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INTRODUCTION

’

This report on the taxation of income in Viet~Nam repre-
sents the first of éeveral, each of which will be devoted to
a single central government %tax. Each individual study will
cover problems of tax policy and administratiény and will con-
clude with a series of recommendations. Then it is planned
at some later time to synthesize the several reports into one
single document which will represent an analysis of the central
government tax system with recommendations for reform.

It is apropos to comment briefly on why income taxation
was singled out as the subject of the first report. The
reason is that for a specialist in taxation from the Western
World, there is only one really good tax -~ the personal or
individual income tax. One can even go so far as to say that
the degree to which a country utilizes the personal income
tax represents the degree of its enlightenment with respect
to taxation. | |

Why is this so? Briefly,'it'is‘because the personal
income tax, more than any other levy, is ldentified with
equity, or the distribution of the tax load among income
: groups'in such a way as to take into consideration individual
abilitylto pay, while most other taxes actually result in
low-inéome groups paying a higher percentage 6f their income
in taxes than uppem income groups. As a result, the per-

sonal 1ncome tax is identlfied with governments which are
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sincerely moti#ated with concern for the good_of individuals.

Most countries of the ﬁorld utilize the taxation of
income, but there is a considerable variation in the degree
of its use among nations. Generally speaking, those coun-
tries with relatively high per.c;pita incomes -~ like Germany,
France, Great Britain, Canada, and the United States ==
depend on income taxes for‘a'large part or for most of their
governmental revenues, while the so-called underdeveloped
countries often raise dnly a small prOportion'of'their
_governmental revenues from income_taxes. VietnNam falls
into the latter category, with approximately 10 per cenﬁ
of central governmental revenues being raised from income
taxation. |

Tax progress in Viet-Nam, therefore, is to some con~
siderable degree identified with the development of the
income tax. In fact, not much with respect to basic tax
reform in Viet-Nam can be accdmplished if'the level of
éocial responsibility and the capacity of tax administra-
tion cannot tolerate a further development of income taxa~-

tion.



PART I. DESCRIPTION

1. History of Income Taxation

Historically, the income tax in Viet-Nam evolved as
a result of the gradual sddition of fragmented parts. The
carliest tax which vaguely resembled an income levy was a
capitation or poll tax, which was levied only on upper income
individuals who paid more than 500 piasters in the form
of either a land tax or patente (business license tax). The
first direct tax on income, dating back to 1908 and codified
in 1929, was a gross tax on dividents and interest paid by
corporations. This tax is still in effect, but it is not
considered by legal construction or by ordinary understand-
ing to be an income tax, because it is collected at the asource
without reference to the other income which may be received
by.dividend and interest recipients. The rates of the tax
~on dividends and interest pald by corporations depends on
certain characteristice of the corperations making the pay=-
ments.. |

By 1938, the capitatieh or poll.tax evolved into two
separate income taxes, one appiying a flat-rate tax on
salaries, pensione and other similar fixed types of payments
to individuals, and the second'(called the general income
tax) applying progressive rates to'allrihcome, including
saiaries.. Finally in 1941, a special tax on agricultural,

L
both unincorporated and incorporated businesses.

commerciel,iand-industrial profits was added, applying to
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Accordingly, there is no lack of variety in Viet-Nam's
system of taxing income. There are, at present, five separate
and distinst taxes, which together comprise thezsystem of
taxing income: (1) a tax of 1 to 5 per cent on wages and
salaries; (2) a tax on profits earned by individuals and the
self-employed at the rate of 16 per cent; (3) a tax on corpo-
‘rate profits at the rate of 24 per cent; (4) a tax on dividends
~and interest paid by corporations at rates varying beﬁween 18
aﬁd 30 per cent; and (5) a general income tax on all income
received by individuals at rates from 1 to 50 per cent.

Another way of looking at these five income taxes is to
say that they form two levels of taxation., First, there are
four schedular taxes applied to four distinct categories of
income -- on salaries, profits of individuals, profits of |
corporations, and on dividends and interest paild by corpora-
tions. Among these four schedular taxes, only the one on ¢
salaries is levied at a progressive rate. Each of the
separately taxed categories of income are then taxed once more
when‘received by individuals under.a personal or general
incomé tax, levied at progressive rates and with respect to
total income from all sources, including income not taxable
under the four schedules. |

Initially, the concept of income under the general or
personal income tax was income arising from property, trade,

‘the:professions,~and from lucrative operations in which the



taxpayer is engaged "habitually." Bacause of this latter
qualification, capital gains and gambling winnings were not
taxed. In 1943, the restriction "habitually" iw:as dropped,
but in order that this amendment would not make lottery win-
nings taxable, the government made immediate provision for
the exemption of lottery winnings from the tax. Capital
géins also continue to receive special treatment in that they
are subject to the tax on profits but not to the general in-
come tax, and the law only tares gains realized from the sale
of tangible .fixed assets. Even the tax on the gain from tanglble
assets is exempt if the realized selling price is reinvested
within three years.,

There are two dates of significant importance in the
evolutlon of the administrative reSpon51billt1es of the in-
come tax. When the several 1ncome taxes were 1ntroduced
there were three regional governments -= in the North, Centgrj.
and South ==~ and each region had several provinces.' Although
the income tax was introduced in all three regions, the rates
and bases of the tax varied from region to region. These
variations.in‘rates and bases were removed in 1953 when a new
fiscal.code was adopted, making the taxation of income uniform
throughout Viet=Nam. The second administrative milestone was in
1955, when a decree created the General Directorate of Taxation
and gave this Difectbrate the responsibility for administering

the income tares for all of Viet«Nam.



2« The Tgx on Sglaries and Wages

In addition to wages and salaries, the base of this tax
includes indémnities, emoluments, pensions, and annuities, and
embraces all compensations for service whether in income or in
kind. The tax rates applied to salaries and wages are progres-
sive in the range of 1 to 5 per cent, but there are only three
brackets$ 1 pér cent on income up to 50,0004VN; 2 per cent on
income from 50,0004VN to 100,000$VN; and 5 per cent on income
over 100,0004VN. Tavable income of less than 1,0004VN is exempt.
The abatements (personal exemptions) are 30,0003VN for single
Eersons and heads of households; 15,0004VN additional for
married persons; 5,0004VN for each child under 21 years of age
supported by the taxpayer; and 3,000§VN for each parent or grand~
'parent over the age of 60 years supported by the taxpayer, or
under 60 years if ill and incapable of self-suppért. The tax
on salaries and wages is only applied when there is a bona fide
employer-employee relationship; it is not paid by the self-
employed.

k The salary tax is ﬁo a large extent a tax on civil ser=~
vanté. The Bhiéf of the Salary Tax Bureau estimates that
out of the total number of declarations, which approximates
15,000, about 7,500 returns are from c¢ivil servants. Another
5,000 returns are received from army personnel. There‘remainé%%ﬁ\\
only 2,500 salary tax réturns for the total private sector of

all Viet-Nam. About 11,000 out of the 15,000 salary returns
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are attributable to the city of Saigon-ChoIon. ,

The only area in which there is withholding of the salary
tax is from payments to army personnel. This procedure was
initiated in.l957. With the present level of salary and abate-
- ments, withholding for army personnel presently does not take
effect below the rank of a first lieutenant. Provision is made
in the Fiscal Code for the extension of withholding to other
areas by the Minister of Finance.

