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Congress Seeks to Increase € iling of Tax=-Exempt
13th Month Pay, Christmas Bonus and Other Benefits

by

MARIA LUCRECIA R. MIR, PhD, MNSA
Director Ill, Direct Taxes Branch

The House of Representatives passed on Third Reading House Bill No. 4970 seeking to increase the
tax-exempt ceiling for 13"mont h pay, Chri stmas bonus and other benef i

In the Senate, Senators Ralph Recto, Lito Lapid and Sonny Angara filed Senate Bill Nos. 256, 1944 and 2157
oposing to increase the ceiling to 75,000 with auton

pr
three (3) years whil e SBN 452 and 1838 propose to remo
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A historical background

Section 32 (B)(7)(e) of the National Internal
Revenue Code (NIRC) of 1997, as amended,
enumerates the gross benefits received by officials and
employees of public and private entties that are
excluded from gross income such as:

a) Benefits received by officials and employees of
the national and local government pursuant to

RA 6686:* The ceiling for fiother bene
i ) i ncentives and Christmas bonu
b) Benefits received by employees pursuant 10 jnitially capped in an amount not exceeding Twelve
PD 8517, as amgnded by Presidential Memo-  housand pesos ( 12, athodgh und e
randum Order 28~ dated August 13, 1986; the same law provides that in totality, the exclusion
c) Benefits received by officials and employees Shal l apply only to the first
not covered by PD 851, as amended by MO
28: When the NIRC of 1997 was enacted, the cap of
i o 12,000 for Aot her benefits
d) Other benefits such as productivity i ncentives and Christmas bon
incentives and Christmas bonus * (under- retained the ceiling of 30, (
scoring supplied) gross income under the particular paragraph.
However, the Tax Code provides that the total _ Itis instrqctive to note that there had been various
exclusion shall not exceed Thirty thousand pesos adjustments in the legislated pay scale of pnyate and
( 30,000). government employees through the years since the
30,000 ceiling took effect.
4 It also bears stressing that despite the
/ authority given to the Secretary of Finance to
increase the ceiling, the same has not been
exercised since the authority was granted in 1998.
However, this authority has been exercised on
certain provisions in the Tax Code governing
transactions subject to VAT. The Secretary of Finance,
through the recommendation of the BIR Commissioner,
issued BIR Revenue Regulations No. 16-2011°
effective January 1, 2012, increasing the threshold
amounts pursuant to Sections 109 (P), (Q) and (V) of
the NIRC of 1997, as amended, viz:
Y Entitlied AAn Act Aut horizing Annual Christmas Bonus to Na tibproved | an

December 14, 1988.

Entitled ARequiring All

w

E nibM oonyt ehr sP atyod , P aDye ct ehnebi err

The same section also provides that the ceiling of
30, O0Ma® be increased through rules and
regulations issued by the Secretary of Finance, upon
recommendation of the Commissioner of Internal
Revenue, after considering, among others, the effect
on the same of the inflation rate at the end of the
taxable year.

ElnGp,| oly9e7e5s. a 13

Removed the salary ceiling ofl,000. With the removal of the salary ceiling df,000, all rank and file employees are now entitled to"am@&nth pay

regardless of the amount of basic salary that they receive in a month if their employers are not otherwise exempteapfimatitire of P.D. No. 851.
Such employees are entitled to the benefit regardless of their designation or employment status, and irrespective ad biyewhith their wages are
paid, provided that they have worked for at least one (1) month during a calendar year. (quoted from http://wiki.lavicebeppip?

titte=13th_month_pay)

N

Theentresutpar agraph was originally

inserted

into the Tax @d&xtladethé BeneRA 7 8 3.

