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Differences
Permanent Differences

Differences that will never reverse over time because they arise due to 
items being either tax-exempt or non-deductible under tax laws.
A. Income Recognized in Accounting but Not Taxable
1.Interest income from government securities subject to final tax

1. 20% final tax on interest from peso-denominated time deposits and other deposit substitutes (Sec. 
24(B)(1))

2. 15% final tax for non-residents (Sec. 25(A)(2))

2.Dividend income from domestic corporations
1. Exempt from regular tax for corporate taxpayers (Sec. 27(D)(4))
2. Subject to 10% final tax for individuals (Sec. 24(B)(2))

3.Foreign exchange gains (if unrealized)
1. Unrealized forex gains are recognized under PFRS but are not taxable until realized

4.Gain on sale of capital assets subject to final tax
1. Sale of stocks not traded in the PSE: 15% CGT (Sec. 27(D)(2))
2. Sale of real property (not used in business): 6% CGT (Sec. 27(D)(5))

5.Income from tax-exempt entities (e.g., PEZA-registered enterprises)
1. Enterprises with Income Tax Holiday (ITH) under PEZA or BOI incentives pay 0% tax

6.Government grants/subsidies
1. Not taxable if classified as a capital grant (e.g., Build-Operate-Transfer projects)



Differences
Permanent Differences

B. Expenses Recognized in Accounting but Not Deductible for Tax
1.Entertainment, Amusement, and Recreation (EAR) Expenses (Sec. 34(A)(1)(iv))

Deductible only up to: 
• 0.50% of net sales (for sellers of goods)
• 1.00% of net revenue (for service providers)

2.Representation and gift expenses
• Subject to the same EAR limits above

3.Fines, penalties, and surcharges on tax deficiencies
• 25% surcharge for late filing (Sec. 248(A))
• 20% annual interest on tax deficiencies (Sec. 249(A))

4.Bribes, kickbacks, and illegal payments
• Expressly non-deductible under tax rules

5.Life insurance premiums where the company is the beneficiary
• Not deductible under Sec. 34(A)(4)

6.Expenses related to tax-exempt income
• E.g., expenses related to interest income already subject to final tax

7.Non-deductible political contributions and lobbying expenses
• Political contributions are not deductible (Sec. 34(H))

8.Stock option expenses
• Deductible only upon exercise (not when granted)



Differences
Permanent Differences

C. Tax Deductions Not Recognized in Accounting
1.Optional Standard Deduction (OSD) (Sec. 34(L))

• Corporations: 40% of gross income (instead of itemized 
deductions)

2.Excess depreciation deduction
Maximum allowed: 

• Vehicles used by executives: Depreciation limited to 
Php 2,400,000 per vehicle (RR 12-2012)

3.NOLCO (Net Operating Loss Carry-Over)
• Allowed up to 3 years (Sec. 34(D)(3)), but extended to 5 

years for losses in 2020-2021 (RA 11534, CREATE Law)



Differences
Temporary Differences

Differences in timing between accounting and tax reporting, which 
will reverse in future periods.
A. Revenue Recognized in Accounting Before It Becomes Taxable
1.Accrued income or interest receivable

• Recognized in books but taxed only when received
2.Unbilled revenue (e.g., construction contracts using POC method)

• PFRS: Recognized over time
• Tax: Taxed when billed/collected

3.Deferred revenue under PFRS but taxable when received
1. E.g., prepaid membership fees, tuition fees, and subscription 

income



Differences
Temporary Differences

B. Revenue Taxed Before It Is Recognized in 
Accounting
1.Advance rental income

• Taxed upon receipt but amortized in 
books over lease term

2.Prepaid service income
• Taxed when received but earned over 

time in accounting



Differences
Temporary Differences

C. Expenses Recognized in Accounting Before They Are 
Deductible for Tax
1.Depreciation expense differences

• PFRS: Useful life based on economic benefits
• Tax: BIR limits (e.g., 2.4M cap for executive vehicles)

2.Warranty expenses
• PFRS: Recognized as provision
• Tax: Deductible only when actually incurred

3.Bad debts (Allowance for Doubtful Accounts)
• Deductible only upon actual write-off (Sec. 34(E))



