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The role of taxation in less developed areas has lately heen the fo-
cus of increasing interest. This concern has heen made more compelling by
the strivings of these countries to get the wherewithal for a spurred rate
of economic growth. Emphasis has thus been paced on realistic approaches
to the problem of allocating resources to the governmental sector so that
it can cope with mounting yearly expenditures. The pervasive goal is to
increase the ratio of tax revenue to national income. In the Philippines,
the ratio never exceeded 10 per cent - a ratio which is deemed low. This
is usually attained hy increasing revenue from taxation by means of the
imposition of new taxes by increasing existing tax rates, reducing exemp-
tions or improving tax administration. Systematic planning in these areas
is therefore, demanding.

Tax policy planning, as a constituent aspect of fiscal policy planning
relates to the formulation of hlueprints -- hoth long and short-range --
in the determination of appropriate substantive tax laws to maximize the
utility of taxation. It refers to setting up a framewnrk for leqislative
action encompassing what or who are to be taxed, how much and -
for what end. Planning for ?Ef'aum1n1surati0n, on the otner nanu, in-
volves the drawing up of programs and projects to ensure the effective
administration of tax laws. This connotes the anticipation of problems
apt to be encountered and the utilization of sound management techniques
to bring about a firm but fair implementation of tax laws. lhere the tax
system is mainly based on voluntary compliance, utmost efforts are to be
exerted in plugging loopholes to the end that non-compliance is deterred
or, correlatively, that sanctions are effectively enforced. Simulta-
neously, plans should be designed to inculcate a greater tax conscious-
ness in the population through tax education.

Planning for tax policy and planning for tax administration are how-
ever, not mutually exclusive but closely intertwined. Failure to recoqnize
this linkage can stymie tax policy formulation and tax administration as
well. Under such a setting, tax laws would tend to be unrealistic and
imprecisely drafted, and tax administration problems would abound. As
Luther Gulick, a reknowned authority on organization and management, stated:

"Many a fine tax theory will continue to be a mirage until and unless
we can embody the tax theory in appropriate laws, rules and requlations,
administrative structure, trained personnel, and the consonant pattern of
official and taxpayer behavior. . ." (1)

(1) Bulick, Luther. Basic Goals of Tax Administration: Income Tax Adminis -
tration conducted hy the Tax Institute Inc., (Vew York, Nec,15-17,1943) ,n.13
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4 scheme of coordination between policy planning and implementation
should therefore be set up.

The topic assigned to me is "Bridging the Gap Between Tax Policy Plan-
ning and Planning for Tax Administration." The scope of the subject is
very wide and, if not properly delimited, can induce excursions into its
ramified, even tenuous details. 1 will therefore limit my discussion to
some selected aspects of the Philippine experience.

This paper deals essentially with the salient organizational aspects
and other relevant features of the Joint Legislative-Executive Tax Commi-
ssion that have contributed to, or are designed to, reduce the gap between
tax policy and its implementation. Part I is an overview of the Philippine
tax system, including its historical background and key problems. Part II
deals with the organizational framework, laying particular emphasis on the
objectives, structure and operational procedures of the Tax Commission
within the broader policy milieu. Part III discusses some important acti-
vities and policies which, in one way or another, would reduce the gap
between policy and implementation.

I THE PHILIPPINE TAX SYSTEM

A. Historical Background

The Philippine tax system is essentially a colonial legacy. Beginnina
with the Spanish period (3 centuries and a half) up to the American era
(48 years), the tax system was basically massbased. The tax system under
Spanish rule practically imposed the whole tax burden on those who could
least afford to bear it. Land remainéd essentially free from taxation due
to the powerful role of landowners in determinina the policies of the govern-
ment. This set-up fostered the imposition of the bulk of the burden upon
those whose property was not in land to offset the losses in revenue arising
from this tax avoid.

Even with the advent of American sovereign®y, toward the close of the
19th century, the overall tax structure remained basically the same. Pre-
sident Dueson of the Commonwealth in 1938 condemned it as "source of the
greatest injustice", as the "burden of taxation rests most heavily upon the
masses and very lightly upon the rich.”

A year later, the first Tax Commission created to studv and effect
changes in the tax system, reiterated that the tax system in 1938 was essen-
tially the tax system established in 1904 which made it inappropriate and
inadequate under the impact of political, social and economic transformation.
[ts six-month study culminated in the enactment of the Mational Internal Pe-
venue Code in 1929 (Commonwealth Act 466). This "Tax Code" is the basic
Law qoverning our present tax system together with a number of special laws.(!)

(1) Residence Tax Law (enacted January 1, 1940 as Commornwcilth Act 465,
amended by Republic Act 1903, January 16, 1956); Tax Census Law (enacted
1958 as Republic Act 2070; amended by Republic Act 2212 in 1959);
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The present scheme of taxation drew heavily from this background --
more predominantly so from its American counterpart. The Tax Code, with
but a few minor modifications such as in rates, is essentially that enact-
ed thirty years aqo when the country's political and economic interests
were ancillary to those of the United States. Distinctively, therefore,
the tax system is anachoronistic. Some of the rates in the Tax Code are
of 1904 vintage, many of them can he reasonahle increased by as much as
500 per cent if only to approximate them to realistic levels:; some tax
subjects are left out, such as new businesses and specialised occupations
and professions which by and Targe, were not thought of at the time the
code was framed; numerous tax exemption laws have eroded the tax base.

Nf the 82 tax laws enacted over a 10 year period (1957-1966), fifty
accorded tax concessions in varyina form and extent; some sectors do not
contribute their fair share to the cost of government. For instance,
only 40 per cent of "legitimate" taxpayers paid business taxes and only
60.7 per cent of self-emnloyed professionals pay taxes.

