REPUBLC OF THF PHILITPINES
DEPARTMENT OF FINANCE
BUREAU OF INTERNAL REVENUE

Quezon City

e i i b Perscr to Contact: Chief, Law Division
Sections 27 and 45 of the Tel. Nos. 926-55-36 / 927-09-63
National Internal 1 evenue : :

Code of 1997, as a nended cT-335-20212

Date: I ]

ISLA LIPANA & ().

20" Floor, Philamli > Tower.
8767 Paseo de Rox: -.

1226 Makati City

Ateation: ATTY. CARLOS T. CARADO 11
Partner. 'l:ax

Gentlemen:

This refers t your letter dated February 08. 2018, requesting on behalf of your client.
NGK Spark Plugs Philippines). Inc. ("NGK™), for confirmation on the proper timing of
recognition of dedu- titility of sales rebates granted by NGK to its customers/distributors for
income tax purpose:

It is represer ied that NGK was incorporated in the Philippines and registered with the
Securities and Exch: ng > Commission (SEC) on February 21, 2008; that its primary purpose is
to import/export. promote. market. sell (at wholesale), and/or distribute spark plugs and/or
similar pagts or acce sscries for varicus kinds or types of motors; that it offers sales rebates to
certain customers at zraduated rates for meeting certain levels of sales volume executed under
an agreement: and tl 1t its practice is to consider sales rebatzs as deduction from gross sales for
income tax purposes upon accrual. (:.e. same period when the corresponding inventory is sold
to customers/distribi tors) which arz supported by BIR-reg stered credit memos.

In reply. plez -e he informed that Section 27 (A) of {te National Internal Revenue Code
(Tax Code) of 1997. as imended. partly provides that: ‘

.ot ' ;
“"SEC. 27. Ro e of Income tax op Domestic Corporations. —
' '

4

XXX XXX - XxXxx

(A) 1. General. - Except as otherwise provid:d in this €ode. an income
tax of thirtv-"-1ve percent (33%) is herebv imposed upon the taxable income
derived durig cach taxable vear from all sources within and without the
Philippines b ¢very corporation, as defined in Sect:on 22(B) of this Code and g
taxable unde - this Title as a corporation, organized in, or existing under the
laws of the 1 hil ppines: Provided. That effective January 1, 2009, the rate of
income tax st all be thirty percent (30%%). (]

s
XXX XXX XXX i

For 1 urposes of this Section, the term 'gross income’' derived from
business sha.' b equivalent to gross sales less sales refurns, discounts and
allowances « nd cost of goods sold. 'Cost of goods sold' shall include all
business expc nscs directly incurred to produce the rierchandise to bring them
to their presc it cation and use.” (Emphasis and vnderscoring supplied)
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the accounts receivable and sales figures that arise from sales
is well as from quantity, volume or bul discounts -- are recorded
ardcomputerized books of accounts and reflected in the financial
the gross amounis of the invoices. This manner of recording credit
1s the gross method -- is most widely used, because it is simple,
cn to apply than the net method, and produces no material errors

xxx xxx XxXx

i sales discounts is not expressly defined in the Tax Code, but
nm adverts to  amounts whose suim -- along with sales
arces and cost of goods sold -- is deducted from gross sales to
1 ithe gross income, profit or margin derived from business. In
sicn therein, sales discounts that are granted and indicated in the
“time of sale -- and that do not depend upon the happening of any
- may be excluded from the gross sales within the same quarter
'n. While determinative only of the VAT, the latter provision also
: m{ub!e reference point for income tax purposes already

© former. Affer all, these two provisions aﬁmn that sales
i .Hlnfs that are always deductible from gross sales. " (Emphasis
‘ing supplied)

above quoted provision of the National Internal Revenue Code of 1997,
above quoted decision of the Suprerne Court, the sales rebates being
certain customers at graduated rates for meeting certain levels of sales
ler an agreement are considered as deductions from gross sales to arrive

ie ~ales rebates shall be reported for tax purposes, Section 45 of the Tax
‘nded. states that: ‘
3. Period f«)i which Deductions Jvzd Credits Taken. - The
sded for in this Title shall be taken for the taxable vear in which
e d or ‘paid or incurred', dependznt upon the method of
o the basis of vohich the net income is computed, unless in order
cc the income, the deductions should ve taken as of a different

