REPUBLIC OF THE PHILIPPINES
COURT OF TAX APPEALS
QUEZON CITY

VAS SALUS DRUG CORPORATION,
Petitioner,

— versus -— C.T.A. CASE NO. 35509

COMMISSIONER OF INTERNAL Promulgated:
REVENUE,
Respondent.

DECIS IO

This case involves a claim for refund of alleged
overpaid income tax in the amount of P23, 197.00 for the
taxable year 1994 arising from the treatment of the 0%
sales discounts granted to gualified senior citizens on
their puwrchases of medicines as a deduction from gross
income as prescribed by Revenue Regulations No. 294,
instead of tax credit as provided for in Republic fAct No.
743 (Senior Citizens fAct).

The facts are simple.

Fetitioner is a domestic corporation (Exh. (A
engaged in the retailing of medicines and other
pharmaceutical products (TSN, Sept. 10, 1997, p. 1E&). It
is duly authorized to operate a drugstore under the name
and business style of "Mercury Drug” by the Bureau of
Food and Drugs (Exh. B), Bureau of Internal Revenue (Exh.
C), Department of Trade and Industry (Exh. D), and the
Municipality of Tuguegarao, Cagavan (Exhs. E & F).

In compliance with R.A. 7432, otherwise Kknown as
Senior Citizens Act, Fetitioner grantec ZO% sales

discount on mediciness so0ld to gualified senior citi-~ense
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SALES, Net B39, 334, 094, 000
Add: Cost of 20% Discount

to Senior Citizens 39, 687, Qd
SALES, Gross F3, 269,781, 00

COST OF SALES
Merchandise Invty., beg. P Q.00
Purchases 11,123, 105.00
Merchandise Invty., end 2,657,871.00 _B,465,234.00

GROSS PROFIT P 904,547.00
Add: Miscellaneous income 16, 233, 00

TOTAL INCOME B 920,880.00
Less: Operating expenses 701,888. 00

Net Income Before Income Tax P 218,998.03///‘\\\_,//‘/
Less: Income subjected to final tax 7. 721, OF

NET TAXABLE INCOME P 211,261.40

INCOME TAX (P211,261.00 x 35%) B 732,941.00 .
Less: TAX CREDIT

(Cost of 20% Discount to

Senior Citizens) 35, 687. 00
INCOME TAX PARYABLE P 28,254.00
INCOME TAX ACTUALLY PAID 61,451.00
TAX REFUNDABLE/OVERPAID INCOME TAX P (23,197.00)
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REPUBLIC OF THE PHILIPPINES
COURT OF TAX APPEALS
QUEZON CITY

VAS SALUS DRUG CORPORATION,

Petitioner,

- Versus - C.T.A. CASE NO. 5509
COMMISSIONER OF INTERNAL Promulgated:
REVENUE,

Respondent. N %
b T T T ooy X
DISSENTING OPINION

The Majority Opinion is to the effect that the 20% sales discounts on sales of
medicines to Senior Citizens is not deductible from gross sales and that the same 20%
sales discount in full can be used as tax credit.

I hereby express my Dissent to the Opinion of the majority.

Under Section 4 of Republic Act No. 7432, the senior citizens are entitled to the
following:

“(a) the grant of twenty percent (20%) discount from all
establishments relative to the utilization of transportation services, hotels and
similar lodging establishment, restaurants and recreation centers and purchase

of medicine anywhere in the country: Provided, That private establishments
may claim the cost as tax credit;

(b) a minimum of twenty percent (20%) discount on admission fees
charged by theaters, cinema houses and concert halls, circuses, carnivals and
other similar places of culture, leisure, and amusement;

XXX XXX XXX
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Section 4(a) refers to private establishments which are engaged in businesses
requiring the use of inventories and purchases of goods as a necessary requirement in
order to determine clearly the income of any such taxpayers, (Section 35, Tax Code, as
amended by P.D. No. 1994). Under sub-section (a) of Section 4, the private
establishments granting the 20% sales discount to senior citizens can directly deduct the
20% sales discount from the gross sales. However, in order to countervail the effect in
the reduction of sales income, the same Section 4(a) allows the private establishments to
use the ~net ~f +tha 20% sales discounts as tax credit. The said cost of the 20% sales
discounts can be determined by the following formula, thus:

Cost of Goods sold divided by Sales net of 20% sales discounts equals

the percentage rate of the Cost of Goods Sold multiplied by 20% sales
discounts at gross amount

Or
P8.465,234.00
P£9,334,094.00 = 9069 x 35,687.00 = R32.365.00

However, for private establishments granting the 20% sales discounts to senior
citizens classified under Section 4(b), the same are directly deductible on the gross sales
made to senior citizens as is done under Section 4(a). The only difference is that the
private establishments are not allowed to tax credit the cost of the 20% sales discounts.

On the basis of Section 4(a) of Republic Act No. 7432, there is recommended a tax
refund or tax credit in the amount of P32,365.00, representing the cost of the 20% sales
discount in the aggregate figure of P35,687.00.

In order to clearly reflect the correct amount of Tax Credit or Tax Refund,

Petitioner’s Profit and Loss statement for taxable year 1994 is presented below:
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Sales net of 20% sales discounts

Less: Cost of Goods Sold
Beginning Inventory of goods P
Purchases of Goods
Ending Inventory of goods

11,123,105.00
2,657.871.00

P9,334,094.00

8.,465,234.00

Gross Profit
Less: Operating expenses
Net operating income
Add: Miscellaneous income
Total
Less: Income previously subjected to Final tax
Amount subjected to Corporate Income Tax
Tax due and actually paid upon filing of the
annual income tax return
Tax credit equivalent to the cost of the
20% sales discounts

P 868,860.00
701,888.00~
P 166,972.00 *
16,333.00
P 183,305.00
7,731.00
P 175,574.00

P 61,451.00 :
P 32.365.00 C’v/

As shown in the above presentation of the re-casted Profit and Loss Statement, it is

clearly indicated that had the cost of the 20% sales discount been determined and made Nf

et

. _ -
available at the time the return was filed, Petitioner would have paid only the amount of

P29,086.00 in cash and the balance of P32,365.00 be paid in Tax Credit Certificate of the

same amount. In view hereof, Petitioner is entitled to a tax refund or tax credit certificate

equivalent to the cost of the 20% sales discount or P32,365.00.
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