~"-..' J- " --"L ~ ~ -~ ..~. ,,-. v- --~~ u ~ ~..- ~ -~.
4"'.;": n r- .;+". an "'ua ' J.' n "~"1'" + ax .,..a.u~~n. ;)~ O\ ' J..r10 d "r" la '" "'~"'e~.L.~..L.40.LV;;' L~.L ~,-,v.."I:;",~--l,--J.';'. --' ~~,-J. ,,1..1.J.
r- O"'DO ""'" + J." O ~ S 1.. a l1 I"'~. cha ,",'T.e +! l o ac r- oun '" i n~ ,-,0"' J.' oc" Om.T"'. ] O',"c.-'1 '-'-~ ~~v j.~ :'1 L"..-'l, -J.4~ ...~- "'-J.oiJ t"u'_L;.

\~i thout prior a~prova1 from t;Le :o~~issioner of Internal
l:evenue in accordance \...i th the pro,'"isions of Section 41 of
this Code.
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(c) Return of corporation contemplatin~ dissolution. -
Every corporation shall withln thirty .ays a'ter the adop-
tion by the corporation of a resolution or plan for the
dissolution of the corporation or for the liquidation of the
whole or any part of its capital f>tocl:, including corpora-
tions \vhich have been notified 01 possible involuntary
dissolution by the Securities and ExchanGe CoQmission,
render a correct retu..~n to the Corilmissioner of Internal
~levenue, .\perified under oath, setting forth the tercs of
such resolution or plan and such other information as the
~Iinister of Finance shall, by rebulations, prescribe. Tlle
dissolving corporation prior to the issuance of the Certi-
ficate of Dissolution b)p the Securities and E.xc~.1an;;e Com-'
mission s;lall secure a certificate of tax clearance from
tIle 3ureau of Internal ::1evenue ,.,hicll certificate s:lall be su
t1ittcd to the Securities and Exchange Commission.

(d) ~~tu;:n on £apital f\ains.~eal!ze~ !rom sa~; ~f
shares of stoclcs. -~very corporation deriving capital bains
from the sale or exchanGe of shares of stock not traded thru
a local stock exchange as prescribed under Sections 24(e)
(2)(A), 25(a)(6)(C)(i) and 25(b)(5)(C)(i), shall file a re-
turn within thirty da)-s after each transaction and a final
consolidated return of all transactions during the taxable
year on or before the fifteenth day of the fourth month
following the close of t!1e taxable year."

SECTIOK 18. Section 50 of the National Internal Revenue
Code, as amended, is hereb)" further amended to read as follows:

Pa"'m~t__apd 

assessment of in~I!l~tax"Section 50.
for individuals and corDorations.,-

(a) !-'av-ment of tax. -(1) In ~eneral. -The total.,

amount of ~a}= imposed b)- this Title shall be paid by the
person subject thereto at the time the return is filed.
In the case of tramp vessels, the shippin~ agents and/or
the husbandin; a;ents, and in their absence, the captains
thereOl are required to file tl~e return herein pro\Tided
and pa\~ the tax due thereon before their departure. Vpon
failUr~ of the said a~ents or cantains to flle the retUrn
and pa)~ the tax, the Bureau of Customs is 11ereb)~ author-
ized to hold the vessel and prevent its departure until
proof of pa)~ent of the tax is presented or a sufficient
bond is filed to anS\'ler for the tax due.
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(2) Installment pa)rn1ent. -Whcn the tax due is in
excess of ~~~OOO~ti1e taxpayer other than a corporation
may elect to pay the tax in 2 equal installments in \"hich
case, the first installment shall be paid at the time the
return is filed and the second installment, on or before
July 15 following the close of the calendar year. If
any installment is not paid on or before the date. fixed
for its payment, the whole amount of the tax unpaid be-
comes due and payable, together with the deliquency
penalties.

