REPUBLIC OF THF PHILIPPINE
DEPARTMENT OF FINAMNCE
BUREAU OF INTERMAL REVENUE  Junc 20, 2016

REVENUE MEMORANDBUN CIRCULAR NO, (74~ 401

SUBJECT ;o Cireularizing Clarifications m the Nature, Tax Treatment,
Registrasion and Compliance Keguirements of Corporafions
and Associations under Section 30 of the National Internal
Revenue Code of 1997, as Amended

TO . Al Internal Revenue Officers and Other Concerned

1. BACKGROUND

Scetion 30 of the National Internal Revenue Code (NIROY of 1997, as amended
enumerates only eleven (1) kinds of organization and cxpressly provides fhat such
arganizations shall not taxed under Title T (Tax on Income) in respect to income received by
them as such. :

In determining whether or not 2 corporation falls within the cont 3mp§ ion (}3 ‘these T
categories, reference Is made to Sections 25, 26, 27, 2% 300 31, 32, 34, 35 ol Revenue
Regulations U2-40 dated February 10, 1940 (the Income Tax Rcmnm.orax} deseribing most of
these corporations and their "*sn >ctive oporations, As a supplement, reference is lkowise made

o Revenue Regulations No, 13-08" which spcciﬁcai’i} defined corporations falling under
if’*u,r (E) and (G) of Section 30 as donee institutions in implementing Section 34(H) on the
Deductibility of Contributions or Gilts Actually Paid or Made to Accredited Donee Institutions.

Revenue Memorandum Circular (RMO) No. 76-037 on the “Tax Fxemptions of Non-
Stock, Now-Profit Corporarions under Section 30, Tax ( udc of 1997 and Non-sinck. Non-I'rofit
Educational Institutions under Paragraph 3. Section 4, Article XIV of the Constitution” was
previously issted due to observed substantial revenue losses relating to non-implementation of
taxes o non-stock. non-profit corporations and non-stock, non-profit educational instituiions,

The foregoing notwithstanding, the ¢ peic eption still is that all corperations registered as
non-stock, non-profit »\nh the Securities and Lxchange Commission (SEC) automatically fall
under Section 30 of the NIRC of 1997, as ame ndcd. and iimi all income derived by them are
totally cxempt from 'mcomc tax or all taxes for that matter.

Frequently overlooked is the significance of the last paragraph of Scction 30 which
expressly states that-—-

“Nonvithstanding the provisions in ihe preceding paragraphs, te
incame of whatever kind wid characier of the foregoing organizations from any
o their propertics, real or personal, or from any of their activities conducted
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Jor profivregardless of the disposition mode of such income, shall be subject 1o
tax imposed wider this Code "

Thus, organizations and corporations enumerated under Section 30 of the NIRC of 1997
are subiect to the corresponding mteraal revenue taxes imposed on income derived by them
from any of their properties. real or personall or any activity conducted for proflit regardless of
the disposition thereof, which income should be rennrmed for taxation,

Common to all organizatons defined under Section 38 15 that they must be <’>§}t'~i'é;iéng
’

or operated as such ki wd of organization. In Commissioner of huerna! Revenie vs. St Luke's
Medica! Center, Inc, the Supreme Court declared among others:

The test of exempiion is nol sivictly a reguirement on the intrinsic nature or
character of the instituiion. The test vequires that ihe institution wse the properiy
e cerigin way, e for a charitable purpnse.

Registration with the SEC as a non-stock, non-profit corporation. foundation,
associalion or institution does not automatically exempt it from paying taxes. This only refers
to its.organization, The operations of a corporation genervally refer to its regular activities.

Wheretore. this Circular is issued to reiterate and {urther clanly the nature. eharacter
and tax treatment ol corporations undw ‘?ec{ion 30 of the NIRC of 1897 as amended. as well
as the policies and guidelines in Revenue Regulations 7-2012 "Amended Consolidated
Revenue Regulations on Primary R egistration. Updates. and Cam&ilai‘;on“ relative 1o the
registration of such corporations and associations.
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H. CLARIFICATIONS ON SECTION 30 ORGANIZATIONS

. CHARACTERISTICS  AND NATURE  OF ORGANIZATIONS AND
CORPORATIONS UNDER SECTION 20 OF THE NIRC OF 1997, AS
AMENDED.

A. Labor, agricultural or horticultural organization not organized principally for
profit.

1y Characteristics:
g Itis organized as & 1on-stock corporation;
by Operated either as 2 labor, or agriculture, or horticulture organization
cr His nf.)n««prmht.

) Corporate Purposes:

a) Labor organization - refers 0 an association ot workers who have
combined (o protect and promote the mterests of its members by bargaiming
collectively with thewr emplovers lo secure better working conditions, wages
and similay benefis, A legitimate labor organization is fabor organization
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duly registersd with the Department of Labor and Emploviment. and
includes any branch or local thereof

A labor arganization may also be organized to h mprove thﬂ g_"zu‘ie of the
warkers” products and/or develop a bigher degree of efficiency in thely
regpective oceupations.

