Draft for discussion. Subject to change.

Package 4:
Passive income tax (PasIT) and
financial intermediary tax (FIT)

As of January 30, 2019



Contents

Current situation

Key issues

Current and proposed PasIT and FIT rates
Special laws

Revenue impact

o U A WwWhNhPE

International experience

DEPARTMENT OF FINANCE P



Total collection from passive income
and financial intermediaries in 2016

2016 Percent Percent of Percent
(in PHP billions) of total BIR collection of GDP

Taxon passive income 98.6
Interest income 54.4 27.6 3.5 0.4
Dividends 26.4 134 1.7 0.2
Capital gains, STT, and IPO tax 17.8 9.1 1.1 0.1
Tax on financial intermediaries 40.8 20. 8 2.6 0.3
Gross receipts tax 30.2 15.3 1.9 0.2
Premium tax on life insurance 14 0.7 0.1 0.0
VAT 9.2 4.7 0.6 0.1
Securities dealers/lending investors 4.4 2.3 0.3 0.0
Non-life insurance 4.0 2.0 0.3 0.0
Pre-need 0.7 0.3 0.0 0.0
Pension fund 0.1 0.1 0.0 0.0
Tax on transaction 57.2 29.1 3.6 0.4
DST on financial products* 57.2 29.1 3.6 0.4
TOTAL 196.6 100. 0 12.5 1. 4

* Excludes DSTs in Section 189,190, 191, 192, 193, 194, 196, and 197 of the NIRC as they are non-financial in nature.
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Total collection from passive income
and financial intermediaries in 2017

2017 Percent Percent of Percent
(in PHP billions) of total BIR collection of GDP

Tax onpassive income 107.2 50.0
Interest income 64.8 30.2 3.7 0.4
Dividends 27.9 13.0 1.6 0.2
Capital gains, STT, and IPO tax 14.5 6.8 0.8 0.1
Tax on financial intermediaries 47.9 22.4 2.7 0.3
Gross receipts tax 34.1 15.9 1.9 0.2
Premium tax on life insurance 1.6 0.8 0.1 0.0
VAT 12.2 5.7 0.7 0.1
Securities dealers/lending investors 5.9 2.8 0.3 0.0
Non-life insurance 5.1 2.4 0.3 0.0
Pre-need 1.0 0.5 0.1 0.0
Pension fund 0.2 0.1 0.0 0.0
Tax on transaction 59.2 27.6 3.3 0.4
DST on financial products* 59.2 27.6 33 0.4
TOTAL 214.3 100.0 12.1 1.4

* Excludes DSTs in Section 189,190, 191, 192, 193, 194, 196, and 197 of the NIRC as they are non-financial in nature.
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Goal of the reform

The goal is to redesign financial sector
taxation to be simpler, fairer, more efficient,

and revenue neutral in the shoxterm.

More Revenue
efficient neutral in
short-term

Simpler Fairer
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Summary of issues
that P4 aims to address

Susceptib
Uneven p
Inequitab

N o U A W NhE

Note: above

Complicated tax structure

e to tax arbitrage
aying field
e distribution of the tax burden

Uncompetitive
High administrative and compliance cost
Not supportive of capital market development

subject to revenue neutrality at least.
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Draft for discussion. Subject to change.

Current and
proposed PasIT
and FIT rates
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Multiplicity of rates

By product (interest income, dividends, capital gains,
banks, insurance, DST)

By type of lending (private or public / currency bank
deposits)

By issuer (RBU, FCDU, OBU)

By currency (peso vs. foreign)

By maturity (short vs. long-term)

By taxpayer (individual vs. corporate)
By residency (resident vs. non-resident)

By business status (engaged vs. not engaged in
business)

Under special laws (41 special laws)
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Current number of tax rates and bases

Type of income/financial intermediaries/transactions Number of unique
rates and bases

Total 80

A. Tax on passive income 52
1. Interest 22

2. Dividends 13

3. Capital gains/stock transaction tax 17

B. Tax on financial intermediaries
1. Banks and non-banks subject to GRT

2. Fls subject to premium tax

3. Other FIs subject to VAT

N L, U1 00

C. DST on financial transactions 20
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Summary of rates on common interest income!

| curemw | Popsed | Remaks | ASEANS

Individual

Resident citizens/
resident aliens

Non-resident citizens
/ non-resident aliens
engaged in trade or
business (NRA ETB)

Non-resident alien
NETB

Corporation

Domestic/

resident foreign corp.

