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SUBEJTEGT z CUIDELINES AND PROCEDURES IMPLEMENTING

PRODUCTION AND PROFIT SHARING UNDER
REPUBLIC ACT NO, 6657

WHEREAS, Eepublic Act No. 657, The Comprehensive Agrarian
Eefors Law of 1982, which toek a=ff=sct on June 15,1988 provides
these two sections on Productlion and Profit Sharing:

"Section: 13. - Production Sharing: Plan - Any
enterprige adopting the scheme provided for in SBection
32 herecf or operating under a producticn wvepture,
lease, management contract or other similar arrangement
and any farm covered by SBections & and 11 hereaf ig
hereby mandated to exscute within ninety (90} days from
the effectivity of this Act, a production sharing plan,
undar guidelines prezcribed =} the apprdpriate
EQVETrTnent agency.

Nothing heresin shall be construed to fanction the
diminution of any benefits such a3 zalaries, bonuses,
leaves and working conditione granted to the emploves-
beneficiaries under existing laws, agreements, and
voluntary practice by the enterprise, nor shall the
snterprise and ite employese-bensficiaries be prevented
from entering inte any agresment with terms wmore
Tfavorable to the latter.

"Section 52. Production 2haring. - Fending final
land transfer, individuals and entities ouwning, or
operating under lease or managems=nt contract,

aericultural lands are hereby mandated to exscute &
production sharing plan with thelr farmworkers or
Farmworkers' organization, if any, whereby thres
percent (3R} of the gross sales from the producticn of
such lands are distributed within sixty (60) days of
the &nd of the fiscal year as compensation te  regular
and octher faraworkers in such lands over and above the
coppensation they currently receive: Provided, 'That
thes= individusls or entities realize gross sales  in
sxc=ss af five million pescs per annum unlese the DAR,
upon propéer application, determines z lower ceiling.

In the weavent 'that the individual or entity
realizes & profit, an additicnal ten percent [(108) of
the net profit after tax shall be distributed to said
regular and other farmworkers within ninety (90) days
of the end of the fiscal wyear, o




idelines and Frocedure=
llowing respective meanings:
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To forestall any disrupticon din  the normsl

operation an lands to be turned cwver to the farmworzer-
beneficiaries mentioned above, a transitory period, the
length of which shall be determined by the DAR, shall
be established,

During this transitory period, at least ane
percent (1%) of the gross sales of the entity shall be
distributed alo) the manageri=l, EUpPErvisory and
technical group in place at the time of effectivity of
this fct as compensation for such transitorny
managerial and technical functions as it will perform,
pursuant ta an agreement that the Farmworker—
beneficiaries ‘and the mapagsrial, supervisory and

technical groaup may conclude, subject to the approval
of the DAR."

NOW THEREFORE, to ensure an orderly and ef fective

inplemnsentation ot the above provizions, the fallowing
Guidelines and Procedures are hereby promulgated for the guidance
of all concerned.

f Terms. - Az used in thess

Section 1. - Definit
[=i= allowing termg shall hawve the

= "aericulture, sdgriculTural Eriterprise or
Asricultural Activity” means the cultivation of the
soil, planting of CTOPRE, growing of fruit treas,
raising of livestock, poultry or fish, including the
harvesting of such farm producis, and octher farm
aotivities and practices performed by a farmer in
conjunction with zauch farming operations done by

per=ons whether natural or juridical.

=18 "Agricultural Land" refers to land devoted to
agricultural activity as defined above and not
clazsified az mineral, forest, residential, commercial,

industrial or national park.

e, “"Farmworker” iz a natural person who renders
service for walue as an enployee or laborer ifi an
ggricultural enterprize or farm regardless of whelther hisg
compensation is paid on a daily, weskly, monthly or “"pakyaw”
baziz. The term includes an individual whose werk has ceased
as & conseguence of, or inh connection wWith, & pending
agrarian dispute and who has not obtained & sucbstantially
sguivalant and regular farm emplaymentc.

