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INTRODUGTION

This report on the patente tax is the third in a agﬁies,
following previcus studles of the syst.ex’n._o‘f_ingomef_’;@q{:a.‘tg,‘iprx‘.}y._{ .
and the resl property tax., With the completion of this tnird

_repor@,“resegrcp on tax,poLicy,aqd;adm&nistration_haa been .
conéludﬁd in.pheﬂgrea‘gf.taxeg_é;qsgified ag "dirgctﬂ by the
Vietnamese Government, Subsequent research will be con¢erned
with indlrect taxes and excises.

While previous reports have emphasized the need to
stréngthen the income and property taxes, the policy conelu-
slon for the patente is quite the opposite, The patente, as
a form of business taxation, has only a transitional role to
play in the svolution toward a modern and progressive sysfem
of taxation. By derivation, the patente follows a French
system of taxing partly on the basis of external inﬁioations
of ability to pay. Assegssments are based in ﬁart on such

factors as location and outward appearances of profitability.

Because of this, "arbitrary" is the single word that best
describes the assessment process,

Because of the shortcomings of the tax, there is the
temptation to recommend replacing it immediately with a more
rational business tax, But this does not appear to be prac-

able. Because the General Directorate of Taxation has
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more important priorities for tax reform with respect to the
inocme and property taxes, it may be necessary to retain the

patente for the foreaseesble future, ‘On this apsumption, it

‘appeara desirable to recommend Eé._fe'w' stop-gap messures which =

would make the _patehtéé more productive of reverue and less

. discriminatory,
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with local govermments adding percentege increases to the
ceﬂtfal government tex for thelr own r.e:\'re,gzﬂlgg-.:‘m_e,.edg.,' -Also, on:
Janyery 1, 1956, the Genersl Direclorate of Taxation assumed
responaibility for all patente tax assesgments in.Viet-Nam.
except in the: case of some village sssessments.
Central Government Tax Bases and Rates. . ... .-

The patente is legally a business.llcense tax levied on

individuals and corporations for the privilege of engaging in ...

@ trade, profession, or industry. It is a pergonal licenss to

uﬁdertak_e ,q.ert.a_in_..;p;.'a‘,gc‘rib.e,d types of businesses in the sense.
that the licenses can only be used by thase to wh_o;':j”they are

issued. .In actual application, however, the patente resembles

a tax more then a business licenss. .

. There are two parts to the tax. The first, Whichma-y be .

called the basic tax, is a .apecific levy detemmined by the type.

~of business. All businesses are listed in Tables B.and . .of the

‘Fiscsl Code. . Table B.records 743 dlfferent businesses and pro-

fessions and. establishes minima and mexima basle taxes for sach.
For .example, a tailor may be taxed within the range .of 60 to. ..
3,0004VN, a carpenter within the r.#nge of; 60 t0.2,000$VN, and &
doctor betwesn 800 to 10,0004VN, . Then Tsble G liste.2§ businesses

whioh are. given unique trestment. There is no range in,texation
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" In ordef"to'féiété fheiféﬁ:réte on rental value to the
”fbasic tax & Sohedils Has been deve10ped in Teble A of the
Fiscal Code which divides the basic tax levies into six cate-

| '-'gories,'aa followas ©

8 Cétegogxﬁ“: Amount ‘of Baslc Tax  Value 2K Rate

. Firet - 25,000 t0.100,000 = .. | . 10..

s8scond . 8,000 to 20,000 ..
SThied o 2,000.t0 7,000 .
Fourth . . 600 to 1,80
Fifth 180 to . 500

w = ow oo

_Sixth . .. . 30to. . 160 .

. feble & in the Figcal Code: alsv divides. epoh basic tax
‘oategory into nine clasges. For example, in the Fourth Cate-
gory of the basic tax, which varies from 600 to 1,800$VN,. the
. #irgt Fo the ninth olagses, of the basic tax are 600BVN, TOORVN,
800BVN, 9JOVN, 1,0008VN, 1,2004VN, 1,4004VN, 1,6006VN, and
1,8004VN, This means that if a tailor is to bé assessed a basic
 tax within the range of 600 to 1 800$VN, there are only nine
alternatives for the basic’ tax asssssment. In other wordﬂ, he

may be glven a basic tax assessment of 1,4L00$VN but not of
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are given the option of paying only one- petente tax if their
basic tax is at least. 75,0008VN, Thue, importers and exporters .
in. prectice will pay either several petente taxes. for certain
categories of .imports and exports or the mininmm single patente
tax of 75,0008VN, whichever 1is to their advantege.

Adduim Bﬁmmw W of the cent;g; Government, Tax

The patente 18 & central government tax, but ‘revenues are
shared with the local .governments and Ghambers of Gommerce by
means. of percenptage. increaees of the central govarnment tax,
Ameng the 1oca1 governmente shering in the proceeds of the bax
are the Prefecture of Saigon—Cholon, the municipalities, pro-
vinqee,_and"eome villegee, The central government tax 1is uni~
fonmwthroughout Viet—Nem, but there ie coneiderable veriation -
among local government rates,

: Percentege increases of the central government petente: taxut
are determineq by a oombination of centrel government deorees e
and local govermment decisione. The. oentral gQVernment firet
establishes by. arrétds the maximin rates which may be levied by
prefectures, municipalities, provinces, and;villagee.-,Thesegkf
arrétés are iseued for sach region. In South Vietham, the
meximum ratee are 200 per cent for the Prefecture cf Saigonwfhggu
Cholon and 100 per cent for the provincee and villeges, in -
Central Viet-Nam the maximum rates are 100 per cent for
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- Village ‘rates are particularly variable.. In the first,
h.inetance, some villages in Central VieteNam do not levy &
| village patente rate, even though it ie allowed, because they
do:not_have their own budgets.' The remainlng villagee applying
8, patente tax rate have two alternativea" (l) they may have
their ratee approved by the Minister of, Finance, tanee_collected
by the General Ireasury, and the progeeds Fefunded, back to the
village, or (2) they may have their rateemapproved by their
.respective province chiefe and collect the patente taxee them-.
eelvee. o _ e 3
- The percentage addition to. the central government tax for
the various Chambers of Commerce ie & uniform 2 1/2 per cent
Lfor all Viet-Nam, and all bueineeees bear ‘this. additional rate,
kexcept the liberal profeesione. Ghambers of Commerce in Viet—.
.Nam are eemi-public inetitutions and their ehare of the patente
tax conetitutee their operating revenuee.h L :
To illustrate the above, the procedural etepl in determin~
"_ing a hypothetical tax aeeeeament may be calculated under the

aeeumptione that & taxpayer operates & tailoring bueinese in

U

[ T
G

4A separate Chamber of Commerce for the Chlneee community with
‘a rete'of'l7-l/2 per cent 'wes eliminatidd on January 1, 1959,
Now there is only one type of Chamber of Commerce in Viet-Nem
with & uniform:rate’ of 2. 1/2 Her' cent)’
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of government,
(b) Painters and sculptors are exempt if they do not
have & business establishment fer tﬁe'eaie"ofitheir"
products, By extenelon, this exemption also applies
o suthors, msicians, etc.’
(¢) A1l teachers are exempt, and a decree in 1955 exenpted
~&ll private schools, | | | |
(d) A11 farmers are exempt regardless of the lize of their
fam or number of employees. ‘ “
(e) Peddlers without wegone ‘are exempt
(£) “Fishermen ownlng their own boats are exempt only if
| they‘he#e no employeés,
(2) All owners of mines operated for the extraction of
natural resources are exempt, |
(h)\_The renting of unfurnished rooms, apartmente, or
':-houeel 1s exempt, but the same bueiness ect1v1ty is
taxable 4f the accommodations are furnished. Land-'
- Lords renting furnished rooms are exempt if the .
:.bueineee activity is not undertaken regularly.
(1) Gorporations or individuels undertaking the develop-"'
" ment of low-ceet housing projecte dre exempt, In
practice, this bueineee ectivity is’ confined to
individuals.
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from bqthgbasic'andrrental value taxes, some businesses are
-‘granted‘parﬁial.exgmption. Two t&pea of‘buainesseé are
granted exemption-froﬁ £hejréhtai value tax only: E(a)-peddlars
with wagons, provided.ﬁhat the wagéﬁ; do not occupy a flxed
location; and (b) hotels’suﬁéidized bﬁ:the Government .

- These total and partial exemptions appear to have been
developed with the objectivé.of providing tax relief to the
following types of Susineséréétivities: (a) primery producers,
1ike farmers and fishénhen;"(B)dperaons without & business
establishment, 1ike;teachérs'and artiste; (¢) non-profit
activities; (d)‘acpivities.fesulting in low incomes; and -

(e) socially desirﬁble business activities,

ipespitefthqlfact that thers aré'these disdernable, and in
‘ aomeﬁcasggreasongble‘c;iterié-fdf-e£§mptions, there are:also
somﬂ=exﬁmptioﬁ§ ﬁhich afe'éifficulﬁ to justify., These may be

made more apparent by comparing gertain exempt and taxable under-

.o tekings:  Why should 1awyers and doctors be taxable while

~teachers and artists are exempt? wgy should carpenters and
mechanicsabe_faxable while'férmersiéﬁd fishermen are exempt? :
Why should processofs of salt and lime be taxable while the
extractors-of_these~produ§té are-exémpt?‘ Why should a:bar or
restaurant be taxable while the same services. are exempt if

provided to. the mﬁmbers of a private club? = .. i
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-initi&te-business with the Government, they are required to
pay .a fixed amount of l,SOO%VM‘aa'tﬁeir first patents tex pay-
ment. .. This. payment is, in a senss, - 1n_the netyre of an
"initiation fee",_whichndpesﬁnot vary with the. size of the ;irm
or with the product or service supplied. ' After thls first 3
assessment, . there are individual patente tax assessments when-
ever & supplier is paid by the General Treasury. In other
words, if a firm is peid six‘timés in one year, the firm's name
will appear on supplementary tex rolls on 8ix occasions., These
agssessments are based on notifications of payment rqceived by
the Patente Tax Bureau from the Generel Directorate of the
Treasury,

The tax.bgse.ior the assessment on govermment suppligrg
is gross sales mads to the Government minus an exemptiqg Qf‘
5,0008VN, while the rate of the tax is +7 per cent for all
suppliers of both goods and services. An irregularity arises .
with respect to.the exemption of 5,000$VN. This exemption is
permitted each time that goods and services are supplied. the
-GQVernmﬁnt. As a result, if a supplier furniahes only onsg. .
order to ‘the Government for. 6 million #VN, he is allowed
only one exemption of 5,000$VN, while if another supplier furn-
ishes six orders of 1 million $VN each, he is allowed six
exemptions totaling 30,000$VN., This also means that & supplier
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6. Review Committees

All patente.tax assessments made in.VietNam are re- .
viewéd by committees, These groups function at the pro-
vincial.and district”levele, in the Prefecture of Saigon=-
Gholon, and in the municipalitiee. In Seigon and Cholon,
the committee members are appointed by the Minister of Finance,
while the chiefs of provinces appoint the committees operating
et the 1ocal government levels, - By convention,-eachrcommittee
ls composed of two bueineeamen, two civil eervante, end a
chairmen acting as an official governmental representative.
The composition of the review committee in Baigon at the'l.”d
present trme is one representative each from the French '
Chamber of Gommerce, the Vietnameee Ghamber of Gommerce,
the General Directorate of the Treasury, and the Prefecture
of Saigon, while the Inepector General of Taxation acte
as chairman. In addition, all meetinga of the committee
in Saigon are attended exeofficio by the Chief of the |

" Patente Tax Bureau, New committees are appointed eachl

year, . - |

There is some disparity betweeﬁ:formal responsibility
and actual prectice in the functioningfof the Saigon-ocm-
mittee. The committee is formally rcquired to accompany

the aeceseing officers ss they vieit each busineal estab-
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'Taxation'ddfing'a‘period of 15 days,

| 20~

This review procedure is clearly desirable, It hélpa
to fednoe arbitrary applications of the tax and éliminates
some erroneous assessments. Alsu, it devilops better pub-
lic felations between taxpayefs and tax adninistrators,
beceuse it gives taxpeyéers the fesling that there is an
objective group looking after their interests.

Penalties

There was no ‘provision for penaltiés in the original
vérsiBn 6f the Fiscal Code emacted in 1953, but an amendment
was Introduced in 1955 which permits the Genersl Directorate

" of Taxation to penalize thoss businessmen who have not been

assessed in ﬁrevioﬁé years of business activities, Assesa~
ments mhy be'ﬁadé for thres years previous to the current

fak'yéaf.'-In-pfaétice,"these assessments for prior years

: are“ﬁade:eaual to the assessment' for the current year.

Penalties added to these delirquent téxes are 100 per cent
of the total tax if the basic tax is less tién 500$VN and

300 pér cent of the total tax if the basic tax is over

S008VN,

ThGSe‘panaitiés‘are:épplied infrequently, It is ed-
mitted by the Safdon Patenite Tax Bufeau that 1959 was the

first year ‘in which penalties were'applied, and even in -






(3) & psrticulerly hasy sres in the dpplication of -«

the patente tex is ‘thd case of conifiérial ‘stores which sell

more ‘than one type of produdt,  Féy ekample, ‘the Fisesl Code

provides & particular pétente tak for ssch type of pfbﬁud’t ce

sold; ‘8o it is ‘clear that 4 grocery stors 6r Jeweler must =
pay only ‘one paterts tdx assesament! ‘Stridtly spealding, ¢

then, & store which ‘sells both jewslry ard pévittme would

be agsessed two patentes., There are insténdes dn whieh . <7

some commercial stores 1 Salgon ard ‘dssédesd from thiee to

fivé:péféﬁfééjfﬁﬁf‘tﬁéré’ié'aisﬁﬁéf%éhdéﬁéyfé%‘sbmeﬂiil; sl

defined” stage fdr ‘thede" seﬁreral ‘patentes to" be combined
into one under the category of a'lbazaarh. :

(1) “artleie 49 of the FiseAl Code provides for b

committes ‘to be appointed eévery five ysard for the 'i‘é:i‘riéié_:n

of the patente tax law, No committees have been appointed '

for this pupose since the Mscal Code Wad revidsd 1A 1953,

3 1 i e PP N - N e 0
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year are prorated for tﬁélﬁéridd dﬁfing"ﬁhich the business

is operated, but if the business does not start operations,
or if operations are terminated, no tax refund is given.

For all subsequent taX assessments after ‘t.h'a'a“rirst"yeeir', |
the assessments are based on vihi%e'B&wtax'bersohhelitd:' o
the businesa establishments ‘rather tham on the basis of
taquyer declarations. o | -
Asgesament Procedures in Saigon”

Paténte ﬁaxiasaéséméhta'ih}Saigdn'éréﬁﬁnﬁéftakéhaﬁy a
unit staffed with a bﬁréau'chief'aﬁd"li”émpiéyéééi Thess
11 employees may be classified intu & clerks available for .
field assessments and the preparation of tax rolls,'zufémﬁlé°
stenographers, “and a male clérk who hahdles correspondence
and delivers tiail. - | |

The assesement procedire ihﬁblvés5fieidfviﬁi%é'tdvevérj‘
business establishment in Saigon. This“fiéfﬁ'Eﬁrvéﬁuéiﬁénﬁs ‘
from January 1 6 about July 15,ﬂaﬁﬁfiﬁiihvdifééj66véfiﬁg 190
streets ahd abudt’ 25,000 bﬁéiﬂeéﬁé&)."Thg?;ﬁf§éy"cféw”is com=
posed of the 8§ asseasment clerks plus the buredi chisf and
the mail dispatcher, These 1U persons are grouped into 5 - -
teams of 2 wof-k‘ei&s edoh :iar the purpese of improving the
quality of the assessments and reducing the possibility of o

bribes being acecepted,
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followed in turn for theupﬁggfﬁphpee areas of Saigon.  The
Gﬁnpral Treasury recei§e§_t5§;;g5§ﬁquarte;,qfxyhe_pripcipal, ,
roll sabout September 15, e . | e

Taxpayara appearing on the roll which is forwarded for
IBM processing are lipted by street snd consecutive astreet
address. The prineipal roll prepared by the IBM equipment
for collection purposes also follows this listing, but.in
adddtion, & second roll is prepared classlfying taxpeyers
by type of business. This second roll is prepared for.
statistical purpeses, but.no wse 1s made of. it;. Asssgsments . :
for eaoh ¢ategory of business are not assembled because. of
a‘shqrtage of staff in the patente. tax Euragu;.,;,.

.An addition to.this foregoing procedure which refers to . -

the prineipal. patente tax roll for Seigon, supplementary rolls

are prepared each month. . These supplemsatary rolls are.for .-
businesemen leaving Viet-Nem and for new businesses. There .
rolls, BQ;Phe ﬂnnﬁal,tota; for.thesgfroles is about. one-half
that of the. ﬁrincipal. roll.

. .The proocedure for a taxpeyer. starting a \neﬁg’,—,‘buainessl, is .
cumbergome and supports the view (Justified on.other grounds -,
a8 Well) that.the Genersl Directorste of, Taxation should .-

collect its.own agsessments, . The- taxpayer must.first of -all ..:
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does not forward information on reeidenceideclaratione of
foreignere;joperators'of traneportation facilitiee; orlthe
opening and closing of comnercial establishments, Wo infor-
metion from ,entral government departmente ie reoeived on

the dieeolution of corporatione or the inetitution of new

buainessgs,
Assessment and Gollection Proceduree at the Vil gﬂg g;

‘There are two alternative ways of aseeesing ‘and colleot~

ing village patente taxes, Thie 1ack of uniforndty pre-'

vents the dervalopment of a.dequa.te etatistice on ville.ge

. .. patente tax aseeeenents and collectione.

