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Formerly, the principle of the recognition of revenue was not prescribed
in the Revenue Code for the purpose of the computation of net profits for corporate
~ tax. As aresult, the taxpayers were able to use any principles for the recognition
of revenue. Thereafter, the Revenue Code has provided that only the accrual
basis will be employed for the computation of the revenue and expenses. However,
the Revenue Code does not clearly define when the realization of revenue of
each transaction or juristic act occurs for the purpose of the computation of taxes.

Disputes often arise between the taxpayers and revenue officials regarding
the correct interpretation of Section 65 of the Revenue Code which provides that

“Income subject to tax under this Division shall be net profits, computed
by taking into account all revenue arising from or in consequent of the business

carried on in an accounting period and deducting therefrom all expenses in
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accordance with conditions prescribed in Section 65 bis and 65 ter. An accounting
period shall be a duration of twelve months, except that in the following cases
it may be less than twelve months:

(a) A juristic company or partnership newly incorporated may take any
period from the date of incorporation to any date as its first accounting period.

(b) A juristic company or partnership may apply to the Director-General
for (an) alteration of the closing date of an accounting period. In such case,
the Director-General in his discretion may by order grant or refuse to grant
(such) permission. Notice of such order shall be given to the applicant juristic
company or partnership within a reasonable of time. If the Director-General
by his order grants permission, the juristic company or partnership shall comply
with the order from such accounting period as designated by the Director-General.

Computation of revenue and expenses shall follow the accrual basis,
whereby all revenue during any accounting period, even if it not received
during that period, shall be included as revenue of that period, and all expenses
relevant to such revenue, even they are not paid during that périod, shall be
included as expenses of that period. Wherever it is necessary, the taxpayer may
seek the approval of the Director-General to alter the accrual basis and related
accounting methods for the purpose of computing revenue and expenses under
the second paragraph, and, if approval is granted by the Director-General, the
alternate basis and method in and from such accounting period as designated

by the Director-General shall be used.”



TE 165860

Since the prescribed principle of realization of revenue is different from
the generally accepted accounting principle (GAAP) and it creates problems
related to the recording of the realization of the revenue and the proper payment
of taxes according to the relevant provisions of law. These problems include
the meaning of revenue, the realization of advanced payment, the proper
application of the principle and, lastly. The avoidance of taxes by certain
businesses.

Therefore, for more effective tax collection, it is recommended that the
Revenue Code should be amended to define the scope of the term “revenue,”
and to accommodate the principle of “accrual basis” in accordance with the
generally accepted accounting principles (GAAP). There should also be more
coordination among the agencies concerned in applying the accounting

principles to taxation principles.