Mandated Pursuant to Republic Act No. 6686 and Presidential Decree No. 851, as Amended, and Other Benefits from therGairgposiCompen-
sation Income for Purposes of Determining Taxable Compensation Income, Amending for the Purpose Section 28(B)(8) ofaHetiatéd Revenue

Code, as Amendedo) .

o

Entitled filncreasing the Amount

of Threshold Amount s Ufitand S8eaol Leasedf Re s |

Goods or Properties or Performance of Services Covered by Section 109 (P), (Q) and (V) of the Tax Code of 1997, as Aerebygediménding

Certain Provisions of RR No. 350 0 5, as Amended,

Ot her wi se Known as the #nZp20klol i dat ed
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Tax Code Section 2005 Threshold Adjusted Threshold
109 (P) 500/, 000 1,919, 500
109 (P) 500, 000 3,199, 200
109 (Q) 10, 000 12, 800
109 (V) 500/, 000 1,919, 500

This means that the Secretary of Finance and Commissioner of Internal Revenue could increase the

30,000

ceiling

i f they

choose

t o,

evidenced by

therefore understandable that the Senate bills provide that the ceiling be automatically increased every
three (3) years sans the DOF authority.

The CPI movement and
Based on the movement
vicinity of 62,000 today
82,000 if the reckoning

l ing fishoul
2006 as the
ng period
when t he

_________________________________________________________________________________________________________________________|]
Reckoning Period

CPI All Items (2006=100)

1994 1998
1994 50.7 30,000
1995 54.1
1996 58.6
1997 62.0
1998 67.8 40,118 30,000
1999 71.9 42,544 31,814
2000 76.7 45,385 33,938
2001 80.8 47,811 35,752
2002 83.0 49,112 36,726
2003 84.9 50,237 37,566
2004 89.0 52,663 39,381
2005 94.8 56,095 41,947
2006 100.0 59,172 44,248
2007 102.9 60,888 45,531
2008 111.4 65,917 49,292
2009 116.1 68,698 51,372
2010 120.5 71,302 53,319
2011 126.1 74,615 55,796
2012 130.1 76,982 57,566
2013 134.0 79,290 59,292
2014 138.9 82,189 61,460

(as of Auc_;)

t

b

i s
30,

as
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Some views from the public and private
sector

Department of Finance

Understandably, the DOF strongly opposes the
proposals on the following grounds:

(1) Fund available would be reduced by around
1.4 billion to 61.7

(2) Even if the foregone revenue increases the
spending ability of individual taxpayers, the
government can only recover an estimated

0.3 billion to 12.5
tion tax (that is, VAT).
3 The proposals i mpinge

efforts in sustaining the virtuous cycle of better
governance and fiscal performance to further
propel growth in the country.

(4) The proposals go against the deficit-neutral
principle being upheld by the DOF. There
should be countervailing measures to offset the

reduction in revenue.

National Economic and Development Authority

() If the reckoning point is the 1998 effectivity of
the NIRC and taking into account the
value-eroding effect of inflation since 1998, the

30,000 today would
15,709 in 1998, that

£9T 1982

the original exemption ceiling in 1998. If the
1998 ceiling were to be allowed to adjust
according to the annual change in price levels,
then the value of the ceiling in 2011 (date of

esti mate) would have been

(2) If the reckoning point is the 1994 effectivity of

bill

RA 7833 when the 30,
introduced and taking into account the
Yalyege.roding effect of inflation since 1998, the
, 000 today woul d
11,876 in 1998, t hat
the original exemption ceiling in 1994. If the
1994 ceiling were to be allowed to adjust

000

have
i s,

b i | latcording tohhe andualithange in priseUeress,-

on

then the value of the ceiling in 2011 (date of

ets‘ntei rTb’aot vee)r an?euA tdﬁ sh ave

been

(3) Overall, there are two (2) opposing effects of

the proposal to increase
On one hand, raising it would have the effect of
increasing disposable income. On the other

hand, it would leave government with lesser
amount to finance spending.

Tax Management Association of the Philippines

(TMAP)

t o

Endorses the proposal to increase the ceiling
70, 000. An i mmedi ate in

recommendation from the BIR similar to the

h a v éncrebse erthe AT lexemption threshold in 2012
i s base8 ¢h chartges infthe CPh. e

val ue of
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UP School of Economics

Endorses the proposal to increase the ceiling
to 70, 000 on the
is, it protects the salary-and-wage workers.
Revenue foregone as a result of improved equity
comes at a small price

5.6 billion.

