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LIABILITY OF PAWNSHOPSTO THE 5% LENDING INVESTOR’STAX

BIR REVENUE MEMORANDUM ORDER NO. 15-91, March 11, 1991
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According to BIR Ruling No. 06-90, VAT Ruling Nos. 067-90, 022-90, and 226-90 pawnshops are not subject to
any business tax, i.e., value-added tax, lending investor’s tax, or percentage tax imposed on non-bank financial
intermediary for the following reasons:

1. The operation of a pawnshop partakes of the nature of contract of pledge as envisaged under Articles 2094 and
2085 of the Civil Code; hence, it is not subject to value-added tax because pawnshops do not render VAT-taxable
service as contemplated under Section 102 in relation to Section 99 of the Tax Code.

2. Pawnshops are not subject to the 5% lending investor’s tax under Section 116 of the Tax Code because, citing
BIR Ruling dated March 2, 1968 and 135-82 dated April 22, 1982, lending investors, as contemplated under then
Section 194(u) of the Tax Code do not include persons engaged in pawnshop business.

3. Pawnshops are not subject to percentage tax as a non-bank financial intermediary prescribed in Section 119 of
the Tax Code because they did not belong to the class of financia intermediary as defined in Section 2-D(c) of the
General Banking Act, R.A. 337, as amended.

Prior to the amendment of the National Internal Revenue Code by E.O. No. 273 which took effect on January 1,
1988, pawnshops and lending investors had a different tax treatment, such that lending investors and pawnshops
were subject to different fixed taxes; and that unlike pawnshops, lending investors were then and now, also
subject to the 5% lending investor’ s tax on their gross income. E.O. No. 273 deleted from the Tax Code the fixed
taxes on business.

Then Section 194(u) of the Tax Code defined the term “Lending investor” as including al persons who make a
practice of lending money for themselves or others at interests.

A restudy of P.D. 114 shows that the principal activity of pawnshopsis lending money at interest and incidentally
accepting a “pawn” of personal property delivered by the pawner to the pawnee as security for the loan. (Sec. 3,
Ibid) Clearly, this makes pawnshop business akin to lending investor’s business activity which is broad enough to
encompass the business of lending money at interest by any person whether natural or juridical. Such being the
case, pawnshops shall be subject to the 5% lending investor’ s tax based on their gross income pursuant to Section
116 of the Tax Code, as amended.

All investigating units shall investigate and assess the lending investor’s tax due from pawnshops in accordance
with this Order within the statutory 3-year period.

This Order, shall take effect immediately.
Adopted: 11 Mar. 1991

(SGD.) JOSE U. ONG
Commissioner
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