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[ REPUBLIC ACT NO. 8424, December 11, 1997 ]

AN ACT AMENDING THE NATIONAL INTERNAL REVENUE CODE,
AS AMENDED, AND FOR OTHER PURPOSES

Be it enacted by the Senate and House of Representatives of the Philippines in
Congress assembled:

SECTION 1. Short Title. — This Act shall be cited as the "Tax Reform Act of 1997."

SEC. 2. State Policy. - It is hereby declared the policy of the State to promote
sustainable economic growth through the rationalization of the Philippine internal
revenue tax system, including tax administration; to provide, as much as possible,
an equitable relief to a greater number of taxpayers in order to improve levels of
disposable income and increase economic activity; and to create a robust
environment for business to enable firms to compete better in the regional as well
as the global market, at the same time that the State ensures that Government is
able to provide for the needs of those under its jurisdiction and care.

SEC. 3. Presidential Decree No. 1158, as amended by, among others, Presidential
Decree No. 1994 and Executive Order No. 273, otherwise known as the National
Internal Revenue Code, is hereby further amended to read as follows:

"TITLE I - ORGANIZATION AND FUNCTION OF THE BUREAU OF INTERNAL
REVENUE

"SECTION 1. Title of the Code. - This Code shall be known as the National
Internal Revenue Code of 1997.

"SEC. 2. Powers and Duties of the Bureau of Internal Revenue. - The Bureau
of Internal Revenue shall be under the supervision and control of the
Department of Finance and its powers and duties shall comprehend the
assessment and collection of all national internal revenue taxes, fees, and
charges, and the enforcement of all forfeitures, penalties, and fines connected
therewith, including the execution of judgments in all cases decided in its favor
by the Court of Tax Appeals and the ordinary courts. The Bureau shall give
effect to and administer the supervisory and police powers conferred to it by
this Code or other laws.

"SEC. 3. Chief Officials of the Bureau of Internal Revenue. - The Bureau of
Internal Revenue shall have a chief to be known as Commissioner of Internal
Revenue, hereinafter referred to as the Commissioner and four (4) assistant
chiefs to be known as Deputy Commissioners.

"SEC. 4. Power of the Commissioner to Interpret Tax Laws and to Decide Tax



Cases. — The power to interpret the provisions of this Code and other tax laws
shall be under the exclusive and original jurisdiction of the Commissioner,
subject to review by the Secretary of Finance.

"The power to decide disputed assessments, refunds of internal revenue taxes,
fees or other charges, penalties imposed in relation thereto, or other matters
arising under this Code or other laws or portions thereof administered by the
Bureau of Internal Revenue is vested in the Commissioner, subject to the
exclusive appellate jurisdiction of the Court of Tax Appeals.

"SEC. 5. Power of the Commissioner to Obtain Information, and to Summon,
Examine, and Take Testimony of Persons. — In ascertaining the correctness of
any return, or in making a return when none has been made, or in determining
the liability of any person for any internal revenue tax, or in collecting any
such liability, or in evaluating tax compliance, the Commissioner is authorized:

"(A) To examine any book, paper, record, or other data which may be relevant
or material to such inquiry;

"(B) To obtain on a regular basis from any person other than the person whose
internal revenue tax liability is subject to audit or investigation, or from any
office or officer of the national and local governments, government agencies
and instrumentalities, including the Bangko Sentral ng Pilipinas and
government-owned or -controlled corporations, any information such as, but
not limited to, costs and volume of production, receipts or sales and gross
incomes of taxpayers, and the names, addresses, and financial statements of
corporations, mutual fund companies, insurance companies, regional operating
headquarters of multinational companies, joint accounts, associations, joint
ventures or consortia and registered partnerships, and their members;

"(C) To summon the person liable for tax or required to file a return, or any
officer or employee of such person, or any person having possession, custody,
or care of the books of accounts and other accounting records containing
entries relating to the business of the person liable for tax, or any other
person, to appear before the Commissioner or his duly authorized
representative at a time and place specified in the summons and to produce
such books, papers, records, or other data, and to give testimony;

"(D) To take such testimony of the person concerned, under oath, as may be
relevant or material to such inquiry; and

"(E) To cause revenue officers and employees to make a canvass from time to
time of any revenue district or region and inquire after and concerning all
persons therein who may be liable to pay any internal revenue tax, and all
persons owning or having the care, management or possession of any object
with respect to which a tax is imposed.