&1 "Regular Farmworker" iz a natural person who
ie emploved on a permanent basis by &n agricultursl
enterprise cr farm.
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.2 "Seasonal Farmworker'! is -a natural: person

who ig employed on a recurrent, periecdic or intermittent
basiz by an agricultursl enterprise or farm, whether as
= permanent or a non-permansnt lsborer, such as "dumaan"
"zacada", and the likes,

Sl "Other Farmwarker' ig a farmworker who doss
1 under paragraphs (¢}, te=d) amgd (S22

d. '"Managerial or Supervisory Farmworker' is a natural
pergon who i= employed by an agricultural enterprise or farm
vested with powers or prerogstives: (1) to ley down and
executs management policies; (2Y to hire, trensfer, suspend,
lay-aoff, recall, discharge, agsigh or discipline employess,
and/or {3) to effectively recommend guch managerial actions.

e, "Technical Farmwerker' i2 a natural persen whio 1s
employved by an agricultursl enterprise or farm who 1s highly
educated and trained performing functionz 1in scisntific,
engineering, medical, tesching and cther fields, bBut not
vested with mapagerial or superviscory functions. Examples of
such employess are: chemists, agronomists, veterinarians,
zoil analysts and the like.

=, “Orogy Sales! means the totel anmual revenus from
the sale of all agricultorsl products, in thelir raw ar
original state, derived from the land or farm cowned, cperated
undar leases, management, production wventurs, growsr ar
sarvice contract , or other similar arrangement by an
agricultural enterprise. Simple post-harvest operations
ordinarily done within the farm Lo preserve or prepare
agricultural preducts for the market, such az drying,
salting, smoking or stripping, are considered agricultural
activities: In casez where retention right is alicwed under
Section © o0f RA G&ELET, the amount of gross 'sales may be
reduced by an asount eguivalent to such proportion that the
retained area bears in relation to total land area.

g. "Regular Annual Compensstion” includes =211 i
remuneration oF sarnings regularly pald to an employes by an
emglover for services rendered within a3 wyear, esuch as
salaries, Wages , 13th Mentn Pay, bonmus, allowances,
commissions and paid leaves, and other income of similar
nature, whether mandated by law or provided by gollective
bargaining agreement or established company practices, but
axcludes payment arising from the production/profit sharing
provided herein.

Section 2. - Employerg Covered. - Fending final land or
corporate stock transfer, the following emplovers are covered by
the mandated production and profit sharing under RA &657:

@a. Any enterprise owning or operating under lease,
management contract, production venture or other similar
arrangement, agricultural lands; '
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b. Multinational corporations engaged in agricultural
activities;

=. Commercial farms devoted to commercial livestocex,

poultry and swine ralising, aguacul ture including
saltheds, fishponds and prawn ponds, fruit farms,
archards, vegetable and cut-flower farms, and cacao,

coffes and rubber plantations:

Frovided, that the employer realizes grogs sales in eXcsEE
sf Five Millioen Pesos (PSM) per annum. Provided, however, that
the Department of Agrarian Reform (DAR), wnhen necessary, may
eztablish a ceiling lower than P5 million per annum.

Individuals or entities with business cperaticng other than
sgricultural, only the divisions, groups or units invelved in
agricultural activities are included in the mandated
productionsprofit sharing.

Public lands classified as inalienable and which are under
ressrvation in favor of the Bureau of Pri=zons now utilized for
dgriculture by corporaticns or entitiss in cooperation wWith tocal
entitie=s under any system of land tenure, usages, cultivation, or
management shall be covered by the production and profit shares
provided hersin. Provided, howavear that the produstion and
profit ehares shall inure or accrue to the benefit of the Bureau
of Prisons.

Section 3. - Employees Covered. - All farmworkers, whether
classified as regular, seascnal, technical or other farmworker
but excluding managerial and supervisory employees, of covered

employers are included in the mandated producticn shating and
profit sharing. Frovided, that any farmuorker who renders
service, regardless of duration, within a covered period shall be
sntitlied to this benefit. Provided, further,that in the abzence
of any Presidential Agrarian Reform Council (PARC) determination
on a specific award limit, the farmworker-peneficiary doss not
own more than three (3) hectarss of agricultural land,

Section 4. - Features of the Mandated Production/Frofit

Sharing Flan. - Covered employers shall prepare and execute
Production/Profit Sharing Plan not later than =zixty (80) days
from the effectiwity of this guidelines and procedures which

shall confros to the following rejquirements:
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a. The effectivity date of the plan is Juns tL, 198E.

b, Coverad employers are obligated to pay the folleowing
production and profit shares to be given over and abowe the
compensation their farmworkers currently receive and which
shall be distributed basgsed on the folldwling scheduls:

Amoent of Production Share

3.0% of aAnnual Gross Sales from June 15, 1988
until final land or coerperate stock transfer to  the




farmuorker-bensficiariez, provided that the smplover is
not obligated to pay more than 100% <of the regular
annual compensation of the farmworker-benseficilaries.