The wvaluation system is outdated e.qg., real property tax is, on
the averaye, imposed and collected on only per cent of the actual value

of property.

There is over-dependence on indirect taxes constitutina over 75 per
cent of tax revenues, a factor that largely accounts for the reaqressive
nature of the tax system and for its failure to capture a hiager share
of increases in national income. The power of taxation has been greatly
restricted by rigid constitutional and statutory limitations which mili-
tate against changes in our tax structure correlative to changina fiscal,
economic and political conditions. For intance, under the Constitution
(Sec. 22(2),Art. XI). cementeries, churches and parsnnades or convents
with appurtenance thereto, and buildings, and improvements ysed
exclusively for religious, charitable, or educatio.al purposes are tax
exempt. As will be discussed presently, substantial flaws in the tax
system are compounded by deficiencies in the administration of tax laws.

Against this backdrop, planning for both substantive tax policies and
administration would naturally follow as a logical concomitant. However
up until the creation of the third and present Tax Commission in 1959,
there was no concerted and sustained effort in this area. In 1938 the first
Tax Commission was created to update an outmoded tax svstem; the second was
formed in 1946 along similar grounds. Again in 1955 the Tax Advisory Poard
wist?reated hvtadministrative fiat to look into the same and nagaina nrohlems
0 i TEX system.

ﬂarco?ics Drug Act (enacted 1959 as Rpg blic Act 2338}; Tariff and Customs
Code (enacted 1959 as Republic Act 193 ?; and the numerous tax exemption
laws, most important of which are the Pasic Industries Act (enacted 1961 as
REpu?lic Act 3127) and the Investments Act (enacted in 1967 as Republic Act
5186).
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The point [ am trying to make is that tax planning 15, and should be,
a continuous endeavor rather than an intermittent outburst of enthusiasm.
Our experience has shown that it 15 an immense job which requires a metho-
dical and painstaking appraisal of an ever increasing array of actual and
potential problems.

The present Tax Commission has not provided the panacea for this se-
rious dearth in planning. But it has established a more stable mechanism
for continued coordination and research work which are essential in the
formulation of sound tax policies,

B Problems in Executive-Legislative Coordination

In our government system of demarcated powors, formulation of poli-
cies is vested by the Constitution in a bicameral Congress. While tax
policy formulation is essentially legislative, the Executive and the
Judiciary share in its efficacy. The President by his administrative
and veto prerrogatives is given extensive powers 1n the implementation
of tax policies. The Legislative branch, as is the experience in other
representative governments, provides only the basic policy guidelines
because the growing complexity of government precludes a meticulously
detailed approach. The Executive branch fills up this gap. The Judi-
ciary by its interpretation of tax laws and regulations necessarily
plays a decisive role: tax policy in practice may appear different from
tax policy in statutes as a result of judicial declarations in disputed
cases.

The crucial area in the formulation of tax policy within this frame-
work of separation of powers is in legislative-executive coordination.
Even when partisan conflicts have been minimized, 1.e., where the President
belongs to the ruling party in Congress, the need for harmonising nonparti-
san conflicts of views 1s still there. Legislators, as a general rule,
are not expected to pe steeped in the intricate details of taxation although
under a democratic system, they are entrusted with the cardinal responsibi-
Iity of legislating on tax matters. They therefore tend to seek counsel
from persons with the technical proficiency.

A conglomerate of factors may pose a barrier to executive-legislator
coordination. Thus, 1f the public image of the tax enforcement entities is
not beyond reproach, legislators are likely to nurture the feeling that the
stance of the tax adminiztrators jibes with the public interest. In like
manner, this rapport cannot be subserved to its purpose if the lawmaker's
prime concern is the futherance of their particularistic interest.

Another principal factor relates to the performance of tax administra-
tors as advisors in tax policy planning. If the legislators feel that sound
counsel is not forthcoming, another serious obstacle is interposed to the
active participation of tax administrators in planning.

5til1l another drawback ensues where either the legislator or the tax
administretor takes an insular position by viewing the often nebulous area
between tax policy and administration too seriously. This position is not
tenable considering the practical realities of the situation where tax
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policy has perforce to draw on the experience involved in the process of
tax enforcement.

Ancther problem to be contended with pertains to precision on legis-
lative drafting. Substantive tax legislation constitutes the matrix of
tax enforcement. From this perspective, one cannot overstress the vital
significance of careful and precise drafting of tax legislation. Defi-
nitely, here is one area where tax administration can assist lawmakers
and their technical staff bv oroffering recommendations. A misplaced com-
ma, a seemingly innocuous phrase and other slips in tax bill drafting, al-
beit unintentional, can make havoc of legislative intent aside from lea-
ving a trail of unsound effects in tax administration. A1l too often, it
can spell the material difference between the government fullv realizing
taxes due it and persons and concerns going scotfree with respect to tax
obligations. (1)

Philippine tax jurisprudence is replete with instances where lapses
in legal drafting have precipitated conflict and Tong-drawn out litigation
between the government and certain sectors of the taxpayine public. Par-
ticularly notable is a case decided by the Philippine Supreme Court in
1954, whereby religious educational institutions managed to free themselves
from the corporate income tax because, as claimed no par: of their net
income accrues to the benefit of any private stockholder or individual. (2)

Two issues which have still to be resolved by the courts relate to
whether exemption from income tax can be enjoyed by all mines or is limited
to gold mines, and whether a professional earnina of less than P200.00 is
exempt from the privilege tax on professional occupations.