"The provisions of the foregoing paragraphs notwithstanding, nothing in this
Section shall be construed as granting the Commissioner the authority to
inquire into bank deposits other than as provided for in Section 6(F) of this
Code.



"SEC. 6. Power of the Commissioner to Make Assessments and Prescribe
Additional Requirements for Tax Administration and Enforcement. -

"(A) Examination of Returns and Determination of Tax Due. - After a return
has been filed as required under the provisions of this Code, the Commissioner
or his duly authorized representative may authorize the examination of any
taxpayer and the assessment of the correct amount of tax: Provided, however,
That failure to file a return shall not prevent the Commissioner from
authorizing the examination of any taxpayer.

"The tax or any deficiency tax so assessed shall be paid upon notice and
demand from the Commissioner or from his duly authorized representative.

"Any return, statement or declaration filed in any office authorized to receive
the same shall not be withdrawn: Provided, That within three (3) years from
the date of such filing, the same may be modified, changed, or amended:
Provided, further, That no notice for audit or investigation of such return,
statement or declaration has, in the meantime, been actually served upon the
taxpayer.

"(B) Failure to Submit Required Returns, Statements, Reports and other
Documents. - When a report required by law as a basis for the assessment of
any national internal revenue tax shall not be forthcoming within the time fixed
by laws or rules and regulations or when there is reason to believe that any
such report is false, incomplete or erroneous, the Commissioner shall assess
the proper tax on the best evidence obtainable.

"In case a person fails to file a required return or other document at the time
prescribed by law, or willfully or otherwise files a false or fraudulent return or
other document, the Commissioner shall make or amend the return from his
own knowledge and from such information as he can obtain through testimony
or otherwise, which shall be prima facie correct and sufficient for all legal
purposes.

"(C) Authority to Conduct Inventory- taking, Surveillance and to Prescribe
Presumptive Gross Sales and Receipts. - The Commissioner may, at any time
during the taxable year, order inventory-taking of goods of any taxpayer as a
basis for determining his internal revenue tax liabilities, or may place the
business operations of any person, natural or juridical, under observation or
surveillance if there is reason to believe that such person is not declaring his
correct income, sales or receipts for internal revenue tax purposes. The
findings may be used as the basis for assessing the taxes for the other months
or quarters of the same or different taxable years and such assessment shall
be deemed prima facie correct.

"When it is found that a person has failed to issue receipts and invoices in
violation of the requirements of Sections 113 and 237 of this Code, or when
there is reason to believe that the books of accounts or other records do not
correctly reflect the declarations made or to be made in a return required to be
filed under the provisions of this Code, the Commissioner, after taking into
account the sales, receipts, income or other taxable base of other persons
engaged in similar businesses under similar situations or circumstances or



after considering other relevant information, may prescribe a minimum
amount of such gross receipts, sales and taxable base, and such amount so
prescribed shall be prima facie correct for purposes of determining the internal
revenue tax liabilities of such person.

"(D) Authority to Terminate Taxable Period. - When it shall come to the
knowledge of the Commissioner that a taxpayer is retiring from business
subject to tax, or is intending to leave the Philippines or to remove his
property there from or to hide or conceal his property, or is performing any act
tending to obstruct the proceedings for the collection of the tax for the past or
current quarter or year or to render the same totally or partly ineffective
unless such proceedings are begun immediately, the Commissioner shall
declare the tax period of such taxpayer terminated at any time and shall send
the taxpayer a notice of such decision, together with a request for the
immediate payment of the tax for the period so declared terminated and the
tax for the preceding year or quarter, or such portion thereof as may be
unpaid, and said taxes shall be due and payable immediately and shall be
subject to all the penalties hereafter prescribed, unless paid within the time
fixed in the demand made by the Commissioner.