DY Agricultural and horticultural organization — refers fo an association of
persons engaged in raising livestoek, harvesting crops or agquatic resources,
cultivating useiul or ornamental plants. or similar pursuits. it may also refer
to an organization enevaged i cultivating the ground including the
preparation of the soil, the planting of seed. the raising and harvesting of

crops, and the rezzrmg feeding, and management of Hivestock. 1 includes
organizations of persons involved in harvesting aquatic resourees.

Horticuliure concerns the cultivation of a garden or orchards and the
arowing of fruits, vegetables, flowers and ornamental plants,

3y Actual operation:  To be entitled to exemption from income taxation. the
corporation must carry out activities ;“n” narily to tmprove the \\{\nk ng
conditions of its members. improve the grade of their products. and/or develdp
a higher degree of 6fﬁf'ien{: in their respective occupations or the improvement
of production technigues.

Mutual savings bank not having a capital stock represented by shaves, and
cooperative bank without capital stoek organized and operated for mutual

purposes and without profit:

1y Characieristics:

[~y

)
i

It is an organization which has no capital stock represented by shares. and
'\\]%10:\& arnings less onty the expenses of operation, are distributable wholly
among the depositors. fita ppears that the crganization has sharehol lers
who participate in the profits, the organization will not be exemptl from
income tax,

With the passage of Republic Act Noo (RA) 5367, E]pl\%l\i. krown as
“Revised Non-Stock Savings and Loan Association et of ZQ_L) 77 which grants tax
exemption (o non-stock savings and loan associations, and by RA 0938, otherwise
knenen as the “Cooperative Caode of the Philippines ™. as amended by RA 9520
oti'ewixe‘ known as “Philiopine Cooperative Code of 200870 which grants tax

incentives Lo cooperative banks, recognition of tax exemptions of non-stock savings
and foan associations and cooperative hanks are now governed by RA 8307 and KA
9520, respectivety, and not by Section S{B).
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. A beneficiary society, order or association. eperating for the exclusive benefit
of the members such as a fraternal crganization operating under the lodee
svstem, or mutual aid asseciation or a non-stock corporation organized by
emplovees providing for the payment of life, sickness, accident, or other
benefits exclusively to the members of such society, order, or associafion, or
nen-stock corporation or ftheir dependents;

1} Characteristies:
a) Itisorganized as-—
LA benefictary society. order or association. operating for the exclusive
benefit of the members such as a fraternal organization operating under
the lodge system

A mutual aid association: or

. A non-stock corporation organized by employ providing for the

payient of Hife sickness, accident, or other bepetits exclusively o the
members of such society, order, or association. or nop-stock corporation

or their dependents

by Homiust provide for the payment of Lk, sick. accident. or other benellis 1o
the members of such societv. order. or association or their dependents:

2) Corporate purposes: The organizaiton should Operate 1o assist their
members through the provision of benefits through an established system of
benefit payments (o its members and their dependents,

ry

3) Actual eperation: The association must be operated either as—

a) A fraternal organization under the Jodge system or a mutual aid association
providing for the exclusive benefit of the members, or a non-stock
corporation organized by emplovees providing for the pavment of lite
sickness. accident, or other benefits exclusively to the members of such
society, order, or association. or non-stock corporation or their dependents:
and

by It should have an established system of benefit payiments to its members and
their dependents or established systemt for the payment of dife. sick,
accident, or other bepelits to its members or their dependents,

DL Cemetery company owned and operated exclusively for the hencfit of its
members:

1y Characteristics:
ap Itis organized as non-stock corporation;
1 Owned by and operated exclusively for the benefit of its ot owners;
¢y 1tis chartered solely for burial purposes and not permitted by its charter (©
engage in any business not necessarily incident w that purpose,
dy lris not operated Tor profic and

ep Nopartolits net earnings inures to e benefit ol any private shareholder or
mchividual,
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2)

Corporate purposes: The corporation is organized as a cometery company for
the exclusive benefit of tts members. sotely for the purpose of the disposal of
bodies by burial and that s Articles of Incorporation shall not permit it w©
engage In any business not necessarily incident to that purpose: and that no par
efits net ernings inures Lo the benelit of any private shareholder or individual.

Actual operation: [Uis operaied solely for burial purposes and not permitied by
its charter to engage i any business not necessarily incident o Lim{ purpose, is
exerpt from income tax. No part of its net earnings should inwre to the benelit
of any private shareholder or individual, Earmings of the company may he used
for the operation, maintenance. and improvement of the cemetery,

L. Non-stock corporation or association organized and operated exclusively for
religions, charitable, scientific, athletic, or cultural porposes. or {for the
repabilitation of veterans, no part of ifs net income oy asset shall belong to or
inures to the hbenefit of any member, orvanizer, officer oy any specific person;

D

2)

Characteristies:
ay A non-stock corperation or association
by Organized and operated exclusively for:
i religious.
it charable,
iil. scientific
v, athletic. or
v, cultural purpme% or
vi. for the rehabilitation of veterans,
¢} No part of its net income or asset shail belony to or inures to the benefit of
any member, organizer. officer or any specific person

Corporate purposes:

) Religious  purposes — refers to the promotion, propagation  and
accomplishiment o( any form ofreligion, creed or religious belief recognized
by the Government of the Republic of the Philippines.