Phil Government

PGEA

ne

i ppi

The proposal to i
is endorsed considering the economic conditions
when the NIRC provision was enacted in 1998 vis-
a-vis the present. The basket of goods for Juan
dela Cruz worth 100 in

Center for Strategic Reforms

It promotes inclusive growth. It will move
towards overhauling our tax system and it will
mean lower income taxes for employees. And
hopefully, it will make it more equitable in the long
run.

ncrease

Conclusion

The 13" month pay, Christmas bonus and
productivity incentives are normally given to personnel
in the private and government sectors only once a
year.

The 30,000 ceili
prescribed as early as 1994 under RA 7833 when the
lowest monthly basic salary for government employees

(Salary Grade 1, Step 1) was
President of the Philippines (Salary Grade 33) at
25,000.

Over the course of 20 year

has not been adjusted while the basic salaries of
private and government personnel increased either
through corporate policies and legislation such that in

g r oun dthedchse dtf §olelnkeéhtem@dyees Belmohtiy: salafyh a t

effective June 1, 2012 under SG-1 st ep 1 i s
while that of SG-3 3 i s 120, 000.
bet ween 4.3 billion and

Wi t h t he foregoing circums

ceiling is no longer responsive to the needs of the work
force since once-a-year benefits such as the
13" month pay, Christmas bonus and productivity
incentives are eventually captured by the tax net when
their aggregate amounts exceed the ceiling.

We understand the dilemma of our revenue
collection agencies and we also believe that in these
trying times particularly the recurring collection
deficit and t he -typBo6r0Yolandabi | | i
rehabilitation efforts, we need ample sources of
revenue to finance development and rehabilitation. As
such, we favor increasing the ceiling instead of outright
total exclusion from gross income.

We believe that freeing the said benefits from the
tax net by increasing the ceiling to, say, a conservative
figure of 60,000 or
would have ripple effects in the form of disposable
income which may be used to purchase VATable

E M Bdods Yarkl &énicesAdt asPsavingstin barking institu-

tions. In other words, what the government may forego
on one hand, it could recoup in some other ways.
the ceiling to 75,000
The workers are simply asking what is due them
under the Tax Code. Adjustment delayed is akin to so-

cial justice denied.

1998 now cost s 196.

ng in t h

C

t o a re
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ELVIRA P. CRUDO
Director Il, Direct Taxes Branch

As individual income tax rates in ASEAN vary across jurisdictions, so are the types and amounts of personal
exemptions and deductions. They range from personal allowances deducted from salaries earned from
employment to costs associated with pensions of taxpayers. This article provides a glimpse of such exemptions
and allowable deductions for comparison purposes.

I n the Philippines, a personal exemption amounting to
case of married individuals where only one of the spouses is deriving gross income, only such spouse shall be
allowed the personal exemption. In addition, an amount of 25,000 is allowed as an additional exemption for each
dependent not exceeding four (4).* Similarly, premium payments on health and/or hospitalization insurance of
individual taxpayer in an amount not exceeding 2,400 per family with gross income not exceeding 250,000
during the taxable year is allowed as deduction.?

In Cambodia,® spouse allowance and that of minor dependent children in the amount of KHR 75,000
(equivalent t o 828) each person per month is deducti
repayments made by employees of advances or loans are deductible from assessable income.

InIndonesia®, an individual taxpayer is given a personal a
married person is given an all owance of IDR 2.025 milli
husband, or if income received is not related to husban
additional all owance of I DR 24.30 million ( 92,327). Li

to each dependent family member in the direct blood line and for adopted children, up to maximum of three (3).

Section 35. National Internal Revenue Code of 1997, as Amended
Section 34. National Internal Revenue Code of 1997, as Amended
www.ey.com/Global Tax Guides, p. 179

1
2
3
4 www.ey.com/Global Tax Guides, pp. 5534
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The following deductible expenses are also allowed:

f Standard deduction at a rate of 5% of gross i ncome,
year.

i Contributions to a pension fund approved by the Minister of Finance and to TASPEN (Pension
Insurance Savings Agency), as well as old-age savings or old-age allowance contributions to TASPEN
and to the Employeesd Soci al Guarantee Program (Jan
paid by employees.