Villages following the firet procedure develop & general

.. or nominative roll, whioch 1iets each taxpayer by name, type

of business, addrese, and amount of tax for the central governw
ment, the province, village, and chamber of commeroe. ‘Three
coples of this general roll are prepared at the village level
and are forwarded to the office of the General Directorate
of Taxation located in the principal town of the province.

This office, in turn, forwards the three copieu of the

.general roll for approvel to the Director of Direct Taxea

B

._in Saigon. After approval, one copy of the roll ie retained

_ :by the Director of Direot Taxes, one uopy ie forwarded to

the General Treasury for collection, while the third copy ia
returned to the village. 4 |
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'The sedond procedure which may be followed by the villages
results in even less btatistica being available on pétente
tax assessments and collections. In this ¢ase, two general
or nominatibé“rolla_are prepargd, one for the share of the |
tax received by the central government, the pvaiﬁée, and
the chambér of commerce, &fid the other for the share of
the tax received by the village. The first roll follows
the aame'prOCednfe”ou%iihéd“gbbﬁe, while the village roll *
18 forwarded to the province chief for approval and then
returned to the villags for collection. In this case, only
the provincial authorities have infbrmatioﬁ on aésessmehta‘
and oollections 6f the patente tex for the use of the villages.

In summary, these two procedures mean that village :
patente tax agsessments are available only for those villages
following the “first prOCédﬁ%E, while coliéc%idh statistics
are not available for villages following elther the first

\

or second procedures,

Operation of the Patente Tax'RevieW'Cémmifﬁeehiﬁ'SEiQOn '

An examination of the wak"dfxthézpaténtelféé review
committee'ihiSangn was ‘indertaken in order to }ﬁqpifénintb
the effectivensss of this group with respect to imbroving"”
assessmént‘pfgééﬁﬁréé.: It will ‘be reﬂalled that Saigon is

dlvided into four areas, and each area is assesaed in ”
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INTRODUGTION

This report on the patente tax is the third in a agﬁies,
following previcus studles of the syst.ex’n._o‘f_ingomef_’;@q{:a.‘tg,‘iprx‘.}y._{ .
and the resl property tax., With the completion of this tnird

_repor@,“resegrcp on tax,poLicy,aqd;adm&nistration_haa been .
conéludﬁd in.pheﬂgrea‘gf.taxeg_é;qsgified ag "dirgctﬂ by the
Vietnamese Government, Subsequent research will be con¢erned
with indlrect taxes and excises.

While previous reports have emphasized the need to
stréngthen the income and property taxes, the policy conelu-
slon for the patente is quite the opposite, The patente, as
a form of business taxation, has only a transitional role to
play in the svolution toward a modern and progressive sysfem
of taxation. By derivation, the patente follows a French
system of taxing partly on the basis of external inﬁioations
of ability to pay. Assegssments are based in ﬁart on such

factors as location and outward appearances of profitability.

Because of this, "arbitrary" is the single word that best
describes the assessment process,

Because of the shortcomings of the tax, there is the
temptation to recommend replacing it immediately with a more
rational business tax, But this does not appear to be prac-

able. Because the General Directorate of Taxation has
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more important priorities for tax reform with respect to the
inocme and property taxes, it may be necessary to retain the

patente for the foreaseesble future, ‘On this apsumption, it

‘appeara desirable to recommend Eé._fe'w' stop-gap messures which =

would make the _patehtéé more productive of reverue and less

. discriminatory,
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Part I, Descriptien

History of the Patente Tax

The patente was introduced in France in 1791 in the form
of a license or authorization for the privilege of undertaking
a business, but subsequent modifications changed the tax more
from a license to a tax based in part on "exterior signs! of
ability to pay. Introduction of the tax to Viet-Nam was made
by the French in 1890 in virtually the same form as it was used
in France,

When Viet-Nam was composed of three regional goverrments -—
North, Center, and South Viet-Nam — there were also three
different patente tax laws, At this time, the patente tax
wag a regional govermment tax, with percentage additions being
levied to the regional tax for the benefit of the lecal govern-
ments., These variations among the regions were eliminated in
1953 when the new Fiscal Code established a uniform tax for all
Viet~Nam,

Reglonal goverrnments continued in existence after the

‘Geneva Agreement, but now these were composed of South and

Center Viet-Nam, and the Highlands, The patente continued to
be a regional tax for these three govermments until Jamuary 1,
1956, when regional governments were eliminated., Since this

latter date, the patente has become a central government tax
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with local govermments adding percentege increases to the
ceﬂtfal government tex for thelr own r.e:\'re,gzﬂlgg-.:‘m_e,.edg.,' -Also, on:
Janyery 1, 1956, the Genersl Direclorate of Taxation assumed
responaibility for all patente tax assesgments in.Viet-Nam.
except in the: case of some village sssessments.
Central Government Tax Bases and Rates. . ... .-

The patente is legally a business.llcense tax levied on

individuals and corporations for the privilege of engaging in ...

@ trade, profession, or industry. It is a pergonal licenss to

uﬁdertak_e ,q.ert.a_in_..;p;.'a‘,gc‘rib.e,d types of businesses in the sense.
that the licenses can only be used by thase to wh_o;':j”they are

issued. .In actual application, however, the patente resembles

a tax more then a business licenss. .

. There are two parts to the tax. The first, Whichma-y be .

called the basic tax, is a .apecific levy detemmined by the type.

~of business. All businesses are listed in Tables B.and . .of the

‘Fiscsl Code. . Table B.records 743 dlfferent businesses and pro-

fessions and. establishes minima and mexima basle taxes for sach.
For .example, a tailor may be taxed within the range .of 60 to. ..
3,0004VN, a carpenter within the r.#nge of; 60 t0.2,000$VN, and &
doctor betwesn 800 to 10,0004VN, . Then Tsble G liste.2§ businesses

whioh are. given unique trestment. There is no range in,texation



for these 25 businesses; for example, the basic tax on the
manufacture of alecohol is 3$VN per 100 liters, while the levy
on taxis is 104VN per housepower.l

Then, in addition to this basic tax, there is an ad valorem
levy applied to the rental value of the business property, which
is derived either from the gross contract rent paid or the gross
estimated rental value if the property is owner-~occupled, This
rental value tax is.assessed only on the 743 businesses listed
in Table B of the Fiscal Code and not on the 25 listed in
Table C, Taxpayers without a fixed business location pay a
rental value tax equal to one-third of the basic tax,

The tax rate on rental value 1s progressive from 3 to
10 per cent depending on the amount of the baslc tax assessment.
Fur example, if a tailor has a basic tax assessment of 2,5008VN,
the tax applied to the rental value of his business property
will be 6 per cent, while if his basic tax is 300$VN, the rental
value tax rate is 4 per cent, This tax rate applied to the
anmual rent, plus the basic tax, constitutes the total patente

tax for the central government.

1Tax rates for a representative group of businesses from Tables
B and C of the Fiscal Code are presgented in Appendices A and B
respectively. '
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" In ordef"to'féiété fheiféﬁ:réte on rental value to the
”fbasic tax & Sohedils Has been deve10ped in Teble A of the
Fiscal Code which divides the basic tax levies into six cate-

| '-'gories,'aa followas ©

8 Cétegogxﬁ“: Amount ‘of Baslc Tax  Value 2K Rate

. Firet - 25,000 t0.100,000 = .. | . 10..

s8scond . 8,000 to 20,000 ..
SThied o 2,000.t0 7,000 .
Fourth . . 600 to 1,80
Fifth 180 to . 500

w = ow oo

_Sixth . .. . 30to. . 160 .

. feble & in the Figcal Code: alsv divides. epoh basic tax
‘oategory into nine clasges. For example, in the Fourth Cate-
gory of the basic tax, which varies from 600 to 1,800$VN,. the
. #irgt Fo the ninth olagses, of the basic tax are 600BVN, TOORVN,
800BVN, 9JOVN, 1,0008VN, 1,2004VN, 1,4004VN, 1,6006VN, and
1,8004VN, This means that if a tailor is to bé assessed a basic
 tax within the range of 600 to 1 800$VN, there are only nine
alternatives for the basic’ tax asssssment. In other wordﬂ, he

may be glven a basic tax assessment of 1,4L00$VN but not of



1,5008VN. It also means that if he is given a basic tax assess=-
ment of 1,4004VN, this assessment falls within the Fourth Cate~
gory and will thus bear a progressive rental value tax rate of
5 per cent 2

One important amendment affecting tax bases and rates has
been introduced since the patente tax was codified in 1953. The
Fiscal Code uf 1953 required importers and exporters to pay only
one tax, and this payment permitted them to import and export any
product for which governmental approval could be obtained. The
new amendment effective on January 1, 1956 established 18 cate-
gories of imports and 18 f&r exports with each category having
a basic patente tax within the range of 2,u00 to 50, OUOSVN .

This dues not mean, however, that a particular firm must
pay 36 patente taxes in order to import and export a full line
of products., These business firms are first circumscribed by
a ruling of the Department of Economy which limits auy particular
firm to the importation of six categories uf prouducts, Export

activities, however, do not have this limitation. Alsv, importers

2Table A of the Fiscal Code is presented in Appendix C of
the repurt.

34 subsequent section of this report explains the adminis-
trative regulations which have been developed in order tu
apply this basic patente tax to importers.
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are given the option of paying only one- petente tax if their
basic tax is at least. 75,0008VN, Thue, importers and exporters .
in. prectice will pay either several petente taxes. for certain
categories of .imports and exports or the mininmm single patente
tax of 75,0008VN, whichever 1is to their advantege.

Adduim Bﬁmmw W of the cent;g; Government, Tax

The patente 18 & central government tax, but ‘revenues are
shared with the local .governments and Ghambers of Gommerce by
means. of percenptage. increaees of the central govarnment tax,
Ameng the 1oca1 governmente shering in the proceeds of the bax
are the Prefecture of Saigon—Cholon, the municipalities, pro-
vinqee,_and"eome villegee, The central government tax 1is uni~
fonmwthroughout Viet—Nem, but there ie coneiderable veriation -
among local government rates,

: Percentege increases of the central government petente: taxut
are determineq by a oombination of centrel government deorees e
and local govermment decisione. The. oentral gQVernment firet
establishes by. arrétds the maximin rates which may be levied by
prefectures, municipalities, provinces, and;villagee.-,Thesegkf
arrétés are iseued for sach region. In South Vietham, the
meximum ratee are 200 per cent for the Prefecture cf Saigonwfhggu
Cholon and 100 per cent for the provincee and villeges, in -
Central Viet-Nam the maximum rates are 100 per cent for



provinces ard 50 per cent for villages; while in the Highlands,
the maximum rates are 200 per cent for the Municipality of Dalat,
100 per cent for provinces, 200 per cent for towns, and 50 per
cent for villages, Most local governments apply these maximum
rates, but there are a few levying percentage additions below
the maximum, The actual rates levied by local gove}nments in
1958 are listed in Appendix D.

Several other complicating factors should be mentioned,
None of the towns in South Vi~t-Nam have a budget, but the several
villages comprising each town will have independent budgets.
As a result, the patente tax pald by a businessman in one of
these towns will be determined by a combination of ceatral
goverrment, provincial, and village rates, In Central Viet-Nam,
the Town of Hue and the Municipality of Danang have their own
budgets, Both of these urban centers are treated like provinces
with maximum allowable rates of 100 per cent, but Hue levies an
actual rate of only 75 per cent, On the other hana, a business
establishment located in a village outside of Hue will be subject
to both provincial and village rates, In the Highlands, the
Minicipality of Dalat has a rate of 200 per cent, and since there
are no town budgets in the Highlands, all other applications of
the tax are a combination of central goverrment, provincial,

and village rates,
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- Village ‘rates are particularly variable.. In the first,
h.inetance, some villages in Central VieteNam do not levy &
| village patente rate, even though it ie allowed, because they
do:not_have their own budgets.' The remainlng villagee applying
8, patente tax rate have two alternativea" (l) they may have
their ratee approved by the Minister of, Finance, tanee_collected
by the General Ireasury, and the progeeds Fefunded, back to the
village, or (2) they may have their rateemapproved by their
.respective province chiefe and collect the patente taxee them-.
eelvee. o _ e 3
- The percentage addition to. the central government tax for
the various Chambers of Commerce ie & uniform 2 1/2 per cent
Lfor all Viet-Nam, and all bueineeees bear ‘this. additional rate,
kexcept the liberal profeesione. Ghambers of Commerce in Viet—.
.Nam are eemi-public inetitutions and their ehare of the patente
tax conetitutee their operating revenuee.h L :
To illustrate the above, the procedural etepl in determin~
"_ing a hypothetical tax aeeeeament may be calculated under the

aeeumptione that & taxpayer operates & tailoring bueinese in

U

[ T
G

4A separate Chamber of Commerce for the Chlneee community with
‘a rete'of'l7-l/2 per cent 'wes eliminatidd on January 1, 1959,
Now there is only one type of Chamber of Commerce in Viet-Nem
with & uniform:rate’ of 2. 1/2 Her' cent)’
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Saigon with a basic tax of 2,500%VN and an annual rental

value for his businsss property of 12,0008VN:

(1) Central Government Tax:

(Basic tax + 6 per cent of rental value)

2,5008VN + (,06 x 12,0008VN) = 3,2208Vl
(2) saigon~Cholon Tax:
(200 per cent of central government tax)
2 x 3,2204VN = 6,4L0$VN
(3) Chamber of Commerce Tax: .
(2 1/2 per cent of central government tax)
L025 x 3,2204VN = __ B0.5%VN
Total Tax 9, 740, 55V

4. Exemptions

Since the patente is a business license tax levied on
the privilege of undertaking a business activity, it is an
important part of the law to distinguish between taxable and
exempt business activities., Accordingly, the Fiscal Code
provides for a rather extensive list of exemptions, Thé more
important of these are:

(a) All persons who practice their profession as govern-

ment employees are exempt, regardiess of the level
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of government,
(b) Painters and sculptors are exempt if they do not
have & business establishment fer tﬁe'eaie"ofitheir"
products, By extenelon, this exemption also applies
o suthors, msicians, etc.’
(¢) A1l teachers are exempt, and a decree in 1955 exenpted
~&ll private schools, | | | |
(d) A11 farmers are exempt regardless of the lize of their
fam or number of employees. ‘ “
(e) Peddlers without wegone ‘are exempt
(£) “Fishermen ownlng their own boats are exempt only if
| they‘he#e no employeés,
(2) All owners of mines operated for the extraction of
natural resources are exempt, |
(h)\_The renting of unfurnished rooms, apartmente, or
':-houeel 1s exempt, but the same bueiness ect1v1ty is
taxable 4f the accommodations are furnished. Land-'
- Lords renting furnished rooms are exempt if the .
:.bueineee activity is not undertaken regularly.
(1) Gorporations or individuels undertaking the develop-"'
" ment of low-ceet housing projecte dre exempt, In
practice, this bueineee ectivity is’ confined to
individuals.
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(k)

(1)

(m)

(n)

(8)

(p)

(@)
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Non-profit savings banks are exempt, but i; practice this
exemption applies only to guvermment savings banks.
Private clubs are exempt, which in Saigon includes the
Cercle Sportif and Cercle Hippigque.

Craftsmen who work in their homes are exempt, and also
the widows of these craftsmen provided that they employ
no more than one person and do not operate a business
establishment outside of their homes.

Qwnzrs of ons or two horse-drawn carts are exempt pro-
vided that two carts are not used simultaneously,

Owners of one tax 6ab are exempt, and by extension the
owners of a fleet of taxi cabs are granted an exemption
for one taxi, |

A special exemption was granted in 1958 to two suppliers
of automobiles to the Central Government. Authority for
this exemption was a letter by the Minister uf Finance to
the General Directorate of Taxation. As of September, 1959,
no action has been taken to renew this exemption for 1959,
Public hospitals are exempt but not hospitals operated by
individnals or private groups.

All publishers of newspapers and periudical magazines are
exeamnpt,

In addition to the above exemptions, which include relief
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from bqthgbasic'andrrental value taxes, some businesses are
-‘granted‘parﬁial.exgmption. Two t&pea of‘buainesseé are
granted exemption-froﬁ £hejréhtai value tax only: E(a)-peddlars
with wagons, provided.ﬁhat the wagéﬁ; do not occupy a flxed
location; and (b) hotels’suﬁéidized bﬁ:the Government .