Schedule of Distribution

50% of estimated Production Share (bazed on
unsudited financial statements); shall be distributed
within &0 days of the and of the accounting vear and
the balance (based on audited financial statemnsnts)
payable not more than &0 davs thereafter.

Amount of Profit Share :

10% of Net Profit after tax provided that the
employer iz not obligated to pay more than 100% of the
regular annual compengation of Ehe farmuorker—-
beneficiaries. Provided, however, i1in cases whereln
r=tention right 1ig allowed under Secticon © of R.A,
E657, the amount of Net Frofit After Tax may be reduced
by an amount eguivalent to such proportion that the
retained area bears in relatiocn to total land asrea.

An illustrative feormula for the computation of
total profit share and net profit after tax is shown in
Annex A

Schedule of Distribution

S50% of estimsted Profit Share {(based on unaundited
Financial statements) shall be distributed within 90
days of the end of the accounting vesr and the balance
{based on audited financial statementzg) payable not
more than &0 dayvs thereafter.

. The formulas to be used in computing the production
and profit shares of individual workers are shown in
Annex B

d., The first vear of implemsptation of the plan shall
start on the acecpunting year {4.e.fiscal, crop or
calendar vyear followed by a coversed smplover) ending
after June 15, 1988. During the first accounting wear
period covered, the employer's gross sales for a full
vear perilod shall be conszidered to determine whether
the employver realizes annual gross sales of over PS5
million for curposes of coverage under
productien/profit sharing. However, the gross sales and
net profit after tax to be considered in computing
coverad workers' production and profit shares shall be
baged on & pro-rata basis &8s shown 1n the illustrative
examples under Annex o,

() |




Section o -Manner of Fayment.- The Production/Profit
Shares of the workers shall be paid in cash. Such additional
compensation shall be in separate payrolls which shall contaln
iriformation en: the emplover's gross sales and net profit; the
total amount for distribution as workers' production/profit
shares: each worker's number of paid days for the year, and =ach
worker's production/profit share.

Smction ©. -Production Share for Managerial and Supervisory

Group - To forestall any possible disruptien in the normal
gperation on lands to be turned over te the Farmworker-
beneficiaries, a transitory period, the length of which shall be

detsrminad by the DAR, may be established.

During this transitory periocd, at least one percent (1%) of
the gross sales of the entity concerned shall be distributed to
the managerial and supervisory group in place at the time, a=
additional compensation for such trapnsitory managerial and

v
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superviscory functions as it will periorm, pursuant to
agreement that the farmworker-beneficiaries and the manageria
and supervisory group may conclude, subject to the approval o
the DAR.

1
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Section Z. -Undistributed/Unclaimed Production/Profit

Share.- Unless otherwise provided by existing law, agreement or
plan, all undistributed or unclaimed preduction/profit shares
shall be deposited by the employer with the nearest Land Bank of
the Philippines Branch in the name of Lhe Secretary of Agrarian
Reform for pavment to workers to whom they are due. The enplover
shall immediately report such deppsits to the nearest DAR office
and send notices to the waorker-béneficiaries. If the monsy
remaing undistributed or unclaimed after two years from date of
deposit, the same shall be considered forfeited and shall be
turned over to the Agrarian Reform Fund.

Ssection 8. -Effect on Existing Eroduction/Profit 3Sharing
ng.- Any existing production/profit sharing plan granted by
employver befeore the promulgation of 20 229 and RA 6657 =hall
be credited, unless otherwise provided by  agreement | as
compliance with the mandated produstion/profit sharing plan
prescribed herein; =subjeet to prior approval by the DRAR
Provided, that Whers the benefit under Ll existing
production/prefit sharing plan is less than the spplicable amount
required in these Guidelines and Procedures, the smployer shall
pay the difference.

