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REVENUE REGULATIONS NO. 2-2010

SUBJECT : AMENDMENT TO SECTIONS 6 AND 7 OF REVENUE REGULATIONS
NO. 16-2008 WITH RESPECT TO THE DETERMINATION OF TH E
OPTIONAL STANDARD DEDUCTION (OSD) OF GENERAL
PROFESSIONAL PARTNERSHIPS (GPPs) AND THE PARTNERS
THEREOF, AS WELL AS THE MANNER AND PERIOD FOR MAKIN G
THE ELECTION TO CLAIM OSD IN THE INCOME TAX RETURNS

TO : ALL REVENUE OFFICERS AND OTHERS CONCERNED

SECTION 1. SCOPE. —Pursuant to the provisions of Sec. 244, in relatm®ec. 3 of
Republic Act No. 9504 (RA 9504) amending Sec. 34¢f.the Tax Code of 1997 (Code), as
amended, these Regulations are hereby promulgatednénd certain provisions of Revenue
Regulations No. 16-2008 to further clarify the manrof claiming the OSD by General
Professional Partnerships and the partners comgritiem and the manner of manifesting the
election to use OSD for the taxable year concehyedll taxpayers entitled to it.

SECTION 2. Sec. 6 of Revenue Regulations No. 16-2008 is heaetgnded to read as
follows:

“SEC. 6. DETERMINATION OF THE OPTIONAL STANDARD
DEDUCTION FOR GENERAL PROFESSIONAL PARTNERSHIPS (GPPs)
AND PARTNERS OF GPPs. —Pursuant to Sec. 26 of the Code, a GPP is not
subject to income tax imposed under Title 1l thérétowever, the partners shall
be liable to pay income tax on their separate aaddvidual capacities for their
respective distributive share in the net incomthefGPP.



Sec. 26 of the Code likewise provides tH&®er purposes of computing
the distributive share of the partners, the netome of the GPP shall be
computed in the same manner as a corporatioks’ such, a GPP may claim
either the itemized deductions allowed under Sac3é(A) to (J) of the Code or
in lieu thereof, it can opt to avail of the OSDoaled to corporations in claiming
the deductions in an amount not exceeding fortycemdr (40%) of its gross
income. The net income determined by either clagntire itemized deduction or
OSD from the GPP’s gross income is the distrib@taiat income from which the
share of each partner is to be determined. Eactmgrashall report as gross
income his distributive share, actually or congiugty received, in the net
income of the partnership.

The GPP is not a taxable entity for income tax pses since it is only
acting as d‘pass-through” entity where its income is ultimately taxed to the
partners comprising it. In computing taxable incotiedéined under Section 31 of
the Code, all expenses which are ordinary and sacgsincurred or paid for the
practice of profession, are allowed as deducti@nsce the taxable income is in
the hands of the partner, as a rule apart fronedpenses claimed by the GPP in
determining its net income, the individual partrean still claim deductions
incurred or paid by him that contributed to thengay of the income taxable to
him. The following rules shall govern the claimtbé partners of deductions from
their share in the net income of the partnership, v

1. If the GPP availed of the itemized deduction in pating its net
income, the partners may still claim itemized ddidwms from said
share,provided, that in claiming itemized deductions, the partner is
precluded from claiming the same expenses alretayned by the
GPP. In fine, if the GPP claimed itemized dedudidhe partners
comprising it can only claim itemized deductionsieithare in the
nature of ordinary and necessary expenses for tlaetipe of
profession which were not claimed by the GPP in matng its net
income or distributable net income during the ydaxamples of these
are representation expenses incurred by the pasmere the covering
invoice or receipt is issued in his name; travellexpenses while
away from home, which were not liquidated by thatmexship;
depreciation of a car used in the practice of msifen where said car
is registered in the name of the partner; and ameikpenses.

Hence, if the GPP availed of itemized deductidhne,partners are
not allowed to claim the OSD from their share i thet income
because the OSD is a proxy for all the items ofudédns allowed in
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arriving at taxable incomerhis means that the OSD is in lieu of the
items of deductions claimed by the GPP and thestemdeduction
claimed by the partners.