Differences
Temporary Differences

D. Expenses Deductible for Tax Before Recognized in 
Accounting
1.Prepaid expenses

• Tax: Deductible upon payment
• Accounting: Amortized over benefit period

2.Accelerated depreciation (allowed under tax rules but not 
PFRS)

• BIR may allow shorter useful lives, creating temporary 
difference

3.Deferred tax assets (e.g., NOLCO)
• NOLCO deductible for tax but not yet recognized in 

books



Ease of Paying Taxes Act
(Republic Act No. 11976)

1.Transition to Invoices:
• All taxpayers are required to issue Invoices for sales of goods 

and services starting April 27, 2024. 
2.Handling Unused Official Receipts:

• Taxpayers with unused ORs have the option to: 
a. Convert ORs to Invoices: This involves striking out 

"Official Receipt" and stamping "Invoice" or a similar 
term. These converted documents can serve as primary 
invoices until December 31, 2024, after which they may 
only be used as supplementary documents.

b. Use ORs as Supplementary Documents: Unused ORs 
can be utilized as supplementary receipts, provided they 
are stamped with the phrase "THIS DOCUMENT IS NOT 
VALID FOR CLAIM OF INPUT TAX."



Ease of Paying Taxes Act
(Republic Act No. 11976)

3. System Reconfiguration:
• For taxpayers using Cash Register Machines (CRMs), Point-of-Sale (POS) 

systems, or electronic invoicing software, the transition from issuing ORs 
to Invoices is considered a minor system enhancement. This change does 
not require prior BIR approval.

4.Submission of Inventory:
• Taxpayers must submit an inventory of unused ORs to the BIR by July 31, 

2024, detailing the number of booklets and corresponding serial 
numbers.

Implications:
•Uniform Documentation: The shift to using Invoices standardizes the 
documentation process for sales transactions, simplifying compliance and 
record-keeping.
•Input Tax Claims: Only valid Invoices can be used to substantiate input tax 
claims. Supplementary documents, such as unconverted ORs, are not valid for 
this purpose.



Ease of Paying Taxes Act
(Republic Act No. 11976)

For VAT-Registered Persons:
•A VAT-registered person is required to issue a duly registered VAT Invoice for 
every sale, barter, exchange, or lease of goods or properties, as well as for every 
sale, barter, or exchange of services, regardless of the transaction amount. 
For Non-VAT-Registered Persons:
•A Non-VAT-registered person is required to issue a duly registered Non-VAT 
Invoice for every sale, barter, exchange, or lease of goods or properties, and for 
every sale, barter, or exchange of services valued at Five Hundred Pesos 
(₱500.00) or more. 
•If the buyer requests an Invoice, the seller must issue one regardless of the 
transaction amount. 
•If the aggregate amount of all sales transactions at the end of the day, each 
amounting to less than ₱500.00, exceeds the ₱500.00 threshold, an Invoice must 
be issued. 



Q&A

Regarding NOLCO, pwede bang hindi na 
magpresent pa ng DTA for this, since NOLCO is valid 
for 3 years lang naman?

When Can You Avoid Presenting DTA for NOLCO?
You should NOT recognize a DTA if:

 Your company has no clear forecasted taxable income within the next 3 years.
 The company has a history of continuous losses with no turnaround strategy.
 There are uncertain or volatile business conditions affecting profitability.
 There are tax law limitations or restrictions that could prevent NOLCO utilization.
 In this case, the NOLCO is disclosed as an off-balance sheet item (e.g., in the notes 

to the financial statements) instead of being recognized as a DTA.



Q&A

Is recognition of MCIT to be recorded in the books 
as DTA? Ive seen one of big 4 audit firm, 
recognizing MCIT as DTA because the company 
operated at a loss. SO in the books, Ive seen three 
DTAs: 1. from MCIT, 2. from NOLCO and 3 from 
temporary differences



Q&A



Q&A

Can you provide examples of situations where 
deferred tax is recognized in P/L versus when it 
should be reported in OCI?



Q&A

How to record BIR assessed Sales for 2023, we already 
paid the corresponding Output and income tax related to 
it, is it to be recorded as prior period adjustment charged 
to RE or to be expensed on the year paid



Q&A

can company claim dep exp on exec car worth 3M 
limited to 2.4M cap under BIR regulations?
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