MNoething herein shall be constrused to sanchtion the
diminution of any benefits such a= sslaries, bonuses, leaves and
working conditions granted to the worker-beneficiaries under
sxisting laws, decrees, issuances, executive orders, and/for under
any contract or agreement between workers and employers. ner
shall the enterprise and its worker-beneficiaries be prevenlted
from entering into any agreement with terms more favorable to the
latter,




Section 49.-Enforcement.- The Secretary of Agrarian Reform
or his authorized representatives shall have the power to order
and administer compliance with the production/profit sharing
provisions and to reguire submission of reports, caompsl the
producticon of books and documents and answers to intertogatories
and issue subpoena and subpoena duces tecum and to enforce 1its
Wwrite through sheriffs or other duly deputised gificers.
Violation of &any provision of these Guidelines and Procedures
shall be subject to penalty as provided under Section 12 hereof.

Section 10.-Bettlement of Disgputes.- Tssues  involving
production/prafit sharing shall be congidered as Agrarian Reform
issues. Disputes arising from production/profit sharing shall
first be settled voluntarily between the parties. In the event of
a deadlock, such dispute shall be submitted for coneiliatian to
the appropriate DAR Regicnal Office. In case the dispute is not
resolved at the regional level, it shall be forwarded for
adiudication to the DAR aAdjudication Board.

Section 11. -Reporting Reguirements.- All coversd employers
shall submit a report ot the production/profit shares
distributed, insluding the special payrolls, under oath signed by
the employver ar his duly asuthorized representatives, not Iater
than 30 days after completion of diztributicn of the workers'
ghares: Two caopies of the report shall be stubmitted to the

appropriate DAR Regilonal Office.

The report shall conform substantially to the following
farm:

Report on Compliance with Production/Profit Sharing

1. Name of Esztablishment /Employer

2.  Address

2, Principal Commodity Preoduced

4. Total Emplovment

5. Total Gross Sales/Net Profit After Tax

B. Amount of Production/Profit Shares Distributed

7. No. of Workers Beneflited

a8 . Average Amount Received per Worker

4. pDates of Distribution of Producticen/Frofit Shares

140, Total Updistributed/ AUnclained Production/Profit Shares

11. HNo. of Workers with Undistributed/Unclaimed
Production/Profit Bhares

Section 12Z2. =Penalties.— The provizgions of SBections 73 and

74 aof RA 6557 with regard to Prohibited Acts and Cmissions, and
Penalties, respectively, shall apply to any person or entity
found +to ba wiclating any provision of these Guidelines and
Procedures .
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gection or provision hereofis declared null and void, no other
section, provisicn, or part ther=sof shall be affected and the
same shall remain in full force and effect.

Section 12. -Separability Clause.- If, for any reascon, any

Section 14, -Effectivity Clause.- These Guidelines and

Procedures shall take effect ten (10) days after publicatieon in
two (2) national newspapers of general circulation.

Guezon ity , September , 1988

PHILIP ELLAAIUICO
SeEcre
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SPEEY: SIS o Sllti wlitae sreen Davhs PENEE SN G 10, 000,000, 00
CHEL Gf BELEE . .1 v ve i rimm e mmim e emim e 2544 = e e (5,008 ,000.Q9)
Operating EXpPensSes. . ..o cu o vt tnes can s anas (3,000,000 00)
FrodUction BRI . . cv e sse o nsme s sims poacais o mma = (285, 000 ,90)
Erafit Ehare . v wwrmw e ma e s sems sans swiva s {28,568 07)
Net Brofit Befere TaEd. . eee e sopes subes o 1,616,431.93
Tax! (B3R of 161643 . O3 et v e muipe o {855, 75 .. L7}
Mt Prafit After Tas. o ceieee 55505 s saies 1,050,680.76

{Refer next page for individual taxpsyerg)




ANMER A

ILLUSTRATIVE FORMULA FCOR THE COMFUTATICON OF
PROFIT SHARE AND NET INCOME AFPTER TAX

In the case of corporate taxpavers
Given: Tax Rate 35%

Profit Share = lﬂﬂ of Net Inconme After Tax After
FProfit Share

Formula

¥ = Net Income After Tax after Profit Zhare
0.65 ¥ Net Income Before Tax Before Profit Bhare
B e ae e e e e e e e
10865