A pensioner is allowed a deduction of 5% of the gross p
5
year.

In Laos®, moneys withheld for pension funds and certain other welfare funds are allowed as deduction from
income.

In Malaysia’, tax deductions on personal income tax for resident individuals are as follows:

Allowances and Deductions Malaysian Philippine Peso
Ringgit
For the taxpayer 9,000 125,077
Additional deduction for disabled individual taxpayer 6,000 83,384
Wife/ husband of taxpayer 3,000 41,692
Additional deduction for disabled wife/husband of taxpayer 3,500 48,641
Purchase of supporting equipment for disabled self, spouse,
child or parent 5,000 69,487

Medical expense for parents 5,000 69,487
Education fees (taxpayer) 5,000 69,487
Medical expenses on serious disease for taxpayer, spouse or child 5,000 69,487
Purchase of books/journals/magazines/similar publications 1,000 13,897
Purchase of personal computer (allowed once every 3 years) 3,000 41,692
Net deposit in Skim Simpanan Pendidikan National 3,000 41,692
Purchase of sports equipment 300 4,169
Interest on housing loans 10,000 138,974
Broadband subscription fees 500 6,949
Unmarried child of taxpayer, below 18 1,000 13,897
Unmarried child of taxpayer, 18 years and above
a. Schooling 1,000 13,897
Studying in any institution of higher learning

-In Malaysia 4,000 55,589

- Qutside Malaysia 4,000 55,589
Unmarried disabled child 5,000 69,487
Employees Provident Fund (EPF) and life insurance 6,000 83,384.45
Annuity scheme premium 1,000 13,897.26
Education and medical insurance 3,000 41,692.22

5 Deloitte Taxation and Investment in Indonesia 2013, p.18
6 www.ey.com/Global Tax Guides, p. 705
" Tax System in Malaysia, The ASEAN Tax System Seminar 2010, Bangkok, Thailand, Octd%r20a.0, pp. 145
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earn income, and for those above 18 who are students.
Lastly, personal deductions allowed are the following:

I Premiums paid for the life insurance policy of a
taxpayer or his or her spouse;

f Sums contributed by a taxpayer into the
government provident fund or a provident fund
recognized by the Myanmar Income Tax Act;
and

9 Sums contributed to any form of savings under
an arrangement made by the government.

In Singapore®, allowable deduction is given in
In Myanmar®, annual standard allowance of 20% is  terms of tax relief distinguished between normal and
provided for each class of income which should not handicapped individual. They are classified as (a)

exceed MMK 1.444 million (cangingomarplief, (h) ageddgpgndentredet, and fav K
300,000 ( 13,640) is giveMatongsServicemanRelfef. f or taxpayeros
spouse as wel | as MMK 200,000 ( 9,093) per child for

children of the taxpayer under the age of 18 who do not

. Singapore Dollar Philippine Peso
Allowances and Deductions Normal Handicapped Normal Handicapped
EARNED INCOME RELIEF
- Taxpayer below age 55 1,000 4,000 35,609 142,459
- Taxpayer aged 55 to 59 6,000 10,000 213,688 356,147
- Taxpayer aged 60 and above 8,000 12,000 284,917 427,376
- Spouse relief 2,000 3,500 71,229 124,652
- Dependent child relief 4,000 5,500 142,459 195,880
AGED DEPENDENT RELIEF
- Aged parent and grandparent living in Singapore 4,500 8,000 160,264 284,917
but not with the taxpayer, maximum of 2 each each
dependents
- Aged parent and grandparent if living with the 7,000 11,000 249,303 391,762
taxpayer subject to maximum of 2 dependents each each
- Handicapped dependent sibling 3,500 each 124,652
NATIONAL SERVICEMAN RELIEF
- Active reservist 3,000 106,844
- Non-active reservist but completed 1,500 53,422
National Service
- Relief granted to wife and parents of 750 each 26,711
National Servicemen
- Key appointment holders, in addition to above 2,000 71,229

8 www.ey.com/Global Tax Guides, p. 862
www.pwc.com Taxation of International Assignees Cow8iygapore, p.20; ey.com/Global Tax Guides



