REPURLIC OF THE PHILIPIINES
DEPARTMENT OF FINANCE
BUREAU OF INTERNAL REVENUE

Quezon Cin

Republic  dcr
No. 11504

Date: = S O

SAN MIGUEL AEROCITY INC.
40 San Miguel Avenue
Mandaluyong City 1550
Attention: Mariano Miguel L. Trinidad Jr.
Comptroller

Gentlemen:

This refers to vour request on behalf of San Miguel Aerocity Inec. ("SMAT),
requesting for the clarifications on the implementation of Sections 16 and 17 of Republic Act
(RAY No. 11306, entitled “THE ACT GRANTING SAN VGUEL AFROCITY INC. 4
FRANCHISE TO CONSTRUCT. DEVELOP. ESTABLISH. OPERATE, AND MAINTAIN A
DOMESTIC AND INTERNATIONAL AIRPORT IN THE MINICIPALITY OF BITAKLN
PROVINCE OF BULACAN. AND TO CONSTRUCT DEVELOP FSTABLISH (OPERATE
AND MAINTAIN AN ADJACENT 4IRPORT CITY . which hecame effective on Janvary 3,
2021 —to wik

“Section [6. Tax Exemptions. - During the ten-year consuruction peried. the
grantee. Iis successors or assignees. shall be excmpt trom am: and all direct
and indirect taxes and fees of amy kind. nature or description. wihiclh emanue
exclusivelv from 1he construction, development, estahlishment. and nperalion
of the airport and Airport Cin. including income iaxes, valuc-udded oves,
percentage taxes. excise faxes. documentary stamp taves. cusioms durics and
tariffs. raves on real estate. huildings and personal propernc. husiness raxes,
franchise taves, supervision fees. and permit tees levied established or
collected. or mav ke levied, established or colleciod by oy el municipal,
provincial or national authori.

After the ten-vear construction period and during the remaining rerm of this
Jranchise. the gramtee. its successors or assignees. shall he excapt from
income taves and taxes on real estare. huildings and personal properr. levied.
estahlished or collected or mav be levied. established or collected by any
citv. municipal. provincial or nationgl anthoritv. However, such cxemprion
Jrom income 1aves and raxes on real estate. huildings and personal propern:
shall expire as soon as it is determined e the Bureaw of ITnernal Revenue
(BIR) that the grantee. its successors pr assignees. s fullv recimvered g
imvesiment cost on the airport and on the Afrport Citvowhereupon the graniee.
its successors or assignees. shall be suhjected 1o all taxes under the Narional
Internal Revenue Code of 1997, as amended. and the ustoms Modernizarion
and Tariff et



R

As represented. the phrase “construction. development. establishment. and operation”™
include all transactions that are necessar. related or incidental to the underiaking of the
construction. development. establishment. operation and maintenance of the Airport and
Airport City. such as. but not limited te:

Sales of goods and services. and other income generating actiy ities
Purchases and importation of goods and services

Engagement of contractors and consultants

Purchase and-or sale of real and persenal properties

Lease of real and personal properties

Financing transactions

Foreign exchange transactions

Hedging transactions

N anagement and other operations

L0 =N e L) e

In reply. please be informed that this Ruling clarities the implementation of the
provisions on the Tax Exemptions {Section 16) of RA No. 11306 involving the franchise of
SMAL (*Aerocity Franchise™. for short). For purposes of this Ruling. SMAIL the grantee.
shall necessarily include its successors or assignees.

It is provided under Section 16 of the Aerocity Franchise that during the Ten-Year
Construction Period. SMAT shall be exempt from any and all direct and indirect taxes and
fees of any kind. nature or description. which emanate exclusively from the construction.
development. establishment. and eperation of the Airport and Airport City. including income
tax. value-added tax. percentage tax. excise 1ax. documentary stamp tax. customs duties and
tariffs, taxes on real estate. buildings and personal property. business taxes. franchise taxes.
supervision fees. and permit fees levied. established or collected. or may be levied.
established or collected. by any city. municipal. provincial or national authority

The internal revenue taxes shall be implemented in two phases such as (1) the Ten-
Year Construction Period: and (Ii) afier the Ten-Year Construction Period and during the
remaining term of the Aerocity Franchise. The second phase. however. shall have two (2)
sub-phases. such as (A) period of recovery: and (B) period afier SNAT has fully recovered its
Investment Cost on the Airport and on the Airport Cit.