Whiste ¥ = Net Income Befaore Tax Before Profit Bhare
¥ = ¥ - [B.35(X - 0.10%) + 0.10Y%]
¥ = ¥ - [0.35% - 0,038Y + D.310%7]
¥ =¥ - TB.28X + 0.065Y]
¥ = x - G.35% - 0.0658Y

L. ReSY = Q.65%%

¥ = Q6BE¥ L6565

Example:

Agsuming: Gross Saleg: 19 000, 000;Cost of Sales:5,000,000;
Operating Expenses . 2,000,000
Area:; 100 has; Retentlon:5 has.{(=5/100 or 5%)

GTroEs Salem. - .w v cwe van s asiean R BT w i e 9,500,000 00 [95%]
Cost of BakBSaus cons cwnsy siaialessaii e cvww s U4 750, 000 .00) {95%)
Gperating EXDOnSas . . - eet o siian v vs o {2,850 ,000.005[95%]
froduction Bhare (3% of gross salezs)....: (285, 008.00)

MNet Income Before Tak

Before Profit Share. © . . . v i e ie b e e 1,615 0040 .00
Net Income After .85 ¥ 1,615, 000

Tax After = e

Profit Bhare 1.0865

= 985 ,680.76

Profit Share (10% X 985,680.76)....(98,568.07)

Net Income Before Tax

v taer Bt Shsipes sl wiids aas S o 1.,5816,4531.953
Taz (5% X A1 5185481 ;93] & oo vt snms o sim bomame (B30, 2h3 17
Net Income After Tax

After Profit Bhare. ........cvvervmaeenas...985, 680.76

{Befer next page for ACTUAL Income Tax computation)
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ANMNEX A2
in the case of individual taxpayvers:
D.1A — 0.1 [B (A - C) 4+ D]
PROFIT SHARE = —cccmmmm e = -
1 4+ 0.1 - 0.1B
Whers A = Met Income Before Tax Before Profit Share
B = Income Tax Rate
2 = Met Income subject to B
D = Fiwxed Income Tax
Profit SBhare = 10% of WNet Income After Tax After Prefit Shatre
= 10% X (Net Income Before Tax Before Profit Share
Minus Tax Minus Proflt Share)
Tax = Rate X (Net Income Before Tax Befopres Profit Share Minus
Frafit Share Minus Fiwxed Income Subjiect to Tax)
Flug Fixed Income Tax
Let B = Profit Share
¥ = 020748 - X - (B[4 - ¥ - €1 + D]
X =G.104a - 0,108 - 0,10{BA - BX - BC + I}
¥ =0.104 - 0.10% - 0.10BA + 0.10BX + 0_16BC 4+ 0.10D
#* 4 0,10 - Q0.10BX = 0.104 C.10BA + 9,108 - 0.10D
0.10A - 0.10[B(A - C) + D]
. = e e o e e e S e B i S i
1+ 0,10 - 0,10B
TABLE
Income Before Tax amputation for Tax
Eefores Profilt Shard  ——r———memm e e e
(A} (B) {C) (D)
Under 2,751 0%
2,751 - 5,525 1% of excess over A SR ¥
5,886 - 11,183 3% of excess over 5,000 <+ =5
11,189 — 22,983 7% of excess owver 10,000 + 175
22 Q84 - 47,817 11% of excess over 20,0000 4+ B85
47 618 — F3 44809 157 of excess over 40,000 + 2,075
732,500 - IQn,ﬁE? 19% of excesg ocver 0,000 4 o, 07 E
128,388 — Z69, 541 24% of excess ‘Over LO0, 000 + 13 975
269 L4 - F22 576 29% of excess over Z50,000 + 49,875
Cwer 722,577 35% of excess aver 500,000 + 1832 175

= e o e e e e e e e s e

e S ——1 P-0-Et— 4 s e e . e B e e

COMPUTES FOR NET INCOME AFTER TAX AFTER PROFIT SHARE AND THUS
NEEDS TO BE MULTIPLIED BY 10% TQ ARRIVE AT PROFIT SHARE

NOTE: BOTH FORMULAE ASSUMES THAT THE ENTIRE PROFIT SHARE WILL BE
DISTRIBUTED; SHOULD THE 100% OF ANNUAL COMPENSATION CEILING BE A
LOWER FIGURE THEN THIS FIGURE WILL BE THE FROFIT SHARE 10 BE