The salary tax and general income tax are combined for
ease in administration. If a taxpayer has salary income, he
completes both a salary tax and a general income tax declara-
tion, but both declarations are forwarded to the Salary Tax
Bureau. The computation of the taxable income from gross
income for both taxes is ﬁhe same with the exception of the
deduction for taxes paid in the income year. For this deduct-
ion, only the salary'tax péid is allowed as a deduction before
'arriving at the taxable income of the salary tax, while both
the salary tax and the general income tax paid ie allowed as a
deduction before arriving at the taxable income of the general
income tax.

If a person has income from both salary and profits,
he must complete two tax declarations: one for ﬁhe salary tax
énd the profits tax, and a second for the general income téx, but
there are three separate tax calculations--one for each tax.
All deductions are the same in detérmining the taxable income

for each tax with the exception of the deduction for taxes paid.

4
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This deduction is dimited to t he particular income tax paid.
If a person receives both salary and profits, both declarations
are administered by the Profits Tax Bureau,.but‘the total tax is
reported as a profits tax.

There have only been three amendments to the sglary tax
since the revised Fiscal Code was adopted in 1953: (1) the
law was changed to fehove the allowahce of double gbatements
whenever a taxpayer's family lives outside of Viet-Nam; {2) an
exemption to military personnel was removed; and (3) a special
exemption given to army pilots was removed.

In addition to abatements (personal exemptions), there is
an extensive list of other allowable personal deductions which
may be subtracted from gross income. Specigl consideration
will be given to these deductions in a subsequent section of
the report, because they are very instrumental in eroding away

the pax base. Despite an extensive list of allowable personél
| deductions, however, there are no particular deductions for old

age, the blind, charitable cortributions, or medical expenses.
i

3. The tgx on Agricultural. Commercial, and Business Profits

This levy is looked upon in Viet-Nam as g single tax on
business and professional income, énd the legal conditions of
its application cafry out this unified approach because all |
?rovisions of the tax are in Title 1 of the General Code qf
Income Taxes of April 13, 1953. There are, however, sufficient

differences in the application of the tax between corperate and
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natural persons to warrant classifying the levy into two
separate taxes. There are two reasons 1ust1fy1ng this classi~
fication: (l) unincorporated businesses are taxed at a rate

of 16 per cent and incorpqrated businesses at 24 per cent;

and (2) the profits tax on individuals has the same abatements
(personal exemptions) as the income tax on salaries and the
general inéome tax, while the profits tax on corporations is a
business rather than a personal tax. Partnerships are taxed
like individual proprietorships.

The base of the profits tax, for both the levy on natural
and. artificial persons, includes income arising from seven
gources:y (1) induétry and commerce; (2) professional activi-
ties; {(3) land and buildings: (4) rice and other agricultural
products; (5) rubber plantations; (6) mining; and (7) salt and
quarries. income from stocks and bonds is'exempt from the
profits tax, apparently on the grounds that such income is
taxed by the special levy on dividends and interest pald by
corporations. Capital gains from the sale of corporate shares
are also exempt from the profits tax, and gains from the sale
of land and‘improvements are erempt if reinvested within three

years.

1/ These rates were ralsed in 1957 from 12 and 18 per cent
respectlvely.
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Deductions include, in general, all ordinary and
necessary éxpenses attributable to earning the profit.

These include administrative expenses of all kinds, as well
as rent, labor, depreciation, etc. The law permits the
carrying forward of business losses for three years, pro-
vided that the losseés have not been deducted from tthe general
income tax.

The filing date for the profits tax is before April 1
of each year for1he_0alendaf year income of the previous
year. Returns may be filed on either a calendar or fiscal
year basis, but there is an irregularity if returns are filed

- on g fiscal year basis., In such cases, the taxpayer can filse
his return either three months after the close of the fiscal
year or he can wait until the normal time for filing calendar
year returns. For example, a taxpayer using the fiscal year
period of Jul& 1, 1957 to June 30, 1958, can file his return
before October 1, 1958 or befdre April 1, 1959.

The income tax return for the declaration follows the
French and British prbcedure, requiring only information on in-
come and deductions. In other words, all of the tax computa~
tion is undertaken by the General Directorate of Taxation.
The explanation given at the tax office for this procedure
is that Vietnamese businessmen are not familiar enough with
tax rates or the tax law generélly to calculate their own tax.
4. The General Income Tax |

The base of the general income tax is the total income
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of individuals after subtracting the same deductions allowable
for the salary and profits tax. Practically every taxpayer
subject. to a schedular tax is also subject to the general
income tax. Dividends are taxable, even though a withhold=
ing tax on dividends has been applied at the corporate level.
Balary and profits taxes of the previous year,. as well as the
general income tax paid in the previous year, are deducpible from
gross income. Other deductions ing¢lude the receipt of certain
pehsions, interest on government bonds with a maturity of over
three years, payments for penaions, and interest on personal
debts. Like the other income taxes t he flllng date of'bhe
general income tax is$ before April 1 of each year. s

Tax rates for the general income tax are progressive in the

range of 1 to 50 per cent. There are 18 income brackets:

Over 800 OOO

Income Bracket (Gener Income Tax Rate
0 - 10,0004VN 1 per cent

10,008~~ 20, OOO R '
20, OOO '“30 000 3
30 000 = 40 000 A
40 000 = SO*OOO 5
50,000 ~ 60,000 6
60 ,000 - 70 000 h 7
70 000 - 80 ,000 : 8-
-80 ,000 - 90, OOO o 9
90 000 -100 000 x 10
100, OOO =200, 000 : 15
200, OOO ~300, OOO : - R0
300, OOO ~400, OOO 25
400, OOO =500, 000 30
500,000 ~600 000 35
600 ,000 «700, 000 40
- 700, OOO -800 000 L5
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An interesting feature of the general income tax is
the attempt to favor families and dependents through both
abatements and the payment of a higher rate. Befo?e 1953,
the tax liability was increased by 20 per cent for single per-
gsons or childless married persons above 30 years of age who
had a taxable income of more than 200,000$VN. Since 1953, this
"penalty" of 20 per cent is restricted to single persons and
divorced taxpayers without children sarning more than
200,000$VN in taxable income. |