(3) Installment uay~ent for nonresident citizens. -
When the tax due from a nonresJ.den"t CJ. tJ.zen is in-excess
of U.S.S200, the taA~ayer may elect to pay the tax in 2
equal installments in which case, the first installment
shall be paid at the time the return is filed and the
second installment, on or before July 15 following the close
of the calendar year. If any installment is not paid on
or before the date fixed for its payment the whole amount of
the tax unpaid becomes due and payable together \vith the de-
linquency penalties.

(4) Pa~ent of capi!~l_hai~s t~x. -The total amount
of tax imposed and prescribed under Section 21(d)(I),
21(e), 24(e)(2)(A), 25(a)(6)(C)(i), and 25(b)(5)(C)(i)
shall be paid on the date the return prescribed therefor
is filed" by the person liable thereto: Provided, That if
the seller submits proof of his intention to avail himself
of the benefit,of exemption of capital gains under existing
special laws, no such pa)~ents shall be required: PTOV~,
..furth~_~, That in case of failure to qualify for exemptlon
under such special la'1s and implementing rules, tIle tax
due on tIle gains realized from the original transaction
sl1all immediately become due and payable, and subject to
the penalties prescribed under ap~licable pro\"isions of
tl.1is Code: and IJro~-ided, finall}", T11at if tl.1e sel~er,
~1a\"; n ~"
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tax due fror;: eac11 installment l)a)~ent sl1all DC }:)aid \vi tl:in
3~ daJ"s from tIle reccipt of such pa)'-ulcnts.
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J_css tlle COT.'L1issioner 0::' Internul 1J.9verlue or his atolly
aut:101~ized representative lLas certified tlLat sucl~ trans-
fel~ 11as been reported. and the tax 3crcin imposed, if any,

:- has been paid.

(b) Assessment and ;)a ,..ent of deficiency tax. -After
the return is filed, the ~ommissioner of nternal ilevenue
s11al1 examine it ancl. assess th~: correct amount of the t;:iX.
The tax or deficiency income tax so discovered s!1all be
paid upon notice and demand from the Commissioner.

As used in this Chapter, in respect of a tax imposed
by t11is title, the term 'deficiency' means:

(1) TIle amount by \vhich the tax imposed by this Title
exceeds the amo~~t shown as the tax by t~e taxpayer upon
;~is return; but tIle amount so sho\1n on the return shall
first be increased by tIle amounts previously assesscd (or
collected ,,!ithout assessment) as a deficiency, and decreased
by tl~e amOtk~t pre'iiously abateG, creci ted, returned, or
c. t:1er\...ise re;:e.id in res;>ect of SUC~l tro~ j or
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as amended. .
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(b) ~!~~holdin~ of creditable tax at source. -"'rhe
I-linister of r'inance may upon the recommendation of the
CoIr.!"llissioner of Internal i1evenue, require also the wi th-
holding of a tax on the items of income payable to persons
(natural or juridical) residinb in the Philippines by
payor-corporation/persons as provided for by ,law at the
rate of not less than 2-l/29~ but not more than 359~ thereof
which shall be credited against the income tax liability
of the taxpayer for the taxable year.

(c) Tax-free co\renant bonds. -In any case \vhere
bonds, mortgages, deeds of trust, or other similar obliga-
tions of domestic or resident foreign corporations, contain
a contract or provision by which the obligor agrees to pay
any portion of the tax iQPosed in this Title upon the
obligee or to reimburse the obligee for any portion of the
tax or to pay the interest without deduGtion for any tax
\vhich the obl~bor may be required or permitted to pay
thereon or to retain therefrom under any law of the
Philippines, or any state or country, the oblibor shall
deduct and wi tl~~old a tax equal to 309~ of the interest or
other pa)~ents upon those bonds, mortgages, deeds of trust,
or other obligations, whether the interest or other pa)~ents
are pa)"able annuall)r or at shorter or lonber periods, and
\vhether the bonds, securities or.obligations had been or
will be issued or marketed, and the interest or other pay-
ment thereon paid, within or without the Philippines, if
the interest or other pa)rment is payable to a nonresident
alien or to a citizen or resident of the Philippines."