. If the GPP avails of OSD in computing its net inernthe partners
comprising it can no longer claim further deductioym their share in
the said net income for the following reasons:

i. The partners’ distributive share in the GPPréated as his gross
income not his gross sales/receipts and the 40% @&llBved to
individuals is specifically mandated to be deduated from his
gross income but from his gross sales/ receipts; an

ii. The OSD being in lieu of the itemized deductoallowed in
computing taxable income as defined under Sectionf3he Tax
Code, it will answer for both the items of deduntallowed to the
GPP and its partners.

. Since one-layer of income tax is imposed on thenme of the GPP
and the individual partners where the law had plattee statutory
incidence of the tax in the hands of the lattee, type of deduction
chosen by the GPP must be the same type of deduittad can be
availed of by the partners. Accordingly, if the GEIRims itemized

deductions, all items of deduction allowed undecti®a 34 can be
claimed both at the level of the GPP and at thelle¥the partner in
order to determine the taxable income. On the dtled, should the
GPP opt to claim the OSD, the individual partneesdeemed to have
availed also of the OSD because the OSD is in diethe itemized

deductions that can be claimed in computing taxelzeme.

. If the partner also derives other gross income ftrade, business or
practice of profession apart and distinct from &igre in the net
income of the GPP, the deduction that he can cfaamm his other
gross income would follow the same deduction adadé from his
partnership income as explained in the foregoinigstuProvided,
however that if the GPP opts for the OSD, the individuaitpar may
still claim 40% of its gross income from trade, iness or practice of
profession but not to include his share from theim@me of the GPP.
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SEC. 3.Sec. 7 of Revenue Regulations No. 16-2008 is hesebgnded to read as
follows:

“SEC.7. OTHER IMPLICATIONS OF THE OPTIONAL
STANDARD DEDUCTION.- A taxpayer who elected to avail of the OSD not
exceeding forty percent (40%) of gross sales osgn@ceipts, in case of an
individual taxable under Secs.24(A) and 25(A)(1)tbé Tax Code, or forty
percent (40%) of gross income, in case of a cotmoraubject to tax under Sec.
27(A) or 28(A)(1) of the same Code shall signifyhiis/its return such intention,
otherwise hel/it shall be considered as having edailimself of the itemized
deductions allowed under Sec. 34 of the Code. @meeelection to avail of the
OSD or itemized deduction is signified in the ratut shall be irrevocable for the
taxable year for which the return is made.

The election to claim either the OSD or the itesdizleduction for the
taxable year must be signified by checking the eppate box in the income tax
return filed for the first quarter of the taxabkeay adopted by the taxpayer. Once
the election is made, the same type of deductiost toe consistently applied for
all the succeeding quarterly returns and in thalfincome tax return for the
taxable year. Any taxpayer who is required butsféil file the quarterly income
tax return for the first quarter shall be considess having availed of the
itemized deductions option for the taxable year.

Thus, a taxpayer who avails of the OSD in thet fqearter of its/his
taxable year shall have to claim the same OSD tergening its/his taxable
income for the rest of the year, including the fim@ome tax return which is due
to be filed on or before the 8lay of the fourth month, following the close oéth
taxable year. Likewise, a taxpayer who availshaf itemized deduction in the
first quarter of its/his taxable year or fails tle fan income tax return for the first
guarter of the taxable year, shall have to claira ttemized deduction in
determining the taxable income for the rest ofytar, including the final income
tax return which is due to be filed on or before 8" day of the fourth month,
following the close of the taxable year.

An individual taxpayer who is entitled to and ok@d the OSD shall not
be required to submit with his tax return such ricial statements otherwise
required under the Code. Provided, that, exceptnwh®ee Commissioner
otherwise permits, the said individual shall keeghsrecords pertaining to his
gross sales or gross receipts. In the case of pokiion, however, said
corporation is still required to submit its finaakcistatements when it files its
annual income tax return and to keep such reccedsiping to its gross income
as herein defined.”
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SEC. 4. REPEALING CLAUSE.- All revenue issuances or portions thereof which are
inconsistent with the provisions of these Regutetiare hereby amended, modified or repealed
accordingly.

SEC. 5. EFFECTIVITY CLAUSE.- These regulations shall take effect 15 days
following its publication in newspaper of generatulation.

(Original Signed)
MARGARITO B. TEVES
Secretary of Finance

Recommending Approval:

(Original Signed)
JOEL L. TAN-TORRES
Commissioner of Internal Revenue
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