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SECTION 1. Background. — In an effort to clean up the registration system of the BIR on the use or issuance of
multiple TINs, the policy and procedure hereby established is for taxpayers to be assigned with only one Taxpayer
Identification Number (TIN) and to cancel other previous TIN that had been issued. The current TIN assigned
shall be used by the taxpayer in the filing of returns and in his payment of taxes. Likewise, it is required that only
one (1) income tax return shall be filed by the taxpayer in reporting his income for a taxable year.

However, this procedure may not necessarily be suited in the conduct of activities by banks which perform regular
banking activities and at the same time have Foreign Currency Deposit Units (FCDUs) dealing in foreign
currency transactions.

While the FCDU is considered not as a branch but just a unit or division of the Bank, the taxability of the
transactions undertaken by this Unit differs from activities conducted by the bank's Regular Banking Unit (RBU).
Hence, a bank which is authorized to operate an FCDU is considered for income tax purposes to have dual tax
status. As a matter of fact, the FCDU is considered as a separate taxable unit under Revenue Regulations No.
10-98.

The income of the bank from its RBU is subject to the normal income tax rate or MCIT, as the case may be, under
Section 27 or 28 of the Tax Code of 1997. However; income derived under the Expanded Foreign Currency
Deposit System from foreign currency transactions with local commercial banks including branches of foreign
banks authorized by Bangko Sentral ng Pilipinas (BSP) to transact business with FCDUs and other depository
banks under the expanded foreign currency deposit system, including interest income from foreign currency loans
granted by FCDUs to residents are subject to a final tax at the rate of ten percent (10%) of such income pursuant
to Sec. 27(D)(3) and 28(A)(7)(b) of the Code while other FDCU income which could not be classified as either
onshore or offshore is subject to the normal income tax rate under Section 27(A) or E, or 28(A)(1) or (2), as the
case may be.

In order to distinguish the FCDU transactions from the RBU transactions of the Bank, the current regulations
require banks to file an income tax return exclusively for its RBU transactions and another income tax return
covering its FCDU transactions income subject to the 10% rate and other income of the FCDU subject to the
regular corporate income tax rate, as described in the preceding paragraph, for the same taxable year.

However, with the implementation of the Integrated Tax System (ITS) and the policy of "one TIN and one income
tax return per taxpayer", this practice has caused the suspension of FCDU returns in the systems, or if not, has
triggered unnecessary systems-generated assessment notices due to the difference in the tax treatment and rate
which can not be distinguished by the system.
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In view of the problem encountered in the processing of FCDU returns in the ITS, this Circular is, thus, hereby
issued in order to clarify the need for the issuance of an additional TIN to banks with FCDUs and provide for
procedures for the issuance thereof, as well as further elucidate the manner of filing of tax returns for income
derived by FCDUs from foreign currency transactions and their other income, and the manner of reporting the
same for income tax purposes.

SECTION 2. On the Manner of Issuance of Taxpayer Identification Number (TIN). — A new and separate TIN
shall be issued by the Bureau to depository banks with Foreign Currency Deposit Unit to be used by the FCDU in
connection with FCDU income (whether income subject to the 10% rate or other income subject to the regular
corporate income tax rate). The existing TINs currently used by the said banks shall be valid on all their tax
transactions/payments derived by their RBUs. In fine, a depository bank with a Foreign Currency Deposit Unit
shall from hereon, be a holder of two (2) TINs, one for the RBU income, the other one, for the FCDU income.

For the purpose of facilitating the filing as well as the processing of the income tax returns of all depository banks
with FDCUs this coming April 15, 2002, the Large Taxpayers Assistance Division I of the National Office, shall
automatically issue another TIN to these banks without the need for them to apply and shall be notified of their
additional TIN on or before April 15, 2002.

SECTION 3. On the Manner of Filing Returns and Paying the Tax Due Thereon. — Within sixty (60) days after
the end of each of the first quarters of the calendar or fiscal year, a return of the taxable income derived by the
FCDU shall be filed independently of or separate from the return for income of the RBU, and the tax due thereon
paid, to the AAB/Collection Agent of the Revenue District/BIR Office where the taxpayer is registered or
required to be registered within the period prescribed by law. For this purpose BIR Form 1702Q shall be used and
the appropriate rate in accordance with Sections 27(D)(3) and 28(A)(7)(b) shall be applied. Pursuant to existing
issuances, all other income not classifiable as onshore or offshore income by FCDUs are taxed at the regular
income tax rate of thirty two percent (32%) or 2%, as the case may be, which shall be based on the net taxable
income/gross income.

A bank with an FCDU must file two (2) income tax returns for the same taxable year but covering the two (2)
different types of income, namely, the FCDU income and the RBU income.

In the case of interest income from foreign currency loans granted to residents where the 10% tax has already
been withheld in accordance with Section 58 of the Tax Code, where the payor-borrower is constituted as the
withholding agent charged with the obligation of deducting, withholding and remitting to the BIR the tax due
thereon, such interest income shall be reported in the income tax return of the FCDU for information purposes.
However, a copy of the withholding tax return filed, together with the copy of the official receipts denoting
payments thereon, and the certificate of Final Tax Withheld at Source (BIR Form 2306) shall be furnished directly
to the FCDU concerned, which shall in turn submit to the Bureau said documents together with a
statement/schedule showing a list of all its domestic borrowers, amount borrowed interest income thereon and the
tax withheld and remitted by the withholding agent. The statement, shall be filed together with the income tax
return (Form 1702Q/1702) required above. (Revenue Regulations 10-98)

A Foreign Currency Deposit Unit final consolidated/annual return or BIR Form 1702 covering the total taxable
income referred to in Sections 27(D)(3) and 28(A)(7)(b) independent of the income of the RBU for the preceding
calendar or fiscal year shall be filed on or before the 15th day of the fourth month following the close of the
bank's taxable period. The tax shown on the final or annual return, after deducting therefrom the quarterly income
taxes paid and withheld during the preceding three quarters of the same taxable year, shall be paid upon filing.
The statement showing the details of Onshore and Offshore income and other income required under Section 6 of
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Revenue Regulations 10-76 shall be attached to the annual return or BIR Form 1702, irrespective of whether the
income was subjected to final withholding tax or not.

In reporting the taxable income earned by the FCDU from foreign currency transactions subject to the tax rate of
ten percent (10%), such income shall be presented under Special Rate Column provided in BIR Form Nos. 1702Q
and 1702. Other income earned not classified as either onshore or offshore shall be subject to the normal income
tax rate and accordingly be presented under the Regular Rate Column of the said BIR Forms.
SECTION 4. Records/Books of Accounts. — Foreign Currency Deposit Unit of depository banks shall maintain
records/books of accounts independent or separate from the regular banking activity transactions which shall be
kept in its principal place of business and be made readily available for inspection by authorized BIR personnel.

In addition, all the supporting data which were used in compiling the summary statement required to be attached
to the income tax returns to be filed as prescribed hereof must likewise be readily available for inspection.

All internal revenue officers and others concerned are requested to give this Circular as wide a publicity as
possible.

Adopted: 10 Apr. 2002

(SGD.) RENE G. BAÑEZ
Commissioner of Internal Revenue
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