(RFC)

Non-resident foreign
corp. (NRFC)

Note:

Regular:FT rates vary: exempt, 5,

12, and 20% depending on 15% FT
maturity, issuer, and business

status

FCDU15%

Regularisame as above 15% FT

FCDUExempt

Regular25% FT or TTR 15% FT or TTR

FCDUExempt

Regular:20% FT 15% FT
FCDU15% for domestic corp. and
7.5% for RFC

Regular30% FT or TTR 15% FT or TTR

FCDUExempt

15% is the lowest tax on labor

income

Simplified so easy to 13.5%
implement

15% within ASEAN range

Dominant TTR (25 of 42

countries including ASEAN, 14.0%
US, UK, Australia, Canada,

France).

Simplified so easy to 21.2%
implement

15% within ASEAN range

14.0%

1. Project specific bonds (e.g., Marawi bonds) can be issued with exempt tax on interest income.
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- Draftfordiscussion. Subject to change.
Summary of current rates on other interest income
[y e T —

Philippine citizens

Non-resident Foreign
Not
Kind of interest income ) Non- Resi- Engaged Do- . Non-
Resi- i i engaged . Resi- i
resi- dent in i mestic resi-
dent ) in dent
dent business i dent
business
1. Other interest income derived within the Philippines PIT PIT PIT PIT 25% FT  30%CIT 30%CIT 30% FT
2. Other interest income derived outside the PIT N/A N/A N/A N/A 30% CIT N/A N/A
Philippines
3. Interest Income on foreign loanscontracted on or N/A N/A N/A N/A N/A N/A N/A 20% FT
after August 1, 1986
4. Interest income received by a FCDUIncome derived N/A N/A N/A N/A N/A Exempt Exempt N/A
by a depository bank from foreign currency
transactions with nonresidents offshore banking units
in the Philippines, local commercial banks authorized
by BSP
5. Interest income received by a FCDUlInterest income N/A N/A N/A N/A N/A 10% FT  10% FT N/A

from foreign currency loans to residentsother than

offshore banking units

6. Interest income received by a OBU:interest derived N/A N/A N/A N/A N/A N/A Exempt N/A
by a depository bank from foreign currency

transactions with nonresidents offshore banking

units, local commercial banks authorized by the BSP

7. Interest income received by an OBU:Interest N/A N/A N/A N/A N/A N/A 10% FT N/A
income from foreign currency loans granted to

residentsother than offshore banking units or local

commercial banks
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- Draftfordiscussion. Subject to change.
Summary of proposed rates on other interest income

——
bP Non-resident Foreign
Not
Kind of interest income ) Non- Resi- Engaged Do- . Non-
Resi- i i engaged . Resi- i
resi- dent in i mestic resi-
dent ) in dent
dent business i dent
business
1. Other interest income derived within the Philippines 15% FT  15% FT  15% FT  15%FT 15%FT 15%FT 15%FT 15%FT
2. Other interest income derived outside the PIT N/A N/A N/A N/A 30% CIT N/A N/A
Philippines
3. Interest Income on foreign loanscontracted on or N/A N/A N/A N/A N/A N/A N/A 15% FT
after August 1, 1986
4. Interest income received by a FCDUIncome derived N/A N/A N/A N/A N/A 15% FT  15% FT N/A
by a depository bank from foreign currency
transactions with nonresidents offshore banking units
in the Philippines, local commercial banks authorized
by BSP
5. Interest income received by a FCDUlInterest income N/A N/A N/A N/A N/A 15% FT  15% FT N/A

from foreign currency loans to residentsother than

offshore banking units

6. Interest income received by a OBU:interest derived N/A N/A N/A N/A N/A N/A 15% FT N/A
by a depository bank from foreign currency

transactions with nonresidents offshore banking

units, local commercial banks authorized by the BSP

7. Interest income received by an OBU:Interest N/A N/A N/A N/A N/A N/A 15% FT N/A
income from foreign currency loans granted to

residentsother than offshore banking units or local

commercial banks
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L Draft for discussion. Subject to change.
Summary of rates on dividend income