2} Charitabie purpoeses — refers to activities extending relief to the poor.
distressed and underprivilezed and shall include fig h{ﬂw against juvenile
delinquency and community deterioration, and provision [or free goods and
services to the public.

31 Seiewtific purposes — refers o undevtaking or aqs’%z’ ng in pure or hasic
applied and scientific research in the ficld ol agriculuure, foresiy, fisheries,
mdustry, engineering. energy development, food and mm‘iiion medicine,
environment and biclogical. physical and natural sciences lor the public

literest.
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E.

4)  Athletic purposes - refers to and include conducting a program on physical
fitness and amateur sports development for the counry: developing and
maintaining recreational facilities, plavgrounds and sports centers: and
conducting training programs for the development of vouth and athletes for
national and international competitions.

},
g

LA

Cultural ;ntrpnem refers 1o and include undertaking anddor assisting in
researel activities on all aspecis of his‘u py, social svstem. customs and
traditions: f;icw}opmg enriching and preserving Filipino arts and culture;
developing and promoting the visual md psi immmg arts: and participaling
i vigoreus implen*mm"m of bifingual policy through translation and
wider use of technical. scientific and creative publications. development of
an adaptive technical dictionary and use of Filipine ps the medivm of
instruction.

4
;
i

61 Rehabilitation of veterans - refers to services exiended (o Phidippine
veierans and members of thelr families because U!‘ lnancial difficulties and
atiendant problems: and services extended to disabled veterans towards
nroductive e,

Actual operation: A corporation is exempt {rom tax on its income {other ¢ h;m
mcome of whatever kind and character from its properties, real or personal) if
such corporation meets two tests: {(a} [t must be oreanized and oper rated for one
or more of the specilied purposes: and (b} no part of its net income must inure
to the beneflit of private stockholders or individuals.

Business feague, chamber of commerce, or board of trade, not organized for
profitand no part of the netincome of which inures to the benefit of any private
stock-holiler, or individual;

1)

3}

Characteristics:

a} Organized as a business league, Lhamb”! of commerce, or board of trade:

by Operated as an association of persons having some common business
interest, which fimits its activities to work for such conwnon interest;

c1 I does not engage in a regular business of a kind ordinarily carried on for
profit;

di It s non-profit;

¢} Nopart of its net meome or asset shall belong to or ures 1 the benelit of
any member, organizer, officer or any specific person

Corporate purposes: To promote such common interest and not to engage in
a regular business of a kind ordinarily carried on for profit. Ttis an orpanization
of the sume general ¢lass as a chamber of commerce or board of frade.

Actual operations: Its activities should be directed 1o the improvement of
business conditions of one or maore lines of business and should not to engage
in a regular business of @ kind ordinarily carvied on for profit. No part of its net

income o asset shall belong © or inures o the benelit of anv member.
organizer. oflicer or any specilic person,
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Civie feague or organization nof organized for profit but operated exclusively
for the premotion of secial welfare;

1)

Characteristies:

a) Itis organized as a non-stock corporation:

by s exclosively operated Tor the promotion of social welfare o
¢y 1t s not oreanized for profit and

—
I
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dy It has no opet earnings o assets wwring o the benefif of
organizer, officer or any specific person

r,-
[

iy

Corporate purposes:  The organization must be primarily  engaged in
promoting the commoen good and gencral wellare of the people of the

community, (e for the purpose of bringing about ¢ivie beiterments and social
improvemenis,

Actual operations:  To be entitied (o the exemption. the regular activities of
the corporation must he exclusively for *n‘om{ﬂim of soctal wellure, No partof
ity net income or agset shatl belony o or inures (o the benefit of any member,
arganizer. olficer or any specilic person.

H. A non-stock and nooprefit educationad institution;

1

2)

tad

Characteristics:
&) s organized as a non-stock. non-profit corporation
by It is purnosely organized as an educational institution
¢y it ia registered or recognized by the Department 9{ Eum.u 0 {(Depkdy,
Conmmission on Higher Bducetion (CHED, or Techn
Skills Devalopment Authority (TESDAY, ¢ d
d) It has no net earnings or asseis inuring o the benefit of amy member,

; e s -

cal iﬁ::,dz_ia;«:-i tion and

arganizer, officer or any specitic person

Corparate purposes:  The corporation wust be purposely established as an
educational Institution o offer educational courses or programs.

Actual operations: The institution operates as a primary or secondary
school, o college, or a professional or frade schoal that has a reeularly scheduled
curricuium, g regular Taculty, and a regularly corelled student body in
attendance at a place where the educational activities are reaularly carried on.

The operation of cafeterias/icanteens and hookstores are considered ancitlan
activitics 1o educational purposes provided they are owned and operated by the
cducational mstitution and locaied within its premises.

