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Short Description

ECONOMIC BENEFIT THEORY - BIR Ruling No. 123-97 (Retirement and Separation Benefits Paid to Employees)...



Description


November 10, 1997



BIR RULING NO. 123-97 123-97 Maricalum Mining Corporation 2283 Pasong Tamo Extension Makati City Attention: Atty. Roman G. Pacia, Jr. Head, Legal & Industrial Relations Gentlemen : This refers to your letter dated June 25, 1997 requesting for an authoritative response from this Office relative to the tax base to be used in the computation of the tax due on the retirement/separation benefits you paid to your employees for the taxable years 1996 and 1997. cdt



You stated that one of the salient features of your company's policy on retirement is the release of retirement/separation benefits on an 80%-20% installment basis. In the case of an employee who retired in November 1996, for instance, of his total retirement/separation benefits of P100,000.00, P80,000.00 was released in 1996 and P20,000.00 in 1997. You now ask what tax base shall be used in the computation of his tax due for 1996. In reply thereto, please be informed that Section 38 of Revenue Regulations No. 2, as amended, provides: "Section 38. Bases of computation. — Approved standard methods of accounting will be ordinarily regarded as clearly reflecting income. A method of accounting will not, however, be regarded as clearly reflecting income unless all items of gross income and all deductions are treated with reasonable consistency. All items of gross income shall be included in the gross income for the taxable year in which they are received by the taxpayer and deductions taken accordingly, unless in order clearly to reflect income such amounts are to Copyright 2015
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be properly accounted for as of a different period. . . A taxpayer is deemed to have received items of gross income which have been credited to or set apart for him without restriction. . ."



Accordingly, anything that benefits a person materially or economically in whatever way is taxable under the law [Economic Benefit Theory]. However, retirement benefits received pursuant to Sec. 28(b)(7)(A) of the Tax Code, as amended, are exempt from taxes, unless, the same fall under Republic Act No. 7641 in which case retirement benefits are taxable. In income taxation, income is supposed to be calculated on a yearly basis. The correct basis in imposing the tax is the taxable income actually received at the end of the taxable year. For example, assuming that the separation benefits are taxable, the tax base in computing the withholding tax for 1996 is P80,000.00, which is the income actually paid to the concerned employee during the taxable year. In the same manner, the tax base in computing the tax for 1997 is P20,000.00 which is the income actually paid to the said employee during the taxable year in 1997. cdtai



Very truly yours, LIWAYWAY VINZONS-CHATO Commissioner of Internal Revenue
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