- These total and partial exemptions appear to have been
developed with the objectivé.of providing tax relief to the
following types of Susineséréétivities: (a) primery producers,
1ike farmers and fishénhen;"(B)dperaons without & business
establishment, 1ike;teachérs'and artiste; (¢) non-profit
activities; (d)‘acpivities.fesulting in low incomes; and -

(e) socially desirﬁble business activities,

ipespitefthqlfact that thers aré'these disdernable, and in
‘ aomeﬁcasggreasongble‘c;iterié-fdf-e£§mptions, there are:also
somﬂ=exﬁmptioﬁ§ ﬁhich afe'éifficulﬁ to justify., These may be

made more apparent by comparing gertain exempt and taxable under-

.o tekings:  Why should 1awyers and doctors be taxable while

~teachers and artists are exempt? wgy should carpenters and
mechanicsabe_faxable while'férmersiéﬁd fishermen are exempt? :
Why should processofs of salt and lime be taxable while the
extractors-of_these~produ§té are-exémpt?‘ Why should a:bar or
restaurant be taxable while the same services. are exempt if

provided to. the mﬁmbers of a private club? = .. i
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Many of these inconsistencies could not be removed because
it would be too difficult administratively to add additional .
taxpayers to the rolls. This is probably true with respect
to artists, authors, and faﬁners. There are also some busi-
ness activities which should not be taxed because the income
resulting from the business is so low, But it would appear
that both equity and revenue productivity would be improved
if exémptions granted to the following business activities
were removed: (a) private schools operated for profit;
(o) owners of mines; (c) landlords of unfurnished rooms,
apartments, anl houses; (d) corporations or individuals
undertaking the development of low-cost housing projectsg.
(e) private clubs operating restaurants andrbars; (f) owners
of horse-drawn carts and texis; and (g) publishers of news-

papers and magazines,

Government Suppliers

Private business firms supplying goods znd services to
the Central Government are given unique treatment under the
patente tax, This unique treatment is particularly impurtent
because government suppliers represent 12,41 per cent of all

patente tax assessments in Saigbn.5 When these firms first

5See a later section of this report entitled "Distribution
of Patente Tax Assessments by Business Activities",
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-initi&te-business with the Government, they are required to
pay .a fixed amount of l,SOO%VM‘aa'tﬁeir first patents tex pay-
ment. .. This. payment is, in a senss, - 1n_the netyre of an
"initiation fee",_whichndpesﬁnot vary with the. size of the ;irm
or with the product or service supplied. ' After thls first 3
assessment, . there are individual patente tax assessments when-
ever & supplier is paid by the General Treasury. In other
words, if a firm is peid six‘timés in one year, the firm's name
will appear on supplementary tex rolls on 8ix occasions., These
agssessments are based on notifications of payment rqceived by
the Patente Tax Bureau from the Generel Directorate of the
Treasury,

The tax.bgse.ior the assessment on govermment suppligrg
is gross sales mads to the Government minus an exemptiqg Qf‘
5,0008VN, while the rate of the tax is +7 per cent for all
suppliers of both goods and services. An irregularity arises .
with respect to.the exemption of 5,000$VN. This exemption is
permitted each time that goods and services are supplied. the
-GQVernmﬁnt. As a result, if a supplier furniahes only onsg. .
order to ‘the Government for. 6 million #VN, he is allowed
only one exemption of 5,000$VN, while if another supplier furn-
ishes six orders of 1 million $VN each, he is allowed six
exemptions totaling 30,000$VN., This also means that & supplier
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would have no patente tax to pay (except the original tax of
1,500%VN) if each of the orders received frow the Government
were 5,0004VN or less,

In sumary, a hypothetical patente tax assessment for

a government supplier involves the following steps:

(Gross Central Prefectural and Total
Seles -~ X Gov't X Chamber of Commerce = Patente
‘Exemption) Tax Rate Tax Rates Tax
Assessment
(1 3 mo, 000$VN — 2h
“Loodgun K <007 X 3.025 = 21,069%VN

Since the patente tax on goverﬁment suppliers is based
on gross gsales, the tax is similar to a sales or gross income
tax, And since there is an exemption of 5,0005VN on each
contract with the Government, the effective rate of the tax
is progressive. The calculations noted bslow indicate
that the effective rate of the tax is 1.06 per cent on sales
of 1 million {VN, and 2.12 per cent on sales of 100,000,0003VN,
For most suppllers, the tax has an effective rate of

approximately 2 per cent,

Gross Sales Patente Tax Percentage of Patente Tax
(HVN) Assessmoent Assessment to Gross Sales
(V)
10,000 106 1,06
50,000 953 1.96
100,000 2,012 2,01
500,000 10,482 2,09
1,000,000 21,069 ' 2,10

100, 000,000 2,117,394 2,12
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6. Review Committees

All patente.tax assessments made in.VietNam are re- .
viewéd by committees, These groups function at the pro-
vincial.and district”levele, in the Prefecture of Saigon=-
Gholon, and in the municipalitiee. In Seigon and Cholon,
the committee members are appointed by the Minister of Finance,
while the chiefs of provinces appoint the committees operating
et the 1ocal government levels, - By convention,-eachrcommittee
ls composed of two bueineeamen, two civil eervante, end a
chairmen acting as an official governmental representative.
The composition of the review committee in Baigon at the'l.”d
present trme is one representative each from the French '
Chamber of Gommerce, the Vietnameee Ghamber of Gommerce,
the General Directorate of the Treasury, and the Prefecture
of Saigon, while the Inepector General of Taxation acte
as chairman. In addition, all meetinga of the committee
in Saigon are attended exeofficio by the Chief of the |

" Patente Tax Bureau, New committees are appointed eachl

year, . - |

There is some disparity betweeﬁ:formal responsibility
and actual prectice in the functioningfof the Saigon-ocm-
mittee. The committee is formally rcquired to accompany

the aeceseing officers ss they vieit each busineal estab-
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lishment, This procedure would require the committee members
to visit 25,000 buginess establishments, and this respon=-
sibility would consume all of their time from approximately
January 1 to August 1 of each year, In_practice, the committee
members accompany the assessing officers for unly the first

15 days of each year, and then meet to review the new assess~
ments each time that one-quarter of the tax rull has been
campleted, To review the whole of the 1959 patente tax roll
in 1959 required six days of the committee's time.

The formal role of the committee is advisory;, but in
practice the committee teﬂds to have review authority. Al-
though the Chief of the Patente Tax Bureau has final responsi-
bility for proposing all assessments, it is explained that
it is mure expeditious and convenlent in practice for the
Chief to accept the recommendations for changes in assessments
proposed by the committee, Committee members give particular
attention to assessments which have been changed from the
previous year, When disagreements arise between the Chief
of the Patente Tax Bureau and the committee members, the
issue is decided by the Director General of Taxation. After
the committee has reviewed the tax rull, notice is given
to the public that assessments have been completed and may

be obtained at the offices of the General Directorate of
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'Taxation'ddfing'a‘period of 15 days,

| 20~

This review procedure is clearly desirable, It hélpa
to fednoe arbitrary applications of the tax and éliminates
some erroneous assessments. Alsu, it devilops better pub-
lic felations between taxpayefs and tax adninistrators,
beceuse it gives taxpeyéers the fesling that there is an
objective group looking after their interests.

Penalties

There was no ‘provision for penaltiés in the original
vérsiBn 6f the Fiscal Code emacted in 1953, but an amendment
was Introduced in 1955 which permits the Genersl Directorate

" of Taxation to penalize thoss businessmen who have not been

assessed in ﬁrevioﬁé years of business activities, Assesa~
ments mhy be'ﬁadé for thres years previous to the current

fak'yéaf.'-In-pfaétice,"these assessments for prior years

: are“ﬁade:eaual to the assessment' for the current year.

Penalties added to these delirquent téxes are 100 per cent
of the total tax if the basic tax is less tién 500$VN and

300 pér cent of the total tax if the basic tax is over

S008VN,

ThGSe‘panaitiés‘are:épplied infrequently, It is ed-
mitted by the Safdon Patenite Tax Bufeau that 1959 was the

first year ‘in which penalties were'applied, and even in -
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this year, only 30 "large" businessmen were penalized,
Evaders with small assessments are not penalized,

An interesting feature in the application of the pemal-
ties is that the assessment staff is given one~fifth of the
penalties levied as a borus, Total penalties levied on the
3u businessmen referred to above amounted to 175,J008VN in
1959, so the assessment staff in Saigon will share 35,000$VN.

Miscellaneous Provisions

In concluding this descriptive section of the report,
brief mention may be made of a few miscellaneous provisicns:

(1) If a businessmaﬁ operates a chain of commercial
stores, individual patente taxes will be assessed on each
outlet, Warehouses where goods are stored for eventual
sale, however, are assessed only on the basis of rental
value,

(2) Cooperatives and "publie establishments" having a
commercial character are taxable. Taxing cooperatives
appears particularly inconsistent with exempting private
clubs 1like the Cercle Sportif., The taxing of public
establishments having a commercial character has also
created some irregular distinetions. For example, buth
Alr Viet-Nam and the company supplying water and electric
power in Saigon-Cholon are taxed, but the governmentally

operated railroad and bus companies are exempt.



(3) & psrticulerly hasy sres in the dpplication of -«

the patente tex is ‘thd case of conifiérial ‘stores which sell

more ‘than one type of produdt,  Féy ekample, ‘the Fisesl Code

provides & particular pétente tak for ssch type of pfbﬁud’t ce

sold; ‘8o it is ‘clear that 4 grocery stors 6r Jeweler must =
pay only ‘one paterts tdx assesament! ‘Stridtly spealding, ¢

then, & store which ‘sells both jewslry ard pévittme would

be agsessed two patentes., There are insténdes dn whieh . <7

some commercial stores 1 Salgon ard ‘dssédesd from thiee to

fivé:péféﬁfééjfﬁﬁf‘tﬁéré’ié'aisﬁﬁéf%éhdéﬁéyfé%‘sbmeﬂiil; sl

defined” stage fdr ‘thede" seﬁreral ‘patentes to" be combined
into one under the category of a'lbazaarh. :

(1) “artleie 49 of the FiseAl Code provides for b

committes ‘to be appointed eévery five ysard for the 'i‘é:i‘riéié_:n

of the patente tax law, No committees have been appointed '

for this pupose since the Mscal Code Wad revidsd 1A 1953,

3 1 i e PP N - N e 0
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Part II -.ANALYSIS

1. Taxpayer Declarations

Only one declaration is required from the patente tax-
payer, and this report muet be forwarded before the business
is initiated. This declaration requires the following infor-
mation: nationality, address, amount of working capital,®
certification to initiate the business if any is required,
amount of rent paid together withvﬁ receipt of payment,
address of principal business establishment if the declaration
refers to a Lranch, and tﬁe address and rental value of any
warehouses.

Both the basic tax and the tax un rental Yalue is deter-
mined on the basis of this declaration., P;incipal deter-
mining factors in making the‘assessment is the location of
the business, the amount of working capital, and the rent
pald. Fur purposes of levying the tax on rental value,
either a rental receipt or the rental contract must be for=-

warded to the tax office. Tax assessments for the first

6This term has not been defined explicitly, Inquiry leaves
the impression that working capital includes all liquid
assets,
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year are prorated for tﬁélﬁéridd dﬁfing"ﬁhich the business

is operated, but if the business does not start operations,
or if operations are terminated, no tax refund is given.

For all subsequent taX assessments after ‘t.h'a'a“rirst"yeeir', |
the assessments are based on vihi%e'B&wtax'bersohhelitd:' o
the businesa establishments ‘rather tham on the basis of
taquyer declarations. o | -
Asgesament Procedures in Saigon”

Paténte ﬁaxiasaéséméhta'ih}Saigdn'éréﬁﬁnﬁéftakéhaﬁy a
unit staffed with a bﬁréau'chief'aﬁd"li”émpiéyéééi Thess
11 employees may be classified intu & clerks available for .
field assessments and the preparation of tax rolls,'zufémﬁlé°
stenographers, “and a male clérk who hahdles correspondence
and delivers tiail. - | |

The assesement procedire ihﬁblvés5fieidfviﬁi%é'tdvevérj‘
business establishment in Saigon. This“fiéfﬁ'Eﬁrvéﬁuéiﬁénﬁs ‘
from January 1 6 about July 15,ﬂaﬁﬁfiﬁiihvdifééj66véfiﬁg 190
streets ahd abudt’ 25,000 bﬁéiﬂeéﬁé&)."Thg?;ﬁf§éy"cféw”is com=
posed of the 8§ asseasment clerks plus the buredi chisf and
the mail dispatcher, These 1U persons are grouped into 5 - -
teams of 2 wof-k‘ei&s edoh :iar the purpese of improving the
quality of the assessments and reducing the possibility of o

bribes being acecepted,



Either the basic tax or the rental value factor may be
changed in the process of re-assesasment. Changes in the basic
tax are largely discretionary, being based on the location
of the business and external indicia of business profitability.
Rental receipts are required from the businessmen for the
purpose of determining whether the base for the rental
value tax should be changed.

Re-assessment proceeds, first, by dividing Saigon into
four sections, and each section is completed before the next
is surveyed. Then within each section, the re-assessment
is undertaken by visitingleach business establishment along
a particular street, As a result, the tax roll is prepared
according to the area of the city and street address., When
the tax roll for the first quarter of Saigon is completed
about June 1, it is forwarded to an IBM service bureau for
processing, A first draft of the roll is received back frop
the IBM firm abuvut June 15 and is available in the tax
office for review by taxpayers for a period uf 15 days. Then
the roll is returned to the IBM firm for the preparatiuvn of
the final draft, which is completed by about July 15. After
this, the roll is reviewed by the Diresctor of Direct Taxes
and forwarded to the General Directorate of the Treasury

for collection on about July 20, This same procedure is
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followed in turn for theupﬁggfﬁphpee areas of Saigon.  The
Gﬁnpral Treasury recei§e§_t5§;;g5§ﬁquarte;,qfxyhe_pripcipal, ,
roll sabout September 15, e . | e

Taxpayara appearing on the roll which is forwarded for
IBM processing are lipted by street snd consecutive astreet
address. The prineipal roll prepared by the IBM equipment
for collection purposes also follows this listing, but.in
adddtion, & second roll is prepared classlfying taxpeyers
by type of business. This second roll is prepared for.
statistical purpeses, but.no wse 1s made of. it;. Asssgsments . :
for eaoh ¢ategory of business are not assembled because. of
a‘shqrtage of staff in the patente. tax Euragu;.,;,.

.An addition to.this foregoing procedure which refers to . -

the prineipal. patente tax roll for Seigon, supplementary rolls

are prepared each month. . These supplemsatary rolls are.for .-
businesemen leaving Viet-Nem and for new businesses. There .
rolls, BQ;Phe ﬂnnﬁal,tota; for.thesgfroles is about. one-half
that of the. ﬁrincipal. roll.

. .The proocedure for a taxpeyer. starting a \neﬁg’,—,‘buainessl, is .
cumbergome and supports the view (Justified on.other grounds -,
a8 Well) that.the Genersl Directorste of, Taxation should .-

collect its.own agsessments, . The- taxpayer must.first of -all ..:



a declaration with the General Directorate of Taxatinsn, and
is given a tax assessment on the basis of this declaration,
Then the taxpayer takes the assessment to the General
Treasury for payment aud returns to the tax office for his
patente or business liuense.r Alternatively, the taxpayer may
delay his payment and the receipt of the patente untll his
name appears on the supplementar; roli and he is adv1sed
that the tax 1is due by the General Treasury.

The use of IBM equipment for the processing of the tax
rolls was instituted in 1957 aﬁd has been continued with the
1958 and 1959 tax rolls. Processing has been undertaken by
the Saigon branch of IBM France, but in 1960 it will be
agsumed by the General Directorate uf the Budget. In addition

to prepardtion vl the tax roll, IBM equipment has been used
Ito prepare a file of IBM cards, whlch llsts taxpayers alpha-
betically by name. These cards are helpful as a crogs-
reference with the roll, which is prepared by street and
street number., |

‘Article 48 of the Fiscal Code requires the Prefecture
of Saigon~Cholon and various departments of the ceﬁtral
goverﬁment to forward information to the Patente Tax Bureau
which would provide helpful infi rmation for the assessment
uf the patente tax. This information often is not made

available., For example, the Prefecture uf Saigon-Cholon
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does not forward information on reeidenceideclaratione of
foreignere;joperators'of traneportation facilitiee; orlthe
opening and closing of comnercial establishments, Wo infor-
metion from ,entral government departmente ie reoeived on

the dieeolution of corporatione or the inetitution of new

buainessgs,
Assessment and Gollection Proceduree at the Vil gﬂg g;

‘There are two alternative ways of aseeesing ‘and colleot~

ing village patente taxes, Thie 1ack of uniforndty pre-'

vents the dervalopment of a.dequa.te etatistice on ville.ge

. .. patente tax aseeeenents and collectione.

Villages following the firet procedure develop & general

.. or nominative roll, whioch 1iets each taxpayer by name, type

of business, addrese, and amount of tax for the central governw
ment, the province, village, and chamber of commeroe. ‘Three
coples of this general roll are prepared at the village level
and are forwarded to the office of the General Directorate
of Taxation located in the principal town of the province.

This office, in turn, forwards the three copieu of the

.general roll for approvel to the Director of Direct Taxea

B

._in Saigon. After approval, one copy of the roll ie retained

_ :by the Director of Direot Taxes, one uopy ie forwarded to

the General Treasury for collection, while the third copy ia
returned to the village. 4 |
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In principle, the General Treasury has the responsibility
to collect the patente tax;‘but in practice this responsi-
bility is assumed by village authorities. After the villages
collect the tax, payments are forwarded to the provincial
offices of the General Treasury. These offices, in turn,
reimburse the villages for thelr share of the patente tax,
However, because the head office of the General Treasury in
Saigon deves not make these reimbursements to the villages,
no statistics on these refunds are available in Saigon. Thus,
there is no information available un village patente tax
vollections.

In addition to the general or nominative rell, & re-
capitulative roll is prepared by the offices of the General
Directorate of Taxation located in thg principal towns. This
recapitulative roll is a summary ;tatament for each village
in the province; that is, it lists villages instead of tax-
payers.

The recapitulative roll is also forwarded for approval
to the Director of.birect Taxes in Séigon, and is theil giveh
to the General Treasury and .the‘ villages, The purpuse of the
recapitulative roll is to informm the General Treasury and
the villages about the to@al amount, of paygnte tax which

has been approved for collection,
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'The sedond procedure which may be followed by the villages
results in even less btatistica being available on pétente
tax assessments and collections. In this ¢ase, two general
or nominatibé“rolla_are prepargd, one for the share of the |
tax received by the central government, the pvaiﬁée, and
the chambér of commerce, &fid the other for the share of
the tax received by the village. The first roll follows
the aame'prOCednfe”ou%iihéd“gbbﬁe, while the village roll *
18 forwarded to the province chief for approval and then
returned to the villags for collection. In this case, only
the provincial authorities have infbrmatioﬁ on aésessmehta‘
and oollections 6f the patente tex for the use of the villages.