No part ol its net income or asset shall belong to or inure to the benefit of
any member, organizer, officer or any speciilc person,

i, Government oducntional institution;

g

Characteristics:
ay It is established by Taw or alocal govermment unit

Page 1 7




by 1t is administered and financially subsidized by the government or the oca
government concerned:
¢t Itis governed by the Board of Trustges or Board of Regents; and

¥

dy Ttis supervised by Depbd or CHED

Corporate purposes: 1t is established an educational institution financed and
operated by an agency of government which does not dm ge twition fees:
instead, financing 1s obtained through fases or other ‘j{)\-{,l?‘%éﬂ\,m“u_sh(}{li’éd
revenyes.

Actual operations:  The institution operates as a orimary o seeondarny
school. a un!lcgfe. ara professional or trade scheot that has a regularly scheduled
curriculum, a regular faculty, and o regularh weli d student body in
attendance at a place where the educational activities are ceoularly caried on

Farmers or other mutual tvphoon or fire insurance company, mutual diteh or
frrigation company, mutusl or cooperative teicphone company. or lke
organtzation ol a purdy local character, the inconte of which consists solely of
assessments, dues, and fees collected from members for the sofe purpose of
meeting ifs expenses;

¥

Characteristics:

a) 1tis organized as a non-stock. non-profit organization:

by 1t is organized as a i‘di‘meri’ or other mutual typhoon or fire insurance
company, mutual ditch or irrigation company, mutual or cooperative
ielephone company, or like organization of a purely local character:

¢} Income consists solely of assessments, dues, and fees collected from
members: and

dy s income is for sole purpose of meeting 1ts expenses.

Corporate purposes; 1tis established for the operation of a mutual tvphoon or
fire insurance company, mutoal ditch or e 1gduu compaiy, mutual or
cooperalive telephone company.  Organizations, other than mutual life
insurance associations, must be orgﬂni?ed and operated on a mutual E asis e i
is owned by its members and policy holders who are banded together to provide
themselves a mutuaily desirable service approximately at cost and on a muiuai
basis,

Actual operations:

A A mutual insurance company owned entirely by its policy holders: or
association of larmers direct bencticiaries of the operation of an trrigation
projecissystem: or g tefephone company cwned and operated by the
members to provide telephone services for the benelit of the members.

b} These organizations are operated on a mutual basis and must use thely
nconie solely to cover losses and expenses, with any excess being returned
to members or retained (o cover future losses and expenses.

<y A mutual fife insurance organization cannot have nolicvholders other than

s merhers,



However, associations organized as cooperatives zmd‘ registered with the
Cooperative Development Authority shali be g CALUS20 or
“Philippine Cooperative Code of 20087

-
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K. Farmers', {ruit srowers’, or like association organized and operated as a sales
agent for the purpose of marketing the produets of its members and turning
hack to them the proceeds of sales, less the necessury selling expenses on the
basis of the quantity of produce fintshed by them; ’

1} Characteristics:

) it is organized as a non-stock. non-profit organization

by tis organized as an association or oreanization x\husc mmmber& are engaged
i frming, frolt growing, or similar occupations:

¢y g income 13 for sole purpose Df mecting s cxpenses,

2y Corporate purpeses:  To act operale as a sales agent for the purpose of
marketing the produects of its members and wning back (o them the proceeds
of sales, fess the necessary selling expenses on the basis of the quantity of
produce finished by them.

3y Actual operations:

@) Associations, acting as sales agents for farmers or others. in ordey 10 come
within the exemption must establish that for el own account they ha
net income.

by It should return o the E‘ﬂembi}i‘% the gwocecd:\: of sales after deducting the
necessary seiling expenses on the basis of the guantify of produce finished
by them.

¢y The proceeds of the business should be distributed on such proportionate
basis.

21 USE OF OPERATIONAL & ORGANIZATIONAL TESTS IN DETERMINING
ENTITLEMENT TO EXEMPTION

The requirements for a tax exemption are a} ecified by the law granting it and the
requirements [or a tax exemption are strictly constroed dm inst the taxpaver because an
exemption restricts the collection of taxes necessary for the existence of the
government. Thus, the corporation should E abie to show that 11 s organized and
aperated for the purposes under Section 30 of the NIR (,j and income derived pursuant

thercto. Simply put, the organizalion must esiabhf;h { clual basis for its exemption

Orvganizational Test: This requires that the corporation  or association’s
constitutive docu mcnlfi exclusiwi}’ Hmit its primary papose/s to those described in of
Section 38 of the NIRU, as amended.
Operational Test: This requires that the regular activities of the corporation or
sesociation be exclusively devoted (o the accomiplishment of the purposes specified in
Sectinn 30 of the NiRC, a5 amended, A corporation ar association fils (o meet this test
if a substantial part ofits operations may be considered "aclivitios conducted for proti




3) NON-PROFIT, INUREMENT PROHIBITION

Caorporations in Section 30 are O'szzmiicu' net for profit,. "Non-profir means that "no
net income or assel accrues 1o or benefits any member or specific purson. with all the
net income or asset devoted to thc institution's purposes and all ifs activities conducted
not for profit”?