Individual

Citizens/ resident 10% FT 15% FT - 15% to harmonize with 10%

aliens other passive income

Non-resident 20% FT 15% FT - 33 of 42 countries have

alien ETB 15%, including ASEAN 11.7%
(Vietnam, Singapore,

Non-resident 25% FT or TTR 15% Fbr TTR Malaysia, Indonesia,

alien NETB Thailand), and Japan,
Germany, China, France

Corporation

Domestic/ Exempt Exempt - Nochange Exempt,

RFC except for

Indonesia
NRFC 30% FT, 15% FTor TTR - Same as individual 15%
15% tax sparing
rule, or TTR

Branch profit 15% or TTR 15% or TTR - Remove the in lieu of

remittance tax includingecozones provision in incentives

Improperly 10% 15% - Align with tax on dividends

accumulated
earnings tax
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Summary of stock transaction tax on listed stocks
| curent | Proposed | Remarks | ASEAN5 |

Individual
Citizens/ 0.6% FT 0.6% F® - Kept at 0.6% as main
resident aliens/ issue of market is DST per
Non-resident SEC.
alien ETB - Note: 0.1% highest in the Mostly
region (Indonesia and exempt
Non-resident Vietnam). Others
NETB 0.6% FT 0.6%FT® exempt.
Corporation
Domestic/ RFC 0.6% FT 0.6% F®
Mostly
NRFC 06% FT 06% F® exempt
IPO tax 1,2,and 4% Removed - Collection is very low and Exempt,
no country imposes this. except for
Indonesia
Note:

1. 0.6% FT®means 0.1% reduction every year until it reaches 0.1%.
2. PIT and CIT applies to any gain realized from shares of stock in a domestic corporation traded in a foreign exchange.
3. PIT and CIT applies to any gain realized in the sale, exchange, barter or disposition of listed shares of stock by dealer in securities.
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- Draftfordiscussion. Subject to change.
Summary of rates on capital
gains on unlisted stocks

Individual
Citizens, 15% FT 15% FT for non - 15% harmonized rate PIT
resident aliens, dealers - Most TTR exempts
non-resident PIT for dealers capital gains except if
alien ETB shares consist
principally of real
properties Mostly
Non-resident 15% FT 15% For TTR exempt
NETB
Corporation
Domestic 15% FT 15% FT fornon - 15% harmonized rate CIT
dealers - Most TTR exempts
CIT for dealers capital gains except if 17.5%
shares consist
RFC / NRFC 5,10% FT 15% FTor TTR principally of real
properties
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. Draftfor discussion. Subject to change.
Summary of rates on TT and trading gains on debt

instruments (traded or not traded in PDEXx)
| curent | Proposed | Remarks | ASEAN5 _

Individual

Citizens/
resident aliens/
non-resident
alien ETB

Non-resident
NETB

Corporation
Domestic/ RFC

NRFC

Exempt if more than
5 years.
Otherwise, PIT.

Exempt if more than
5 years.
Otherwise, 25% FT.

Exempt if more than
5 years.
Otherwise, CIT.

Exempt if more than
5 years.
Otherwise, 30% FT.

Traded:

0.1% TT FT for nen
dealers

PIT for dealers

Non-traded:
15% FT on capital gains

Traded:

0.1% TT Ffbr non-
dealers.

CIT for dealers.

Non-traded:
15% FT okapital gains

-Simplification

Mostly
exempt
-15% harmonized
rate
- Simplification
Mostly
exempt

- 15% harmonized
rate
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Summary of rates on banks and quasi banks

Interest, commissions,
and discounts from
lending activities as well
as income from financial
leasing

Determination of GR

Maturity period is 5 5% of GR
years or less: 5% of GR

Maturity period is

more than 5 years: 1% 5% of GR
of GR

Other income: 7% 5% of GR

Dividends and equity
shares in net income 0%
of subsidiaries: 0%

Use GAAP.
Accrual method
allowed as long
as used
consistently.