SECTION 20. Section 56 of the National Internal ~(evenue
Code, as amended, is hereby further amended to read as follows:

"Sec'tion 56. Exem~tion allo\ved to estates and trusts.-
~or the purpose of the ~ax pro~~ided for in this 'l'itle, there
shall be allo\ved an exemption of ?6,OOO from the income of
the estate or trust."

SECTIOi\" 21. Sections 61 to 69 of the National Internal
~~evenue Code, as amended, are hereb)" repealed.

SECTIOK 22. Section 82, para6rapns (a) and (c)(2) of the
rJational .Internal l~evenue Code, as amenc1cd, is j1ereby further
amended to read as fo110\1s:

II (a) xIequirewcnt of \\ri thholdin~. -Every employer

making payment of wages shall deduct and 'vi t11!lOlcl upon

fr
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':':":,.',;:,;;',c..,..,,..' :-:_;c::~:':_':=::,::c:C:'-:;~::'):;:-~-:'
sucl"! \vages a tax determined in accordance with regula'::;"
tions to be prepa'red and promulgated by the Ministerof 

Finance."

"(2) Employees. -The amount deducted and withheld
under this Chapter during any calendar year shall be
alTowed as a credit to the recipient- of such income
against the tax imposed under Section 2l(a) of this Title.
Re-funds and credits in cases of excessive withholding
shall be granted under rules and regulations promulgated
by the Minister of Finance.

Any excess of the taxes withheld over the tax due from
the taxpayer shall be returned or credited \.;i thin three
months from the fifteenth day of April. RefUnds or credits
made after such time shall earn interest at the rate of six
per cent (69/~) per annum starting after the lapse of the
tl1ree-month period to the date the refunq or credit is made.

Refunds shall be made upon 'varrants dra\Yll by the Com-missioner 
of Internal Revenue or by his duly authorized

representative without the necessity of .counter-signature
by the Chairman, Commission on Audit or the latter's duly
authorized representatives as an exception to the require-
ment prescribed by Section 621 of the l1evised Administrative
Code."

SECTION 23. Section 103 of the Kational Internal RevenueCode, 
as amended, is hereby further amended to read as follows:

"Section 103. Transfer .for less than adeauateand
full consideration. :- \Vl~~~~- p~~pe~ty~ ~tl~~r--th~~-- ~~al---

:;:Jropertyreferred to in Section 21(e), is transferred for
less than- an adequate and full consideration in money or
money IS \\'orth, then the amount by \vhich the fair market
v~alue of the property exceeded the value of the considera-
tion shall, for the purpose of the tax imposed by this
Chapter, be deemed a bift, and shall be included in com-
puting the amount of gifts made during the calendar
vear"" .

S~C':'IOI~ 24. The phrase "net income" and "net taxaple
income" appearing in any provisions of Title II of the r-Jational
Internal i~evenue Code, as amended, is hereby changed to "taxableincome".

SZCTIOI~ 25. The Section 50 of t~e r~ational Internal RevenueCode, 
as amended, \vhich reads as follo\vs: .
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'rhe
income tax return [ a that
the taxpayer or his authorized representative made
it under the penalties of perjury."

fication of

is hereby deleted,
this Code.

SECTION 28. Effectivi!4. -The provisions of Sections
21(C), 24(e)(1), 24{eJ{4), 25(a)(6)(A), 25(a)(6)(D) and Section
103 of the National Internal Revenue Code, as amended by thisExecutive 

Order, shall take effect on August 1,1986. The other
provisions of the National Internal Revenue Code, as amended by
this Executive, Order, shall take effect beginning with the
calendar year 1986, except that in the case of corporations
filing their income tax returns on a fiscal year basis, the
same shall take effect on fiscal yea'rs beginning on or after

July 1, 1986.

~~~..tl ~COP-A.,ZON ~ A TI 0
President of the hilippines

By the President

~

~
OICER ~~AI~'{OYO

~ ecutive Secretary


