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For the information and guidance of all concerned, hereunder enumerated are some salient amendments to the
National Internal Revenue Code (NIRC), which need to be implemented immediately and which were introduced
by R.A. No. 8424, effective January 1, 1998:

(1) The capital gains tax on sales of rea property made beginning January 1, 1998 by individuals, estates and
trusts has been increased from five percent (5%) to six percent (6%), pursuant to Section 24(D), NIRC, as
amended, the pertinent portion of which is quoted as follows:

"(D) Capital Gains from Sale of Real Property —

"(1) In General — The provisions of Section 39 (B) notwithstanding, afinal tax of six percent (6%) based on the
gross selling price or current fair market value as determined in accordance with Section 6 (E) of this Code,
whichever is higher, is hereby imposed upon capital gains presumed to have been realized from the sale,
exchange, 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, by individuals, including estates and trusts: 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 -controlled corporations shall be
determined either under Section 24(A) or under this Subsection, at the option of the taxpayer;

"(2) Exception — The provision of paragraph (1) of this Subsection to the contrary notwithstanding, capital
gains presumed to have been realized from the sale or disposition of their principal residence by natura
persons, the proceeds of which is fully utilized in acquiring or constructing a new principal residence within
eighteen (18) calendar months from the date of sale or disposition, shall be exempt from the capital gains tax
imposed under this Subsection: Provided, That the historical cost or adjusted basis of the real property sold or
disposed shall be carried over to the new principa residence built or acquired: Provided, further, That the
Commissioner shall have been duly notified by the taxpayer within thirty (30) days from the date of sale or
disposition through a prescribed return of his intention to avail of the tax exemption herein mentioned:
Provided, still further, That the said tax exemption can only be availed of once every ten (10) years. Provided,
finally, That if there is no full utilization of the proceeds of sale or disposition, the portion of the gain
presumed to have been realized from the sale or disposition shall be subject to capital gains tax. For this
purpose, the gross selling price or fair market value at the time of sale, whichever is higher, shall be multiplied
by a fraction which the unutilized amount bears to the gross selling price in order to determine the taxable
portion and the tax prescribed under paragraph (1) of this Subsection shall be imposed thereon."

(2) Sales of land and/or buildings made by domestic corporations which are not used in business and held as
capital assets are subject to a new capital gains tax rate of six percent (6%) based on the selling price or fair
market value thereof, whichever is higher, in lieu of the normal income tax on domestic corporations, pursuant to
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Section 27(D) (5), NIRC as amended by R.A. No. 8424, pertinent portion of which is quoted as follows:

"(5) Capital Gains Realized from the Sale, Exchange or Disposition of Lands and/or Buildings — A final tax of
six percent (6%) is hereby imposed on the gain presumed to have been realized on the sale, exchange or
disposition of lands and/or buildings which are not actually used in the business of a corporation and are
treated as capital assets, based on the gross selling price or fair market value as determined in accordance with
Section 6 (E) of this Code, whichever is higher, of such lands and/or buildings.”

(3) Net capital gain from the sale, barter, exchange or other disposition made by citizens, resident aiens,
non-resident aliens (whether engaged or not engaged in business in the Philippines), domestic corporations,
resident foreign corporations, and non-resident foreign corporations of shares of stock in a domestic corporation
not traded in the local stock exchange, shall be subject to the following new capital gains tax rates:

Not over P 100,000 ........ccoovrerierereneneeeseseeesene 5% (formerly 10%)

On any amount in excess of P 100,000 ...........ccccoveeene 10% (formerly 20%)

(4) Interest income earned from depository banks under the expanded foreign currency deposit system by citizens
of the Philippines, resident aliens, domestic corporations, and resident foreign corporations (previously exempt
from income tax) are now subject to afinal withholding income tax at the rate of seven and a half percent (7.5%)
based on gross income.

(5) Income earned by non-resident citizens, overseas contract workers, and Filipino seamen for services rendered
abroad as members of the complement of a vessel engaged exclusively in international trade, are now exempt
from income tax. Consequently, they shall also be exempted from withholding tax vis-a-vis their said income
(e.g., Filipino seamen on board ocean-going vessels of Philippine registry engaged in international trade).