To the extent that these and other related problems are resolved, can
one expect some improvement ot a corresponding extent in arriving at sound
and administratively feasible tax measures. From the foregoing we can see
that there is the neeed for an intermediary agency to provide a basic link-
age. The Joint Legislative-Executive Tax Commission, the role of which I
shall now discuss, occupies a strateqic vantage point in this vital area
due to the very nature of its organization to its objective and to its per-
formance over a decade of existence. I now wish to call your attention to
this agency.

(1} Avelino B. Lim, "The Case for Tax Revision," Philippine Journal of
Public Administration (July, 1962), pp. 195-T97.

F
(@) Jesus Sacred Heart College vs. Collector of Internal Revenue, G.R.

L-6307, promulgated May 24, 1954,
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11 ORGANIZATIOM FOR TAX POLICY FORMULATION:
Executive-Legislative Coordination as A Key Factor

The Joint Legislative-Executive Tax Commission was created on substan-
tially similar grounds attendant to the first and second Tax Commissions,
i.e., to institute tax reforms. However, it possesses three distinct re-

ative advantages which have proven useful, expedient and even vital to
its continued existence: 1) it is a joint body with legislative and exe-
cutive representation in its membership; 2) it is a congressional crea-
tion; and 3) it is granted broad powers by Congress.

The Tax Commission consists of nine (9) members, three of whom are
appointed by the President of the Philippines; three are Senators appoin-
ted by the President of the Senate, one of whom must be a minority memher
and three are Representatives, appointed hy the Speaker of the House of
Representatives, one of whom must likewise be a minority member. This
joint composition has provided for a rapport hetween the legislative and
executive branches on tax matters. As a staff entity, the Tax Commission
functions as a clearing house in that it provides expert assistance to
policy-makers. It also coordinates and synchronizes conflictina interests
not only between the two branches of government but also hetween the govern-
ment on the one hand and the private sector on the other, by virtue of the
already traditional private sector representation in the body. It was en-
visioned to fill a glarina vacuum which may be occasioned hy lack of coor-
dination in the stranteqicallv expandina role of fiscal policy and admi -
nistration in our development aspirations.

The traditional membership of the Secretary of Finance who supervises
the two principal revenue enforcement entities has a twofold advantage.
For one, the desire of the President as to what taxes are to be imposed
and as to what objectives are to be pursued, immediatelv communicated to
the Commission. The programming of tax measures is therefore made rela-
tively easier, His presence also provides some degree of assurance that
the programming of subtantive measures is within the range of existing
administrative capabilities.

Also, traditionally, the respective chairmen of the lfays and Means
Committees of both houses of the Philippine Congress are members of the
Commission. This arrangement expedites the introduction and approval of
tax proposals in Congress. Together with the other congressional members,
they assist in assuring the agency of an adequate budget. It will be
noted that these committees are in charge of all measures involving mo-
ney and are therefore deemed powerful.

The presence of ranking minority members allows for effective con-
trols which is the essence of our two-party system.

% second distinct advantage over the previous tax commissions is that
the present one is a congressional creation with the enactment of Pepublic
Act 2211 in 1959. The two previous ones were created by executive orders.
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This gives the Tax Commission a greater degree of stahility, particularly
in the matter of funding.

The third desirable feature of the Tax Commission relates to its ha-
ving blanket authority on certain strateqic matters. The agency has the
power to hold hearings, administer oaths or affirmations to witnesses
appearing hefore it or require by subpoena duces tecum the production of
such books or records as it may require in i1ts work. It also has the po-
wer to secure assistance from any governmental agency and instrumentality
as it may require, including the detail of officials or employees, tech-
nical information, the production of records and submission of sugaest-
ion, or plans,

A. Dbjectives

The Joint Legislative-Executive Tax Commission is charged with the
following objectives:

a) To undertake a comprehensive study on the need for additional re-
venue for accelerated national development and the sources from
which this might most equitahly be derived.

b) To conduct researches on taxation for the purpose of improving the
tax system and tax policy.

c) To pass upon all tax measures and revenue prooosals.

d) To recommend such reforms or revisions as may be necessary to im-
prove revenue collection and administration and to formulate sound
tax policy and a more efficient tax structure.

Nf these functions the task of passing upon all tax measures and re-
venue proposals encompasses the total gamut of responsibilities of the Com-
mission. Hereinlies the strategic role of the agencv in minimizina legis-
lative-executive bottlenecks by providing in as ohjective a manner as pos-
sible, the research support that is a requisite of sound tax policy. It
is this function which makes possible the non-approval of measures which
tend to depart from national objectives. A1l tax hills introduced in Con-
gress are to pass to the Tax Commission for study and comment, besides the
tax studies initiated by the Commission itself. It is worth mentionina
that before the creation of the Tax Commission, any interested party could
present a bill and follow it through to its logical conclusion. Mhile to-
day anybody still can, the bills are centrally cleared at the Commission
before their consideration by Congress. The creation of the Tax Commission
has thus provided a workable 1ink in the initial stages ‘of policy formula-
tion.

~ The fourth objective - to recommend the required reforms or revisions
in revenue administration and tax policy formulation-, is an explicit re-
cognition of the imperative need for improvement in these areas, such as
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the reconciliation of conflicts and problems to eliminate the discrepancy
between policy and implementation.

To study the need for additional revenue implies some degree of coordi-
nation with expenditure or budget policy. MNo formal coordinative scheme has
heen devised in this regard. But, in general, the efforts at revision are
in response to the conspicuous lag of revenues as compared with mounting
expenditure. In more specific terms, it is quite true that a number of the
tax proposals so far evolved are geared to specific expenditure needs. Ca-
ses to the point are two tax laws - part of the 1968 Tax Program which was
approved last year-, creating the Special Education Fund and the Special
Science Fund and accordingly earmaking tax resources.

The function of re-examining the tax system and tax policy structure
clearly suggests, at least in a normative sense, the permanence of the
Commission. This stems from the now recognized fact that tax revision is
a continuous task.