In summary, these two procedures mean that village :
patente tax agsessments are available only for those villages
following the “first prOCédﬁ%E, while coliéc%idh statistics
are not available for villages following elther the first

\

or second procedures,

Operation of the Patente Tax'RevieW'Cémmifﬁeehiﬁ'SEiQOn '

An examination of the wak"dfxthézpaténtelféé review
committee'ihiSangn was ‘indertaken in order to }ﬁqpifénintb
the effectivensss of this group with respect to imbroving"”
assessmént‘pfgééﬁﬁréé.: It will ‘be reﬂalled that Saigon is

dlvided into four areas, and each area is assesaed in ”
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rotation. For the purpose of studying the review committee's
work, all 1959 agsessiments (with the exception of importers)
were surveyed in the first area or first quarter of Salgon.

This .first quarter in Salgon has only 2,918 patente
tax agsessments.out of a principal patente tax roll for the
city which contains about 25,000 assessments, but the area
includes'the principal commercial district of Saigen. Out
of these 2,918 assessments; 2,703 cases were left unchanged
by thé assessment officers and so were taxed at the same
amount in 1959 as in 1958, The remaining 215 cases were
presented to the patente tax review committee, This committee,

in turn, changed the assessments of only 12 out of the 215
cases urought tu its attention. Out of these 12 assessments,
two assessments were increased over the previous year while
ten were decreased. The two increases were made because of
higﬁer rental values, while the ten decreases in assessments
were justifieq,by the committee on the grounds that business
conditions had deteriorated,

Establishing assessment values to these comnittee changes
resﬁlts in the determination that the work of the review
cammittee amounted to an increase uf assessments of 1,600$VN
for two cases and a decrease of assessments of 14,2424VN for

ten casesi The net result was that total patente tax assess-
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ments for the first quarter of Saigon decreased from
3,708,4M$VN in 1958 to 3,695,7604VN in 1959,

Certainly, this means that a great deal of effort has
been expended with very minimum results. In fact, if only
12 assessments cut of 2,918 are to be changed, and if the
net result of these changes 1s only to affect the previous
year's total assessment of 3,708,4008VN by 12,64,04VN, one
cannot help but conclude that a rather minimum accamplishment
has been made,

Is the patente tax bureau or the committee responsible
for this minimum effort? Previous mention has been made that
the bureau brought 215 cases to the attention of the committee,
When the Chisf of the Bureau was asked directly if he would
have altered more than 12 assessments in the absence of a
committee, he replied in the negative, He ihdicated that
his association with businessmen had convinced him that
business conditions in 1959 were generslly poor, and for
this reason assessments in general should be retained at
the same level in 1959 as in 1958, As Chief of the Bureau,
his own recommendation to the committee was to alter only
12 assessments, but he brought 215 cases to the attention
of the committee because these were particularly large

assessments and he felt that they should be reviewed.’
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Several important implicationé follow from this study
of the review committee's operations: (1) There 1s, appar-
ently, a tendency for the committee to accept the recommenda-
tions of the Chief of the Patente Tax Bureau. This raises
the issue of whether theléommittee is vestigal in practice.
(2) It would seem more appropriate for the committee to
serve in a reviewrcapacity after the assessments have been
made known to the public; i.e. to review taxpayer complaints.
(3) There appears to be very little attempt by the Patente
Tax-Bureau to alter assessments selectively. Rather, a judge-
ment is made whether asseésmenﬁs should be changed in géneral.
(L) If it is impossible in practice to change assessments
selectively, and if the level of assessments is to be deter-
mined on the basis of business conditions, it would be more
appropriate for the assessment policy to be determined by
the Minister of Finance or the-General Director of Taxation
than by the Chief of the Patente Tax Bureau.

Assessment and Collection Statistics

Assessment and collection statistics for the patente
tax vary from nearly complete to unobtainable, depending
on the level of government for which data are required., The
availability of statistics may be sﬁmmarized as follows:

(1) Central Govermment: The patente tax became &




source of reverue for the central govermment on January 1,
1956, Before this date, the tax was a source of revenue for
the two regional governments in South and Central Viet-Nam.
Assessment data for 1954 and 1955 are available for both
South and Central Viet-Nam, but collection data for these

two yeafs are avallable only for South Viet-Nam. Assessment
" data for the central government are complete for 1956 to
51958, but collection statistics have two shortcomings:

(2) The collection statistics for any one year refer only

to collections made from the assessments of the same year and
not to collections made on previous year's assessments, Data
on these delinquent collecticns are not available, (b) Data
on collections for 1958 are available only up to December 31,

1958 and not for the end of the financial year on May 31, 1959.

(2) Provincial Governments: There is no organized system
of ccllecting provincial statistics with-the result that
the data in this report are original., Statistics were
developed only for 1957 because 35 provincial budgets had
to be examined. Financial year 1957 was choseﬁ in order to
provide a comparison with data previously developed for the

property tax report,

(3) Urban Governments: Statistics have been developed

only for Saigon and Cholon. Data for Dalat, Da-Nang, and Hue
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are obtainable only through correspondence and this was con-
sidered to be too time-consuming,

(4) Village Governments: Assessment and collection

statistics are available only for some villages and to ob- .
tain the information would require the examination of at
least 1,600 tax rolls, Availability of time and research
staff precluded this undertaking, especially in view of the
fact that the statistics would be incomplete,

(5) (Chamber of Commerce: No separate record is kept

of assessments and collections for the various chambers of
commerce, but the totals for Viet-Nam are easily determined

as 2 1/2 per cent of central government assessments and collec-
tions. Similarly, there is no complete record of the 15 per

" cent tax on the Chinese community. Statistics for this tax
are available for Cholon, however, and the vast majority of

the Chinese in Viet-Nam live in Cholon.

Table 1 presents patente tax assessments and collections
for South Viet-Nam and the central government for financial
years 1954 to 1958. In the Vietnamese system of classifying
taxes, the central govermment has three "direct! taxes —
the inccme, property, and patente taxes, As a source of
revenue for the central government, the patente is of secondary

importance to the income tax. During financial year 1957,
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the last year for which statistics are complete, income tax
assessments were 764 million $VN, while patente and property
tax assessments were 120 million $VN and 98 million $VN
regpectively. Patente tax assessments for the central govern-
ment in finaneial year 1957 represented 1.4 per cent of total
central government tax assessments as compared to 9.4 per
cent for the income tax and 1.2 per cent for the property tax.

Table 1 indicates that the percentage of collections to
assessments for the patente is approximately 80 per cent,
but this figure does not reflect the collection effort
accurately. All collection 'statistics in Table 1 refer
only to collections made during the corresponding assess-
ment period; i,e., collecticns shown in 1954 refer to those
made from 1954 assessments, In addition to these collections,
there will be additional receipts made from 1954 assessments
in years following 1954. Statistics on these additional
collections are not available in the General Directorate of
Taxation, but they were assembled for Cholon for presentation
in this report in order to obtain an indication of the over-
all collection effort, The statistics for Cholon are pre-
sented in a following section.

Table 2 presents a summary of provincial tax statistics

for financial year 1957, which was developed from primary
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Table 1

Patente Tax Assessments amd Collections
for South Viet-Nam and the Central Goverrmment,
Financial Years 1954 to 1958

Percentage of

Financial  Assessments(l) Collections(?) Collections
Years ($VN) (4VN) to Assegsments
1954 63,550,677 38,267,808 60.2
1955 59,737,295 47,555,114 79.6
1956 104,699,409 85,604,092 81.8
1957 119,747,068 93,215,459 77.8
1958 113,089, 740 65,279,952(3) 57.7

(1) Assessment and collection data appearing in the Table refer
to the Regional Govermment of South Viet-Nam for 1954 and
1955 and to the Central Govermment in 1956, 1957, and 1958.
Assesaments for the Regional Govermment of Center Viet-Nam
were 9,952,228$VN in 1954 and 10,762,588$VN in 1955.

(2) A11 collection statistics refer to collections made during
the corresponding assessment period; i.e., the collections
shown in 1954 refer to collections made from 1954
assessments. In addition to these collections, there will
be additional collections made from 1954 assessmentsin
years following 1954. Statistics on these additicnal
collections are not available.

(3) Collection statistics for 1958 are available only up to
December 31, 1958. '

Source: General Directorate of Taxation.



data for this report. The data were compiled from sta-
tistics in each provincial budget, and were assembled

for financial year 1957 in order that they would be compar-
able with statistics previously assembled for the property
tax,

The patente is a minor source of provincial tax collec-
tions, One reason for this is that the greater share of
patente tax revenue goes to the central govermment. Re-
lating information in Tables 1 and 2, it may be determined
that patente tax collections at the provincial level in
1957 amounted to only 27.6 per cent of central government
patente tax collections for the same year, The patente
accounted for only 5,45 per cent of total provincial tax
revenues in 1957, By comparison, previous research in
the property tax report indicates that the property tax
accounted for 6,6 per cent of total provincial tax revenue
in 1957,

Patente tax assessments and collections for Saigon are
agsembled in Table 3, Total assessments show improvement
from 1954 to 1955 as a result of the return to c¢ivil order
in the city, but assessments have leveled off from 1956 to
1958, Patente tax assessments in Saigon during financial

year 1957 represent 62,7 per cent of patente tax assessments



for the central government during the same year, Despite
this, however, the pateﬁte is not a strategic source of
revenue for Saigon, Assuming that patepte tax assessments
in Saigon for financisal year 1958 will bs approximately
75 million $VN, this amount represents only about 11 per
cent of the city's total estimated budget receipts of
685 million $VN. By comparison, estimated Saigon assess-
" ments for the property tax in 1958 are 100 million $VN,
which amounts to about 14 per cent of the city's budget.
Cholon has been used as a case study in this report
in order to inquire into‘some of the assessment and
collection problems underlying the statistics. Patente
tax assessments and collections in Cholon are assembled
in Table 4., This Table shows a dramatic increase in assess-
ments from 1954 to 1956 and then a slight decrease in 1957
and again in 1958. The rise in assessments in 1955 and
1956 is attributable to a return of order and security in
the city, while assessment officers attribute the weakness
in assesaments in 1957 and 1958 to deteriorating business
conditions, particularly to a decrease in import licensing.
It is interesting to note, however, that estimates for the
gross national product in Viet-Nam indicate a rise from

64,26l billion $VN in 1955 to 69,419 billion $VN in 1956,
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Table 2

Provincial Tax Statistics for 411 Provinces

Financial Year 1957

Category

Total assessments for all taxes
Total subsidies froam central goverrment

Total assessments for all taxes
plus subsidies

Total collections for all taxes

Total collections for all taxes
plus subsidies

Estimhated receipts for patermte tax
Patente tax assessments
Patente tax collections

Percentage of patente tax collections
to assessments

Percenmtage of all other tax collections
to assessments

Percentage of patente tax collections
to all tax collections

Percentage of patente tax collections
to all tax collections
plus subsidies

Source: General Directorate of the Treasury.

Amount
607,112,536$VN
1,129, 500,000$VN
1,736,612,5364VN

471,384, 6134 VN
1,600,884, 6134 VN

25,702, 1504 VN
33,862, 7628 VN
25,684,476$VN
75.8 per cent

79.5 per cent

5.45 per cent

1.60per cent
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Table 3

Patente Tax Assessments and Collections in Saigon,
Financial Years 1954 to 1958(1)

7 7 _ Percentage
Financial Total Central Gov't. Preféctural' CQamber of Chine§e Total of To?al
Years Assessments Collections Collections CommerFe Community Collections Collections
Collections Collections to
($v1) ($VN) ($vn) ($vN) ($VN) ($vi) Agsessments
1954 111,025,526 20,002,095 40,004,191 499,214 276,189 60,781,689 547
1955 144,262,875 20,653,870 41,307,740 587,462 383,230 62,942,302 43.4
!
. . =~
1956 152,885,667 36,467,043 72,934,086 901,266 820,431 111,122,826 72.1 b
1957 156,263,697 37,824,314 75,648,628 841,797 729,418 115,044,157 73.5
1958 155,1&1,806 36,720,906 73,441,812 918,022 291,410 111,372,150 = 72.2

(1) A1l collection statistics refer to collections made from assessments of the corresponding
financial year and not to collections made from assessments of prior years.

Source: General Directorate of Taxation.
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then a slight drop to 69,200 billion $VN in 1957, followed by
an increase to 69,700 billion #VN in 1958.

As shown in Table 4, patentthax collections made from
asgesaments of the corresponding year are within the range of
80 to 84 per cent of assessments. This means, for example,
that 82 per cent of all pateﬁie tax assessments made during
financial year 1954 in Cholon was collected during this same
financidl_year. In general, information on the amount of
collections which may be expected in subsequent years from an
uncollected balance is very difficult to obtain in Viet-Nam.
Fortunately, however, the Cholon office of the General Direc-
torate of the Treasury maintains reCords:on these delinguent
collections, These records are assembled in Table 6, and
théy are of some importance as an indication of what may be
eipected in otherrareas of Viet~Nam with respect to the
collection of delinguent patente taxes, Table 5 indicates
that the percemntage of current and delinquent collections to
assessments was 94,6 per cent in 1954, which means that collec-
tion activities in 1954 and in all subsequent years resulted
in the collection of 94.6 per cent of 1954 assessments. There-
fore, extrapolating from the Cholon experience, it is possible
~ that subsequent collection activity in later years can be

' expected to raise the collection score by about 15 per cent,



or from about 82 per cent to about 95 per cent,

The principal reason why only about 82 per cent of
agssessments is collected during any financial year is delay
on the part of the General Directorate of Taxation in forward-
ing tax rolls to the General Treasury. The assessment period
is 17 months - from January 1 of one year to May 31 of the
following year, Invariably, however, tax rolls are received
by the General Treasury in November or December of the financial
year, with the result that only about six months (until May 31)
are available to make collections, Pax rolis were received
in the Cholon office of the General Treasury on the following
dates for the past five years: Dacember 12, 1954; December 9,
1955; November 24, 1956; November 8, 1957; and November 7, 1958,

Several uther reasons contribute to the delinquency
problem both with respect to the slownesslin making current
qullections and inability to collect the tax in sﬁbsequent
years: (1) TFor small businessmen with only a capital of
about 1,000$VN, a tax payment of 2004VN is a heavy burden tu
pay in a lump sum. Installment payment would alleviate this
problem. (2) When collections are delayed, some businessmen
are either bankrupt by the time collection is attempted or
they have left Cholon. (3) Some of the business addresses

received from the General Directorate uf Taxation are in



Pa?ente Tax Assessments and Current Collect
in Cholon, Financial Years 1954 to 1958(1

Table 4

ions

, Vietnamese L Percenta
Financial Total Central Gv't. Prefectural Chamber of ~Chlne?e Total of Tbt3fe
Years Assesasments Collections Collections Commerce Community C i Collections
: Collections Collections ollections ™ to
($VN) ($VN) ($ww) ($VN) ($VN) ($VN) Assessment s
195, 38,887,135 10,142,745 20,285,490 308,908 1,220,155 31,957,298 821
1955 50,802,102 13,626,437 27,252,874 403,308 1,617,220 42,899,839 8ly.4
1956 78,380,668 20,442,279 40,884,559 623,754 2,460,599 64,411,191 82.1
1957 77,974,439 20,419,618 40,839,236 619,554 2,339,102 64,217,510 82.3
1958 19,605,033 39,210,066 598,186 1,008, LOL 60,1.21,689 80.9

Th, 721, 448

(1) 411 collection- statictics refer to collections made from assessments of the corresponding
financial year and not to collections made from assessments of prior years.

Source: Cholon Office of the Gereral Directorate of the Treasury.



Table 5

Current and Delinquent Patente

Years 1954 to 1958

Tax Collections for Cholon, Financial

Percentage of

Percentage of Total Current Current aad
Current Current Delinguent Plus Delingquent

Financial Assessments Collections Collections to Collections  Delinquent Collectiocus

Years ($VH) ($vN) Assessments  ($VN) Ccllections: to Assessme.its
1954 38,887,435 31,957,298 82,1 b4, 723,660 36,68C,958 9446
1955 50,802,102 42,899,839 8hh 4,342,836 L7,242,675 92,9
1956 78,380,668 64,411,191 82.1 8,128,163 72,539,354 92.5
1957 77,974,439 64 235,500 82,4 5,556,010 69,791,511 89.5
1958 Th,721,448 60,421,689 80.9 - 60,421,689 80,9

Source: Cholon Office of the General Directorate of the Treasury.
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error. (4) Taxpayers are relgctaﬁt to pay the tax because
they believe the incre‘:lses‘ in é.'sse{asments are arbitrary.