There is no provision for income splitting; Instead, the
'general income tax is assesgsed on the income of the antire
household including the personal income of the heéd of the
household, and that of his wife and of other members of the
family living with the taxpayer.
5. The Tax on Dividends and Interest Paid by Corporations

The convention among both Vietnamese tax administrators

and previous United States tax advisors is to consider the tax
on distributéd corporate dividends‘and on interest paid by
corporations as something apart from the taxation of income.
Lindholm, for example, begins the subject of income taxation
with the statement "Like ancient Gaul, the income tax of
Viet~Nam is divided into three parts.“g/ Then he proceeds

~to discuss these three parts: the salary tax, the profits

tax on individuéls and corporations, end the general income tax.

2/ Richard W. Lindholm, Analysis of Vietnam's Tax System and
Recommendationﬁ. PubII%Eea by Unlted agtates Operations

SS On’ et!- a.m, 1956, Part VI, po ll
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Although the tax on dividends and interest paid by
corporations is called g "registration" tax,.and although
it is administered separately from the other income taxes,
it is really part of the over-all system of income taﬁation..
This is apparent by considering the total tax bﬁrden on the
net income realized by a corporation. Corporations first
bear a corporate profits tax levied on all of their profits
of 24 per cent. Then thére is a tax on dividends and interest
paid by these firms of 18 to 30 per cent, the rate depending on
certain characteristics of the éorpbration. Finally, corporate
dividends and interest payments received by individualslare
taxed under the general inéome tax. Conceptually, all of
these taxeé are part of the total income tax burden on cor-
porate investors and creditors. |
According to the law, thé tax is an obligation of the

shareholder rather than that of the corporation, but in
practice the administrators of.the tax have no contact with
the shareholder.. The tax may be looked upon as a withholding
leﬁy in the.sense that dividends and‘interest-are exempt from
the profits tax. Some of this rationale is lost, however, in
view of the fact that the tegx on'dividends.and interest varies '_
between 18 and 30 per cent,‘while the profiﬁs tax on ihdividuals
is only 16 per cent.

| For application of the dividends and interest tax, cor-
porations are first divided into“foreign and Vietnamese.

This distinction is based on whether or not the headquarters
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of the corporation is located in Viet-Nam. Corporations with
headquarters outside of Viet-Nam (foreign corporations) are
taxed at the rate of 30 per cent on all dividends and interest
payments allocated to Viet~Nam. The allocation is made on

the basis of the totél "turnover" resulting ffom operations

in Viet-Nam and the totai "turnover® of the corporation. In
~other words, the gpplication of the tax follows the formula:

e total fturnover® resulting from operations
300/0 x disfribution x in Vietham

total "turnover® of the corporation

The determination of what'constitutes "turnover® depends
on the néture of the business. Examples are} amount of pre-
miums for insurance companies; amount of loans for mortgage
companies; amount of assets for real estate companies; physical
amount of product for plantations; amount of sales for com-
mercial businesses; and the amount of receipts for banks.

The tax no doubt has many unneutralities among various busi-
nesses with such divefse bases being used for appliéation of
the tax rate.

Vieﬁnamese corporations {those with headquartefs in
Viet~Nam) are divided intd two types:

(1) Société a responsabilité limitée (S.A.R.L.): These

are limited liability corporations, but the shares of the

company can be sold to non-owners only with approval of all
shareholders. Generally, this type of corporation is formed
by members of a family or by close relatives; it compares to

What is known as a family=type corporation in the United States

< ) .
. et
B S R s




15

or is like a partnership, but with limited liability. The

rate of tax on dividends paid by S«A.R,L. corporations is

18 per cent. Real estate companles are treated unlquely be-
cause the law defines all of these as S.A.R.L. companies.

(2) Société anonyme (S.A.): These are also limited lia-

bility corporations, but the shares may be sold to anyone with-
out the approval of other shareholders. The rate of tai on
dividends paid by these corporations is 24 per cent.

Interest payments and feos are taxed somewhat differently
than dividends. Interest is taxed at a rate of 18 per cent
for both S.A.R.L. and S.A. companies, but interest paid by
foreign corporations is taxed at 30 per cent. Feses receiﬁe
a total exemption of 50,000$VN for each company, with no
more than 25,0004VN allowabie per director. This exemption
is permitted on the grounds that‘fees are in part a remunera-
tion for services. The exemption for fees applies only to
SeAR.Ls companies, however, and fees not covered by the
e#emption are taxedtat the rate of 30 per cent.

The greater number of corporations operating in Viet~Nam
are of the S5.A.R.L., type, but most of the large Vietnamese
and foreign corporations are S.A. In 1959, there were approxi-
‘mately 588 S.4.R.L. corpofations, practically all of which
were owned by Vietnamese} while there were 182 S¢A. corpora-
tions with headquarters in Viet-Nam and 205 S.A. corporgtions

with foreign headquarters.
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I

Banking corporations afford a particular illustration
of the application of the varying tax rates. There are 12
banking firms Operaﬁing in Viet~Nam, all of which are S.A.
Three of the banks are headquartered in Viet-Nam, and so pay
- & tax of 24 per cent on dividends and 18 per cent on interest
payments,_while 9 banks have headquarters in foreign countries
and thus pay a tax of 30 per ceﬁt on both dividénds and in-
terest‘paid after appropriate allocation. |

The administration of the tax on dividends and interest
bears little similarity to the enforcement of the other taxes
on income. First, assessment and collection of the tax is
undertaken by the same agency, and, in fact, the processess
constitute the sameroperation in the sense that what 1s assessed
is also colleéted.' Secondly, there is prepayment of the tax.
Each year, a company must pay four-fifths of the tax which
was paid during the previous year. These taxes are paid in’
quarterly installments, and the payments constitute prepay-
ment because they are actually made before the dividends are
declared. Thirdly, the taxes are paid voluntarily (or "with-
held" if the tax is viewed as a liability of the receivers of
dividends and interest), although it is the obligation
of ~the Directorate to determine that alll firms are
forwarding\tak payments, The fact that corporationé in Viet~
Nam‘need no legal authorization in order to incorporéte_(ﬁith
the exception of insurance companiea)_mékea it necessary to
add to the roll of new taxpayers by_reading newspapers, obe

taning information from other tax departmente, etc. Fiﬁally,
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the tax is computed on the gross amount of dividends and
interest paid without pérﬁitting any deductions.