To conduct research is basic in the existence of the Tax Commision, as
it is in the formulation of well-designed tax measures. The increasing
need for statistical and informational support in tax policy formulation 1is
apparent if a tax measure is to he economically sound, administratively
f?asih1e, legally and politically workable, fair, and "popularly” accepta-
hle.

B. Nroanization {1)

The structural set-up of the Tax Commission may be divided into two
parts the Commission proper and the Technical Staff. From among the mem-
bers of the Commission, a Chairman and Vice-Chairman are elected. The
Chairman is usually elected alternately among senator-members and represen-
tative-members representing the majority officials concerned, in the absence
of a term of office fixed by law. Thus, unless sooner terminated, the term
of the legislative members is co-terminus with their respective terms as

senators and representatives; while the Presidential anpointees serve at the
pleasure of the President,

The organizational pattern of the Technical Staff is functional. The
work program of the Tax Commission is distributed to the branches on the ba-
sis of specialization and teamwork. Lines are drawn between each sphere of
activity providing opportunity for a workable delegation of authority and
responsibility, thoroughness of unit analysis, flexibility and personnel de-
velopment.

The Executive NDirector supervises and coordinates the work of the Tech-
nical Staff, serves as liaison officer with hoth the public and private sec-
tor and acts as chief administrative officer. He is assisted by 2 Assistant
Executive Directors.

The branches of the Technical Staff are grouped following the delineation,
though approximate, of key areas in our tax system and relevant considerations

(1) see chart 1.
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in research. These are either line branches or staff units. There are 5 line
branches: Direct Internal Revenue Taxes Branch, Indirect Internal Revenue
Taxes Branch, Revenue Administration Branch, Local Finance Branch, and Tariff
and Customs Branch. There are 4 staff units: Legal Staff, Economy policy
Staff, Legislative Services and Statistical Research Services.

The branches conduct specialized research studies on the relevant
structure of the Philippine tax system. Studies an direct taxes such as
individual and corporate income tax-transfer taxes and correlative tax
exemption laws are undertaken by the Direct Internal Revenue Taxes Branch,
While studies on indirect taxes e.g., specific taxes, percentage taxes,
privilege tax on business and occupation, documentary stamp tax, mining
taxes are assigned to the Indirect Internal Revenue Taxes Branch. The
Tariff and Customs Branch studies tariff and Customs matters, taking into
account among other things, the promotion of foreign trade and the deve-
lopment of domestic industry. The Local Finance Branch conducts studies
on local government finance and on the strengthening of the fiscal rela-
tionships between the national and the local units. One of its continu-
ing functions is to assist local government in the codification of their
various tax ordinances. The Revenue Administration Branch examines par-
ticular tax provisions and propnsals from the stanpoint of enforcement
and compliance feasibility. It coordinates studies on tax administration
and revenue collection and, with tne cooperation of the other branches,
assists the Executive Director in implementing the Commission's program
to foster tax consciousness.

The staff units provide support to the line branches and also con-
duct studies in a broader perspective. Thus the Economic Policy Staff
studies the nverall effects of tax proposals on the national economy --
effect on government revenue and expenditure, public debt and debt manage-
ment, money, credit and banking and integrated fiscal relationships. The
Legal Staff analysis the legal implications of tax proposals and conducts
background legal rescarch on current studies of other branches the Statis-
tical Research Services undertakes statistical research and analysis on tax
consciousness, tax incidence, taxable capacity and tax surveys, in addition
to collecting statistical data. The Legislative Services undertakes the
drafting of bills after studies have been finalized by the various branches.
It also initiates studies on special aspects of taxation.

Individual legislators often call on members of the Technical Staff
for assistance in their legislative work. This arrangement ensures a con-
tinuing dialogue between the Commission and Congress.

The success of a research office depends in a large measure on the
adequacy of its library facilities. It is important to note that it is a
Commission policy to provide a blanket for this service.



- B -

another important feature of the organizational set up of the Commission

is adherence to the career concept. In general, the Technical Staff is
insulated from partisan political patronage. In this respect, despite

its being part of Congress, the Commission has been successful in basing

the appointment of technical personnnel on a career concept. Very recently,
a merit and promotions system has been adopted to ensure the continuity of
the merit system in the Technical Staff.

C. Morking Procedures (1)

Tax proposals presented to Conaress by the Commissjon come from any of
the following sources: (1) the Tax Commission itself, (2) congressiona
committees as well as individual members of Congress who refer tax bills
to the Tax Commission for study and comment, (3) Nffice of the President,
(4) other government agencies such as the Rureau of Internal Revenue and
the Bureau of Customs, and (5) the private sector, i.e., various chambers.
of commerce and industry, universities, business firms and individuals.

For each proposal, the overall picture, broad and specific objectives,
approaches and methodology and statistical requirements are idencified.
The economic and legal implications of the proposal are pin pointed toge-
ther with its relation to the entire tax system and structure and to its
bearing on completed tax studies or on those being conducted hy the Tech-
nical Staff along the same lines.

As a rule, a vast amount of reading and investigation is undertaken
by the person engaged in research at the branch to which the proposal 15
assigned. A1l available facts and materials pertinent to the subiect are
gathered and its historical background is reviewed. Philippine tax prac-
tices and whatever information is available on practices of other countries
on the subject, are drawn into the research. Likewise, the views and ob-
servations of other branches are sought in order to elicit all possible
effects and implications of the proposal.

Whenever further elucidation on certain aspects is deemed necessary,
the study is (a) returned to the sponsoring branch or to another branch
for futher study and for more substantiation or documentation; (b) referred
to outside experts on the subject, or (c) presented at a public hearing. A
public hearing is called when very important or controversial issues are
involved, in which case all who are interested in, or who may be affected by,
the proposal are invited to appear personally or to submit their views 1in
writing.

