
ANNEX A 

 

 

Preliminary Assessment Notice 

 

ABC Corporation 

123 Makati Avenue 

Makati City 

TIN: 000-000-000-000 

 

Gentlemen: 

Please be informed that after investigation there has been found due from you deficiency 

income tax for calendar year 1997, as shown hereunder: 

 

Assessment No. _______ 

 

Taxable income per return               P1,000,000.00 

Add: Discrepancies per investigation 

1. Undeclared rental income           P200,000.00 

2. Non-deductible interest expenses   300,000.00 

3. Undocumented representation expenses 150,000.00 

4. Non-deductible bad debt expense   250,000.00    900,000.00 

        —————              ————— 

Taxable income per investigation              P1,900,000.00 

             ————— 

Income tax due thereon (35%)       P665,000.00 

Less: Income tax paid per return         350,000.00 

             ————— 

Balance          P315,000.00 

Add: 50% surcharge for filing of fraudulent return P157,500.00 

20% interest per annum from 4-15-96 to 3-15-98     63,000.00    220,500.00* 

            ————— 

TOTAL AMOUNT DUE                 P535,500.00* 

 

*Please note that the interest and the total amount due will have to be adjusted if paid 

beyond 3-15-98 

 

The complete details covering the aforementioned discrepancies established during the 

investigation of this case are shown in the accompanying ANNEX A-1 of this letter of 

demand.    



 

The 50% surcharge has been imposed pursuant to the provisions of Section 248(B) of 

the National Internal Revenue Code, as amended by R.A. No. 8424, which took effect on 

January 1, 1998, in view of your failure to report for income tax purposes your 

aforementioned rental income. Such omission renders your income tax return filed for the 

taxable calendar year 1997 as a false or fraudulent return. 

 

The 20% interest per annum has been imposed pursuant to the provisions of Section 

249(B) of the said Code. 

 

Pursuant to the provisions of Section 228 of the National Internal Revenue Code of 1997 

and its implementing Revenue Regulations, you are hereby given fifteen (15) days from 

receipt hereof to pay the aforesaid deficiency income tax liability. If we fail to hear from 

you within the said period, a formal letter of demand and assessment notice shall be 

issued by this Office calling for payment of your aforesaid deficiency income tax, inclusive 

of the aforementioned civil penalty and interest. 

 

We hope that you will give this matter your preferential attention. 

 

 

 

Very truly yours, 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

ABC CORPORATION 

123 Makati Avenue 

Makati City 

TIN: 000-000-000-000 

 

 

DETAILS OF DISCREPANCIES 

Assessment No. ________ 

 

1. Undeclared rental income (P200,000.00). — Verification disclosed that you 

derived this rental income from the lease of your building to XYZ 

CORPORATION during the tax year 1997 but the same, without any legal 

justification, was neither recorded in your books of accounts nor declared in 

your income tax return, thereby resulting to the understatement of your reported 

taxable income for the said tax year. 

 

2. Non-deductible interest expense (P300,000.00). — Verification disclosed that 

this interest expense, claimed as deduction from your gross income for the tax 

year 1997, was actually incurred in connection with your loan from Mr. JUAN 

CASTRO. It was, however, further disclosed that Mr. Castro owns and controls 

60% of your outstanding capital stock. Hence, this interest expense is not a 

valid deduction from your gross income, pursuant to Section 34(B)(2), in 

relation to Section 36(B)(2) of the National Internal Revenue Code which 

provides that no deduction shall be allowed in respect of interest expense 

incurred between an individual and a corporation more than fifty percent (50%) 

in value of the outstanding stock of which is owned, directly or indirectly, by or 

for such individual.    

 

3. Undocumented representation expenses (P50,000.00). — Verification 

disclosed that this item of deduction from your gross income for the tax year 

1997 is in fact unsubstantiated with any documentary evidence, hence, 

disallowed in audit. 