I. DURING THE TEN-YEAR CONSTRUCTION PERIOD

During the Ten-Year Construction Period. which starts on |5 Januars 2021
{effective date of the Aerocity Franchise) and ends on 14 Januars 2031, SMAT
shall be exempt from any and all direct and indirect taxes. duties. tariffs and fees
of any kind. nature or description. which emanate exclusively from the
construction. development. establishment. and operation of the Airport and
Airport City. including income tax. value-added tax. percentage tax. excise tax
and documentary stamp tax.

A. Income Tax

During the Ten-Year Construction Period. SMAI may generate income
emanating exclusively from the construction. development. establishment. and



operation of the Airport and Adeport City. As provided under the Aerocity
Franchise. such income is exempt from income tax.

Section 27 of the National Internal Revenue Code of 1997 (Tax Code). as
amended. provides for the rate of the income tax on Domestic Corporations., to
wit;

“Section 27 Rwes of  fwcome Tax o oo Domestic

Corporations.’

{A) In Generaf. Excepr as othenwive provided i i
Code, an mcome tax of toentv-five percernt (23700 effective July 1
220 is hevebv imposed upon the tavable income derived during
cach taxable vewr from all sowrces within and withowt the
Philippines by every corporation, av defined in Section 22Br of this
Code and 1avable under thix Tile as a corporation. organized i, or
existing under the lews of the Philippines. vey™

However. the Aerocity Franchise expresshy provides for income tax exemption
of SMAL Accordingly. during the Ten-Year Construction Period. the income
of SMAT which emanates exclusively from the construction. development,
establishment. and operation of the Airport and Airport Cits. s exempt from
income tax.  This income tax exemption SMAL shall inescapably include
exemptions under Sections 27(1) and 27(1) of the Tax Codel as amended. to
wit:

I Rates of Tax an Cerrain Pasave Incones.
RRAY XY YXY

() Mininuim Corparate Tncome Tav on Domestie
Corporations.
Xy xxy vy

Moreover. please be informed that Section 2.57.5(BX2) of the Revenue
Regutations (RRY No. 2-98, a< amended. provides as follows:

CSECTION 2575 Excemprion from  Withholding. The
withholding of creditable withhelding rav prescribed in these
Regulations shall not appiv 1o income pavments made to the
following:

XYY RAWY XY

(B) Persons enjoving exemption from pavment of income faxes
pursuant to the provisions of any law, general or special such o
hut not imited ter the follmeing: xxv ™

" s amended be B NG T3 A Ao Reforming the Comorate fncome T and Incenaves sovemeomending
for the prrpese Secnons 2022 35 27 20 54 4057 200 416 204 0nd 200 Gf the Saonal foreenal Resesne Caode o
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Based on the foregoing. Section 2.57.5 (B) of RR 2-98. as amended. is explicit
in stating that the expanded withholding tax does not applyv to income
payments to persons enjoying exemption from payment of income taxes
pursuant to the provisions of any law. general or special. Accordingly. since
SMAL is exempt under the Aerocity Franchise. which is a special law. income
payments to be made to it during the Ten-Year Construction Period is not
subject to expanded withhalding tax prescribed under RR. No. 2-98. as
amended.

It must be emphasized. however. that the exemption from income tax granted
to SMAI does not extend to its local or non-resident suppliers of goods.
properts or services. Accordingly. SMAL as a constituted withholding agent
for the government, is required to withhold the withholding tax on mcome
pavments to persons subject to tax pursuant to Section 37 of the Tax Code. as
amended. Provided. however. that in the case of non-resident suppliers. the
applicable final withholding tax may be reduced or eliminated under relevant
tax treaty provisions. subiect to compliance with applicable tax laws. rules and
regulations.

Value-Added Tax (“VAT™)

As regards the VAT exemption of SMAL Section 109 (1) (K of the Tax
Code. as amended. provides:

“Section 9. Exempr Transactions — (I, Subjoct to the
provisions of Subsection (2} hereof. the following transactions
shall he exempt from the valwe-added rax:

RRRe XXX XY

tK) Transactions which are exempt under international agreemenis
to which the Philippines is a signatory or under special laws.
except those under Presidential Decree Noo 3297 cemphasis
supplied:

Accordingly. since the Aerocity Franchise. which is a special law, expressls
exempts SMAI from VAT. its sales of goods. property and services during the
Ten-Year Construction Period. which emanate exclusivelv  from the
construction. development. establishment. and operation of the Airport and
Airport City, shall not be subject to VAT.