The following is the sequential order followed before a tax proposal
15 presented to the Chairman and members of the Commission for their conside-
ration.

1. It is assigned to the proper branch which undertakes research
work, taking into consideration the legal, economic and administrative impli-
cations.

(*} See Charts 2 and 3.
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2. The findings and conclusions of the branch are reviewed by the
Technical Staff, composed by the Executive Director, the Assistant Exe-
cutive Directors and chiefs of branches or alternatively by a committee
or working group the membership of which is drawn from *+he different
branches. At this stage, those who made the study identify the issues,
state the arguments pro and con, and give their evaluation on the views
and comments of other governmental agencies and private groups.

3. In case the Executive Director does not sit in the committee,
the report and recommendations of the committee are submitted to him for
the final decision to be given by the Technical Staff.

This working procedure is by no means inflexible; modifications
are made, especially when time is scarce.

The study, together with the dissenting views, if any, is finally
sent to the members of the Commission. The decision of the Commission is
usually obtained at a formal meeting of the members, or bv means of re-
ferendum. If acceptable to the majority, the tax proposal, in bill form,
is sponsored either at the Lower House or at the Senate by one or more of
the Tegislative members of the Commission. In certain instances, indivi-
dual members of the Commission, on their own initiative, file bills draf-
ted by the Technical Staff even without the stamp of approval of the com-
mission,

When the bill is deliberated upon in Congress (either at the commit-
tee level or in the floor), members of the Technical Staff are called upon
for technical assistance.

IIT Some Policies, Guidelines and Applications

Shortly after its inception in 1959, the Tax Commission established
six basic policy guideiines to carry out the objectives set forth in its
charter. This section will briefly discuss three of these policy quide-
lines, together with some relevant applications and developments related
to minimizing the gap between policy and implementation. These policies
are:

1. The Tax Commission shall endeavor to establish and immediately
implement a positive education tax program intended to foster tax cons-
ciousness among the people -- that the payment of taxes is one of the fun-
damental duties that should be discharged by both citizens and aliens.

2. The Tax Commission shall endeavor to estahlish a tax structure
which will ensure a fair and equitable distribution of the tax burden.

3. The Tax Commission, in considering any new tax proposal, or in
the revision of any existing tax law, shall endeavor to include there in
administrative provisions which will result in a fair and effective Sys-
tem of tax administration, such as those which will minimize evasion and
delinquency in the payment of taxes and promote economy, convenience and
efficiency in the assessment and collection of taxes both for the govern-
ment and for taxpayers.
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In order to strenathen and suhstantiate these policies, three principal
projects were undertaken by the Commission. The first was a nation wide sur-
vey on tax consciousness conducted in 1960, and again in 1967, in order to
gain insights into, and obtain supporting statistical data on, the atttitude
of the population toward taxation in general, aswell as on specific issues
hearing on this vital subject. This was followed by a Study on Tax Burden
in Income T1nssification desianed to assess the impact and incidence of taxes
in the Philinnine settin:. Tn 1965, anothar studv =-on tax administration-
.ac conducted in order to lay the groundwork for the introduction of much-
needed reforms in the revenue administration machinery.

I will now attempt to briefly discuss the application of these three
policy guidelines in some of the problem areas and cite the remedial measures
we have introduced.

&, Nn the development of a program to foster tax consciousness among the

Eeng1e.

The fostering of tax consciousness by means of tax education 1s vital to
a system based on voluntary compliance. This becomes more difficult when one
considers the "problem of growing up" that is faced by all developing nations.
Rasic attitudes and traditional values may be diametrically opposed to opti-
mal efficiency in administration; rooted vested interests many times lead to
compromises adverse to the public interest; nonchalance on the part of citizens
arising partly from poor literacy deters tax compliance. A1l of these and many
more missing interconnected factors may make attempts at tax education insubs-
tantial. This, however, did not deter the Tax Commission from pursuing a tax
education program. As a bhasic approach, however, it needs to have statistical
support for which reason it under takes periodic nationwide surveys on the
overall level of tax consciousness. These surveys reveal the deqree of the
people's support and rejection to tax legislation, the dearee of compliance
with direct taxes, the filling of income tax and census returns, their aware-
ness of indirect taxes, their interest in certain proposed taxes and their at-
titudes towards tax officials.

The findings of the two surveys undertaken in 1960 and 1967 have been the
basis for our programs of teaching taxation at the schools, and for our more
intensive tax information campaians. It is reconanized that the effects of
these programs may be seen in the long range. Mevertheless, they are consi-
dered as calculated steps to reduce the wide aap existing hetween policy and
implementation, between tax laws and compliance therewith.

Perhaps another by-product of our tax consciousness surveys deserves hrief
mention, “e found out that taxnavers want to know where thore taxes go aoc
would be willing to nav i7 tax monev is spent for worthv ends. For instance,
we found out that 27 per cent of the population under survey is willing to pay
a school tax.
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B. On the Distribution of the Tax Burden

The very nature of our political set-up dictates that taxes should he po-
Titically accentable and fair to the population. This calls for knowledge on
who bedr the relative burden of taxatian. Uhile certain general features of the
tax system are intuitively known --and these are common o most ieveloning
countries --, more definite knowledge is necessary to provide a solid hasis
for onlicy formulation. The Commission, therefore, undertook a study on the
distribution o. cax burden by income class.