Companies owned by the French have gone through three
stages of tax treatment within recent years? (1) Before 1955,
French companies headquartered in Prance and with operatiohs
in Viet-Nam could pay their taxes in France, and the French
Government in turn reimbursed the French Government in Viet-Nam,
{2) In 1955, French companies were required to pay their taxes
in Viet-Nam, but were given the benefit of the lower rate on
companies headquartered in Viet-Nam even though their head-
quarters were in France. (3) Since Jamuary 7, 1959, French
companies have been considéred as foréign companies if hegd=-
quartered in France, and thus are subject to the higher tax
rate applicable to foreign companies. |

The tax on dividends and interest was initiated 4in 1908
and is now applied under the provisions of a code adopted in
November, 1929, entitled "Code des Valeurs Mobiliers." This

code has not been revised since its adoption.
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PART II. ANALYSIS

1. Assesgments and Collections

Assessments

There is a sharp difference in the administrative pro-
cedure of assessing and‘collecting four of the income taxes |
in Viet-Nam as compared to the fifth oﬁe. The uﬁique one is
the tax on dividends and interest paid by corporations. This
tak requires voluntary assessment and current payment - {or \
withholding) of the tax on the part of corporations, and the Tax
- collections are made by the General Directorate of Taxation
instead of by the General Treasury. As a result, assessment
and final collection totals are idenﬁical. The other four
ihcome taxeg=-on salaries,‘individual profits, corporate
profits, and the general income tax-~follow three steps in
administration: (1) the taxpayer has the obligation to for-
ward a tax return, which should contain all of the relevant
information needed for the assessment of the tax; (2) it is
the responsibility of the General Directorate of_Taxation to
calculate and assess the tax based on the information given
by the taxpayer, or td verify the information if need be; and
(3) the General Treasury has the responsibility of collecting
all tax asgessments made by the General Directorate of Tax~
ation. .Because‘of this hybrid methbd_of administering the
five taxes, the ensuing Table 1 showing total assessments for
.thé five taxes on income only indicétes the actual collections

for the tax on dividends and interest paid by corporations.
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Becauée the General Di:ectorate of Taxation is only re-
spongible for assessing and not collecting four of the five
income taxes, tax assessment rather than collection data cons-
titute the principal quantitative measuring rod of performance
of the General Directorate. Despite this, there is no regul-
arized, complete, and accurate system of recording assessments.
Table 1, in fact, represents the first time that the total of
all income tax assessment data has been assembled in a single
schematic bresentation. To be reasonably certain of the
accuracy. of the assessments in this Table, and to obtain the
type of breakdown desirable for tax policy purposes, it wés
necessar& in some instances to develop original series of
asgessments frbm primary data. Possible reasons for this
inadequacy of statistics are the complexity of the taxes theme
selves, imperfections in the methods used to réport assessments,i
inadequate personnel, and probably most important, a lack of
appreciation for the usefulness of accurate statistics for tax
- policy and administrative purposes. »

Table 1 requires éeveral preliminary explanatory remarks:

(1) Statistics for the taxes on salaries, profits of
individuals and corporations, and the .general income tax are .
for thé.Vietnamese financial year, which is a periad of 17
months following the income_yeér. For example, income earged
during calendar year 1957 is assessed dufing the: financial
- year of January 1, 1958 to May 31, 1959, This latter period

of 17 months is referred to as financial year 1958.
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The only exception to this rule is for the tax on dividends
and interegts. For this tax, the asséssment is made during
the same 12-month period during which the dividends and
interest are paid. _ |

(2) Statistics are not available for the period before
financial year 1954 because of the partition of the country
in that year, while statistics for financial year 1958 are
incomplete because this period will not be closed until May 31,
1959. |

(3) Assessments for the salary and profits tax on indi-
viduals are intermixed to a minor degree. The reason for'this
is that if a taxpayer habyordy a salary income, the tax
assessment on this incdme is reported as a salary tax, but
if a taxpayer has both salary and profit income, both tax
assessments are reported as a profit tax assessment. This
means that the statistics in Table 1 understate the amount
of salary tax assessment and overstate by an equal amount
the total of profit tax assessment. These errors are not
thought to_be of much importance, however, because taxpayers with
both types of income are consideréd to represent a relatively
small percentage of all taxpaYers. ‘

(4) Table 1 shows no breakdown for the =p:‘."‘ofite.'teutc
between assessments on individuals and that on corporations,
although the tax is really two distinct levies. This break-
down is only available for Saigon, and it would be a very

) labofious and tvime~consuming effort to obtain all provincial
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-

records in order to obtain the breakdown between the two taxes
for all of Vlet—Nam.

(5) As mentioned previously, income is usually reported
by the taxpayer on a calendar year basis, say from January 1,
1957 to December 31, 1957. The assessment period for this '
income (the time during which the tax is assessed on the re-
ported income) is 17 months~-or for income year 1957, the .
financial or‘asséssment year 1is from January 1, 1958 to May 31,
1559. If, however, a tax 1s assessed during this assesément
period on incomé earned before calendar year 1957, there 1sd
no record maintained of whether this tax is attributable to
the salary, profits, or general incéme tax. These assessments
are reported in Table 1 as "Unclassified."

It is quite apparent from the foregoing'explanationé

that no finitely accuraﬁe conclusions are possible from the
statistics in Table 1, because there are serious shortcomings
in both the quality and quantity of data available. Howéver;
it is still possible to derive at least three important policy
coﬁclusions that are substantially reliable: |

{1} The system of taxing income in Viet-Nam is particu-

larly burdensome oh non-wage income? This is apparent by

assigning percentages,to the total of all assessments for
financial years 1954 to 1958 iinclusive. The results obtained

~are:

3This burden refers only to statu&nv rates and not to

degrees of evasion practiced by different types of income receivers.