Moreover. Section 106(A)}2)b} of the Tax Code. as amended. provides for
VAT at zero rate on sales to entities exempt under special laws. to wit:

“Section 106, Ualue-Added Tax on Sale of Goods or Properties, -

A1 Rate and Base of Tax. - There shall he levied assessed and
collected on everv sale. barter or exchange of goods or
properties. a value-added tax equivalent 10 nvelve pé’rc';’m (1270)
of the gross selling price or gross value in money of the gands or



properties sold. bariered or exchunged. such tax 1o be paid Py the
seller or transferor.

RRNY ARNY RAREY

(2) The following sales by VAT-registered persons shall he
subject to zero percent (a1 vate:

TXY XYY ARa)

thi Sales to persons or entities whose exemption under
special laws or imernational agreements (o which the
Philippines is a signatory effectively subjects such sales
to zero rate.” temphasis supplied.

Relatively. Section 108(B)3) of the Tax Code. as amended. provides for VAT
at zero rate on services rendered to entities exempt under special law s, to wit:

“Section 108 Talwe-added Tax on Sale of Services and Use or
Lease of Properties. —

RNy XXX ARy

By Transactions Subject to Zero Percent (%) Rate. ~ The
following  services pertormed i the Philippines v TAT-
registered persons shall be subject to zern pereent o7 rate:

XY Anay XXX

13) Services rendered to persons or entities whose exemption
under special laws or inernational agreements to which the
Philippines is a signatory effectively subjects the supply of
such services to zero percent (1%) rate: " temphusis supplicd,

Accordingly. as SMAT is exempt from any and all direct and indirect taxes.
duties. tariffs and fees of any Kind. nature or description under the Aerocity
Franchise. all importations and domestic purchases of goods. properts and
services during the Ten-Year Construction Period. emanating exclusively from
the construction. development. establishment. and operation of the Airport and
Airport City. shall not be subject to VAT, Effectivels. no VAT shall be
passed on to SMAI on its importations and domestic purchases of goods and
services emanating from the said activities for the Ten-Year Construction
Period. This Ruling shall serve as sufficient basis and certification of SMAT'<
VAT exemption and for SMAI's VAT-registered suppliers of goods. property
or services to treat their sales to SMAI as VAT-zero rated. No separate
confirmatory ruling or certification is necessary for the suppliers of SMAL

. Percentage Tax

Under Section [6 of the Aerocity Franchise. SMAI shall be exempt from any
and all direct and indirect taxes. including Percentage Tax. Accordingly. the
sales or receipts of SMAI which emanate exclusively from the construction.
development. establishment. and operation of the Airpert and Airport Cita. is

S
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not subiect to Percentage Tax imposed under Title V' ot the Tax Caode. as
amended.

. Excise Tax

Under Section 16 of the Aerocity Franchise. SNAT shall be exempt from any
and all direct and indirect taxes. including Excise Tax. Accordingly. all
excisable transactions including importation of goods of SMAI which emanate
exclusively from the construction. development. establishment. and operation
of the Airport and Airport City. is net subject to Excise Tax imposed under
Title VI of the Tax Code. as amended.

. Documentary Stamp Tax (DST)

Under Section 16 of the Acrocity Franchise. SMAT shall be exempt from any
and all direct and indirect taxes. including DST. Accordingly. SMAL is not
subject to DST imposed under Title VII of the Tax Code. as amended. upon
documents. instruments. loan agreements and papers. which emanate
exclusivelv from the construction. development. establishment. and operation
of the Airport and Airport City.

However. Section 173 of the Tax Code. as amended. provides as follows:

“Section 173 Stamp Taxes Upon Documents. Loan
Agreements. Instrumenis  and  Papers. - Upon documents,
instruments. loan agreements and papers. and Hpon aceceplances.
assignments. sales and transfers of the obligaiion. right or
properny incident thereto. there shall be levied. collected und paid
for, and in respect of the transaction so had or vccomplishied. the
corresponding  documemary: stamp  taxes  prescribed ino the
following Sections of this Title. hv the person making, sigining.
issuing. accepting.  or mansferring the  same wherever the
document is made. signed. issued. accepted or transferred when
the obligation or right arises from Philippine sources or rhe
properiis situaied in the Philippines. and the same time such act
is done or transaction had: Provided, That whenever ane party to
the taxable document enjoys exemption from the tax herein
imposed, the other party thereto who Iis not exempt shall be the
one directly liable for the tax. = remphasis supplied)

Thus. considering that SNJAT enjoyvs exemption from the DST. the other party
to the taxable document who is not exempt shall he the one directly liable to
the DST imposed under Title VIl of the Tax Code. as amended.