The study brought out a very sianificant inequality in the distribution
of income as shown in the following tahle:

LOREMZ DISTRIRBUTINN NF INCOME IM THF
PHILIPPIMES

Cumulative Percentaae of Income

Cumulative : After taxes on :  After taxes on
percentage : Before all income and : production
of households :  taxes nroperty : and sales
Lower 20 3.7 4.1 3.2
Lower 510 17.5 18.7 16.4
Loweyr QN 60.4 64,1 5R.0
Upper 10 39.6 35.9 41.1

About 40 per cent of the income belongs to the upper 10 per cent of
the cumulative number of households. This far exceeds the 18 per cent cumu-
lative percentage of income found in the lower 50 per cent of total households,
and is only 20 per cent lower than the cumulative percentage of income helonq-
ing to the lower 90 per cent of households.

Viewed from the impact of direct and indirect taxes on the overall dis-
tribution of income, the table further indicates the regressive characteristics
of the tax system: Taxes on income and property (direct taxes) affected the
position of the upper income group and improved the position of the low income
Erﬂup; and taxes on production and sales (indirect taxes) worsen income distri-

ution.

"hat may well he considered direct anplications of the study on the dis-
tribution of the tax burden in the Philippines, are five Tax Commission mea-
sures -- part of the 1968 Tax Prngram of the Administration -- which were re-
cently approved by Congress. These are:

1. Amendments to the Tndividual Income Tax Law (Pepublic Act No,5325),
making the individual income tax more progressive at the upper brackets.
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2. Amendments to the Corporate Income Tax Law (Republic Act MNo.5324),
which, among other things, increases the rate of tax on corporate income
and subjects government corporations to the payment of income tax, with cer-
tain special exceptions:

3. Imposition of an additional tax on privately-owned cars, motorcy-
cles and scooters (Republic Act No.5443);

4. Imposition of an additional one per cent real property tax (Repu-
blic Act No.5447).

Aside from their revenue implications, the value of these measures in
reducing the inequality existing with respect to the tax burden and in in-
jecting progress into the tax system can hardly be over-emphasized. The
tax system will be more consistent with the principle of "abiblity-to-pay",
and will give room for the attainment of greater built-in flexibility, thus
enabling the government tg attain greater increases in income.

Abilitv-to-pay, while technically abstruse this principle has been
useful in obtaining acceptance of certain tax policies where the nap be-
tween-"have" and "have nots" is wide.

C. Nn the Fffective Implementation of Tax Laws

There is no disagreement on the fact that the effectiveness of tax Taws
is dependent not only on their intrinsic merit hut also on the level of ef-
ficiency of the administrative apparatus. Sound tax legislation can well be
nullified if the performance of the tax machinery does not come up to expec-
tations. The tax Commission endeavors to coordinate its activities with
those of the Bureau of Internal Revenue. In the study of tax proposals, the
opinion of the Bureau of Internal Revenue is always souaht. Similarly, the
Bureau's tax administration proposals are sent to the Tax Commission for com-
ment. Cases in point are the assistance provided by the Tax Commission in the
revision of supplementary regulations on income tax, and in a joint tax com-
mission-BIR-Vays and Means Working Group which sat down to evaluate proposals
aired during the public hearing on our proposed Nmnibus Tax Code Bill.

However, what is considered a signal breakthrough in the Commission's
search for basic facts to improve tax administration is its 1965 tax adminis-
tration study. The Commission identified the manifold problems which have
hampered revenue administration and recommended the necessary courses of ac-
tion to be considerad by policy-makers and administrators. The study grouped
the existing problems of tax administration into seven key areas: Organiza-
tion, Personnel, Assessment, Collections Tax Fraud Investigation, System for
Internal Control, and Nffice of the Commissioner.

The unsatisfactory performance of the revenue machinery has been the ob-
ject of ve- rch. The Bureau of Internal Revenue itself and the Philippine
government a. a whole, have not been blind to the existence of the problems
pointed out in the study., In fact, shortly after he assumed office in 1965,
the present Commissioner of Internal Pevenue submitted a report to the
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President of the Philippine on the conditions prevailing at the Bureau and
suggested solutions to organizational and operational deficiencies. In

the following year 1966, the imnerative need for reform in the agency was
stressed by the President in his budget message to Congress. The strength-
ening of the Bureau was one of his eleven priority objectives.

In the Tight of these developments, the Bureau of Internal Revenue for-
mulated a master plan in 1966 for the modernizing of tax administration. In
Tine with this master plan, the Bureau has introduced measures and undertaken
projects along similar avenues suggested by the Tax Commission Study.

Sianificant developments have taken place in the Bureau's personnel ad-
ministration, all of which are aimed at improving the career service at the
Bureau. (Qualification standards for all positions were approved by the Ci-
vil Service Commission in 1968 in a statement of the minimal job requirements
for positions in terms of education, training and experience, physical fit-
ness and eligibility. A new performance evaluation system was approved and
is now being implemented. A further boost to personnel administration in the
Bureau was the upgrading of salaries of revenue personnel with the recent ap-
proval and implementation of Republic Act No. 4900. Specific guidelines for
personnel assignment were formulated in 1965. The Bureau issued a regulation
on the manner of rotating personnel in the field so as to prevent fraterniza-
tion between bureau personnel and taxpayers.

The perennial problem of the low Tevel of tax revenues has been partly
due to the difficulty nf unearthing sources which would serve as bases for
assessment over and zbove the tax returns that are filed. The Congress has
offered part of the solution by enacting the Tax Census Law which in general
terms authorises the setting up of a tax register on the basis of the results
of the tax census statements. Additional legislation has been proposed that
would require another governmental office to provide information to help the
Bureau in the establishment of the tax register.