Therefore, in order for an entty to qualify as a non—c’aoc‘ : an{‘af"m‘ non-profit
corpar&iizm!assnciaihnf’o rpanization exempt from income tax under Section 30 of the
NIRC. as amended. 1t must thus demonstrate that its earnings or assets shall not inure
to the benefit of any of its trustees. organizers. uhuam members or any specific

person.” 1t must not be organized or operated for the benelit of private interests such
as specific individuals, incorporators or his 5%}13‘}i§\‘ aimadh Iders of the organization. or

persons contrelled directly or indirectly by such private interests. The organization must
serve g public rather than a private purpose.

A. The following are considered "inuremenis” of such nature:

by The pavment of compensation. salaries, o honorarium (o its trustees or
organizers;

2y The pavment of exorbitant or unreasonable compensation (O s emplovees:

Lad
anan?

The provision of welfare aid and financial assistance to ils members. An
arganization is not exempt from income tax i 1ts principal aclivily is tn reoeIve
and manage funds associated with savings o investment programs. including
pension or retivement programs, This does not cover a mcietz;-x mdeap
association, or non-stock corporation under Section 30(C) of the NIRC
providing for the pavment of life. SiCkHCi% accident and other beneills
exclusively to its members or their dependents

4y Donation to any person or entity (except donations made to other entities formed
for the purpose/purposes similar 1o its owin;

3} The purchase of goods or services for amounts in excess of the fair market value
of such goods or value of such services from an entity i which one or nore of
112 trustees, officers or Niduciaries has an interest: and

61 When upon dissolution and satisfaction of all abilities, ifs remaining assets are
distributed o s frustees. organzers. officers or members. [ts assets must be
dedicated o s exempt purpose, Accordingly, ils constitutive documents must
expresshy provide that in the event of dissolution, its assets shall be distributed
10 one or imore entities orned lor the purpose/purposes similar o 105 owiL or Lo
the Philippine government for nublic purpose.

1 See supra note 3
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4) TAXNATION AND EXEMPTIONS OF  ORGANIZATIONS AND
CORPORATIONS UNDER SEC, 30 OF THE NIRC OF 1997, AS AMENDED

A, Income Tay Exemption, Not Absolute

) Income tax exemption covers only the ncome received by the corporation
organized and operated in accordance with Section 30 provisiens.,

2y Section 30 corporations are still subject 1o the corresponding intemal revenye
tanes imposed under the NIRC of 1997 on income derived from any 01 their
properties. real or personal. or any activity conducted for profit regardless of the
disposition thereof fe. tnrerest neome, renfal neone __f'.?‘::;fﬁz sl or personal
progerties), which income should be reported for taxation purposes.

L

i\‘cep% for non-stock, nun—pr:wﬂt cducational institutions and government
&i ational institutions, the interest income from cureney bank de *sﬁ%'\;: and
viek I or any other monetary benefit from deposit substitute instruments and
Fom trust (unds and similar arrangement. and royalties derived 1}'(\}1“1 SCULCES
within the Philippines of organizations under Section %U are subject to the 20%
final withholding tax: provided, however, that interest income derived by them
from a depository bank under the expanded foreign currency deposit system
shall be subject to 71/2% final withhelding fax pursuant to Seetion 27(10(1) in
relation to Section 5 ,f(_"\.') hoth of the NIRC of 1997, as amended.

B. Obligation as Withholding Agent for the Government

{) The tax exemption granted under Section 30 does not cover withholding taxes
on compensation income of the organization/corporation’s employees, or the
withholding tax on income paymenis to persons subject fo fax pursuant
Section 37 of the NIRC of 1497,

3
e

The corporation or association is therefore constituted as a withholding agent
for the government if it acts as an emplover and any of its cmployees receive
compensation income subject to withholding tax under Section 79(A). Cha pzu
XL Tide Hofthe NIRC of 1997, as nnv!u iented by Revenue Regulation \Eu
2-98, or if it makes income pavments to individuals or corporations su E

the withholding tax provided for in Section 37 of the NIRC of 1997, f-E o oas
implemented by Revenue Regulations No. 2-98, as amended.

C. Liability For Value-Added Tax (VAT)

0 Purchase of goods or properties or services and importation of goods by a
corporation organized and operated as a Section 30 corporation shall be subject
io the 1290 VAT pursuant to Section 107 of the NIRC of 1997 as amended.

[t should be noted that VAT is an indirect tax payabie by the seller and not
by the purchaser of goods, However. being an indirect tax, it can be shifted or
passed an 1o the bu\c“-’*)w'-\;!sascz'. transferes or lessce of the voods. properties
or services. Onee shil e the buver/eostomer as an addition (o the cost of
poodds or services S(Jld. i is no tonwer a tax but an additional cost which the
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buver/eustomer has ¢ pay in order 10 oblain the goods or services, Thus the
shi f ingofthe VAT to it does not makc it the persan directs Hiable and E't‘ sfore,
it Cdim(‘-i invoke its fax exemption privilege under Section 30 of the NIRC of
1997 10 avoid the passing on or shifting of the VAT,

i

Section 103 of the NIRT of 1997 pravides that any person who, i the course
of trade or business. sells, barters. exchanges. leases goods or properties, renders
servicos, and any person who mmports goods <l1f1" be subjeet to the value-ndded

tax (VAT imposed under Scetions 106 to 108 of the same code,

Uhe phrase i the conrse of irade oy business " means the regular conduct
of pursuit of a commercial or an economic activity, including transactions
incid *zm? thereto, by any person regardless of whether or not the person
engaged therein ?@ a non-stock. nonprofit private organization (rrespective of
the disposition of its net income and whether or not it sells its good exclusively
to members or 18 guests), or government entity,