Several factors also contribute to meke prosecution for
nonpayment of the patenté tax difficult. Auction proceedings
are initiated to recover the tax in about 10 instances each
year, but even when tﬁis actién ié resorted to, only part of
the tax is recovered. No casés a?e brought to court on the
groﬁnds that the tax payments are not high enough to justify
the difficulties involved, Pfosqcution is also inhibited by
limited staff, In the Cholon'officé of the General Directorate
of the Treasury, there are only 19 staff members available for
the collection of all central go&ernment direct taxes as well
as all prefectural taxes; Only iour persons are available for
field work. S |

Government suppliers and contractors pose a particular
collsction problem because of their importance as a source of
revenue. T;b exﬁmples will ill#straﬁe the types of evasion
which are p£ﬂcticed.by these taxpa&ersg: (1) A payment to a
gbvernment gupplier will be processed by the General Treasury
and then a patehte tax assessment will follow based on the
information supplied by the Genéral Treasury to the Patente
Tax Bureau, However, there wiil be a delay of three to four

1

months between the time the payment is made teo the supplier by



the General Treasury and the subsequent attempt by the General
Treasury to make collecti;n of the tax assessment., During
this'period of time, the supplier either cannot be found or
he claims that he is unable to pay the assessment., Then the
next time that the supplier wishes to do business wiﬁh the
Government, he reappears by representation through a relative;
say his son or a cousin,
(2) A govermment contractor will have a legal address in a
city like Hue, where a construction project is to be.undertaken
forrthe Defense Department., The confragt for the project may
be signed in Saigon, however, and alsc the General Treasury may
make p;yment for the project in Saigon. But since assessments
must be levied in the city of residence of the taxpayer, the.
General Treasury will notify the office of the General Directorate
of Taxation in Hue for the ﬁurpose of processing an assessment.
Then, by the time that collection is attempted én this assess-
menﬁ, the taxpayer can no loﬁger be found in either Hue or Saigon.
_Tﬁese examples demonstrate fhét the lapse of time between
payment by the vaernment and then subsequent assessmeﬁt-and
collection of the patente tax makes it possible for government
suppliers to become bankfupt or otherwise avoid their tax
liabilities, The policy conclusion is obvious: withholding
of the tax at the time payment is made to the suppliers would
ensure perfect compliance,

The other prinecipal policy conclusion which has become
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apparent is the likeiihood that coliections would be improved
if this responsibiiity were transferred from the General
Directorate of the Treasury to the General, Directorate of
Taxation. This transfer of re-sp'onsibility would avoid the
shortcomings of splitting the responsibility for raising
governmental revenues between two agencies and would accelerate
the collection process, which is.at the root of much of the
difficulty, |

To eonelude this section on aésessment and collection
statistics, the data in Table 6 present the results obtained
by classifying all patente tax asdéssmentsrin‘Viet-Nam and
3aigon-Cholon By aﬁounté of asaéssment and by nationality
of the taxpayers fof both 1956.and 1957, Data in the Table
without parenthésis refer to 1956,7while data with parenthesis
refer to 1957, | o |

These statistics wefe agssembled from reports which are
required by the General Directorate of Taxation from each
province and the Prefecture of Saigen-Cholon. The data in
all of these aeparate reports were then compiled into one
table for'presenﬁation in this study,

Classifyiﬁg assegsments by amounts of assessment has some
considerabie value for tax policy purposes, but a classification

by nationalities has more relevance fur political science than



for taxation. Classification by nationalities is a carry-over
from French rule, during which time the French vere apparently
anxious to know the relative importance of French, Chinere,
and Vietnamese business interests in Viet-Nam. This nationality
consciousness was carried to such an extreme degree during French
rule that a separate patente tax roll was actuzlly prepared for
each nationality. This latter procedure has now been eliminated.

A summary of the more important conclusions which may be
derived from Table 6 follows:

(1) The total number of patente tax assessments in Viet-
Nam rose from 127,659 in 1956 to 134,685 in 1957, but the
rumber of assesaments for the same two years in Saigon-Cholon
fell from 41,525 to 39,232, This reduction in Saigon-Cholon
is said to be attributable to deﬁressed business conditions
followiné the withdrawal of the French,

(2) The vast majority of patente tax payments in Viet-
Nam are of modest amounts. Only one per cent of all patente
tax payments in Viet-Nam during 1957 was in excess of 7,000$VN,
while only .2 per cent of the assessments were in excess uf
20,000$VN, On the other hand; 83 per cent of the assessments
werse below 500$VN,

(3) Most of the larger patente tax assessments in Viet-

Nam are in the Prefecture of Saigon-Cholon. This city had
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cnly 29 per cent of all assessments in Viet-Nam in i957, but
had nearly 80 per cent of all assessments over 25,U00$VN and
8l per cent uf all assessments over 8,000$VN. There were only
215 patente tax assessments over 25,0008VN in Saigon-Cholon

in financial year 1957.

(4) The importance of the Chinese commercial interests
is shown by the fact that 2l per cent of all paﬁente.tax
assessments in Viet-Nam were levied on Chinese in 1956 and 17
per cent in 1957. This decrease is attributable to some
Chinese adopting Vietnamese citizenship and others temporarily
dropping‘out of business bécause of depressedlbusiness
conditions in 1957. The "European Assessments" categury is
nearly all composed of French and inﬁicates a considerable
increase in number of assessments from 1956 to 1957. This
increase is not attribut;ble to an increase in business
activity on the part‘of French citizens but to a change in the
patente tax law with respect to imporiers, which required
severalrindividual patente tax asseasments for each import firm
instead of a sinéle assésmnent. The "Other Assessménts" cate~
gory is mostly composed of Indian and Japanese citizéns.. *
This category indicates a decrease_in number ;f assessm;qts
from 1956 to 1957, which is attributable in part to a move-
ment of these businessmen to Cambodia in the wake of a simi-

lar movement on the part of the French.
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Table 6

Distribution of Basic Patente Tax by Amounts of Assessment for
Viet-Nam and Saigcn-Cholon, Financial Years 1956 and 19571

Total

(109,655) (24,717) (22) (23,247)(11,883) (51) (1,309) (1,097) (85) (474) (397) (84) (134,685)

1 Data without parenthesis refer t¢ 1956 and data with parenthesis refer to 1957.
Basic tax rates are not uniformly continuous; i.e., there is no basic tax of 1704VN or for 22,0004VN.

Source:

rd

General Directorate of Taxation.

| Amount Vietnamese Per Chinese Fer European Per Other Per Per
' of Assessment, Cent Assessment Cent Assessment Cent Assessment Cent Assessment Cent
Asgesg- Viet-am of Viet-Nam of Viet-Nam of Viet—-Nam of Viet-lam of
ment? Saigon-Cholon (2) Saigon-Cholon (4) Saigon-Cholon  (6) Saigon-Cholon (&) Saigon-Cholon  (10)
($VN)  (Number) (Number) tc  (Number) (Mumber) to (Number)(Number) to (Num- (Num- to (Number) (Number) to
_ | (1) 3) (5) ber) ber) (7) (9)
(1) (2) (3) (4) (5) (6) - 7 (&) (9 (10)
30to 57,578 6,382 11 10,633 1,60L 15 46 -~ 0 80 37 M6 68,337 8,020 12
160 (63,504) (6,648) (10) '(7,160) (1,191) Q7 (49) .~ (25) (51) Qo) (3) (90) (70,723) (8,873) (11)
180to 21,802 8,426 38 10,812 6,497 60 229 87 38 165 121 73 33,008 15,131 46
500 (31,113)Q0, 529) (34) (8,43L) (4,585) (54)  (134) (76) (55) (1) (34) (83) (39,719) (15,222) (38)
600t0 8,752 4,436 51 6,417 4,961 - 77 159 67 42 285 224 78 15,613 9,688 62
1,800 _(9,933)(l+,ll+5) (41)  (5,414) (4,201) (77) (239) (193) (81) (82) (51) (é2) (15,728) (8,728) (55)
2,000to 5,497 4,243 77 2,799 2,374 84 314 246 78 597 267 95 9,207 7,430 8l
- 7,000 (4,312)(2,865) (66) (2,031) (1,718) (84) (478)  (427) (89) (276) (=42) (78) (7,097) (5,252) (74)
8,000to KTO 342 73 560 500 97 55 28 50 188 177 94 1,273 1,088 85
20,000 (641) (2}705) (73) (192)  (180) (94)  (255) (236) (92) (58) (56) (95) (1,146) (9u2) (82)
£ 25,000t0 65 ° 34 52 20 18 90 29 11 38 107 105 98 221 168 76
© 100,000 (92)  (6Q) (65) (19) (8) (42) (154) (142) (92) (1) (5 (M) (272) (2a5) (79)
© Totals 94,164 23,863 25 31,241 15,992 51 832 439 52 1422 1,231 86 127,659 41,525 33

(39,232) (29)

-._'[S..“
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Distribution of Patente Tax Assessmenté by Business Activities

As indicated previously, the patente tax assessment
rolls in Saigon are prepared in the Patente Tax Bureau of
the General Directorate of Taxation, and are then forwarded
to a private firm for IBM processing. ,When these rolls are
forwarded for IBM processing, the taxpgyer; are listed
according to street and street number. - The final tax roll
as prepared by the IBM equipment also lists the taxpayers
according to street and street number, but in addition, a
second roll is prepared grouping thes taxpayers by types of
business activities,

This second tax roll has not been utilized in any way
by the General Directorate of Taxation because of a lack of
research staff, so an'attempt was m;de to expleit its use-
fulness for the benefit of this report, The rell was pre-
pared by assigrning a code numberto each of the 743 business

activities listed in the Fiscal Code, and then the operators

"~ of the IBM equipment grouped each individual patente tax

assessment under the applicable code numbers.7 What was

"There is some doubt as to how accurately this grouping was
done., The IBM operators were required to assign a code number
to each assessment and their lack of familiarity with the des-
cription for each cods undoubtedly resulted in some inaccuracy
in assigning code numbers to particular assessments. This
gource of error will be removed in financial year 1959, when
personnel of the Patente Tax Bureau will place code numbers
beside each assessment before the roll is forwarded for IBM
processing.



done for the purpose of this report was to list each code
number with its respective total patente tax assessment.
After this was done, Table 7 was prepared, which lists the
30 most important patente tax categories as determined by
expfessing the patente tax assessment for each category as
a pércentage of total patente tax assessments in Saigon
-duriv.l;xg financial year 1958,

These 30 most important patente tax categories out of
a total of 743 categories represent 69.@ per cent of all
patente tax assessments in Saigon during financial year 1958,
Within the group of 30 categories, government suppliers and
1mporters are partlcularly important. Importing activities
unquestlonably account for the largest single source of
patente tax assesanents, but a pregise determlnatlon is not
poss;ble becauss several of the categories in Table 7 combine
a.cﬂlvlt.les 1rnrolv1ng importlng, selling, and manufacturing.
The best speculation that can be made from the available data
is that import act1V1ﬁy accounts for between 25 to 35 per
cant.of all patente tax assessments in Saigon. Government
suppiiers follow in sécond importance with 12,41 per cent.

'ideally, the‘information in Table 7 for patente tax
assessments for particular categories of business activities

should be related to other indices of the importance of



' Code
Number

724
270

416
4li
369

404

271
232
415

659
556
hely

621
410
319
112
L09
252

11

242
281
632
327

480
621,

87
421

628

Source

Table 7

Thirty Most Important Patente Tax

Categories in Saigon, Financial

Type of Business

Government suppliers

Large commercial, manufacturing,
and importing enterprises
Textile importing

Automobile importing

Real estate, finance, and
commercial banks

Construction, including impor=-
tation of goods .
Medium~-size commercial enterprises
Haberdashery

Importation of spare parts for
machines

Automobile agencies

Jewelry imports and, sales
Importation of scientific
instruments

Drugstores

Miscellaneous imports :

The financing of imports
Chemical imports

Food imports and export
Printing . :

Physicians and surgeons
Forestry product imports
Grocery stores

Hotels

Truck transport

Tailors ‘

Importation of medical supplies
Small restaurants

Textile wholesale

Movie theaters”

Selling of cement and mineral
products

Air transport agencies

Total

General Directorate of Taxation

Year 1958

Percentage
of Assess=-

Asséssment ment to Total

(£VN) Saigon Assessment
19,287,267 12,41
13,226,986 8.51
12,605,253 8,11

6,524,195 4,19
5,378,313 3.46
4,096,207 2.63
3,911,461 2,51
- 3,908,289 2,51
2,997,79, - 1,92
2,560,068 1.64
2,353,849 1.5
2,068,663 1,31
2,001,814 1,28
1,918,839 1.23
1,851,761 1.19
1,798,300 1.15
1,765,860 1,13
1,713,825 1.1e
1,644,656 1.05
1,592,806 1,02
1,546,152 1.00
1,542,196 1,00
1,509,950 1,00
1,482,367 « G5
1,450,230 .95
111427,[4-63 095
1,354,813 87
1,348,534 «85
1,229,292 .80
1,136,904 .73
107,234,017 69,00
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particular industries. All that can be done is to point out a
few irregularities based more on impression than incontrovertible
evidence: (1) The patente tax assessment for the single fim
supplylng all water and electric power in Saigon was 40k, 000$VN
in 1958, while total patente tax assessments for all movie
theaters was over three times this amount. (2) Only one
liberal profession —- physicians —- is listed among the 30

most important patente tax categories. (3) Some business
activities which appear to be important enough to be listed
among the highest 30 categories are transportation, rice and
rubber exporters, insurance, and the sale of petpoleum products,

Patente Tax Compliance and Enforcement in Saigon

Inquiry was made of administrators as to the compliance
score of the patente tax in Saigon. Their impression is that
compliance is virtually complete in the "better" business dis~-
tricts, with only an occasional evader. Supporting this belief
is the evidence that only 30 of the "larger" businesses were
penalized for evasion in 1959, which may be compared to the total
rmumber of taxable businesses of about 25,000. It is admitted
that there 1s "more" evasion in slum blocks on the part of
small businessmen who believe mistakenly that they are exempt.
One reason why patente tax compliance is believed to be so

good is the enforcement assistance received from city polics,
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Table 8

Surmary cof Business Surveys to Detemmine
Patente Tax Compliance

Number of Number of
Number of Number of 1958 patente Number Certificates
Type of Business Businesses in 1958_P§tente Certificates . Without for1959 asof .
the Samples Certificates ¢).ipeqip pe Uertificates goptemper,

on Display ngp Homen ~ For 1958 1959
‘ |

Offices in an 21 20 0 1 14
office building %
Mariet stalls 0 26 3 1 30 -
Taxi cabs 30 26 L 0 26
Cyclos with 30 25 5 0 27
motors
Wagons with 26 26 0 0 26
fixed locations
Stores in a 13 13 0 0 iz
good district
Stores in a 28 26 0 2 28

slum

Totals 178 162 12 4 163
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This agslstance results from the facﬁ that the Prefecture of
Saigon shares patente tax recelpts, and so has a vested interest
in high collections., |
Thiése impressions on the part of tax administrators of rela-
‘tivgly high patente tax compliance in Saigon were tested by a
jseries of emall samples. The results obtained fram the survefs
--are summarized in Table 8,  This table shows that 178 businesses
were surveyed and only four certain instances of non—compliancg ‘
were found with respect to the 1958 tax.r There Were an addi-l
tional eight cases in ?hich businessmen claiméd that the tax
was paid but that the patente tax certificate was "at home,
But.even if there were 12 instances of non~compliance out of
178 oases, this level of compliance is immeasurably better
than it is in the case of either:the:incomq.pr prOpe:Fy taxes,
The survey showed, however, thataasgpssments and poliections are
‘l_unduly delayed, There were 163 businesses out of 178.in posses~

sion of a 1959 patente tax certificate as of September, 1959.

38.7 Survey of Selected Business Firms.

The objective of this research was to study patente tax
assessments for a small group of business firms in order to
inquire into some of the problems involved in making assess-
ments, No attempt was made to obtain a reliable random sample,

becaunse only a small number of firme could be studied, In
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Table 9

Financial Year 1958
(A1l amounts in $VN)

Chamber of Total Central

Bt WD Somiee Tl P et

Type of Business  Tax Tax Community Gov't.Tax Tax ¢ Commerce, and

Taxes ) Saigon Tax
Commerctal bank 75,000 45,000 3,000 120,000 240,000 363,000
Commercial bank 100,000 138,000 41,650(2) 238,000 476,000 755,650
Hotel 48,000 69,000 2,925 117,000 234,000 353,925
Jewelry store 25,000 7,680 817 32,680 65,360 98,857
Marufacturer 100,000 62,600 4,065 162,600 325,200 491,865
0il distributor 100,000 108,000 5,200 208,000 416,000 629,200
Travel agency 25,000 34,272 1,482 59,272 118, 544, 179,298
Travel agency 140,000 63,000 5,075 203,000 406,000 614,075
Drug store 10,500 1,520 300 12,020 24,040 36,360
Dentist 2,500 660 (1) 3,160 6,320 9,480
Night club 7,000 8,190 380 ©15,190 . 30,380 . 45,950
Book store 9,000 4,800 345 13,800 27,600 41,745
Night club 9,000 15,600 4,305(2) 24,600 49,200 78,105



Table 9 {Continued)

Chamber of Total Central

. Rental Comrerce and Total Prefecture Gov't.,, Chamber
Basic Value Chinese Central of Saigon of Coamerce,
Types of Business Tax Tax Comminity Taxes Gov't. Tax Tax and Saigon Tax
Hotel 23,000 123,776 3,669 146,776 293,552 143,997
Grocery store 19,000 14,400 5,845 (2) 33,400 66,800 106,045
Printing 4,000 53,750 319 127,760 255,520 386,47k
Physicien 5,000 720 @) - 570 11,440 17,160
Attorney 10;000 120 i w 110,120 20,210 30,360
Insurance 10,000 10?618 | 515 ; 20,618 1,236 62,369
Tailor _ 1,600 3,000 .11'5 | 1600 9,200 13,915
Milk bar 24,000 16,800 1,020 40,800 81,600 123,420
Filn distributor 15,000 16,50  _789 31,560 63,020 95,469
Totals 832,600 798,076 8k, 691 1,630,676 3,261,352 4,976,719

(1) Liberal professions do not pay the Chamber of Commerce Tax. ,
(2) Ch:i.nese businessmen were subject to a 15 per cent Chinese Ccmmmty tak in I958. This
ta.x was eliminated on Jamary 1, 1959, o

~6G-



selecting the 22 firms, an attempt was made to choose busi-
nesses which would represent a cross-section'of industry and
commerce, -All of the data obtained are presented in five
tables, and the ensuing text points out the implications of
each table.

Table 9 shows the various components of the patente tax and
the distribution of the proceeds. The‘relative importance of
the basic £ax and the rental value tax vary considerably
among the several businesses, but the totals for each of the
two components for the.whole group of firﬁﬁ are nearly‘edﬁal.
Three out of the 22 businesses were owned by Chinese and
were subject to a 17 1/2 per cent Chinese Community t&x in
1958, This tax was eliminated on January 1, 1959, so hence-
forth businessésIOpera£ed by Chinese will be assessed the
nomal rate of 2 1/2 per cent of the central govermment tax
for the benefit of the Chamber of Commerce., As indicated
in Table 9, the Prefecfure of Saigon received 200 per cent of
each central government patente tax assessment.