- Simplification

- Remove distinction

/ classification based

on maturity or type

of income
Mostly
exempt

- Easy monitoring for
compliance and
collection
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Summary of rates on non-bank
financial intermediaries

Typeo income ASEAN

Interest, commissions, and Maturity period is 5% of GR - Harmonize
discounts from lending 5 years or less: 5% banks and quasi-
activities as well as income of GR banks with all
from financial leasing non-banking Fl to
Maturity period is 5% of GR level playing field
more than 5 Mostly
years: 1% of GR - Remove
distinction as to exempt
Other income: 5% 5% of GR type/nature,
maturity of
Dividends and 0% income

equity shares in
subsidiaries: 0%

Pawnshop money remitter 5% of GR 5% of GR
(non-bank financial on service fee on service fee
intermediary)

Padala money remitter 12% VAT 12% VAT
(non financial intermediary on service fee on service fee

remittance agent)

GR definition Same as banks
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- Draftfordiscussion. Subject to change.
Summary of rates on insurance products

Current Proposed Objectives achieved

Life insurance

Lifeand health 2% premium tax 2% premium tax
Same tax on insurance
HMO 12% VAT 29 premium tax useq for_savings tq IeV(_aI Mostly
(ETR: 6.3%)* playing field and simplify exempt
Pension 12% VAT 2% premium tax compliance
andpre-need (ETR: 6.1%) °p
Nomffeinsurarce |
Property, Retain because nonlife
marine, f|f€I and 129% VAT 50 premiuntax ~ nsurance companies will
other nonlife incur significant expense 8%
insurance from input VAT which °
cannot be offset against
premium tax.
Crop Exempt Exempt from VAT
from VAT

Incomeother than premium: 12% VAT _

*This estimate is based on average ETRs of 3 large taxpayers.
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Draft for discussion. Subject to change.

Documentary
stamp tax
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Principles of DST reform

Express all DST rates in ad valorem (%).
Equate DST on debt and equity.

Unify all non-life insurance rates.

-l

Remove DST on domestic money transfers (to support
financial inclusion).

5. Remove “nuisance” provisions with low revenue take.

Note: above is ideal if revenues can be preserved
for the entire reform.
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Summary of DST on sale of shares of stock

Ad Ideal Practical
valorem proposal | proposal

Transaction PreTRAIN Current

P1 on each P200, P2 on each P200,
Par value or fractional part  or fractional part 1% 0.5% 0.75%
thereof thereof

Original issue of
shares of stock

175 Sales, agreements to sell, memoranda of sales, deliveries, or transfer of shares or certificates of stock

P0.75 on each P1.50 on each
; P200 P200
a. With par value Par value .or .or 0.75% Remove  Remove
fractional part fractional part
thereof thereof
: DST paid upon Remove Remove
b. Without par
P the original issue 25% 50% 50%
value X
of said stock
c. Listed shares of
=== Exempt Exempt === — —

stock at PSE

DEPARTMENT OF FINANCE



Summary of DST on debt instruments and bank deposits

Ad Ideal Practical

Se Transaction Pre TRAIN Current
valorem proposal | proposal

Bonds, debentures,
certificates of stock,

r certificat f T ired by T ired
176 .O ceTtiicates .0 Face value b EDMEREITERILT (- Hks e EefEis 0.75% 0.75% 0.75%
indebtedness issued law by law
in any foreign
country
rtifi f PO. h
Crec))ftitscs:ei)r?tgrest in P(z)osoO 2: - P1 on each P200,
177 P Face value N or fractional part  0.5% Remove Remove
property or fractional part
: thereof
accumulations thereof
Bank checks, drafts,
certificates of
178 deposit not bearing  Per instrument P1.50 P3.00 Remove  Remove
interest, and other
instruments
Issue price;
if term is less
P1.50 h
than 1 year, a P1 on each P200, 200 Z: eac
179 Debt instruments proportional or fractional part y 0.75% 0.75% 0.75%
fractional part
amount based on thereof
thereof

a ratio of its term
to 365 days
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Summary of DST on bills
of exchange and trust receipts

i A Ideal Practical
Seq Transaction Tax base Pre TRAIN Current d L =olte
valorem| proposal proposal