"(E) Authority of the Commissioner to Prescribe Real Property Values. - The
Commissioner is hereby authorized to divide the Philippines into different
zones or areas and shall, upon consultation with competent appraisers both
from the private and public sectors, determine the fair market value of real
properties located in each zone or area. For purposes of computing any
internal revenue tax, the value of the property shall be, whichever the higher
is of:

"(1) the fair market value as determined by the Commissioner; or

"(2) the fair market value as shown in the schedule of values of the Provincial
and City Assessors.

"(F) Authority of the Commissioner to Inquire into Bank Deposit Accounts. -
Notwithstanding any contrary provision of Republic Act No. 1405 and other
general or special laws, the Commissioner is hereby authorized to inquire into
the bank deposits of:

"(1) a decedent to determine his gross estate; and

"(2) any taxpayer who has filed an application for compromise of his tax
liability under Sec. 204(A)(2) of this Code by reason of financial incapacity to
pay his tax liability.

"In case a taxpayer files an application to compromise the payment of his tax
liabilities on his claim that his financial position demonstrates a clear inability
to pay the tax assessed, his application shall not be considered unless and
until he waives in writing his privilege under Republic Act No. 1405 or under
other general or special laws, and such waiver shall constitute the authority of
the Commissioner to inquire into the bank deposits of the taxpayer.

"(G) Authority to Accredit and Register Tax Agents. — The Commissioner shall



accredit and register, based on their professional competence, integrity, and
moral fitness, individuals and general professional partnerships and their
representatives who prepare and file tax returns, statements, reports,
protests, and other papers with, or who appear before, the Bureau for
taxpayers. Within one hundred twenty (120) days from January 1, 1998, the
Commissioner shall create national and regional accreditation boards, the
members of which shall serve for three (3) years, and shall designate from
among the senior officials of the Bureau, one (1) chairman and two (2)
members for each board, subject to such rules and regulations as the
Secretary of Finance shall promulgate, upon the recommendation of the
Commissioner.

"Individuals and general professional partnerships and their representatives
who are denied accreditation by the Commissioner and/or the national and
regional accreditation boards may appeal such denial to the Secretary of
Finance, who shall rule on the appeal within sixty (60) days from receipt of
such appeal. Failure of the Secretary of Finance to rule on the appeal within
the prescribed period shall be deemed as approval of the application for
accreditation of the appellant.

"(H) Authority of the Commissioner to Prescribe Additional Procedural or
Documentary Requirements. - The Commissioner may prescribe the manner of
compliance with any documentary or procedural requirement in connection
with the submission or preparation of financial statements accompanying the
tax returns.

"SEC. 7. Authority of the Commissioner to Delegate Power. - The
Commissioner may delegate the powers vested in him under the pertinent
provisions of this Code to any or such subordinate officials with the rank
equivalent to a division chief or higher, subject to such limitations and
restrictions as may be imposed under rules and regulations to be promulgated
by the Secretary of Finance, upon recommendation of the Commissioner:
Provided, however, That the following powers of the Commissioner shall not be
delegated:

"(a) The power to recommend the promulgation of rules and regulations by the
Secretary of Finance;

"(b) The power to issue rulings of first impression or to reverse, revoke or
modify any existing ruling of the Bureau;

"(c) The power to compromise or abate, under Sec. 204(A) and (B) of this
Code, any tax liability: Provided, however, That assessments issued by the
regional offices involving basic deficiency taxes of Five hundred thousand
pesos (P500,000) or less, and minor criminal violations, as may be determined
by rules and regulations to be promulgated by the Secretary of Finance, upon
recommendation of the Commissioner, discovered by regional and district
officials, may be compromised by a regional evaluation board which shall be
composed of the Regional Director as Chairman, the Assistant Regional
Director, the heads of the Legal, Assessment and Collection Divisions and the
Revenue District Officer having jurisdiction over the taxpayer, as members;
and