Table 10 presents a mére revealing piéture of the felétive
importance of thc three components comprising total patente tax
‘assessments. There is apparently no tendency for either the basic
tax or the rental value tax to be more important or equally impor-

tant for each firm, For 12 of the firms, the basic tax 1s more
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important than the rental value tax, while the converse is
true for the remaining 10, Tﬁe extreme :1imits in the sample
are an attorney, whose basic tax represents 98.8 per cent of
© his total paténﬁe tax.assessmgnt,ignd a hotel, for which the
rental value tax represents 83.6‘per cent of the total
_.patente tax assessment,
The purpose of Table 11 is to demonstrate how assessments
~have varied ovér the past four years. Seventeen out of the:‘
22 fimms were in business during the four years from 1955 to.
1958, and the basic patente tax'for each one of these firms
wWas increased‘over this period ofltime. The totalé‘for basicl
tax assessmentélfor these 17 fifmskover the past four-&earsf
were: 1955: 49¢,900$VN; 1956: 496,6008VN; 1957: 593,1008VN;
and 1958 66#,600$VN. From theéé‘data, there appears to be’
a steady increaéé in basic tax aé?essments over the past four
years, but the;statistics are miéleading. Closer examinétion
of Table 11 shéwa that there was-a general tendency to raiéef
tax axsesanents~from 1956 to 199?,rbut the adninistrative g
policy apparently was to hold assesasments stable from 1957 to °
1958. This is apparent from the fact that one firmm—:mé -
commercial bénk - accounted-féf'all of the increése-in the
total of basic tex assessménts:from 1957 to 1958,

Rental value assessments for the 17 firms in business



Type of Business

Commercial bank
Commercial bank
Hotel

Jewelry store
Manufacturer
0il distributor
Travel agency
Travel agency
Drug store
Dentist

Night club

Book store
Night club
Hotel

Grocery store
Printing
Physician
Attorney
Insurance
Tailor

Milk bar

Film distributor

~62-

Table 10

Helative Importance of Patente Tax Components
for a Sample of Business Firms, Financial Year 1958

Percentage of
Basic Tax
to Total

Patente Tax

Tax to

Percentage of
Rental Value

Total Patente

Percentage of
Chamber of
Commerce Tax
to Total

e :
RO HFRENBOOIIFR O BIORIHO

W W ONE- ~2 00 O O B O
5mrm$3q$$y;ﬂmmmﬁb EEQ

LRV g

Tax Patente Tax
37.2 .8
5447 8(1)
58.5 .8
23.4 .8
38.2 .8
51.5 .8
57.4 .8
30-8 08
12.6 .8
20.9 (2)
53.5 .8
34.5 .8
60.0 .8(1)
83.6 .8
407 .8(1)
1‘,1-'7 08'
12.6 (2)
1.2 (2)
51.1 .8
6.7 .8
40.9 .8
52.1 8

{1) Chinese businessmen were subject to an additional 15 per cent

Chinese Conmunity Tax in 1958.

(2) Liveral professions de not pay the Chamber of Commerce tax.
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during the four years fram 1955 to 1958 were as follows:

1955:  484,0398VN; -1956: 505,0004VN; 1957: 524,8364VN;

and 1958: 646,5368VN. This rate of increase is less than

for the basic tax. Moreover, the increase in the rental

value tax for the 17 firms from 1957 to 1958 is again deceptive
because it is attributable in its entirety to the increase in
agsegsment levied on a commercial bank,

Only two of the 22 firms in the sample show an increase
in the rental value téx from 1957 to 1958, According to the
Fiscal Code, the rental value tax is to be determined on the

"basis of present rental value as detemined by leases, com-
parison with other buildings, or by direct estimating, This
procedure breaks down in practice, however, because oflthe
existence of key rents, It was determined previously in the

report on The Taxation of Real Property in Viet-Nam that

| *}Enfél value as a base has been ruined by key rents, because
this practice results ih widespread and serious underassessmgnf,
unneutrality of treatment, and the inability to raise rental
value assessments in general. There is difficulty in raising
assessments based on rental value because the rise in rents
generally takes effect through key rents rather than through
contract rents, These conclusions arrived at in the property
tax report are also applicable to the portion of the patente

tax which is based on rental values,
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Table 11

Comparison between Basic Tax and Rental Value Tax for a Sample
of Business Firms, Financial Years 1955 to 1958
(11 Amounts in $VN)

1955 19

Type of Business D&S8iC
Tax

Rental Basi
Value %51°
Tax ax

56 1657

Rental Basi Rental

Value T51° Value
Tax ax Tax

1958
Basic Rental
Value
Tax Tax

Commercial bank 60,000

Commereial bank 16,000

Hotel 34,500
Jewelry store (1)
Manufacturer 75,000

0il distribution (1)

Travel agency 18,000

Travel agency(z) 115,000

Drug store 3,000
Dentist 1,600
Night club 6,000

45,000 60,000
16,200 16,000
69,000 35,000
(1) 40,000
62,000 100,000
(1) 100,000
34,272 18,000
63,000 115,000
1,520 | 7,500
660 1,800
2,280 6,000

45,000 75,000
16,200 30,000
69,000 48,000
7,680 40,000
62,600 100,000
108,000 100,000
34,272 25,00Q
63,000 140,000
1,520 10,500
660 2,500

8,190 6,000

45,000 75,000

16,200 100,000

69,000 48,000

7,680 25,000

62,600 100,000

108,000 100,000

34,272 25,000

63,000 140,000

1,520 10,000
660 2,500
8,190 17,000

45,000
138, 000
69,000
7,680
62,600
108,000
34,272
63,000
1,520
660

8,190



65~

Table 11 (Continued)

1955 1956 1957 1958

. Basic Rental Basic Rental Basie Rental Basic Rental

Type of Business Tax Value Tax Value Tax Value T Value

Tax Tax Tax Tax
Book store(2) (1) (1) 2,000 4,800 3,000 4,800 9,000 4,800
Night club 6,000 14,400 7,000 15,600 7,500 15,600 9,000 15,600
Hotel 19,500 104,000 19,500 104,000 23,000 123,776 23,000 123,776
Grocery store (1) (1) 13,000 14,400 19,000 14,400 19,000 14,400
Printing 12,000 43,009 75,000 53,760 75,000 53,760 74,000 53,760
Physician 3,50 . 276 4,000 726 5,000 720 5,000 720
Attorney 9,200 - 60 . 9,000 60 10,000 120 10,000 '120
Insurance -~ - 7,000 7,963 -.8,000 10,618 10,000 10,618 10,000 10,618
Tailer ‘ _ 800 3,000 800 3,000 1,600 3,000 1,600 3,000
Milk bar(2) . 14,000 16,800 14,000 16,800 24,000 16,800 4,000 16,800
Film distributor (1) . (1) 8,000 7,680 11,000 7,680 15,000 16,560
766,100 667,396 832,600 798,076

Totals 400,900 484,039 659,600 647,566

Not in business.

Increase in basic tax is attributable to rnport activitkss and to the
change in the patente tax on importers introduced in 1956.
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Table 12 associates taxable income and income tax assess-
ments for the group of 22 firms with their respective patente
tax assessments. In this Table, two fimms have been combined
because they are operated by the same businessman. As a
result, only 21 firms appear in the Table,

Data are available for comparing the income and patente

taxes for only 10 fimms. One firm shows no record of having
filed an income tax return, while the returns for four others
were filed but could not be found. Presumably, these four
returns were removed from the files for verification by
auditors. Another six returns indicate losses during 1957.
These losses are surprising in view of the fact that some
of these firms represent rather substantial business undertakings.
But even though only 10 firms remain for analysis, they
offer an interesting insight intc the relationship between
taxable income and patente tax assessments. For the two
commercial banks, for example, one has a ratioc of patente
tax to taxable income of 1,3 per cent while the same ratioc for
the other bank is 3,7 per cent, or nearly three times higher.
On the other hand, the ratio of patente tax to taxable income
for the mamufacturing firm is only .2 per cent. Again, this
latter assessment may be compared with the patente tax assess-

ment for the hotels, which is 14 per cent of taxable incame,
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Table 12
Comparison between Income and Patente Taxes

for a Sample of Business Fimms,
Finaneial Year 1957

Total
Taxable Income Percentage Patente  Percentage
Type of Business Income Tax , ., of Imcome Tax Tax of Patente Tax
($vI) ($VN)(5) to Income  ($Vil) to Income
Commereial bank (L) 9,791,000 2,349,840  24.0 363,000 3.7
Commercial bank(l) 11,148,000, . 2,675,520  24.0 146,685 1.3
Jewelry store 196,868(4) - — 144,232 -
Manufacturer(l) 168,245,000 40,378,800  24.0 491,365 .2
0il distributor(l 19,789, 360 L, 749,360  24.0 629,200 3.2
Travel agency 91,000(4) - - 179,298 -
Travel agency(l) 1,300,000{4) — — 614,075 —
Drug store (2) (2) —_— 36,360 -
Dentist 189,000 7,610 4.0 9,480 5.0
Night club (3) (3) -~ 45,053 —
Book store 381,000 - 98,910  25.9 23,595 6.2
Night club (2) 2 -- 73,342 -
Two hotels 5,495,500 2,266,500 41.2 767,672 14.0
Grocery ?tsre 270,000 46,350 17.2 106,045 39.3
Printingll (2) (2) - 389,499 -
Physician 68,000 4,010 5.9 17,160  25.0
Attorney 150,000 17,250  11.5 30,360 20.0
Insurance(l) 2,225,000(4) - _— 62,369 -
Tailor (2) (2) - 13,915 -
Milk bar 3,241,945(4) - - 123,420 -
Film distributor(l) 1,561,000(4) - - 56, 507 --
Totals: 223,142,673 52,594,190 1,322,632

(1) Corporation.

(2) Declaration filed but not available for examination.
(3) No income tax declaration filed.

(4) Loss

(5) Corporate profits tax in the case of corporations
and general income tax for individuals.
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The extreme case is a grocery store, wheré the patente tax
assesament is so high that it represents 39.3 per cent of
taxable income, which is more than double the amount of income
tax paid. Even though there are only 10 cases in the sample,
this should be proof enough that the patente tax bears little
relationship to capacity to pay as measured by net income,

Both the patente and the real property tax utilize rental
value as a base for assessments. It was thought that it
would be fruitful, therefore, to compare rental values for
the 22 firms in the survey as determmined by the respective
bureaus responsible for assessing the patentér and real prop-
erty taxes. This comparison is assembled in Table 13.

In explanation of Tabie 13, it should be observed, first,
that the various determinations of rental value by the patente
and property tax bureaus are not strictly comparable in;all ‘
cases for two reasons: (1) Rental value for the patente tax
includes only that part of the building used for business
purposes, while rental value for the property tax includes
both business and ncn-business use. For example, if a
proprietor lives at the back of his stor-er, rental value for
the patente tax should be lower than rental value for the
property tax. (2) According to Article 14 of the Fiscal
Code, rental value for the patente.tax includes the material means

of production (machinery, equipment, ete,) for industrial establishments,
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Table 13

Comparison between Rental Values as Determined
for Patente and Property Taxes, Financial Year 1958

(4) (B)
Rental Values Rental Values Percentage of

for for Column (4)
Type of Business Patente Tax Property Tax to

(4vH) ($V) Column (B)
Commercial bank 450,000 600,000 75.0
Commercial bank 1,380,000 984,000 140.0
Hotel 690 . (1) - -
Jewelry store 96,000 96,000 100.0
Manufacturer 626,000 1,068,000 58.6
0il distributor 1,080,000 1,440,000 75.0
Travel agency 423,400 408,000 103.7
Travel agency 546,000 480,000 113.7
Drug store 42,000 60,000 70.0
Dentist 13,200 13,200 100.0
Night club 136,500 204,000 7C,0
Book store 60,000 ' (2) —
Yight club ~36,000 48, 000 75.0
Hotel 1,547,200 1,457,880 106.0
Grocery store : 240,000 240,000 100.0
Printing 537,600 559,200 96.0
Physician ‘ 12,000 8,400 142.0
Attorney 1,200 1,200 100.0
Insurance 132,720 120,000 110.6
Tailor 60,000 60, 000 100.0
¥Milk bar 210,000 108,000 194 .4
Film distributor 207,000 (2)

Totals 8,527,820 7,955, 880

(1) Exempt because owned by the Government.

(2) Not available.
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while rental value for the property tax includes only land
and buildings.

Despite these differences, however, some of the deter-
minations of rental value in Table 13 are difficult to explain.,
In the case of the two commercial banks, for example, it may
be seen that one bank is assessed higher for the patente
than for the property tax, while the comnverse is true for
the other bank, Since living quarters are not an issue in
the case of either bank, one would expect that the patente
tax valuations would be higher than the property tax valua-
tions for both banks, since the patente tax includes equip=~
ment in determining rental value., Or take the case of the
manufacturing firm. It is explained that the patente tax
valuation is lower than the property tax valuation for this
firm because living quarters are located on the property.

But this factor should be compensated for in part by the

fact that patente tax valuations include machinery and equip-
ment, Another anomaly is that there are five instances in
Table 13 in which the valuations for the patente and the
property tax are the same, This happens because the proprie=-
tors report the same contract rents to both the patente and -
property tax bureaus. However, these valuations would not

be the same for the two taxes if machinery and equipment actually
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vere included in the basc for patente tax assessments.

At the present time, there is.no cooperation between the
patente and property tax burcaus in making evaluations for
their respective taxes on rental value, despite the fact
that both bureaus are located on the same floor of the
General Directorate of Taxation. It would appear that many
of the apparent inconsistencies.indicated above would bg
removed if this cooperation were instituted.

Patente Tax Asscssments for a Sample of Physicians

A sample of physicians was studied in order to inquire
into the problems of tax policy and administration involyed
in the application of the patente tax on the liberal pro-
fessions. Limits on rescarch time and staff restricted the
sample séiected for ?nvestigation to 30 physicians out of a2
universe of about 200 practicing physicians in Saigon in
Auvgust of 1959. The sample was drawn in a rather unorthodox
manner, Since the patente.téx assessments on medical doctors
is basgd principally on location of the business office, it
was considered desirable po obtain some variation of locations
in the sample, This was accomplished by dividing Saigon
streets into three rough categories: thosc which would

serve clientele with high, medium, and low incomes., Ten

doctors were selected from cach of these three types of
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streets by traveling throughout the eity and by choosing busi-
ness offices at random. This procedure was also used to
ensure that the doctors were actually practicing medicine and’
had a patente tax liability in 1959.

A patente tax assessment on a physician has two parts:
a basic tax which may be established within the range of 800
to 10,0008VN, and a rental value tax, The sum of these two
components gonstitutes the central govermment tax, while
the assessment for the Prefecturs of Saigon is 200 per cent
of the central govermment tax. Determination of the basic
ta® within the range of 800 to 10,000$VN is important not
only because this tax is a component of the total tax, but
alsﬁ because the rental value tax rate is related directly
to the level of the basic tax assessment, This relation-
ship is accomplished in the following manner: doctors with
a basic tax assessment of from 8,000 to 10,000$VN have a
rental tax rate of 8 per cent, basic tax assessments from
2,000 to 7,000$VN have a rental tax rate of 6 per cent, and
basic tax assessments from 800 to 1,800$VN have a rental tax

rate of 5 per cent.8

83ee Appendix C for the complete schedule relating basic taxes
and rates for the rental value tax,



The Fiscal Code provides l1ittle assistance to the tax
administrator in applying the basic patente tax on physicians
within the range of 800 to 10,000$VN. There is a provision
in Article 29 of the Fiscal Code which requires a physician
(like any other businessman) to de¢lare the amount of capital
invested in his business; but this declaration is obviously
inadequate as a basis for the tax. As a result, the Patente
Tax Bureau has evolved three principal criteria: (1) the
location of the doctor's office, particularly with respect
to the type and number of c¢lientele which the location would
attract; (2) the number of years spent in medical practice;
and (3) whether the doctor has specialized training. In
addition to these criteria, there are two other subordinate
considerations: (1) part-time service with the army; in
which case the patente tax is reduced; and (2) the level of
fees charged.

These criteria are quite obviously vague and even

irrational, Basing the tax on location of the business office
is of doubtful reliability, because an office in a sluﬁ area
has the advantage of population density which may be more
impoftant from a reVenue-point of view than having the type
of clientele which is able to pay high fees. Moreover, the

Patente Tax Bureau has made no systematic classification of
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districts so that 4t can be determined precisely that one
district is '"bettew" tham another. Nor has the Bureau
detailed informatign on the number of years each doctor has
been in practicé or whether they have specizlized training.
These criteria, thereftre, are not applied in any precise or
rational manner,

Table 14 swmar’,zes the patente tax statistics for the
sample of doctors. Significant conclusions which may be
derived from thesc<. data are:

(1) All doctwirs in the sample were on the patente tax
roll in 19459, wisich is indicative of a relatively high level
of enforeoement. for the patsunte tax as compared to the income
and property taxes,.

(2) Thare is some'relationshiprbetween "better! loca-
tions and wize of pateﬁte tax assessment, This is evident
in Table 14 by comparing tze patente tax rank in the first
column with the loaaﬁional groups in the second column.

Most doctors in the best Locations (designated (1) in the
Table:} have high patente téx assessments, but the reiationship
of location and assessmeil; is less clear—cut with respect

to doctors with average ..ocations (designated (2) in the Table),
and doctors with slum lccations (designated (3) in the Table).