13, MNon-Stock, Non-Droftt Educational Institutions

1) Used Actually, Dirvectly and Exclusively tor Educational Purposes

The exemption of non-stock, non-profit educational mstitutions refers ©
ternal revenue taxes impaosed by the National Government on alls L\“HL ies and
assets used actually, directly and exclusively for educational purposes.®

Furthermore, revenues derived Trom assets used in the operation of
caleterias/canteens and bookstores are exempt from taxation provided they are
owned and operated by the educational institution as ancillary activities and the
same are located within the school premises.

Exemption 20% & 7% Final Tax on interest from Deposits, Condition

Unlike non-stock, non-profit corporations, their interest incame {rom currency
bank deposits and yield from deposit substitute nstruments used actually.

directly and exclusively in pursuance of their purposes as an ed -f*di icnal
institution, are exempt rom the 20% final tax and 7142% tax on interest income

under the expanded foreign currency deposit svstem imposed under Section
27000 of the NIRC of 1997 subject to compliance with the conditions that
as a tax-exempt educational instit utic n, thew shalt on an annual basis submit o
the Revenue Dstrict Office (RO concerned an annual information return and
dulv audited financial statement together with the Toblew ing:

(a: Certification from their depository banks as to the amount of interestincome

wned from passive investment not subject te the 209 final withbolding 1ax

a sd T15% tax on interest meome under the expanded foreign curency
deposit svstem hmposed by Section 27(D)(1) of the NIRC of 1997

Y Paragrarh 3, Seclion 4. Ardele
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(b Centification of actual vtilization of the said income; and

(¢} Board Resolution by the school adaministration on proposed prajects
construction and/r amprovement of sehool buildiy ard .
acquisition of equipment, hooks and the fike) 1o be funded out o the mone:
deposiled in hank or placed i money markets. on or before the T4h dayv of
the Emni v moenth ((.3 owing the end of s taxable vear

3y Unvelated neome of Nou-Stock, Non-Profil Fducational Tnstitutions

Non-stock, -profit educational institutions shall be subject fo internal
revenue taxes on income from trade, business or other activity, the conduct of
which is not related 1o the exercise or performance by such educationa]

institutions of thelr educational purposes or functions® fe. rental income ,‘mn
thew building/hremises

Ulnrelated fraded business or other activity means any trade. business or other
activity, the conduct of which is a0t substantially relaled to the cxercise or
performance by such educational nstitution or hespital of its primany purpose
or function,

Unrelated income of norestock, non-profit educational institutions wdm‘
Section 30¢(H3 shall be sm‘:cci o the 10% preferential rale under Section 27(8)
of the NIRC of 1997 as amended. 1 the gross income rom ‘unrelated trade,
business or other activity’ exceeds [ty parcent (30%) of the total gross income
derived by such educational Institutions from all cowrees, the entive tavable
income shall be subject 1o the regular corporate tax rate of 30% under Section
27(A of the NIRC of 1997, as amended.

43 VAT-exemption

{Gross receipls from educational services rendered by private cducational
institutions. duly aceredited by the Department of Education {Deplid) and the
COHH‘{HSSMM on Higher Education (CHEDN, the Technical Education and Skills
Development  Authority  (TESDAY and  those rendered by sovernment
educational are exempt from VA'TY

5) SECTION 30 QORGANIZATIONS AL QUALIFTED DONEE INSTITUFIONS

Ay The depee institutions covered nuder Scction EH of the NIRO of 1997, as
armended, ave those under Section JO(E) and (G specilically:

11 INonsprofit ecucational andioy charitable religious, cultural, or sacial welfare
corporation, or

TSec 3 Finanoe Departmen: Order Noo 137-87 as mvrended by Floance Department Ordey W, 1 40.058
fSees 20 Fieoce Department Order Moo 137287 as cimedod by Finanee Depusiment Order Moo 42

Y Section TOR T of the NIRC of 1997 as mwended

vase o




2y Accredited nongovernment organization, trust or g_mi‘a'“;‘%*;"“péc arganization
andror research  institution or  organization  acoredited  nongovernment
organization, trust or philanthropic organization and/or research institution or
orzanization

B. To be gualified, the foregoing organizations or institutions should be:
b Incarporated as a non-stock entify,
2y Paving no dividends.

3 Governed by trustees who receive no compensation. and
41 Devoling all lts income. whether students’ {fees or aifis, donation. subsidies or

other forms of philanthropy. t{,: the accomplishmeni and promotion of the
P ! i

purposes enumerated in s Articles of Incorporvation, and
3y For NGOs, Accrediied by the )h Impma ouncil for NGO Certification
(PUNCL

3. Comdition of the donation. Not more than thirty }m cent (30%) ol safd gilty shall
be used by such donee for administration purposes

. Donee Ceptificaiion. A gualified donee stititdon shall have s authorized
FEPTeRe ma ive sign the 1irst page of the Certificate of Donation (BIR Form 2322
which certifies that the donee tnstitution has received on the date indicated the
subject maiter {i.e., cash or propertyy ol the douatson. it also provides a description
of the properties donated.