(G.R.No. 159647 April 1.2
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Revenue Aucit Memorandum Order (RAMO) No. 1-2000, provides that under the
accrual method of ac counting. expenses not being claimed as deductions by a taxpayer in the
current year when tiey are incurred cannot be claimed as deduction from income for the
succeeding year. Th is. a taxpayer who is authorized to deduct certain expenses and other
allowable deduction for the current year but failed to do s cannot deduct the same for the
next year,

The accrual n ethod relies upon the taxpayer’s right to receive amounts or its obligation
to pay them. in oppc sition to actual receipt or payment, which characterizes the cash method
of accounting. Amounts of income azcrue where the right to r2ceive them become fixed. where
there is created an :niorceable liab:lity. Similarly, liabilities are accrued when fixed and
determinable in amo it without regard to indeterminacy m=-ely of time of payment.

The U.S. Rulc s v hich have persuasive effect on Philippine Law, as specifically provided
under paragraph 3 of Se:tion 12A:51 of MERTENS' Law of Federal Income Taxation states as
follows:

“For 1 1uxpayer on the accrual method, the question becomes when do
the facts pres i themselves.in such a manner that the taxpayer must recognize
income or ex rerses. The accrual of income or expenses is permitted when the
all-events tes hos been met. 1 1e all-events test requires:

(1) fi>ing of a right to income or liabilitwto pay: and
(2) th availability of 1he reasonably accurate determination of
st h income or liabilify. ™

The first elen eni requires that a taxpayer's right to receive amounts in income be fixed
by looking initially ' > the nature of the taxpayer's right to income. Generally, the taxpayer's
right to receive amot nt: of income cannot be fixed before the time another becomes obligated
to pay the income. I' further requires that income accrues to the taxpayer when there arises a
fixed and unconditioal right to the receipt of a sum certain. :ven though actual payment is to
be deferred.

On the secord clement. it fequires that the amount of the income or liability be
determined with rea  onible accuracy. Hatvever. the all-events test does not demand that the
amount of income or liability be know n absolutely, only that 1 taxpayer has at his disposal, the
information necessar . t» compute the amount with reasonabie accuracy. It would also suffice
where the computatic n remains unce-ain, if its basis is unchzigeable; the test is satisfied where
a computation may b > unknown within the taxable year. ‘

In the case o Commissioner of Internal Revenue. vs. Isabela Cultural C. orporation-.
the Supreme Court s ite s that:

“ ... The amount of liability does not have to be determined exactly;
it must be d. termined with "reasonable accuracy. ' Accordingly, the term
"reasonable iccuracy"” implies something less thas an exact or completely
accurate ame unft.

The p opriety of an accrual must be Judged by the facts that a taxpayer
knew, or cou'd reasonably b expected to have known, at the closing of its
books for the taxcable year. Acerual method of accovnting presents largely a
question of fa 1. uch that the tuxpaver bears the burden of proof of establishing
the accrual o ar item of income or deduction,

Corol arily, it is a governing principle in taxcotion that tax exempltions
must be con:rued in strictissimi juris against the luxpayer and liberally in
favor of the 1« vir g authoriny; and one who claims an 2xemption must be able to

* G.RONa. 172231, Februa « 17,2007
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Justify the sa 1e hy the clearest grant of organic or statute law. An exemption
from the com non burden cannot be permitied to exist upon vague implications.
And since a c echiction for income tax purposes parickes of the nature of a tax
exemption, 1l *n it must also be strictly construed.

In view therc f. the sales retates shall be reported only as deduction by NGK for tax
purposes when the all-e ents test has been met. Otherwise, WNGK cannot claim the sales rebates
as deduction in the sarme period they were incurred. Also. as previously stated. the accrual
method presents lar rel. a question of fact. Thus, in this case, NGK bears the burden of
establishing the accr 1al of such expense.

This ruling is being issued on the basis on the foregcing facts as represented. However.

if upon investigatior it will be disclosed that the facts are different, then this ruling shall be
considered null and - oil.

Very truly vours,

NrsodArtow,
CAZSAR R. DULAY
Commissioner of Internal Revenue
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