(3) Basic patente ‘,ix assessments vary from a high of
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7,0008VN to a low of 1,6008VN, with the average for the whole
group being 2,670%VN, An assessment of 2,0004VN for the
basic tax is the most Irequentiy leviéd, with 14 doctors
receiving thls assessment, Rental value assessments range
from 3,6008VN to 120$VN, with an average of 7§4$Vﬁ.~ Total
patente tax assesaments (including shares for both the Central
Government and the Prefecture of Saigon) range from 21,648%VN
to‘5,160$VN, with an average of 10,392$VN.7

(4) Income tax records for the 30 physicians were investi-
gated in order to compare patente tax assessmenté and levels
of business income. The result of this iqvestigation is |
particularly revealing with respect to income'tax administra=-
tion, for it was found that 12 out‘gf‘the 30 doctoés had not
'fi1edian,incomeftax return for 1958.7 Cut oflthese 12 inccme
tax delinquents,.s have never filed income_tax returns and
4 have filed returns prior to 1958. Comparison between incomes
reported from medical practice and amounts of patente tax
agsessments shows the arbitrary applicatiqn of.the 1atter.
Al though an attanpt‘is made to relate both the b;sic gnd
rental value taxes to capacity to pay, visua; inspection
indicates that there is very little relationship in Table 14
between the rank by size of patente tax assessment and rank

by medical incume earned, For example, consider the case
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of one doctor who has a patente tax of 17,1604VN and a
business income of 68,0004VN, while another doctor has a
patente tax assessment of 16,3204VN and a business income
of 324,0008VN,

(5) Despite the fact that the Patente Tax Bureau
attempts to assess the basic tax on the basis of tax-
paying capacity, no attempt is made to utilize income
tax returns as an indication of capacity to pay the tax,
Similarly, although both the Patente Tax Bureau and the
Property Tax Bureau are both assessing on the basis of
rental value, there is no cooperation between the two
" bureaus, Alternatively, the Profits Tax Bureau does not
utilige patente tax information in ordef to reduce the
delinquency problem of the income tax, Quite obviously,
the administration of all of these taxes would be im-
proved 1f there was more: cooperation among the various
tax bureaus,

(6) The brief conclusion which appears to be
warranted is that the patente tax is arbitrary in assess=-
ment but that it has the advantage as far as this par-‘

ticular group of businessmen is concerned of being pro-
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Table lﬁ

Statistical Summary
of a Sample of Physicians

Rank by ' Income

Size of from

Patente Loca- Basic Rental Central Total Medical Medical
Tax tiom Patente Value Gov't, Patente Practice, Income

Assess~ Groun Tax Tax . Tax Tax 1958 Rank
ment, (V) ($vN) (V) (V) _(§vN)
1 1) 7,000 216 7,216 21,648 411,000 1
2 (1) 4,000 2,160 6,160 18,480 (No return) = . -
3 () 2,500 3,600 6,100 18,300 98,000 5
4 (1) 4,000 1,800 5,800 17,400 (No returm) -
5 (1) 5,000 720 5,720 17,160 68,000 8
6 (1) 4,000 1,440 5,440 16,320 ° 324,000 2
7 (1) 4,000 600 4,600 13,800 65,000 9
8 () 3,500 360 3,860 11,580 (No return) -
9 (1) 3,000 576 3,576 10,728 41,372 12
10 (3) 3,000 576 3,576 10,728 120,000 '3
11 (1) 3,000 504 . 3,504 10,512 99,000 L
12 (2) 2,000 1,080 3,080 9,240 18,885 16
13 (3) 2,500 432 2,932 8,796 50,920 10
14 (2) 2,000 864 2,864 8,592 (No return) -
15 () 2,000 864, 2,864 8,592 (No return) -
16 (2) 2,000 840 2,840 8,520 71,000 7
17 (2) 2,000 720 2,720 8,160 (No return) -
18 (3) 2,000 720 2,720 -- 8,160 73,380 6
19 (2) 2,000 720 2,720 8,160 (No return) -
20 (3) 2,000 576 2,516 7,728 31,955 12
21 (2) 1,600 900 2,500 7,500 (No return) -
22 (3) 2,000 432 2,432 7,296 (No return) -
23 (1) 1,800 600 2,400 7,200 (No return) -
2L, (3) 2,000 360 2,360 7,080 25,000 14
25 (3) 2,000 360 3,360 7,080 16,511 17
26 () 2,000 - 360 2,360 7,080 24,000 15
27 (2) 2,000 360 2,360 7,080 (No return) -
28 (3) 2,000 360 2,360 7,080 28,920 - 13
29 (3) 1,600 600 2,200 6,600 43,400 11
30 (3) 1,600 120 1,780 5,160 (No return) -

lRefers to the manner in which the sample was selected: The 10
doctors with the best locations are indicated by (1); the 10 with
average locations by (2); and the 10 located in slum areas by (3).
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ductive of revenue. Its productivity is derived both from
a high score in enforcement and relatively high assessments

as compared to the inccme tax,

The Special Case of Importers

Particular attention to the assesgment of the patehte
tax on importers is warranted because these businessmén:
constitute the largest single category'of assessments,
The immediate irregularity with respect to the taxation.
of importers is that the patente tax is levied principally
on the basis of administrative regulations rather than
on provisions in the Fiscal nge. in the Fiscal Code; im=-
porters may be taxed in two ways. There is first a provision
for a minimum basic tax of72,OOO$VN and a maxinum of
50,0004VN for each of eighteen categories of imports. ‘In
other words, the importation of tobaceo and cigarettes,

. [ ]
one of the 18 import categories, may bear a basic tax within

the range of 2,000 to 50,000$VN, depending on the determination -

made by the assessment officers, Secondly, an importer may
elect to pay a single patente tax of 75,0008VN to 100,0004VN
for all import activities instead of several .separate patente

taxes for different import activities, Since both of these
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statutory directives permit asseésments within a ﬁaximum and-
minimum range, the Patente Tax Bureau has evolved criteria for
the specific application of the tax, For this purpose, three
factors have been considered to be relevant: (1) the amount
of working capital, (2) whether the business is an individual
proprietorship or a corporation, and (3) whether the individuals
and corporations are Vietnamese or foreign.

Table 15 provides the basic information on the way these
factors are associated in order to determine bhasic patente
tax assessment for importers. Precedurally, each importer 1ls
required to make a declaration of the ‘amount of working capital
used for the importation of goods. The basic tax is then
determined on the basis of this declared working capital and
in conjunction with whether the business is an individual
proprietorship or corporation, and whether the business is
owned by lVietna.mese or foreigners. Table 15 shows that
corporate rates are double those for individuals, except in
the case of the importation of éutomobiles. Rates for foreign
businessmen are consistently higher than those for Vietnamese
businessmsp, but the percentage increases vary with the levgls
of assessments,

It is important to ncte that the administrative regula-

tions summarized in Table 15 establish maxima rates below
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Table 15

Summary of Administrative Regulations for the Application
of the Basic Patente Tax on Importers

(A1l amounts in §VN)

Bagiec Patente Tax

Vigtnamese Vietnamese Forelgn . Foreign
Individuals Corporations Individuals Corporations

Amount of
Declared Capital

100,000 3,000 6,000 k, 000 8,000
200, 000-300, 000. 4,000 8,000 5,000 10,000
400, 000-500, 000 5,000 10,000 6,000 12,000
600, 000~700, 000 6,000 12,000 7,000 14,,000
800, 000~900,000 7,000 14,000 8,000 16,000

1,000,000 8, 000 16,000 10,000 . 20,000
1,500,000 10,000 20,000 . 12,000 . 25,000
2,000,000 12,000 25,000 . 16,000 30,000
Exceptions
Importation of
automobiles 16,000 20,000 14,000 35,000
Importation of 6,000 12,000 g,000 16,000

scooters and
spare parts for
transportation
vehicles

Source: Saigon Patente Tax Bureau of the General Directorate of
Taxation
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those authorized in the Fiscal Code. According to the Fiscal
éode, patente taxes may be levied either in the range of
2,0d¢ to 50,000$VN for particular categofies of imports or
exportsror between 75,000 to 100,000§VN for all dafégﬁfiés
of pr6ducta. Table 15, shows, however, that the maxima rates
vary fram 21,0008VN for a Vietnamese individual to 30,0004VN
for a foreign corporation, An exception is made in the case
of thé importation of automobiles, where ihe maximum ratex
rises to 35,0008VN for a foreign corporation.

The foregoing procedure for assessing the paténte ﬁax'
on imforters was followed in financial years 1957 and 1958,
but then it became apparent that some businessmen were
evadiﬁg their full tax liabilities by minimizing the amounts
of fheir workingicapital. For this reason,‘it was decided by
both the Patente Tax Bureau and the Patente Tax Review
Committes in Saigon that a helpful indication of the amount
of capital used would be the amount of foréign exchﬁnge ’
éilocated during 1958, ‘Therefofe, working cépital was
continued as the principal base for 1959 patente tax assess-
ments on importers, but foreign exchange allocated in 1958
was used to modify the tax whenever a change in assessment
wag considered desirable., Specifically,uthe procedures

followed in assessing importers in 1959 may be summarized
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asfollawa: (1) The basic tax was based on working capital
except in those cases where modification was necessary because
the declared capital was inconsistent with the amount of for-
elgn exchange allocated in 1958, (2) In those instances

in which modification was considered desirable, it was assumed
that working capital was one-third the amount of forelgn
exchange allocated. (3) In the absence of foreign exchange
information for a particular importer, the patente tax was
assessed on the basis of the amount of working capital,

Table 16 hasg been developed in order to demonstrate the
effects of both the old and new methods of assessing the pa-
tente tax on importers. 4 brief explanation should first be
given of how the 18 firms in the Table were selected. As
indicated previously, Saigon is divided into four quarters
for patente tax assessment purposes, and after the assess-
ments for each quarter are completed by the Patente Tax
Bureau, they are reviewed by a committee, Out of ths totai!
mumber of 1959 assessments on importers in the first two
quarters of Saigon, 55 were brought to tihe attention of the
review committee, Theose cases not brought to the attention
of the committee apparently were those assessments not econ-
tested by taxpayers or those which caused no administrative

problems. Out of the 55 cases reviewed by the committee,
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18 were selected for the purpose of analysis in this report.

. Referring to Table 16, it may be seen that 11 out of
the 18 fims reported less workinz capital in 1959 than in
1958, which under ordinary circumstances would have meant
lower basic patente tax assessments in 1959 than in 1958,
Six other firms reported the same amount of capital for 1958
and 1959, while one firm, an importer of automobiles, had
no capital declarations for éither 1958 or 1959. No satis-
factory explanation could be obtained why this automobile
firm failed to declare the amount of capital used in its
business. The issue is probably academic, however, in
~ view of the fact that phe basic patente tax assessment of
35,0004VN for this firm is at the maximum allowed under
admihistrative,regulatiohs. uit should be noted égain, how=
ever, that tﬁe_Fiscal Code permits a maximum rate of
t--50;06D$V3f?o?{ény;éinglémcatggpry of imports.

N Attention is dirécted now to the three colwmns in
Table 16 designated (4), (B), and (G): Colum (A) shows 1959
basic patente tax assessmeﬁts és they w&uldihave been if
based on 1959 working capital. ;Eieven'firms would héve re-
ceived lower assessmentsrin 1959 than in 1958 if declared
value had been used as the base of the tax. Column (B)

shows the modifications made to these assessments by the
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(A11 amounts except column {D) in $VN)

Basic Patente Tax Assessments on Importers for Financial Years 1958 and 1959

1959 Basic Patente Tax ___ Percentage Tax Based on

. Based As Based on of 1959Tax one percent

Fim  Working Working E:‘:;ie:"gz pﬁ?if, on Modified One~Third to Foreign® of Foreign
No.  Capital Capital .7 ang onl® 1959 by Patente ofForeign Exchange Exchange

- | ocatlons TaX  yorid T Exch Allocations Allocati
1958 1959 1958 1958 orkdng ax change o ocations
: Capital Burean Allocations
(4) (B) ©) (D) (g)
1 1,000,000 500,000 335,965 7,000 5,000 5,000 3,000 1.49 3,360
2 800, 000 500,000 1,170,400 7,000 5,000 7,000 5,000 <59 11,704
3 1,000,000 500,000 636,000 8,000 5,000 6,000 l..,OOO 94 6,360
A 700,000 700,000 - 1,748,000 12,000 12,000 12,000 12,000 .69 17,480
5 500,000 500,000 2,991,000 10,000 10,000 16,000 16,000 .53 29,910
6 500,000 500, 000 654,563 5,000 5,000 5,000 4,000 76 6, 546
7 200,000 200, 000 979,304 4,000 4,000 5,000 4,000 .51 9,793
g8 2,250,000 1,000,000 4,561,130 16,000 8,000 18,000 10,000 .39 45,611
9 2,000,000 1,000,000 4,757,663 12,000 8,000 14,000 10,000 .29 47,577
10 1, 500,000 1,000,000 2,900,000 12,000 10,000 14,000 10,000 48 29,000
11 3,000,000 1,000,000 1,198,085 40,000 16,000 20,000 10 000 1.67 11,981
12 1,000,000 500,000 501,694 8,000 5,000 5,000 L,(X)O .99 5,007
13 3,000,000 1,000,000 -7,238,412 20,000 16,000 25,000 25,000 34 72,384
14 2,000,000 2,000,000 2,232,580 30,000 30,000 30,000 14,G00 A3 22 326
15 1,000,000 1,000,000 5,974,584 16,000 16,000 18,000 25,000 .30 59.71.6
200,000 200,000 6,165,730 8,000 8,000 10,000 28,000 16 o

200, 000 200,000 3,310,418 8,000 8,000 10,000 16,000 .29 : *33,&0&.

16 800, 000 800,000 2,834,255 16,000 16,000 16,000 16,000 .56 28,343
800,000 800,000 10,232,640 16,000 16,000 20,000 30,000 .19 102,326

" 800,000 800, 000 2,679,825 16,000 16,000 18,000 14,000 .67 26,798

17 (No return) (No return) 20,245,951 30,000 35,000 35,000 35,000 17 202, 460
18 5, 500,000 2,200,000 3,668,210 50,000 30,000 40,000 20,000 1.09 36,682

5,500,000 2,200,000 18,173,346 50,000 30,000 50,000 30,000 27 161,733

Totals 32,250,000 18,7m,000 102,M9,795 leom 3111')0)0 399,0m 352’(m 1 052’1% ”

Source:

Patente Tax Bureau of the Genseral Directorate of Taxation.

~tg-
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Patente Tax Bureau on the basis of 1958 foreign exchange allo;
cations. The result of these modifications was that the
agsessments for 5 firms were left the same in 1959 as thef
were in 1958, while the assesaments for 9 firms were raised
and 5 were reduced. Column {c¢) indicates, however, that if
foreign exchange allocations had been used as a guide con-
sistently (that is, 1959 working capital for each fim is
assumed to be one-third of 1958 foreign exchange allocations),
11 firms w&uld have received lower assessmenta in 1959 than
in 1958, 2 firms would have reéeived the -same assessments in
the 2 years, and 5 firms would have received higher assess-
ments in 1959 than in 1958.

Another way to. view the inconsistencies which have
arisen is to compare columns (B) and (C}. Out of a total of
18 firms, there are only 5 instances in which the patente tax
based on foreign exchange allocations in column (C)} agreeé
with the tax as actually assessed in column {B), For a par-
tieuwlarly umusual case, consider firm No. 11 in Table 16.
This firm had an assessment of 40,0004VN in 1958, but based
on lowered declared capital in 1959, the assessment would
have been reduced.to 16,000$VN. The assessment actually
made in 1959 was 20,0004VN, but if foreién exchange receipts had.
besn used as a base, the tax would have been 10,0008VN. The

conclusion is unavoidable from this evidence that the criterion
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of foreign exchange allocations was applied as & correction
factor on an uneven basis, and whatever faults there were in
the previous use of working capital were only partially re~
moved in the 1959 assessments,

Probably the most glaring fault with the assessments on
importers, however, is the ceilings applied to the patente
tax, It may be noted from Table 16 that one firm was allo-
cated 20,245,991$VN in foreign exchange in 1958 and had a
basic patente tax of 35,0004VN in both 1958 and 1959. By
comparison, the last firm in the Table was allocated only
3,668,2108VN in foreign exchange and had a basic patente
tax of 30,000$VN. The result of these ceilings is a very
serious under-assessment of large importers as compared to
the tax burdens borne by the amaller fimms.

The unneutralities caused by these ceilings and by
arbitrary assessments are revealed in column (D) of Table 16,
which presents the. percentage of 1959 basic patente tax
assessments to 1958 foreign exchange allocations. It may be
seen that the basic patente tax burdens for the 18 firms range
from 1,67 to .13 per cent of foreign exchange allocations,
This means, in general, that the burden of the tax has been
very uneven, The data alsc confirm that large importers

have been under-assessed,



What is recommended to resolve this problem of arbitrary
and regressive assessments is to base the patente tax direcily
on foreigﬁ exchange allocations. Column (E) in Table 16 _
shows the tax liabilities which would result if this were the
base of the tax, and if the rate were one per cent, As
indicated in Table 16; it is possible that this new base and
tax rate would more than double the basic patente tax assess~
ments on importers,

If the new base and tax rate are adopted, it would be
desirable to eliminate the rental value tax on importers.
Withhdlding of the tax should also be instituted in order

to reduce collection problems.

 The Specisl Case_of Importers_and Distributors of Motion
Picture Filns

The determination that a Vietnamese subsidiary of a
large United States producer of motion picture films regu-
larly reports a substantial loss from Operationsrin Viet~Nam
encouraged a review of patente tax assessments borne by the
motion plcture film industry in Viet~Nam. The whole of the
industry may be classified into several specialized groups.
To serve all Viet~-Nam, there are 10 firms which import and
distribute films, 11 firms which distribute films but do not

import, and 9 Vietnamese producers of films. The total patente
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tax assessment for these 30 firms in 1958 was 864,9253VN. By

comparison, however, there are 38 movie houses in Saigon alone,

and the total patente tax assessment for these in 1958 was
1,339,181$VN. This evidence suggests that film importers
and distributors are under-assessed.