‘




TABLE 1

Amount of Income Tax .Assessments and
Number of Corporations and Individuals Assessed

Type of Tax 1954 1955 1956 1957 1958 Totals
I Salary 10,952,486 18,196,975 19,130,439 | 20,901,527 '20,119,"8551 89,301,282
- {gvn) 4,514 5,386 10,826 13,728 (2) 34,454
Number
II Profits of
Individuals
and Corpora- 1
tions (VN} |378,903,561 642,605,685 | 494,587,408 | 398,460,212 | 410,348,544 2,324,905,410
Number . 5,687 5,211 11,437 11,609 (2) 33,404
IIT General | )
Income ($VN) |109,670,683 | 124,018,933 | 132,599,345 | 123,778,023 103,904,765 593,971,749
Number 9,548 9,261 20,558 22,232 (2) 61, 599
IV Unclassified ) 1
($vn) 3,291,776 | 24,962,853 | 94,516,774 | 98,512,094 | 117,540,603 338,824,100
Number (2) (2) (2) (2) (2) (2)
V Dividends and
Interest ($VN)342, 736 012 198,317,564 | 347,754,135 | 122,020,119 | 138,257,742 | 1,049,085,572
Number (2) (2) - {2) (2) (2) (2)
Totals (@VN) 845,554,518 |1,008,102, 010 988,588,101 | 763,671,975 | 790,171,509" 4,396,088,113

Sources:

1.
2.

Incomplete

T T Y I Ty bt

Y T P T T T
-

-= 12 out of 17 months.

Not available.

- — e g e —
-+ 33+ -3} 3+

General Directorate of Taxation and Ministry of Finance.
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Type of Tax Total Assessment

{Per cent)
Profits of individuals and corporations 5249
Dividends and interest 23.9
General income tax 13.5
Unclassified 77
Salaries and wages : _ 2.0
Total T00.0

These data may be refined further by making adjustments
for the fact that wages and salaries are also taxed under the
general income téx, and also to compensate for a proportion
of the salary tax which is included in the éategory "un-
classified.". It.is estimated that two-thirds of the general
income tax is attributable to wages and salaries, and one-
tenth of the unclassified category is assignable to the salary
tax. Making adjustments for these two circumstances results
in the estimate that approximately 12 per cent of all inéome
tax assgssments are borne by wages and Salaries.and the re-
maining 88 per cent by the sum: of dividénds, interest, rent,
and profits.

(2) The system of taxing income in Viet-Nam 1g particu-

larly burdensome on the corporate form of business. Although

there is no acburate breakdown available to_show what pro-
portion of the tax on profits is attributable to individuals
as=coﬁpared to corporations for all of Viet-Nam, statistics
for Saigon (wheré a sepdration is made) maké péssibleithe
réasonably accurate estimate that 90 per cent of all profits

tax asgsessments are borne by corporations. Combining this

\«
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estimate with the known percentage of total assessments attri-
butable to the tax on dividends and interest paid by corpora-
tions, and making adjustments for assessments on corporate
earnings which are included in the general income tax and the
"inclassified" category, results in the estimate that about
77 per cent of all‘income tax assessments are borné by cor~
porate earnings. Since it has been determined previously
that abput 12 per cent of all assessments are attributable to
~salaries and wages, there remains a residual of some 1l per
cent of all assessments which is borne by the sum of profits,
rent, and interest received by individuals. |
Another important aspecﬁ of corporate taxation is that
a relatively large proportion of total corporate tax assess-
ments is borne by a few companies. Table 2 lists the 24
highest corporate income tax assessments processed by the
Saigon Corporaté Tax Bureau ih financial year 1958, These
24 firms represent only 7 per cent of all taxable corpora-
tions reporting to the Saigon office, but they account for
65 per cent of ﬁotal corporate assessments. The concentra-
tion is so great that the four firms in Table 2 with the
highest assessments account for 34 per cent of total corporate
assessments. Such dominance of the income tax by a few large
(aﬁd principally foreign) éorporations is an undesirable
development, because it reflects a tendency to obtain tax
revenues whefe they are easiést to assess and it resulté in

instability of assessments,



25

Table 2

List bf 2L Highest Corporate-Income Tax Assessments in

Financial Year 1958 with Comparative Assessments for 1955.

[* RN e SEMEEE - JWCE S8

-
o

22.

2,

COrporate Income Tax Assessments.

Name of Corporation

Brasseries et Glacidres de 1'Indochine
S5té des Plantations de Terres Rouges
Cie des Eaux et d'Elect. Indochine

. 8té Indochinoise des PFlantations

d'Hévéas
Sté Michelin de Productign decamndxmc
Banque Viet~Nam Thuong-Tin
Banque Francgaise de 1l'Asie
Sté Frse de Distilleries de 1'Ind.
S5té Indochinoise des Tabacs dJ. Bastos
Sté des Caoutchouc d'E. 0.
Bangque Franco-Chinoise
Sté Immobiliére Hui-Bon-Hoa
Crédit Foncier et Immobilier
Cie Générale desEts. Michelin
Sté des Eaux Gazeuses d!'Indochine
Banque Nationale pr. le Commerce
et.de 1ltIndochine
Sté Caoutchoucs du Donai
3té Caltex - _
Chartered Bank of India
Mitac
Standard Vacuum 01l Company
Bank of China
Sté de Hévéas dg Tay=-Ninh
Viet-Nam Ngan-Hang

N I A D W S W e e e s eum W g W e Y S

226,850,984

Totals

(1)
égg Started operations in 1955.

E%

VN
56,382,480

30,742,560
25,205, 760

21,606,240
15,240,000

13,052,400

11, 536 ;080
10,525,240

63,640

2585752,060

Not in operation in 1955; started in 1957.
Operated under differsnt name in 1955.

1955
$VN
63 092,400

12 381 100
20 246 ' 880

14,2?1 L4O

‘ =
P ROV RVO OIWE O~ -2

W W W v v u oW W
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(3) Total income tax assessm in ent yvears have

not kept pace with the trend of total tax revenues or with

the level of general economic activity. Table 3 indicates

"an increase in income tax asgessments from 1954 to 1955 of
845 million $VN to 1,008 million $VN. Then total assessments
fell to 989 million $VN in 1956, and to 764 million JVN in
1957. Financial year 1958 represents a recovery, with 790
million VN for 12 months, with this total 1ikely to rise to
about 840 million 3VN by the end of the finan¢ial year. But
even with this recovery, total income tax assessments in

financial year 1958 will be lower than in either 1955 or 1956.