 

4. Non-deductible bad debt expense (P250,000.00). — Verification disclosed that 

this item of deduction from your gross income for the tax year 1997 was, in fact, 

a mere provision for estimated uncollectible accounts from your customers as 

of the end of the said year. Under Section 34(E) of the said Code, a mere 



provision for estimated uncollectible accounts is not allowable deduction from 

gross income. In general, for bad debts to be deductible, the following statutory 

requisites must have been complied with: 

4.1  That, the debts due from your debtor or debtors must have been 

ascertained actually worthless as of the end of the taxable year; 

and 

 

4.2 That, the same have been actually charged or written-off in your 

books of accounts as of the end of the said taxable year. 

 

4.3 That, the said accounts receivable have actually been charged off 

or written-off the books of accounts as of the end of the taxable 

year. 

 

It is requested that your aforesaid deficiency income tax liability be paid immediately upon 

receipt hereof, inclusive of penalties incident to delinquency otherwise the Formal Letter 

of Demand and Assessment Notice shall be issued. 

 

 

Very truly yours, 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



ANNEX B 

 

 

FORMAL LETTER OF DEMAND 

 

ABC Corporation 

123 Makati Avenue 

Makati City 

TIN: 000-000-000-000 

 

Gentlemen: 

 

Please be informed that after investigation there has been found due from you deficiency 

income tax for calendar year 1997, as shown hereunder: 

 

Assessment No. _______ 

 

Taxable income per return               P1,000,000.00 

Add: Discrepancies per investigation 

1. Undeclared rental income           P200,000.00 

2. Non-deductible interest expenses   300,000.00 

3. Undocumented representation expenses 150,000.00 

4. Non-deductible bad debt expense   250,000.00    900,000.00 

        —————              ————— 

Taxable income per investigation              P1,900,000.00 

             ————— 

Income tax due thereon (35%)       P665,000.00 

Less: Income tax paid per return         350,000.00 

             ————— 

Balance          P315,000.00 

Add: 50% surcharge for filing of fraudulent return P157,500.00 

20% interest per annum from 4-15-96 to 3-15-98     63,000.00    220,500.00* 

            ————— 

TOTAL AMOUNT DUE                 P535,500.00* 

 

*Please note that the interest and the total amount due will have to be adjusted if paid 

beyond 3-15-98 

 



The complete details covering the aforementioned discrepancies established during the 

investigation of this case are shown in the accompanying SCHEDULE 1 of this letter of 

demand. 

 

The 50% surcharge has been imposed pursuant to the provisions of Section 248(B) of 

the National Internal Revenue Code, as amended by R.A. No. 8424, which took effect on 

January 1, 1998, in view of your failure to report for income tax purposes your 

aforementioned rental income. Such omission renders your income tax return filed for the 

taxable calendar year 1997 as a false or fraudulent return.   

 

The 20% interest per annum has been imposed pursuant to the provisions of Section 

249(B) of the said Code. 

 

In view thereof, you are requested to pay your aforesaid deficiency income tax liability 

through the duly authorized agent bank in which you are enrolled within the time shown 

in the enclosed assessment notice. 

 

 

 

Very truly yours, 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

ABC CORPORATION 

123 Makati Avenue 

Makati City 

TIN: 000-000-000-000 

 

 

DETAILS OF DISCREPANCIES 

Assessment No. ________ 

 

1. Undeclared rental income (P200,000.00). — Verification disclosed that you 

derived this rental income from the lease of your building to XYZ 

CORPORATION during the tax year 1997 but the same, without any legal 

justification, was neither recorded in your books of accounts nor declared in 

your income tax return, thereby resulting to the understatement of your reported 

taxable income for the said tax year. 

 

2. Non-deductible interest expense (P300,000.00). — Verification disclosed that 

this interest expense, claimed as deduction from your gross income for the tax 

year 1997, was actually incurred in connection with your loan from Mr. JUAN 

CASTRO. It was, however, further disclosed that Mr. Castro owns and controls 

60% of your outstanding capital stock. Hence, this interest expense is not a 

valid deduction from your gross income, pursuant to Section 34(B)(2), in 

relation to Section 36(B)(2) of the National Internal Revenue Code which 

provides that no deduction shall be allowed in respect of interest expense 

incurred between an individual and a corporation more than fifty percent (50%) 

in value of the outstanding stock of which is owned, directly or indirectly, by or 

for such individual.    