L CLARIFICATIONS ON CORPORATE REGISTRATION GUIDELINES &
PROCEDURES FOR SECTION 20 ORGANIZATIONS

1. HOW VO REGISTER

. BIR Torms To Be Used. All Comorations and ;*-",i:'\;z)a;i‘ﬁ%f;>=z% crumoerated under
Section 30 of the NIRC of 1997, as amended. are required to be :g_i_.lered with the
St using the Application for Rcar'st'ati(m Form (_t3lR Form No, 1903) on or
bmos‘c ihe commencement of its operation

ian]

Iy Tor those registerig i RDOs with eTIS-1. the Application for Regisiration
(BIR Form No. 1903 Noventber 2014 ENCS) shall be vsed and the registrant
shall fill in teny 108 and 16C thereoll (See Annex 4)

2y For those registering in all other RDOs, use the Application for Registration
{BHC Form Noo 1903 January 20007 and accomplish iterm Noo 3 “Taxpaver
Twpe™ by marking the box  corresponding lo “Non-stock  Non-Profit
Ovrganization” and write undermeath the speciiic legal basis of the excmption.
Je g Secifon 3000 non-siock and nonprofii educarional fasiitation] (See
Annex A-1)

B. Legal Basis For Incentive/Exemption. Registrant shall provide the specific leul
basis fe.g. Section 30 (H] non-stock (mrfmm,zm fit ediicaiiona! institution] and the
incentives fo which it may be entitfed as such oveonization {e.g. Income tax

exemption) i the application form durng registration.




C.

Fax Types. For purposes of determining the proper tax type (e whether VAT or
other percentage taxes) based on the nature of the business activity of tht‘z taspaser,

Section O of Revenue Regulations No. 07-2012 shall be complied with.

Register cach type of internal revenue tax forwhich the corporation is obligated

o like & return or pay taxes dug tim'cun. (Section Y Rev, Regs. 7-20

Register for withholding tax 1 the corporation is an eiiployer and its emplovees
receive compensation imcome under Seetion “(9( AY or if corporation is expecied
make income paymients subiect o expanded withholding tax under Section 37¢1
both of the NIRC of 1997, as amended. The u:a'nm'aiéon or association shal
constituted as withhiolding agent for the govermiment.

Compliance with Secondary Regisiration Processes. {‘ pon regisiering with BIR,
the registrant corporation must comply with the following primary and sccondary
regisiration processes and observe the prescribed mmi therefor. pursuant (o
R evenue Regulations No. 7-2012:
¢ Pav Annual Registration Fee (ARFL as applicable:
®  Secure (ierl'f'u ate of Registration (CORY:
s Proceed to Secondary Registration (F.e. Apply for Authority 1o Print AT
receipts/invoices and Register Books of Accounts) and get "ASK FOR
RECEIPT notice, if applicable:

1) Authority to Print Receipts/Invoices

The Application for Authority to Print Receints and Invoices should be
secured by the corparation or assoclation before the commencement of business
operations and the printing of 11s ;’u‘im“pai and wppk lentary receipls/invoices
containing all the information required in the existing revenue issuancs

All corporations  or associations are required to obtain receipts by
accomplishing an Application for Authiority to Print Reeeipts and Invoices
(BIR Form No. 1906} and submit the same together with the documentary
requirenients (o RDO where the Head Office is located or concerned offic
under the Large Taxpaver Service

The serial numbers of such receipts/inveices shall be the continuation of
srevicushy approved Authoriiy to Print, i any.

2y Wegistration of Books of Accounis
The corporation or association shatl likewise repisier its hooks of accounts
and/or  secure  apm '(};Jl"isll : Pcrm'ts o Use lLoose Loab Beooks of

Accounts/Computerized Books of Accounts hefure fis us

Fhe books of accounts and other pertinent records of organizations that are
excompled v special taws or grantees of lax incentives shall he subject o

examinalion by the BIR for purpuscs of asceriaining comphiance with the
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condiiions underwhich i has been granted ax exemptions or tax mcentives and
s tax hiabifities, D ans.

UPDATING OF REGISTRATION

The registersd corporation or association is requued to update s repistiation
information by accomp hs‘hmg and fiiing an Application for Registration Information
Update (BIR Form No, 1985) together with the required documents with the Revepue
District Cftice (RDO) where registered, forany of the iollowing circumstanoes;

a) When the registered corporation or association amends or changes its re
corporate/business name. business address. line ol activity/business:

By When there is a need to change intax tvpes. purstant 1o a BIR Rubing/Certficate of
Tax Exemption; or

¢ Such other updates such as changes b1 incentive detatls, and accounting period.

i1 the event of closure or cessation of operation, die corporation or asseciation

should promptly inform the BIR and follow the existing procedures therelor.