TABLE 3

Income Tax Assessments, Total Tax Revenues
and Net Domestic Product

' Percentage

Total of

Income Income Tax )
Finan- Tax Total Assessments Net
cial Assess- Tax - to Total Tax Domestic
Year ments Revenues HRevenues Product

MiTlions TMIllions “(Per cent) illions

of $VN) of $VN) of $VN)
1954 845 5,486 15.4 Not Available
1955 = 1,008 5,852 19.0 Not Available
1956 989 6,308 ' 15.7 6L ,264
1957 7641 8,138 Qb 69,#192

1958 790 7,334 1048 - 69,200

Source: General Directorate of Taxation for income tax
assessments; total tax revenues from the Ministry
of Finance, and net domestic product data from the
National Bank of Viet-Nam,

s

'lIncomplete--lz out of 17 months;
2Estimated.
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This decrease in income tax assessments is the opposite:
to what is to be expected in an expanding ecoﬁomy. It is
a characteristic featuré of the income tax for it to be
elastic with respect to changes in the national income; in
other words, a given increase in the national income will
result in a more than proportionate inérease.in income tax
~receipts, other things being equal. Therefore, if the admini-
stration of the income tax is considered to be a constant, the
" decrease in income tax assessments in Table 3 would imply that
a recession started after income year 1954 (financial year
1955) and that Viet~Nam only started to recover from this
recegsion in income year 1957, which is reflected in higher
assessments in financial year 1958.

But other data in Table 3 contradict the hypothesis
that decreased income tax assessments are attributable to
depressed economic conditions. Although income tax assess~
ments have decreased, total ‘tax revenues have continued to
rise eéch year since financial year 1958. Net domestic
product data also show an increase.from 64,264 million $VN
in financial year 1956 to 69,419 million $VN in financial
yeér 1957, while during the same.two~year period income tax
assessments decreased. The net domestic product data show
that Viet-Nam did have a recession, but this 6ccurrmiduring
income year 1957 (financial year 195¢)).

Collections:

In the method of collecting income taxes in Viet-Nam,

the General Directorate of Taxation has only the responsibility
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to collect the tax on dividends and interest paid by partner-
ships and corporations. The other four taxes are assesgsed
by the General Directorate of Taxation but are collected by
the General Treasury.

For the tax on dividends and interest; no formal assess-
ment 1is needed. Instead; the tax is paid currently and in ad-
vance of actual dividend declarations, based on the amount of
dividends paid in the previous year. Then the final tax (or
refund} is made when.corporatiens assess themselves at the time
of filing their annual reports, Withholding at the source and
prepayment of the tax on dividends and interest is aecomplished
by requiring corporations to pay the tax in advance in four
equal installments. The four equal installments are computed
on the annual amount of the revenue of securities for those
-Ssecurities whose income is fixed or predetermined. For variable
income, the four equal installments are determined on the basis
of four-fifths'of the preceding year's income, or & per cent
of the business capital for new corporations.

The four installments are payable within 65 days after the
- end of each quarter of the calendar year. Then, within two
months following the end of the fiscal year, corporations are
required to_submit reports which make'possible_an assessment
for the fiscal year, Previous quarterly installments are
credited against the amount of tax found due, and any under-
payment is payable 1mmediately. Overpayments are credited
against ‘the prOV1sional quarterly payments of the current year,

or are refunded for corporations which cease operations.



29.

In contrast, current payment and withholding for the other'
income taxes is very limitéd.  The usual procedure is for
taxpayers to submit a return by March 31, but this return only
contains information on income received. Tax assessments afe
made by the General Directorate of Taxation, and the tax rolls
are then forwarded to the General Treasury for collectidn.
Article 29 of the General dee provides for withholding from
wages and salary, but the article has 6nly been implemented
- for members of the armed forces.

In view of the above, withholding and prepayment of income
taxes in Viet-Nam are presently confined to two rather limited
‘areés -« on dividends and intefestpaid by corporations and on
the salaries of members of the armed forcea. As a result, the
great bulk of collection is done through formal assessment, the
prepération of tax rolls by the General Directorate of Taxation,
and collection by the General Treasury; This procéss is slow
and cumbersome. It is sd glow that income earned during -
calendar-year 1957 will not‘be-asseSsed completely until May
31, 1959, and in the most part the tax will not be collected -
until 1959. |

"Table L has been prepared in order to compare income
‘tax assessments and colléctions for‘each income tax except
for the one on dividends and interest. Thé Table shows that
the ratio of salary tax collections to assessments was low in

1954 and 1955, but that there was an improvement in 1956 and

4 .



TABLE 4

Income Tax Assessments and Collections, Financial Years 1954 to 1958

Type of Tax 1954 1955 1956 1957 19581 Totals
I. Salary 7
- Assessments SVN| 10,925,486! 16,196,975| 19,160,949 | 20,747,118| 18,060,989 87,091,517
gollections VNI 1,553,244 1,668,832 13,186,124 | 19,568,296 11,450,926] 47,427,422
er cent ' :
collected 14.2 9.2 68.8 94.3 63.7 5L.4
IT. Individual and
Corporate
Pro%its _ , ‘
gollect%ons VN| 341,232,299 | 538,779,415 | 433,989,785 | 350,115,723 | 299,545,528 1963,662.750
er cen , .
" collected 90.0 £3.8 87.7 90.8 78.0 85.9
TI. General Income
Assessments %VN 109,670,683 | 124,018,933 | 131,702,020 124,130,360 95,038,702 584,560,698
SOlleCtions pVN| 85,507,128 88,893,797 85,924,071 | 97,355,179 52,833,870 410,514,045
er cen _
collected 77.9 71.7 65.2 78.4 55.6 70.2

0t

lgtatistics for financial year 195¢ are incomplete, as data only up to Oct. 31, 1958 were avail-

able when the Table was assembled.

However, later information obtained without a breakdown

for specific taxes indicates that total assessments were 502,222,504 $VN and total collections

were 409,314,376 $VN as of December 31, 1958.

81 per cent for the first 12 montks of financial year 1958.

These totals represent a collection ratio of



TABLE 4

{continued)

Income Tax Assessments and Collections, Financial Years 195i to 1958

|

Type of Tax 1954 1955 1956 1957 1958 Totals
IV. Unclasgsified

oot 1305058 | “TnER| R ienn | 3800 fRas i

ngliggged 56.5 32.5 36.2 32.6 32.7 34.1

Totals _
Assessments JVN|502,791,506 | 809,784,446 | 741,081,268 | 632,000,971 | 562,474,152 13,248,132,343 |-