(6) Rate of tax on taxable income domestic corporations organized and existing as non-profit hospitals are now
subject to a new income tax rate of ten percent (10%) (formerly 35%), subject to certain conditions.

(7) Taxable income of offshore banking units (OBUs) and foreign currency deposit units (FCDUSs) from another
OBU/FCDU, or from their other foreign currency transactions with other local commercial banks, including
branches of foreign banks, which previously enjoyed income tax exemption, are now subject to afinal income tax
rate of ten percent (10%).

(8) The provisions of any existing general or special law or their charters, notwithstanding, taxable income of all
government-owned and controlled corporations, agencies and instrumentalities are now subject to income tax as
are imposed on domestic corporations or associations engaged in similar businesses, industries or activities,
except the Government Service Insurance System (GSIS), Social Security System (SSS), Philippine Charity
Sweepstakes Office (PCSO), Philippine Health Insurance Corporation (PHIC), and the Philippine Gaming
Corporation (PAGCOR).

(9) Royalties on books as well as other literary works and musical compositions received from sources within the
Philippines by citizens, resident alien individuals, and non-resident alien individuals engaged in trade or business
within the Philippines are now subject to alower final withholding income tax rate of ten percent (10%) (formerly
20%), based on gross income.

(20) Prizes received by citizens, resident aien individuals, and non-resident alien individuals engaged in trade or
business within the Philippines are exempt from the final withholding income tax for the first P 10,000 (formerly
P 3,000).

(11) The term "branch profit" subject to branch profit remittance tax has been redefined such that the taxable base
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is now the amount of total profit applied or earmarked for remittance without any deduction for the tax component
thereof. Consequently, the doctrine enunciated by the Supreme Court in the case of Bank of America that the
basis of the tax is the amount actually remitted, net of the fifteen percent (15%) branch profit remittance tax, is no
longer applicable.

(12) Documentary stamp tax on origina issues of certificates of stock shall attach, upon acceptance by the
corporation of the stockholder's subscription, regardless of the actual delivery of the certificates of stock.

(13) Additional deductions from gross estate for estate tax purposes are provided:

a. Standard deduction of P 1 Million, in addition to deduction for family home with a fair market value not
exceeding P 1 Million;

b. Allowable deductions for funeral expenses are increased to P 200,000 (formerly P 100,000); and

c. Deduction for medical expenses during the last illness of the decedent in an amount not exceeding P
500,000.

(14) New tax rates for estate tax purposes are from 5% - 20%.
(15) New tax rates for donor's tax purposes are from 2% - 15%.

(16) Annual registration fee of VAT-registered taxpayers is reduced to P 500 (formerly P 1,000). Consequently,
VAT-registered and non-VAT taxpayers shall be equally liable to an annual registration fee of P500 for every
separate or distinct establishment or place of business beginning January 1, 1998.

(17) Imposition of VAT on individuals engaged in the practice of profession, actors and actresses, radio and TV
broadcasters, etc., banks, non-bank financia intermediaries, finance companies and other financial intermediaries
not performing quasi-banking functions has been deferred until December 31, 1999.

(18) Imposition of VAT, beginning January 1, 1998, shall be imposed on the lease or use of sports facilities and
equipment by amateur players, as provided under R.A. No. 6847, except sports facilities and equipment which are
exclusively or mainly for the private use of shareholders or members of the club or organization which own or
operate such sports facilities and equipment.

(19) Documentary stamp tax shall now be paid and a DST return required to be filed within ten (10) days
following the month when the document or transaction subject to DST is made, signed, etc.

(20) Increased the allowable personal and additional exemptions of individuals as follows:
a. Personal Exemption:

1. Single P 20,000
2. Head of Family P 25,000
3. Married P 32,000

b. Additional Exemption for dependent children of Eight Thousand Pesos (P 8,000) for every dependent child,
provided, that the number of such dependent children shall not exceed four (4).

The foregoing persona and additional exemptions, however, shall be effective January 1, 1998 and applicable
only on income earned for the taxable calendar year 1998.

PUBLICITY — All concerned are enjoined to implement the aforesaid law and to give the same as wide a
publicity as possible.
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Adopted: 02 Jan. 1998

(SGD.) LIWAYWAY VINZONS-CHATO
Commissioner of Internal Revenue
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