Donor's Tax

Under Section 16 of the Aerccity Franchise. SMAT shall be exempt trom am
and all direct and indirect taxes. including Donor’s Tax. Accordingly. the
donations made by SMAI which emanate exclusivels from the construction.
development. establishment. and operation of the airport and Airport Cinv. is



not subject to Donor’s Tax imposed under Title [HL Chapter 1l of the Tax
Code. as amended.

G. All other internal revenue taxes

As provided under Section 16 of the Aerocity Franchise. SMAT shall he
exempt from amy and all direct and indirect taxes levied. established or
collected. or may be Jevied. established or collected. by any city. municipal.
provincial or national authorits.  Accordingly. SMAT is not subject to any
other internal revenue taxes. which emanate exclusively from the construction.
development. establishment. and operation of the Airport and Atrport City,

At the start of. and during the. Ten-Year Construction Period. the BIR
Certificate of Registration ("COR™) of SMAT shall be updated such that it
reflects the tax exemptions granted by the Aerocity Franchise.

1. AFTER THE TEN-YEAR CONSTRUCTION PERIOD

It is provided under the second paragraph of Section 16 of the Aerocity Franchise.
that after the Ten-Year Construction Period and during the remaining term of this
franchise. the grantee. its successors or assignees. shall be exempt from income
taxes and taxes on real estate. buildings and personal property. fevied. established
or collected. or may be levied. established or coltected. by any city. municipal.
provincial or national authority. However. such exemption from income taxes and
taxes on real estate. buildings and personal property shall expire as soon as it is
determined by the Bureau of Internal Revenue (BIR) that the grantee. its
successors or assignees. has fully recovered its investment cost en the atrport and
on the Airport City. whereupon the grantee. its successors or assignees. shall be
subjected 1o all taxes under the National Internal Revenue Code of 1097. as
amended. and the Customs Modernization and Tarift Act.

A. After the Ten-Year Construction Period and During the Term of the Franchise
but Before the Full Recovery of the Investment Cost on the Airport and on the
Airport City

Afier the Ten-Year construction period and during the term of the franchise
but bhefore the full recovery of the investment cost on the Airport and on the
Airport City. SMAT shall continue to enjoy the exemption trom income tax. as
stated under Sec. 16 of the Aerocity Franchise.

B. After the Ten-Year Pericd and During the Term of the Franchise. and After
the Full Recovery of the Investment Cost on the Aijrport and on the Airport
Citv

After the Ten-Year Construction Period. during the term of the franchise. and
after the Full Recovery of the Investment Cost on the Airport and on the
Airport City. all the tax exemptions of SNAI shall expire.  Accordingly.
SMAT shall be subject to all taxes imposed under the Tax Code. amended.

In the event of the sale transfer assignment of rights and privileges including the tax
exemptions as approved by Congress and set forth in Sections 14 and 16 of the Aerocity
Franchise. SMAT is required to officially notifs the BiR in writing of the same within sixty
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(60) davs from the execution thereof and attaching copies of the Deeds of
Sale Transfer'Assignment thereto. as the case mas be. An updated Certificate of Registration
and General Information Sheet shall zlso he submitted showing the relationship of the
successoritransfereeassignee to SMAI and reflecting the rights. privileges and tax
exemptions subject of the sale transfer assignment and granted under the Aerocity Franchise.
The BIR may require the submission of additional documents relative to the updating of the
Certificate of Registration.

For purposes of sale‘transferassignment of rights and privileges relative 1o the
construction. acquisition. ownership. leasing. operation. deyelopment or management of the
Airport City in favor of an “affiliate™ under Section 14 of the Aerocity Franchise. the term
“affiliate” shall pertain to any entity whose “cantrotling interest is owned™ by SMALs parent
carporation. San Miguel Corporation. The terms ~affiliate™ and ~control™ shall he governed
by existing laws’ as well as relevant BIR" and SEC issuances™.

This Ruling shall serve as a Certification or confirmation of the tay exemptions of
SMAL its successors and assignees. as provided under R.A. 11306 or the Aerocity Franchise
which took effect on January 3. 2021,

This Ruling is being issued on the basis of the facts and documents as represented and
submitted. However. if upon investigation. the BIR ascertains that the facts are different.
then this ruling shall be considered null and void.

Ve truby yours.

CAESARR. DULAY

Commissioner g‘f[n[@rua.f Revenne
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