%gilgggions $VN| 430,151,929 | 637,444,704 | 567,753,088 | 500,140,326 | 385,183,357(2,520,673,404

collected 85.6 78.6 76.6 79.1 68.5 77.6

Tt

Source: General Directorate of thedBreasury.
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1957.&/ For the over-all period from 1954 to 1958, the ratio
of collections to assessments for the salary tax was 54.4 per
cent. Similar ratios are 85.9 per cent for the profits tax,
70.2 per cent for the general income tax, and 34,1 per cent
for unclassified assessments. At the bottom of thé Table; it
is possible to follow the ratio of collections to assessments
for each year for all taxes. The ratio-is seen to be high in
1954 and then lower in 1955 and 1956, The most important aggre-
gate ratio is the one appearing in the lower right-hapd corner
of the Table. This figure shows that for all taxes and for
all years, the General Treésury collected 77.6 per cent of all
assessments made by the General Directorate of Taxation.
Collections are made by the Service of Collection of the
~General Treasury. This Service collécts the land tax, the
patente, the various income taxes, as well ‘as taxes on mines
and forests. There i3 a total staff of 4% persons in the Ser-
vice, but only 5 employees are available for actually approach-
ing taxpayers at their residence or place of business. Within
recent years, the total staff of the Service has been decreaséd.
The collection effort relati#e to those taxpayers who do

not pay voluntarily appears to be anemic. Inspectors are

4/ The Service of Collection of the General Treasury denies

that it was possible during 1954 and 1955 to make an accurate

distinction between salary and profits tax collections,

since both of these taxes were on the same rolls. The
Einance Department has accepted the breakddwnn in the Table,
owever,
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sent out to the residences of the taxpayérs, but it iis reported
that the taxpayers are invafiably not at home. The General
Treasury has legal powers to attach property, but no cases are
brought to court. Delinguent céses are declared uncollectible
when taxpayers cannot be found. _

Other reasons which may be advanced for the fact that for
all years and for all income taxes the General Treasury only
collects three-fourths of all assessments made by the Genefal
Directorate of Taxation are: (1) A corporation or individual
taxpayer may be assesséd for ‘&= three-year period, but the tax-
payer cannot pay all of the taxes due in one year. (2) When
agsessments are delayed, collections are also delayed. (3) The
taxpayer often has no resources with which to pay the tax by
the time that collection is attempted. (4) The address or name
of the taxpayer may be incorrect, making collection difficult. |
(5} Some foreigners return to their own country before the tax
can be collected.

Two policy conclusions emerge from this-analysis. The
first is that many of these problems could be avoided with
withholdihg and current payment of the inqome tax. In other
wofds, the delay between assessment and collection is so
excessive that taxpayers have time to be able to become in-
solvent or otherwise avoid their liabilities. Secondly, it is
a poor principle to separate the responsibilities for assess-
ment and collection. This allows one agéncy to blame the

other for its own shortcomings; the collection - agency
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can rationalize its inefficiencies by blaming the assessment
agency, and vice versa. Increased collections would likely
result if the General Directorate of Taxation were made respon-
sible for collecting its own assessments.

. 2. Income Tax Deductions

Three of the five income taxes used in Viet-Nam apply to
individuals: the salary tax, the profits tax on individﬁals,
and thelgeneral income tax. Each of these three taies permit
certain personal deductions in common. An attempt will be
made in a subsequent section entitled "Comparative Income Tax
Burdens" to illustrate that the amount of personal deductidns
- which may be claimed depends considerably on the type of
income received--whether salary or profit--and also on the
way in which the salary is paid. As a prologue to this inquiry,
brief enumeration is made of the various personal deductions
allowable.

(1) Pengions: Taxpayers may deduct from their gross
income any pension payments made up to a maximum of &
per cent of their basic salary. In practice, this
provision allows civil servants to deduct all contri-
‘butions which théy actually make toward their pensions.

(2) Professional Deductions: This deduction is for such
expenditures as tremsportation, Eooks, and entertain-

-.ment, when no special ailowances for these expenses

are provided. The allowable deduction is 10 per cent
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of the yearly gross income below 240,000 $VN plus

5 per cent of the yearly gross income over 240,000 §VN.
Deductible amounts within these limits are permitted
without proof, but amounte exceeding these limits

must be supported with evidence.

(3) Frevious Year's Tax: The salary tax permits deduction

of the previous year's salary tax from gross salary
earnings, and the same is true with respect to the
deduction of the previous year's profit tax in arriv-
ing at the base of fhe profits tax. The general
income tax permits the deduction of the previous
year's general income tax, as well as any salary or .
profits tax paid during the previous year.

(4) Abatements: These deductions are comparable to per-

sonal exemptions. The schedule is: 30,000 VN for

the head of a family and for single personé; 15,000 ¢vN

for a wife; 5,000 $VN for each child under 21 years |

or under 25 years'if studying in a university; and

3,000 $VN for each parent or grandparent over 60

years of age or under 60 years if incapable of self-

support, A married taxpayer cannot claim an abate-
"ment for his wife if:her income exceeds 15,000 §VN.

(5} Entertainment Allowances: Certain‘governmental emew

ployees of high rank, such as provinCe chiefs, mini-
sters, and the Governor of the National Bank, are
grahted'enteftainment allowaﬁces, which are deductible

in full,
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Living Allowances of Foreigners: Salary supplements

paid to foreigners to cover the living expenses of

wives and children are deductible.

Servants: Some governmental employees of high rank

are given a supplementary payment in order to hire
servants at the rate of lh;uOO $VN per annum per
servant. There is no legal text concerning this de-
duction; authority is a verbal instruction on the
part of the Minister of France. Deduction of allow-
ances for servants 1s only partial, according to the
following schedule: |

1 servantsprovided: 1 deductible

2 s Moo L1 e
3 n | " ¢ 2 1

I n " 13 i)

5 H " i3 "

Cost of Living Allowance: All public employees are

granted a cost of living adjustment of 1,200 $VN per
month for the employee, 350 $VN per month for his

‘wife, and 350 $VN per month for each child under 18

years of age, or over 18 years of age if at#ending
school. Oﬁly‘the cost of living adjustments for wives
and dependent children are allowable personal income
tax deductions. Privéte employees generally do not

receive a cost of living adjustment.
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(9) Family Indemnity: All public employees and about 90

per cent of private employees receive family indemnity
payments. Each public employee receives 350 $VN per
month for his wife (4,200 VN annually) and 350 $VN
(4,200 VN annually) for each dependent child. These
payments are fully deductible. Private employees are
paid family indemnity allowancés from a fund financed
by compulsory employer contributions. Compared to
public employees, these payments (and deductions) are
larger for wives (5,544 $VN) but smaller for children
(2,214.60 BVN per each dependent child).