P0.60 on each

Bills of exchange P0.30 on each P00 or
180 or drafts (domestic to Face value P200 or fraction fraction 0.3% Remove Remove
domestic) thereof
thereof
Acceptance of bill of P0.30 on each E(;foooorn each
181 exchgnge and Oth(?rs Face value P200 or fraction fraction 0.3% 0.15% 0.3%
(foreign to domestic) thereof thereof
Foreign bills of
exchange and letters of P0.60 on each
credit d?'awn in but P0.30 on each P200 or
182 . Face value P200 or fraction i 0.3% 0.15% 0.3%
payable outside the thereof fraction
Philippines (domestic thereof
to foreign)
Amount secured U0 €l U @
R P20 P40 amount amount
’ secured, secured,
Mortgages, pledges, exempt if exempt if
195 and deeds of trust S:f(::cctr;ois’ooo P10 P20 DST already DST already
thereof in excess impoged on impoged on
of P5,000 promissory  promissory

note note
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Summary of DST on
life and health insurance

Practical
valorem| proposal | proposal

Transaction Tax base PreTRAIN Current

Life and
health a. If the amount of
3 T insurance does not Exempt Exempt Exempt
. . exceed P100,000
policies
0.007%
b. Exceeds P100,000 but °
does not exceed P300,000 AL P20 to
' 0.02%
0.019 0
c. Exceeds P300,000 but % 0-2/_0 of
P25 P50 to premium,

does not exceed P500,000 No change

0.017% same with

0 -
d. Exceeds P500,000 but 0.013%  pre-need

P50 P100 to
d t d P750,000
oes not excee 0.02%
e. Exceeds P750,000 but 0.015%
does not exceed P1 P75 P150 to
million 0.02%
f. Exceeds P1 million P100 P200 0.02%
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184

185

187

186

Summary of DST on non-life insurance

Tax base

Transaction

Policies of insurance Premium
upon property charged
Fidelity bonds and .
; Premium
other insurance
charged
property
. Premium
Indemnity bonds
y charged

Policies of annuities and preeed plans

Premium or
installment
payment or
contract price
collected

a. Annuities

Premium or
contribution
collected

b. Preneed plans

PreTRAIN

P0.50 on each
P4.00 or fraction
thereof

P0.50 on each
P4.00 or fraction
thereof

P0.30 on each
P4.00 or fraction
thereof

P0.50 on each
P200, or fraction
thereof

P0.20 on each
P200, or fraction
thereof

Current

P0.50 on each P4.00
or fraction thereof

P0.50 on each P4.00
or fraction thereof

P0.30 on each P4.00
or fraction thereof

P1 on each P200, or
fraction thereof

P0.40 on each P200,
or fraction thereof

Ad

valorem

12.5%

12.5%

7.5%

0.5%

0.2%

Ideal Practical
proposal Proposal
0.5% of 12.5% of
premium  Premium

in initial
. year until
0.5%0f it reaches
premium 7 50,
o)
0.5% of 7.5%
premium
0.5% of
premium,
same with No change
life
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Summary of DST on other

miscellaneous related transactions

Se( Transaction Tax base PreTRAIN Current AL Jolgkl PEelleEl
valorem| proposal proposal

188

192

193

198

Certificates

Proxies

Powers of attorney

Assignments and
renewals of certain
instruments

Per instrument

Per instrument

Per instrument

P15 P30
P15 P30
P5 P10

Same as that of  Same as that of
the original the original
instrument instrument

P50

Remove

Remove

P40

Remove

Remove

Remove for
assignment
and retain

for renewals
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- Dratfordiscussion Subject to change_
Comparison between the

current and proposed systems

Number of
unique
rates/bases

Number of
Type of income/financial unique

intermediaries/transactions rates/bases
current

nroposed

TOTAL 80
A. Tax on passive income 52 23
1. Interest 22 9
2. Dividends 13 9
3. Capital gains/transfers 17 5
B. Tax on financial intermediaries 8 5
1. Banks and non-banks subject c 5
to GRT
2. Fls subject to premium tax 1 1
3. Other FIs subject to VAT 2 2

C. DST on financial transactions 20 13
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Draft for discussion. Subject to change.