In the area of assessment, the Bureau conducted a pilot project which
proved that the procedure is feasible for nationwide adoption. The proce-
dures have been substantially incorporated into an audit operation manual
that contains operational instruction covering the processing, handling and
sorting of tax returns, classification of all types of tax returns for au-
dit purposes procedures for audit, examination of returns. and the issuance
of the corresponding letters of authority, guides and standards for plan-
ning reviews and contact with taxpayers, conference procedures and the mak-
ing of audit reports, processing and review of audit reports at all levels,
rules of conduct for examiners and the supervision of audit activities, qua-
lifications standard for assessment personnel, revenue district officers and
group supervisors and the submission of monthly reports from personnel in the
field to the Commissioner

The manual is the first step in a plan to further improve assessment work
in the Bureau along the following lines: development of a measuring device
for the accomplishments of auditors in the field development of criteria for
the systematic selection of returns for audit, establishment of controls and
reporting system, and other steps that will improve the quality of assessment
reports.
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Some of the difficulties in the field of collections have been solved
by means of legislative and administrative measures. Republic Act. No.5203,
approved in 1968, provides a definite period within which to serve the war-
rant of distraint and levy. It likewise decentralizes the authority to serve
such a warrant and allows collectors to use part of their collections to meet
the cost of advertising and of selling distrained properties.

The dearth of trained field collectors is being solved. A 1967 Tax Com-
mission survey indicated that most of them have received general training
but the same survey indicated that they need some more specialized training.

Our experience has shown that there is a need for a plan of utilization
of electronic data processing before its overall application. A Pilot test
on automatic data processing for improved tax administration was conducted
in 1966, covering among other things, the establishment of a centralized re-
venue accounting system, the improvement of accounting techniques and methods
for controlling all revenue accounts including receipts, current and delin-
gquent accounts and administrative allotments.

Up until 1966, the emphasis of tax enforcement had been laid on the as-
sessment and collection nf taxes. The criminal aspect of tax vinlations had
been overlooked sc lang as violators paid the taxes assessed against them,
Thus the Bureau has been unahle to gznerate the delerrent cifect of convictions
for tax evasion not attain trom ii tne positive result of a high degree of
voluntary compliance from others. The Bureau took a corrective step by re-
defining its policy on tax enforcement. In 1968, its national tax fraud unit
was elevated into a division to handle all tax fraud cases.

In this connection, the Tax Commission has proposed and amendment to Re-
public Act No.1405. This law which prevents the inquiry into bank deposits
has been a stumbling block to the effective investigation of cases of tax
fraud. The Tax Commission amendment would allow inquiry into bank deposits
upon order of the court in those cases in which there is evidence of fraud,
concealment or misrepresentation involving tax matters.

At this juncture, it is perhaps worthwhile to recongnize the value of
foreign technical assistance and continuous conversations with foreign ex-
ports. (!) In this connection, a useful device to improve tax legislation,
tax education and tax administration in the Philippines has been the assist-
ance of the Tax Team of the US Internal Revenue Service. In the Philippines,

(') In the late 1966, [ was privileged to visit Thailand along with the De-

puty Commissioner of the Bureau of Internal Revenue and Senior Tax Ad-
visor. We not only had the opportunity to observe some of the specific areas
of tax improvement but also had the excellent opportunity of discussing fu-
ture improvement plans for the Philippines involving the Tax Commission, the
Bureau and the Tax Advisory Team.
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we have had a three man team comprising the Senior ‘dvisor and Collcc-
tions and Audit specialists. The members of this team have been augment-
ed from time to time with the presence of short-terms consultants and ex-
perts 1n tax legislation, data processina, criminal tax fraud and so
forth. The Tax Team is assigned through the USAID to both the Bureau of
[nternal Revenue and the Tax Commission.

The Tax Team has been ahle to provide expertise and knowledge to the
Commission on the workings and potentialities of the Bureau nf Internal Pe-
venue and they have done this without hampering their relaticnship with the
Commissioner of Internal Revenue. The main areas in which assistance has
been provided by the U.S. Tax Team have been tax legislation, public tax
education, and the full breadth of the field of tax administration. In
addition to our having benefited from the services of the Tax Advisory
Team, we have received assistance under the USAID/IRS Assistance Program
by sending trainees to the USA and receiving commodity support to our
projects, which includes vaiuable tax reference materials.

D. Attemps at a Comprehensive Reyvision: Nisaggregating the

Aggraach

The three foregoing policies and relevant activities and applications
are but some of the key involements of the Tax Commission. Since 1959,
we have been concerned with multifarious activities designed to make the
system an effective instrument for the attainment of desired ends. Per-
mit me at this point to cite one further lesson from our experience, which
is that innovations in tax policy and implementation should be tempered
with the realistic constraints of the situation. After knowing what
people want vis-a-vis tax matters, after approximating the relative dis-
tribution of our tax burden and after a careful and searching examination
of our administrative capabilities (or incapabilities) - all these and
more -, we proposed a comprehensive revision of our tax code. It was la-
belled "The Tax Code Bill". e attempted to have it approved by Congress
as a voluminous packagein 1965. 1lp until now we have not succeeded. The
job of putting out the package was less difficult hecause we have a Tax
Code to start with. But the task of pushing through a voluminous propo-
sal, containing hundreds of recommendations covering both substantive tax
administration aspects, is almost impossible. There are more conflicis
to reconcile; an objection to a single provision will hold the approval
of the entire thing; last but not least Tegislators get so scared with
a thick volume that some of them would no® even bother to road it.