ISSUANCE OF RECEIPTS ARD INVOICES BY CORPORATIONS UNDER
SECTION 38

AL In the regular conduct of business, all cor tinis or associations subject (o an
miernal revenue tax, shall issue duly registered receipls or sales/commercial
invoices showing the dale of transaction, gquantity, umt cost and description of
merchandise or nature of service for each sate or fransfer of merchandise or for
services rendered valued at Twenty-five pesos (P25.00) or more.

B. The original of each a'cccipt or imo%“‘s shall be issued to the purchaser. customer or
client and which CCCE; tor invoice shall show the name. business style, if anv, and
address of the purchaser, customer or chient, Where the purchaser is a VAT-
registered person, in addition to the inlormation herein required. the invoice or
receipt shall further show the Taxpayer ldentification Number (FINY of the
purchaser.

C. For Corparations organized and operated under Section 30 of the NIRC ol 1997
with Mixed Income (deriving incomesvevenes from ifs (}_,f}(:‘,"{.’;’l():"? ¢y .%'Ef{‘j? and fram
afher activities velving sofe of goods andior services not in conpection witlh iy
Section 30 purposes or o any profit-oviented aoriviviest they shall fssue a VAT or
Non-VAT orincipal receipts/

mvoices, as the case mavhe,

Do For Corporations organized and operated wnder Section 30 of the NIRC of 1997
whose seurce of income s solely derived from s operation as such, with no other
taxable mwome, they shall issue Nen-YV AT principal receipts/invoices that idicate
the word “EXEMEPTT prominently on the face of the receipts/invoices.

e

For transactions that are not subject o VAT o Percentage Tax, the sai
corporations shall issue a Non-VAT principal recen ﬂww\ nees that indicate the
word TEXEMPTY pr(';;mz'zu:ii} on the face of the receiplssinvoices (.o mmembership
Jees dues. donations),

i
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Corporations organized and operate d e ii:f' Section 206 of the NIRC of 1097 shall
ltkewise issue official receipts and feates of Donation | Form

the receipt of donations pursuant 1o E\Lv*m(, Memorandum Circutar (R

86-2014,

PMPLIANCE REQUIREMUENTS

Filing of Account Information Return and Financinl Statenents

For the fivst three (33 vears of Hs operations, the corporalion or associalion
organized as g Section 30 corporation shall accomphsh and file an Acconnt
Inlmmainm Form (BIR Form No. 1702-A18)" on or before the 15th day o‘éhc
fourth month fellowing the end of its taxab e vear. The AL will containy the
taxpayer's Fm\mms profile information and other relevant data to be lified from the
Audited Financial Statements ol the corporation,

The Al shall be filed together with the Annual Income Tax Return (BIR Form
Mo, 1702) on or belore the [5th dav of the foarth (dith) month following the close
of the calendar or fiscal vear, as the case may be.

Maoreover, such corporation or association is rcq_uimd toy file on or hefore the
i 3th day of the fourth month following the end of the accounting period a Profi
and Loss Staternent and B:—}izmce Sheet with the Annual Informalion RL urn under
oath. stating its gross income and expenses incurred during the preceding period.

Filing of Income Tax Returns

11 For Corporations organized and operated under Section 30 of the NIRC ol 1997
whose source of income is solely derived from its operation as such. with g
other taxabie income, they shall file anmual imcome tax returns {(BIR Form No.
1702-EX) and atiach a copy of Confirmatory BIR Rulings ur Certificate of Tax
I"“ﬁmnplion% ifany. They are not required 1o file the monthly and quarterly
VATPercentage tax returns and quarterly income tax return {BIR Form No.

[70200).

23 For Corporations under Section 30 of the NIRC of 1997, as amended, with
Mised Income or having other activities involving sale of ms){i'»: and/or services
1ot in c:'wimegiim‘ with its primary purpeses or to any profit-oriented activities
shatl file the monthly and quarterly VA T/ Percentage tax returns and quarterh
and annual income tax returns (BER Form No, 1787-MX0

lusirarion:
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For Corporations under Scction 30 of the NIRC of
1097 whose source of income is solely, divecthy
and exciustvely for its primary purposes with no i mnfen wle
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other taxable income, organized and operated 1601 E/1604E;
under Section 30 of the NIRC of 1997, as amended | Other applicable returns

For Corporations under Section 30 of the NIRC of | 1702-MX:

1997, as amended. with Mixed Income or having 17020 (1% to 3" Quarter)
other activities involving sale of goods and/or 2550M725500:

ervices not in connection with its primary 2551M/2551Q;

purposes ot to any profit-oriented activities
If applicable:
1601C/1604CF:
1601E/1604E;

Other applicable returns

!
L
(See Annex B for examples of profit-oriented activities)

3) Where the law, revenue regulations or related revenue issuances expressly
require the submission or attachment of specitic document/s or certification/s
along with the filing of Annual Income Tax Returns, hercin corporations and
association shall likewise comply.

This Circular shall be given as wide a publicity as possible.

KIM S. JACINTO - HENARES
Commissiener of Internal Revenue
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