Income tax declarations were reviewed for the 30 importers,
distributors, and producers, and the results obtained showed
a very low compliance score. In financial year 1957, only
one of the ¢ Vietnamese film producers filed an income tax
return, while none of the 11 w.stributors filed a return.

Five out of the 10 importers and distributors filed income

tax returns, but 3 declared losses. Out of the & United States~
owned firms_imgorting gn@idi§tripgping films‘in,Vieprgmilg_T
filed no income tax declarations, one declared a profit, -and

3 declared losses.

Thegse losses on the part of United States film importers
are attributable to the irregular arrangement by which the.
films are imported, It is the practice for United States
film producers to establish an importing subsidiary ia Viet- -
Nam and to rent the films to the subsidiary for. 70 per ceat
of the gross proceeds. The result of this arrangemert is that
all expenses are deducted from the remaining 30 per e:nt of

gross proceeds, which. oftén results in a net operdatinz loss
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for the subsidiary, In turn, this means that often né income
tax liability is incurred by the subsidiary., For example;

the Vietnamese subsidiary of one large United States film
producer had the following operating statistics for the period

September 1, 1957 to August 31, 1958:

Gross income: 7,916,1614VN

Shere paid to the head office in the U. 8.: 5,435,6028VN
Import duties: 1,735,2158VN

General expenditures : 1,323,2208VN

Amortization of film costs: 1,703,666¢4VN

Loss: 601,83 L$VN

This procedure should not be permitted for the deter-
mination of income tax liabllity, Net income for income tax
purposes should be detemmined by subtracting all legitimate
business expenses from gross income, One legitimate business
expense should be the rental charge of the film, but the
latter should not be determined on the basis of gross proceeds.

The fact that forelgn exchange remittances represent a
large percentage of the gross income of film importers suggests
a base for the patente tax, These firms could be taxed on the

basis of .7 per cent of their foreign exchange remittances in
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lieu of both their existing basic and rental value p:tente
taxes,

Taxpayer Observations

Several businessmen were interviewed in order to obtain
their reaction to the patente tax, and the result was uni-
versal and strong ecriticism. Some of the observations made
were:

(1) The patenﬁé ié a stupid tax because it is besed
only on external aﬁbeafancég and the assessment is not changed
unless the buéinésé apﬂearg to be different to the assessor.
For example, fhe patenté will not be changed unless a
businessman introduces ; new machine or installs air condition-
ing. This is arbitfary and.works against economie progress,

(2) The patente is a particularly oppressive burden on
small businessmen, while with large business it is tle income
tax which weighs heavily. |

(3) The patente tax should be varied from year to year
according to business conditions. When the level of busi-
ness goesrdown,_howeve£, the patente tax remains the same.

(h). The patenﬁe has no econoﬁic raticnale, For example,

a physician may pay a basic tcx of from £00 to 10,0008VN,
while an insurance broker may be taxed only from 80 to 5,0004VN.

(5). The patente tax schedules were developed when import
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taxes are low., Now that they are higher, the sellers

have to pay a patente levied on a much higher base, which
reduces their margin of profit.
In addition, one ringing denunciation of the patente tax

was published in the Weekly Magazine of the Chamber of

Commerce, whiqh referred to the tax as a feudal relic and
meintained that the tax was arbitrary, that businessmen

were not able to estimate their own tax liabilities, that the
review committees were only a screen to protect the inequitable
assessments of tax officers, and that the tax was designed to

favor large corporations and penalize small businessmen.9

Summary of previous Studies

(1) Professor Lindholm's ProposalslO: Professor Lindholm's

- principal policy recommendation was that an effort should be

made toward substituting gross receipts as the base of the

INguyen-Dong Xuu, "A Feudal Relic: The Patente Tax Code,"
Weekly Magazine, Chamber of Commerce of Saigon, No. 44,
April 18, 1958, pp. 6~7 and 30.

10professor Richard Lindholm was associated with the Michigan
State University Advisory Group and USOM from 1955 to 1957,
during which time his emphasis in research was central govern-—
ment taxation. The above summary of his patente tax proposals
was prepared from Analysis of Vietnam's Tax System and
Recommendation, United States Operations Mission, Vietnam,
1956, Part IX, pp. 18-23,
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patente tax with a uniform rate for all types of businesses,
Suggested administrative improvements were: (a) consolidation
of assessment and collection in one office; (b) the mailing
of assegsment notices with instructions for payment by mail;
(c) the use of IBM equirment for summarizing patente tax
records and mailing assessment notices; and (d) the central-
ization of all patente tax records for Viet-Nam in one

office,

Professor Cole's Pr0posaisll: Professor Cole recommended a
business receipts tax to replace the patente and various other
provincial and local taxes on specific types of businesses,
This business receipts tax would actually have three bases
and three rates depending on the adeéuacy of accounting
records of the various businesses, Businesses which meintain
reliable accounting records would be taxed on the basis of
value-added, while all other businesses would be subject to
taxation on the basis of gross'receipts. Gross receipts, in
turn would be determined either from actual business records

or would be estimated if no records existed., It i1s Professor

llProi‘essor David Cole was a consultant with the Michigan State
University Group from 1955 to 1957, during which time he under-
took extensive research on provincial and village “axation.
His recommendations have been summarized from a Ph. D,
Dissertation submitted to the University of Michigan.



Cole's hope that eventually all businesses would be taxed
on the basis of value-added when accounting techniques would
be improved in the business sector.

The type ov value-added tax recommended would pemmit a
deduction for both current and capital purchases during the
reporting period, Any excess of expenditures over gross
receipts could be carried forward for deduction in succeeding
periods.

The recommended rates of the three taxes are 6 per cent
on value-added, 4 per cent on estimated gross receipts, and
3 per cent on actual gross receipts. Income from the busi-
ness receipts tax would be divided equally between the
national govermment and the province or prefecture in which
the maln office of the taXpaying business is located,

Professor Cole's recommendation for a businesé receipts
tax based on value-added is part of his over-all program to
impose a basic 6 per cent tax on most of the net national
product originating outside of the govermmental sector,
There is already in Viet-Nam a é per cent production tax,
borne mostly by manufacturing. Professor Cole would extend
this tax burden in the form of a value-added tax to agricultural

production, property income, and commercial business.



1.

-G
Part III — RLECOMMENDAT IONS

Prologue

Nominally and legally in Viet-Nam, the patente is defined
as a license levied for the privilege of being allowed to
engage in a business, trade, or professicn. Also, toxpayers
have a tendency to construe the payment ¢f the patenie as a
prerequisite for 6perating a business. I'espite thes: cheract:r-
istics of the patente, however, the levy is mors in “he
nature of a tax than a license, In the lexicon of tixation,

a license is used for regulatory purposes (hunting, :ishing,
automobile licenses, etc.,) and there is usuelly &:rel aticnship
between the payment for a license and a particular scrvice
rendered by the government for the grantee cf the license.
Neithgr of these characteristics of a license are apparent in
the case of the patente, Instead, the patente has tle basic
characteristics of a general tax on business because the levy
has broad application, regulation is not involved in the
assessment or collection of the levy, and revenues are used
for general fund purposes. Thus, the patente should be
evaluated as a business tax ruther than as a license.

The patente has twﬁ components, a basic tax and a rental

value tax, and research in this report has demonstrated that



both of these elements have serious shortcomings as rational
and equitable bases for a business tax. Apart from certain
exceptions like govermment suppliers and particular businesses
listed in Table C of the Fiscal Code, the basic tax is levied
partly on the basis of external indications of capacity to
pay, such as location and outwdrd appearance of profitability.
As a result, basic tax assessments have scant relationship to
any rationai criteria of ability to pay such as gross or net
income. On the other hand, rental value as a base for the
tax deserves no better rating, for this base is corrupted by
the existence of key rents,

The conclusion is warranted, therefore, that the tax is
uneven in application and is too crude an instrument of taxation
for a modern and progressive tax system. Bubt inadequate as
the patente tax is, the present does not appear to be the
propiticus time for its elimination. The General Directorate
of Taxation would appear to have higher priorities for tax
reform in rationalizing the system of income and land taxation,
instituting such administrative reforms as withholding and
current payment of the income tax, the develomment of a
collection division for direct taxes, and removing some of
the more serious faults in the fields of indirect taxes and

excises, All of these reforms will take time and much effort,
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Perhaps it will be several years beforc it will be possible
to replace the patente with a better business tax,

In the meantime, the need tc retain the patente for the
short run may be justified on the grounds that even a bad tax
has some compensations., One consideration is that Viet-Nam
has such a severé need for tax revenues that any productive
tax has some value. Moreover, the patente has an unusually
good compliance score, it is a familiar if not popular tax,
and it is probably the only way to exact a benefit-received
payment from small businessmen who presently maintain inade-
quate records for the assessment of a more rational tax.

Because the patente should be eliminated as soon as it

is practicable, no basic and comprehensive reforms are recommended

in this report. On the other hand, because it is desirable

to retain the tax in the short run, which may be several years,
it appears vorthwhile to remcve some of the more serious
statutory and administrative shortcomings. The recommendations
listed below represent temporary improvements for the dual
purposes of making the patente more productive of revenue

and removing some of the more glaring inequalities in
assessment.

Specific Recommendations

(1) In principle, neither subsidy to private ownership by the

government, nor public ownership in whole or in part, should



constitute an entitlement to patente tax exemption. Implemem-
tation of this recommendation would mean a full taxable

status for subsidized hotels, government-owned bus companies,
and mamfacturing firms partly or wholly owned by the Govern-
ment,

(2) The base of the patente tax should be broadened by
removing the present exemptions to the followlng groups:

(a) private schools operated for profit; (b) owners of
mines; (c¢) landlords of unfurnished rooms, apartments, and
houses; (d) corporations or individuals undertaking the
development of low-cost housing projects; (e) private clubs
operating restaurants and bars; (f) owners of horse—drawn
carts and taxis; and (g) publishers of newspapers and maga-
zines,

(3) The patente tax code should be revised by the insertion
of the following amendment: "Notwithstanding any maxima basic
tax ceilings designated in the patente tax code for particular
industries, a maximum basic tax assessment may be levied up

to 200,000$VN on any business undertaking considered to be
unusually large by the General Directorate of Taxation. These
large businesges include, but are not limited to, the following:
(a) manufacturing and industrial enterprises; (b) trans-

portation facilities and travel agencies; (c) financial and



~G8—

insurance companies; (d} automobile dealers; (e) exporters
and importers; and (f) printing firms."

(4) The present system of taxing importers on the basis of
working capital should be abandoned and should be replaced by
a tax of ons per cent levied on the amount of foreign

exchange allocated, This recommended rate of one per cent for
importers is higher than the present rate of .7 per cent
applicable to govermment suppliers because the tax on importers
would be based on cost of goods rather than on gross income.
No distinction in the tax rate should be made between individual
proprietors and corporations. Also, the patente tax on
importers should be withheld by the Government at the time
when foreign exchange is allocated. No general increase in
the patente tax is recommended for exporters on the grounds
that this industry should be encouraged by a relatively

light tax burden.

(5) The exemption of 5,000$VN for government suppliers

should be eliminated and the patente tax for these fimms
should be withheld by the Government at the time th:t
suppliers are paid.,

(6) Importers of motion picture films should be ta:ed &t

the rate of .7 per cent of their foreign exchange rcmittances
in lieu of both their existing basic and rental vali.e pztente

taXes.
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(7) Current collection on an installment basis should be
instituted, with quarterly payments of the patente tax due

in January, April, July, and October. Payments for Jaﬂuary-
and April may be based on one-quarter of the previous yéar's
total asgsessment with adjustments for refunds or additional
payments being made in July and October.

(8) a1l collecfions should be made by the General Directorate
of Taxation instead of by the General Treasury.

(9) The patenté tax review committees should review the pro-
tests of taxpayers after the tax rolls have been completed
and made available to the public rather than have the
commlttees bdeome involved in the detail of making assess-
menta,

(10) Administrafion of the patente tax would be improved by
cooperatioﬁ between the patente tax bureau and the property
and income tax bureaus.,

(11) In the IBM processing of the patente tax roll, asséssments
should be classified by categories of business,

(12) The General Directorate of Taxation should make an effort
to obtain all informatlon for enforcement purposes frem the
Prefecture of Saigon-Cholon and various central go#ernment
departments which is provided for in!Articla 48 of the Fiseal

GOden
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Appendix A
Basic Tax Rates for a Representative

Group of Businesses from Tﬁble B
of the Fiscal Code(l

Business Activity Basic Tax Rates
Architect 300 - 6,0008VN
Lawyer : 600 - 10,0004VN
Physician 800 - 10,0006VN
Veterinary doctor 180 -  2,5004VN
Piano tuner I 50 - 3004V
Carpenter 60 ~  2,0004vVN
Insurance agent or broker 80 -  5,0004VN
Travel agency 160 -  2,0008VN
Air travel agency 1,600 - 30,0004VN
Advertising agency 80 -  5,J004VN
Barber shop for men 4O -  2,0008VN
Barber shop for men and women

or for women only 80 - 2,0004VN
Beauty parlor 50 - 1,0004VN
Jeweler 500 - 20,0003VN
Butcher ' 80 -  4,0008VN
Baker 160 - - 2,50086VN
Grocer ‘ 4O - 10,0004VN
Clothing store 300 -  3,000$VN
Tavern keeper or bar 160 -~ 3,0008VN
Restaurant 160 - 16,0004VN
Commercial bank 3,000 - 100,0008VN
Large hotel ' 1,400 - 25,0008VN
Automobile agency 600 - 25,000%VN
Theater . 300 - 10,0004VN
Manufacturer of matches 1,000 - 45,0004VN
Manufacturer of bottles 100 - 2,0004VN
Manufacturer of shoes 200 -  3,0004VN
Marmufacturer of bricks and tiles 200 - 10,2008VN

(L)Table B of the Fiscal Code lists 743 different types of
business activities, each of which has a unique basic
tax rate. The sample in the above Table has been selected
in order to offer a few comparisons between similar types
of business activities,
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Appendix B
Basic Tax Rates for a Representative
Group of Businesses frcT ?able C
of the Fiscal Code'l

Business Act;vity

Manufacturer of alechol

Alcohol wholesaler or
retailer

Taxis and busea

Motrr~cyclos

Lessor or owner of pedicabs

Contractor of public works

Contractor of public
services

Mamifacturer »f salt

Soap factory

Sugar factory

Mechanical weaving'
Handweaving
Horse-drawn carriages
Forest products

Owner and tapper of trees

Basic Tax Rate

- 3$VN per hectolitre of pure aleohol

mamfactured during thr previous
year,

5$VN per hectolitre of alcohol

sold during the previous yrar
104VN per horsepower

304VN each

204VN each

Basiec tax of 500£{VN with additional
tax of .7$VN pef 1008VN after dedu~
ction of an exemption of 5,000$VN
2,253VN per 1GO$VN of public
services

10$VN per ton

108VN for hectolitre of capacity
304VN for each horsepower of

equi pment

1008VN per loom

30¢VN per loom

154VN for each one-horse carriage
and 208VN for each two-horse carriage
+O$VN per 100$VN of the value of the
product

3$VN per LOO$VN of the value of
tapped products

(gapie ¢ of the Fiscal Code 1ists 25 different typss of
business activities which are taxed without minima and

maxima basic tax ranges,

The sample in the above Table

has been selected in order to present the more impor-

tant business activities.
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Aprendix C
Schedule of Basic Taxes and Rates for the
Rental Value Tax from Table 4 of the
" Fiscal Code

Rates for the Rental
Category .- Class ' .Basic Tax Value Tax
($VN) (Per Cent)

100,000
75,000
60,000

First 10 per cént -

‘omqo\\ﬁ.p-m | Sl
F o
(S,
-
S

Second 8 per cent

(ol N AU, o AWV IS
|_l
b
-
(@]
Q
(@]

Third 6 per cent

O M~ NP W
g
e
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Appendix C (Continued)
Ratd for the Rental

Category  Class  Basic Tax Value Tax
($vn) {Per Cent)

1,800
1,600
1,400
1,200
1,000 5 pe. cent
900
800
700
600

VoYW

500
450
400
350
300 4 per cent
250
220
200
180

Fifth

VR-~IcvnEwhHe

129

Sixth 3 per cent

wRIownEWNoH
o0
o
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Appendix'D
Actual Percentage Increases of Central Government Petente
Tax Levied by Praovinces and Villages in 1958

Provinces Provincial Percentzges Vill: ge Percentages

South Viet-Nam

An-Giang- s 100 - - R
An Xuyen 100 . -
Bien-Hoa 100 , ‘ -
Binh Duong 100 100
Binh Tuy 100 50
Binh Long , 100 o -
Ba Xuyen 100 - 160
Gia-~Dinh 100 N : 100
Dinh-Tuong 100 ‘ | 100
Kien-Giang 100 - -
Kien-Hoa 100 100
Kien-Phong 100 -
Kien-Tuong 100 . ; 50
Long-An 100 . 5 100
Long-Khanh 100 ' _ 100
Phong-Dinh 100 : ‘ 100
Phuoc-Long 100 _ 100
Phuoc-Tuy ' 100 L 3 100
Tay-Ninh 100 ‘ X -
Vinh-Binh 100 - 100
Vinh-Long 100 _ -
Center Viet-Nam

Binh-Dinh 100 _ -
Binh-Thuan 100 _ . 50
Khanh~Hoa 50 ’ -
Phu-Yen 100 . . 50
(uang-Nam , 40 - ‘ -
Quang-Ngai 100 o : -
Quang-Tri 50 40
Ninh-Thuan 100 ‘ ' -
Thua-Thien 75 - -
Highlands

Dalat 200 -
Darlac 100 20
Di Linh 100 50
Pleiku 100 50
Kontum 100 50
Prefecture of Saigon-Cholon 200 -
Municipality of Danang 100 -

Source: General Directorate of Taxation
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