11




ANNEX: A2

Example:

Assuming: Gross Sales:10,000,000;:Cost ofSales:5,000,000;
Operating Expenses:3,000,000
Area: 100 has;Retenticon:5 has (=5/10C or 5%

GEOES: SHLam . conv e s s e s sy b es « G0 e 9,500,000 _00 [95%]
CoR G SRS« e R e N U B (4, 750,000.00) [957]
Operating ExXpenBes i . voc v iice s Vi es duida ciiia (2,850,000.00) [S5%]
Productien Share (3% of gross sales) . oos (Z85,000.00)

MNet Income Before Tax

Before Profit SBhatre. . ... ..o vnnnnnn i,515,000.00
Profit Share (See Computation A)......... {103 ,528.17)
Net ThesRe Befels tex 0
AT tern Brefil SHarB: . s s e imws ey saes 1,514,471 .83
Tax (SeecCompubtation B).. i waes swws sams 476,190 :14

Net Incomse After Tax
After Profit ShEre . . o e o e e i e e s e 1,035 281.69

Froof: Profit Share = 1,035,281.€69 ¥ 10% = 103,528.17
Computation A:

Frofit Share .
@2 141,615, 000 - 0.1E0.35801,615,000 - L00,000)+31232.,.175

161,500 — 0.1({290,250 + 122, 175)

3, 508, 17

{Refer to Computation B next page)

T2,




ANMNEX

Computation H:

Tax 2:35{1.511,471.83-500,000) +

0.35 {1,011 ;471 :83) «+ 122,175

354,015 14 « 122,17E%

]

476,190 14

omputation for ACTUAL Income Tax:
BOCEE BaleS: . issi o snms dies oo 9 e
ComE et 'Balesa e v S o wiE st s
Dperating EXpenssEs. .. .. .. vz cows on
Produstion Share. oo sl sl culiiy
Frofdlt BhRar®. . onsmnn 5,563 s aiea B8 a5 82

Net Profit Before Ta¥. ... .o ccnwa.
Tax (See Computation Cl....voecena .-

Net Profilt STter "Tak. . c.s cucea ewet oo

Computation C

n

Tax 0.35(1,611 471 .83 — 500,000}

0.3501,111,471.88) + 122,17E
= 389 015.14 + 122 175

= 511,190.14

13
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....... 10,000,000.00
....... (5,000,000.00)
....... (3,000,000 00)
....... {285,000.00)
....... {108 528.,083]
....... 1,611 471 83
....... (511,190.14)

+ 122,178




ANNEX B

FORMULAS FOR COMPUTING PRODUCTION AND FROFIT SHARES
OF INDIVIDUAL WORKERS

Production Share 3.0% of Annual Gross Sales multiplied by

per covered worker = Factor Y, but not to excesd 100% of the
under R4 BEST worker's regular annual compensation

Frofit Share 10% of Net Profit after tax multiplied

per covered worker = by Factor ¥, but not to exceed 100% of
under RA BBSY the worker'sz regular annual compensation
Where Factor ¥ =No.of paid daysg of covered worker for the year

Total number of paid days of all covered

workers for the year

14




ANNEX C

ILLUSTRATIVE EXAMFPFLES FOR COMPUTING PRCDUCTION AND FROFIT
EHARES OF INDIVIDUAL WORKERS
EXAMPLE 1. The employer's accounting vear ends on December 231
Computations for January-December 19885

Frod. Share
for Worker A =3.0% Annual Gross Sales {1A1=32r31) multiplied by

TemEmEE s, e SO AS

MNumber of davs from 6/15/88 to 12/21/88 multiplied by

No. of paid days of worker A (1/1-12/31)

Total no. of paid days of all covered
workers (1/1-12/31)

BUt not to exceed his regular annual compensation
froem 141 to 12/31.

Frofit Share

for Worker A =10% Net Profit (1/1-12/31) multiplied by
S60
No. of days from 6/15 to 12/31 multiplied by

No. of paid days of worker & {1/1-12/31)
Total no. of paid days of =11 covered
Wworkers (1/1-12/31)

But nmot to exceed him regular annual compensation
from 1/1 to 12434
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