 

3. Undocumented representation expenses (P50,000.00). — Verification 

disclosed that this item of deduction from your gross income for the tax year 

1997 is in fact unsubstantiated with any documentary evidence, hence, 

disallowed in audit. 

 

4. Non-deductible bad debt expense (P250,000.00). — Verification disclosed that 

this item of deduction from your gross income for the tax year 1997 was, in fact, 

a mere provision for estimated uncollectible accounts from your customers as 

of the end of the said year. Under Section 34(E) of the said Code, a mere 



provision for estimated uncollectible accounts is not allowable deduction from 

gross income. In general, for bad debts to be deductible, the following statutory 

requisites must have been complied with: 

4.1  That, the debts due from your debtor or debtors must have been 

ascertained actually worthless as of the end of the taxable year; 

and 

 

4.2 That, the same have been actually charged or written-off in your 

books of accounts as of the end of the said taxable year. 

 

4.3 That, the said accounts receivable have actually been charged off 

or written-off the books of accounts as of the end of the taxable 

year. 

 

The records of this case disclosed that you have not introduced any evidence to overthrow 

the validity of our said findings. 

 

Pursuant to the provisions of Section 228 of the National Internal Revenue Code of 1997 

and its implementing Revenue Regulations, you are hereby given the opportunity to 

present in writing your side of the case within fifteen (30) days from receipt hereof 

otherwise our said deficiency income tax assessment shall become final, executory and 

demandable. 

 

 

 

Very truly yours, 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



ANNEX C 

 

ABC Corporation 

123 Makati Avenue 

Makati City 

TIN: 000-000-000-000 

 

FINAL DECISION ON DISPUTED ASSESSMENT 

 

Gentlemen: 

 

Referring to your letter dated May 15, 1999, please be informed that your protest against 

our calendar year 1997 deficiency income tax assessment in the amount of P535,500.00, 

the subject matter of our covering letter of demand dated March 15, 1999, is hereby 

denied for lack of factual and legal basis. The aforesaid assessment is premised on the 

following: 

 

1. Undeclared rental income (P200,000.00). — Verification disclosed that you 

derived income from the lease of your building to XYZ Corporation during the 

year 1997 but this was not recorded in your books of accounts and also not 

reported in your income tax return. 

 

2. Non-deductible interest expense deduction (P300,000.00). — Verification 

disclosed that this interest expenses was incurred in connection with your loan 

from MR. JUAN CASTRO. It was also disclosed that Mr. Castro owns 60% of 

the outstanding stock of ABC Corporation. Hence the said interest expense is 

non-deductible in computing ABC Corporation's taxable income pursuant to 

Section 34(B)(2)(a), in relation to Section 36(B)(2) of the NIRC, that interest 

paid on a loan transaction between an individual and a corporation more than 

fifty percent (50%) in value of the outstanding stock of which is owned, directly 

or indirectly, by or for such individual shall be deductible from gross income for 

income tax purposes.    

 

3. Undocumented representation expenses (P150,000.00). — Verification 

disclosed that the veracity of this item of deduction has not been established, 

hence, disallowed as a deduction from gross income. 

 

4. Non-deductible bad debt expense (P250,000.00). — Verification disclosed that 

this was a mere provision for estimated collectible accounts as of the end of 

the year 1997. Under Section 34(E), NIRC, a mere provision for estimated 



uncollectible accounts is not deductible from gross income. To be deductible, 

two requisites must be met: 

 

4.1 That, the debts due from your debtor/s (accounts receivable) have 

been ascertained actually worthless as of the end of the taxable year; 

and 

4.2 That, the said accounts receivable have actually been charged off or 

written-off the books of accounts as of the end of the taxable year 

The records of this case disclosed that you have not introduced any evidence to overthrow 

the validity of our said findings.    

 

It is requested that your aforesaid deficiency income tax liability be paid immediately upon 

receipt hereof, inclusive of penalties incident to delinquency. This is our final decision. If 

you disagree, you may appeal this final decision to the Court of Tax Appeal or to the 

Commissioner of Internal Revenue through request for reconsideration within thirty (30) 

days from date of receipt hereof, otherwise our said deficiency income tax assessment 

shall become final, executory and demandable. 

 

 

 

Very truly yours, 