One important aim, however, was attained by our attemps at a single
comprehensive revision of the Code. At least we came up with a coherent
whole which erstwhile, was a hodge-podge of unrelated provisions. Using
this as a master guide, we have foliowed an easier and more practical ap-
proach: We desaggregate for legislation purposes. We therefore have in-
cluded in our tax programs individual measures which are consistent with
other parts of the Proposed Revised Code Bill. As a matter of fact. <ome
eleven of themrecentlv became part of tax statutes. Five of these change
existing rates, five institute improvements in auninistration and one
makes the conditions for certain tax gxemptions stricter,
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Concluding Statement

It is safe to conclude that the Philippines has, in certain aspects,
succeeded in reducing the gap between tax policy planning and planning for
tax administration. In others, however, we are still trying. Obtaining
the much needed tax legislation is an optional goal. Our partial success
in this regard is no reason for complancency. Tax legislation is an ar-
duous task in my country where taxation has always been a strong politi-
cal issue since elections are held every two years. The present adminis-
tration has started a new and more rational orientation towards taxation.
In 1968, determined efforts never equalled in our tax history, were made
to push through a tax program consisting of 29 tax measures. After per-
sistance attempts, 11 received Congressional approval. This year, an
election year notwithstanding, the 1969 program isbeing pushed through
with renewed vigor consisting of the residue of the 1268 program and some
altogether new measures.

The measures we have so far instituted and the direction and stvie of
approach to reform and improve the tax system have not been of a rigorc.s
theoretical nature but have of necessity been tempered with, or have al-
lowed for. the socio-political and administrative realities unique to our
own milicu  and stage of development. They are not the only solutions.
Maybe they are not even the best. Some of these measures have yielded en-
courging results. Others may be fairly assessed only in time. Again, it
is possible time may prove us wrong.

1f, on the net, our attempts to bridge the gap yield satisfactory re-
sults, will it be wise to abstract from our experience and prescribe the
same policies and programs for another country in a similar stage of deve-
lopment? The answer is both yes and no. Yes, because there are common de-
nominators among such countries which permit, with but some modifications,
the adoption of the lessons or experience of one or the other. Innovatory
change in policy and implementation, while severely conditioned by endemic
factors, can draw from the failures or successes of other systems.

The answer is no in the sense of a complete transplant of the same set
of measures. Even in human anatomy thére are the so-called body rejections
of transplanted organs, in spite of the known precise similitude of body
functions. Will it not be more so in the tax system which is riddled with
imperfections of all sorts arising from volatile human, social, political
and economic factors?

The same set of fiscal policies and tools cannot therefore be totally
applicable in another place or another time. For no country's successful
experience with reforms and policy instruments is a complete paradigm for
others,



- 75 -

EEEI  Er
AIRTTIXNY
pue mmaum_
33818 E30TAlay vle Joueay Yyaueag Youeag 1§ SeE] A sexey
£o1T0g aATIET Mwuwv asuvury uoTIRIY suo3sny anuzasy anuanay
el B3a] - -STUuLW pue Teuiajuy BUlaju
DTWOUOIY STH97 TE207 m#ﬂwbww Ijtag] _ uumhmﬂr | Mumhmﬁﬂw
© HULDAMIO d0L0AET
JALLUIENT HATLNDENH
INVISISSY INVISISSY
| 499, PAEDY HOLDEuId P
¥ Juelnsuay TATIADEAXT 9 sjusinsuc:

d4VLS  TVOINHOZL

_
SY3AWIH UNY

NYWETVHD

NUISSIWWOD XVLI 3AILND3X3I-3AILYISIDIT INIOC
ddlL J0

L4VHI TvNUILvZINY9HO
T IMVHD



FYLSNANTI Pu® SSANISNA

SINAWNEIACD TVOOT
TedroTungy
-
miwgﬁpnhm

A7d0Hd Ul

AT .
( G C ﬂv“ Cﬂ. MOISSIWWOD XVL
mpﬂunumxmlmbﬁuMHmammq;ﬂfﬂon
saTouady [eEjual

—UIaA0f 13Yl0 PUB SWOJ
-817) MEAING SNUIASY
[euiaju] JO neaang

n 'YYYYY

. %
-
gANIddITIHa 243 3O SSUEDNOD mumhmm PUE S3ATI
pjuasaiday JO @sSnol 24l 40 INAQISHEd 2YF 30 401440

s2333TWLo) SUEsW pue shep

) iy ——

tnulSSTmnud Xul 3HL

SAIHSNUILY13Y INIAYUR SLI

 LdVHD



§§313u0) ur 119 (5)10s
-uodg uorssTu

L-H00 mMGmMWMNMEMm durageap sayourag
1 I uoy Hmnmw 103 S90IAlas Zyloe Yyt
BATIETSTERT 03 pailajaa nsuon us
dII0HD DNTHOM PUB youelq £q peiedaid S D Honead

Hl ST
HHLLTWHOD

papesu uayms fTTTY

sTEsodoag up
10V SIPQURjy
UOTSSTUIO,

d03I31T(] FATINDBAY -

a2yirg Aq
..IIQL UoT3EnTeEA] 101 paInpaylsg
*UOTLE T AI E!HHHHH

—Wwog) 03 [EIILUSUBI], § MOTAD
TBUl] 10j I03i03lT( 2ATIND - "
J i 3 ST ApPN1g pandlddw-1Yyouely

—axi @yl 1o a1 ayi . ; .
ou_upm #mpm_&ﬂzm.mwmum# dudd LSTTVIDALS dv
S2ZT[BUT; youwrlg

HIWVHY
v ¥ 0L
THNIISSY

1o
=T A03o9y a3Tatig A UOTSSTUHOT) XB
X3 IprsIng "f dd¥1S IVIINHOAL 10 yauelg arjfidewy Jyj Jmmcpa oA mopyh
$10 Gurt §5913u0) Wol] aWwon L ajeulBrip
-1eaY 2T[qngd ‘g
yaueag
aa qaoue Jo
pnas isyjang “]

NUISSIWWOD XYL JHL du S3dNG3004d SNINEOM

£ LHVHD