Repeal /retention
of NIRC provisions
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Exemptions/preferential rates in NIRC

Revenue impact on
Law Tax type exempted| Proposal interestincome
(in PHP million}

Mutual savings bank and cooperative bank 9 Interestincome Repeal 225.8

(Sec. 30, RA 8424) 9 Capital gains exemption (coop banks only)
Offshore Banking Units (OBUs) and Foreign Currency 9§ Corporate Repeal 10,021.0
Deposit Units (FCDUs) income tax exemption

[Sec. 28(A)(4) and 28(A)(7)(b), RA 8424, as amended

by RA 9294]

Foundations 9 Capital gains Retain 0

[Sec. 30(E), Tax Code] exemption

Gains from sale of bonds, debentures or other 9 Capital gains Repeal 1,900.0*
certificate of indebtedness with maturity of more exemption

than 5 years
[Sec. 32(B)(7)(g), RA 8424]

*The revenue impact on trading gains on debts instruments are not included in the grand total since this is included
in the passive income revenue impact estimation.

Total - Exemptions in NIRC PHP10.3 billion
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Draft for discussion. Subject to change.

Repeal /retention
of special laws
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... Daftfordiscussion Subjecttochange.
Special laws

There are 41 laws outside the NIRC on passive income:

_ Number of laws Number to be repealed

GOCC 8 8
GFl 6 5
Retirement and savings 5 1
Property and housing 3 2
Power and water 4 2
Agriculture 4 4
Cooperatives and basic sectors 3 2
OFW 3 2
Non-banking 2 2
Banking 2 2
Special purpose vehicles 1 1

TOTAL

AN
=

31
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Special laws — GOCC

Revenue impact on

Law Tax type exempted Proposal interestincome
(in PHP million$

National Development Company Sec. 9: Repeal 0
(PD 1648) 9 Capital gains exemption
9 Interestincome
Alssuance of tax-exempt bonds 9 DST
Light Rail Transit Authority Sec. 7 and 8: Repeal 0
(EO 603) 9 Interest income exemption
Philippine Postal Corporation Sec. 14: Repeal 0
(RA 7354) 9 Interest income exemption

9 Capital gains

Laguna Lake Development Authority (RA Sec. 12: Repeal 0
4850) 9 Capital gains exemption
9 Interestincome

No revenue impact for DST since under Sec. 173 whenever one party to the taxable document enjoys exemption, the
other party who is not exempt shall be the one directly liable for the tax.
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Special laws — GOCC

Revenue impact on

Law Tax type exempted| Proposal interestincome
(in PHP million}
Nayong Pilipino Foundation, Inc. No. 8: Repeal 0
(PD 37) 9 Capital gains exemption
1 DST
Development Academy of the Philippines Sec. 12: Repeal 0
(PD 205) 9 Interest income exemption
9 Capital gains
M DST
Employees Compensation Commission Art. 202.: Repeal 0
(PD 626) 9 Capital gains exemption
N Premium tax
Philippine Aerospace Development Corporation (PD  Sec. 10: Repeal 0
696) 9 Capital gains exemption
9 Interest income (sunset
1 DST provision)

DEPARTMENT OF FINANCE



Special laws — GFI

Revenue impact on

Tax type exempted Proposal interestincome
(in PHP million$

Development Bank of the Philippines (RA Sec. 2 (g): Repeal 0
2081) 9 Interest income exemption
9 Capital gains

Land Bank of the Philippines Sec. 76: Repeal 0
(RA 3844) 9 Interestincome exemption

Sec. 77:

i Capital gains

Sec. 98:

T GRT
Al-Amanah Islamic Investment Bank of the Sec. 37: Repeal 0
Philippines 9 Interest income exemption
(RA 6848) 9 Capital gains

T GRT

1 DST
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Special laws — GFI

Law

Tax type exempted

Revenue impact on

Philippine Deposit Insurance Corporation
(PDIC)
(RA 3591, as amended by RA 9576)

Bangko Sentral ng Pilipinas
(RA 7653)

Philippine Export Credit Insurance and
Guarantee Corporation
(RA 6424)

Sec. 19:

9 Capital gains
9 Interestincome
9 DST

Sec. 125:

Capital gains
Interest income
GRT

DST

=) =) =) =

Sec. 32:

9 Capital gains
9 Interestincome
9 DST

DEPARTMENT OF FINANCE

Proposal interestincome
(in PHP million}
Repealexemption 1,245
Regulatory 0
functions: Retain
exemption
Corporate
functions: Repeal
exemption (sunset
provision)
Repeal exemption 0

(sunset provision
not applicable
anymore)




Special laws — Retirement & savings

Revenue impact on

=\ Tax type exempted Proposal interestincome
(in PHP million}
Philippine Retirement Authority Sec. 12: Repeal 0
(EO 1037) 9 Interest income exemption

9 Capital gains

Government Service Insurance System Sec. 39: Retain 0
(GSIS) 9 Capital gains exemption
(PD 1146, as amended by RA 8291) 9 Interest income

9 Premium tax
Social Security System (SSS) Sec. 16: Retain 0
(RA 1161, as amended by RA 8282) 9 Capital gains exemption

9 Interestincome
9 Premium tax

PERA Contributor Sec. 9 and 10: Retain 0
(RA 9505) 9 Interestincome exemption
9 Premium tax

Philippine Health Insurance Corporation Sec. 15: Retain 0
(PhilHealth) 9 Interestincome exemption

(RA 7875, as amended by RA 9241 and RA

10606)
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Special laws — Property & housing

Law

Tax type exempted

Proposal

Revenue impact on

interestincome
(in PHP million$

Home Guaranty Corporation
(RA 8763)

National Housing Authority
(RA 7279)

Home Development Mutual Fund (HDMF)
(RA9679)

Sec. 19:

9 Interestincome
9 Capital gains
9 DST

Sec. 19:

9 Interestincome
9 Capital gains
9 DST

Sec. 19:

9 Interest income
9 Capital gains
91 DST

DEPARTMENT OF FINANCE

Repeal
exemption

Repeal
exemption

Retain
exemption




Special laws — Power & water

Tax type exempted

Revenue impact on

interestincome
(in PHP million$

National Power Corporation
(RA 6395)

Philippine National Oil Company
(PD 334)

Local Water Utilities Administration
(PD 198 as amended by PD 768)

National Electrification Administration
(RA 6038)

Sec. 41:

9 Interestincome
9 Capital gains
9 DST

Sec. 9:

9 Interestincome
9 Capital gains
9 DST

Sec. 76:

9 Interest income
9 Capital gains
91 DST

Sec. 41:

9 Interest income
9 Capital gains
9 DST

DEPARTMENT OF FINANCE
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exemption

Repeal
exemption

Retain
exemption

Retain
exemption




Special laws — Agriculture

Tax type exempted

Revenue impact on

interestincome
(in PHP million$

Philippine Crop Insurance Corporation
(PD 1467)

National Irrigation Administration
(RA 3601)

National Food Authority
(PD 4, as amended by PD 1485)

Coconut Investment Company
(RA 6260)

Sec. 16:

9 Interestincome
9 Capital gains
9 DST

Sec. 3:
9 Interestincome
9 DST

Sec. 6 (a, xviii (2):
9 Interestincome
9 Capital gains
1 DST

Sec. 5, (e):
9 Interestincome
M1 DST

DEPARTMENT OF FINANCE

Repeal
exemption

Repeal
exemption

Repeal
exemption

Repeal
exemption




Special laws —
Cooperative & basic sectors

Law

Tax type exempted

Proposal

Revenue impact on
interestincome
(in PHP million}

Philippine Cooperative Code of 2008
(RA 6938, as amended by RA 9520)

Credit Surety Fund Act of 2014
(RA 10744)

Microfinance Non—Governmental Organizations (RA
10693)

Art. 60 and 61:

9 Interestincome
9 Capital gains
9 DST

Sec. 9:

9 Interestincome
9 Capital gains
9 DST

Sec. 20:

9 Preferential tax
treatment of 2%
of gross receipts

DEPARTMENT OF FINANCE

Retain
exemption

Repeal
exemption

Repeal
exemption




Special laws — OFW

Revenue impact on

interestincome
(in PHP million$

Law Tax type exempted| Proposal
Overseas Workers’ Investment (OWI) Fund Act Sec. 7: Repeal
(RA 7111) 9 Interest income exemption
1 DST
Overseas Workers Welfare Administration Sec. 56: Repeal
(RA 10801) 9 Interest income exemption
9 Capital gains
1 DST
Remittance of Overseas Filipino Workers Sec. 35: Retain
(RA 8042, as amended by RA 10022) 9 DST exemption

Total from special laws

Grand total: Exemptions from NIRC and special laws

DEPARTMENT OF FINANCE

PHPL1.2 bhillion

PHP 11.%illion
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Draft for discussion. Subject to change.

Revenue impact
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Medium-term revenue impact
super summary (using practical DST)

_ Incremental revenue (PHP billions)

2019 2020 2021 2022
Tax on passive income -5.6 -7.9 -10.4 -13.0
Tax on financial intermediaries 2.9 3.7 4.7 5.7
Tax on transaction -2.8 -3.8 -4.9 -6.2
Repeal of NIRC provisions 10.3 10.6 10.8 11.1
Repeal of special laws provisions 1.3 1.3 1.4 1.5
Grand total 6.1 3.9 1.6 -0.9
Grand total 4.3 2.7 1.1 0.6

(70%efficiency assumption)

* STT goes down by 0.1 ppt annually from 0.6 percent until it reaches 0.1 percent.
** Premium on property insurance goes down by 1 ppt annually from 12.5 percent until it reaches 7.5 percent.
***Excludes DSTs in Section 189,190, 191, 192, 193, 194, 196, and 197 of the NIRC as they are non-financial in nature.
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Medium-term revenue impact summary (using practical DST)

2019 2020 2021 2022
Tax on passive income -5.6 -7.9 -10.4 -13.0
Interest income -17.7 -20.0 -22.8 -26.0
Dividends 10.3 12.4 14.9 18.0
Capital gains, STT, and IPO tax* 0.0 -2.2 -4.6 -7.3
Trading gains on debt instruments 1.9 2.0 2.1 2.2
Tax on financial intermediaries 2.9 3.7 4.7 5.7
Gross receipts tax 3.5 4.4 54 6.5
Premium tax on life insurance -0.1 -0.1 -0.1 -0.1
Tax on non-life and pre-need and others -0.5 -0.5 -0.6 -0.6
Tax on transaction -2.8 -3.8 -4.9 -6.2
DST on financial products®*. *** -2.8 -3.8 -4.9 -6.2
Repealof NIRC provisions 10.3 10.6 10.8 11.1
Repeal ofspecial lawgrovisions 1.3 1.3 1.4 1.5
Grand total 6.1 3.9 1.6 -0.9
Grand total (70%efficiency assumption) 4.3 2.7 1.1 -0.6

* STT goes down by 0.1 ppt annually from 0.6 percent until it reaches 0.1 percent.

** Premium on property insurance goes down by 1 ppt annually from 12.5 percent until it reaches 7.5 percent.
***Excludes DSTs in Section 189,190, 191, 192, 193, 194, 196, and 197 of the NIRC as they are non-financial in nature.
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Sensitivity of the revenue estimates
to marginal changes in the rates

Per unit change

Incremental

Current Proposed
revenue

nstument err?:t:ngtg] e e(ii:ﬁtgne U, Pl o
P 29 3 981 billions) +0.1
Tax onpassive income
Interest income 0-30 15 -14.9 4.8
Dividends 10 - 15 15 9.1 3.5
Capital gains, STT, and
AP Ellielins, ot < 06,15  0.6®*15 0 2.5
IPO tax
Tax on financial
Intermediaries
Gross receipts tax 0-7 5 3.7 8.9
!Dremlum tax on life 5 5 0.1 19
insurance
Tax on non-life and pre- 6 6 0.5 05

need and others
* STT goes down by 0.1 ppt annually from 0.6 percent until it reaches 0.1 percent.
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Draft for discussion.

International
experience:

Indonesia and
Thailand

Subject to change.



Lowering of tax in Indonesia
led to larger bond market.
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Lowering of tax in Thailand
led to a larger bond market.
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