Civil servants constitute the larger proportion (approxi-
mately five;sixths) of all taxpayers filing returns under the
salary income tax. The illustration following shows how the
various wage supplements'are added to the basic wage of a civil
servant, and then in turn how many of the supplements are. |
deducted before determining taxable income. The level of income
chosen is thét for a Chief of Bureau; which, in general, re-
presents earnings within_the highest'll per cent bf.éivil
service salaries. It may be noted that the total annual |
income feceived'by this civil servant is more than double his
basic salary, and that his taxable income is only about 5 per

cent of his total annual income.
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Calculation of taxable income of a ¢ivil 8Servant (wife
and four children)

Basic salary for position 58,165 $VN
Cost of living addition 35,400
Pension 3,965
Family indemnity 16,200
Jupplement of function 9;600

Gross Income 123,330 $VN

Less:

Fension | 3,965
Professional deduction 8,216
Cost of.living adjustment ' 21,000
Family indemnity 16,200
 Abatements 68,000
Previous year's tax - 100

117,481 $VN

N

Gross Income =- Deductions = Taxable Income
123,330 $VN -~ 117,481 $VN = 5,849 $VN

3. Comparative Income Tax Burdens

One of the basic shortcomings of the Vietnamese system
~of taxing income is unneutrality. It is conceived as a basic
premise of the income tax that the receipt of income con-
stitutes the principal measuring rod of the ability to pay
the tax. For this reason, taxpayers who receive the same

amounts of income should be treated in the same way,

R o . oL ‘ -t
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while taxpayers recelving different amounts-: of income should
be tfeated differently. When this results, the tax system is
said to be neutral among taxpayers; when it does not, it is
sald to be unneutral. The Vietnamese system of taxing income
1s unneutral to a marked degree, however, because the tax
~ burden borne by an individual is largely determined by the
| type rather than by the amount of income received. Because
this unneutrality is so basic with fespect te tax reform, a
series of tables has been developed in order to bring factual
evidence to bear on the resolution of the problem. |

The salary tax is predominahtly a tax on public employees,
since approxiﬁately 12,500 returns out of 15,000 are received
from civil servants and the military. Further, the tax is
largely barneby those public servants with a high rank. In
general, it can be said that only those with a rank of Chief
of Bureau or above.ihcur a tax liability. 1In a typical
government office, this would mean that only about 11 per cent
of all employees would be taxable. For example, the General
Dlrectorat_/Taxatlon has 520 employees in Saigon, but only 58
have a rank of Chlef of Bureau or above.

A characteristic feature of salary remuneration in the
Vietnamese civil service is to start with a relatively low
basic salary and add various and sundry increments, all of
which add up to ﬁhe total gross cash income received. These

increments are important and have been documented in full in



Basic Salary and Salary Increments for Four CJivil Servant Positionsl

TABLE 5

(all amountsin $ VN)

Basic [Personal | Supple- |Housing Enter- | Family | Family 5
Position cost of | pangion |Ment of |and uti- Servants| tainment . cost of ross
£ - S 43 . indem- 3 ard 3
salary |[1iiving | funct- |lities al- allowan= living | income
' addition ion lowances ces nity addition
Chief of -
Bureau 58,165| 14,400 | 3,965 9,600 -- - - 16,200 { 21,000 | 123,330
Director 82,723 14,400 | 5,640 [ 24,000 8,400 - - 16,200 | 21,000 | 172,363
General
Director | 129,264 14,400 | 8,803 | 37,200 | 12,000 %3,800 -- 16,200 | 21,000 | 267,667
: ‘ ser-
vants)
Minister ‘
of a De-
partment | 242,658 - - 27,600 ?2,000 144,000 16,200 | 21,000 | 523,458
5 ser-
vants)
b

O

lGalculations are based on the assumption that the taxpayer has a wife,

and one dependent

parent.

four dependent children,
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Table 5 becaﬁsa most of them are also deductible from gross
income before arriving at.the taxable base of tho salary and
general income taxes. As it will be seen, these salary in-
crements are largely responsible for eroding the base of the
income tax so that there is very little left to tax. Table 5
indicates that the basic salary is less than 50 per sent of
the total gross income for four high-level civil gervice
positions.

| Table 6 indicates that what represents rather substantial
levels of gross income deterierates into very reduced levels_
of taxable income. This is particularly true of gross in-
~ come at the lovel of 123,330$VN, which is reduced by succes-
sive deductions to a taxable income for both ‘the salary and
general income taxes of only 5 per sent of this amount or |
5, 8L98VN. 2/ These reductions from gross to taxable income
are not as extreme for higher levels of grpss income, but
they are still substantial. For_the salary tax, the\}atio
of taxable incomé to gross income at the gross income level
of 172,3638VN is 28 pef oent, while the same ratio is 44 per
cent for a gross income of 267,667$VN and L3 per cent for a
gross income of 523,4584VN. Thus, not only is the gross
income substahtially eroded away by deductions, but it is
eroded away in a manner which is relatively more favorable

to lower taxable incomes.

5/ An even more favorably treated groun may be the Vietnamese
emgloyees of United States agencies¢ It has been determi-
by United States agencies that 34 per cent of their gross
salary constitutes. famlly allowance, and thus 34 per cent of
their income is deductible for this one item alone. However,
"this deduction of 34 per cent is at present being questioned
by the Director General of Taxation.




Determination of Taxable Income for Four 3ivil Servant Positions

TABLE

6

(all amounts in $ VN)

1

. Previous| Taxable | Previous
Gross P Pro- alFamily Family tE?E;r;t Abate- year's | income year's
income| Pens.on gsglon cost of |indem- Ziloe- ments |Servants| salary for general
educt- ) w income | salary income
ion living |nity ances tax tax tax
123,330 | 3,965 8,216 | 21,000 | 16,200 —_— 68,000 - 50 5,899 50
172,363 | 5,640 | 12,952 | 21,000 | 16,200 . 68,000 - 480 | 48,091 | 1,400
267!667 8,802 19,434 21,000 16,200 -_— 68,000 14,400‘ 2,350 117,481 7,750
523,458 - - 21,000 16,200 144,000 68,000 43,200 8,050 223,008 25,100

Calculations are based on

and one dependent pafent.

the assumption that the taxpayer has a wife, four dependent children,

&
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Table 7 indicates the effect of generally low tax rates
and the erosion of the taxable base on the effective rate,
which is the ratio of tax paid to gross income received.

The Table shows that a civil servant with an annual gross
income of 123,330$VN (approximateiy $1,713 U.S. at the free
market rate of emchange) would pay only 50$VN under the
salary tax, which is less than $1.00 U.S. The effective.
rate of taxation is only .04 per cent for the salary tax and
.08 per cent for both the salary and general income taxes,
and the total tax burden for both taxes is only 1004VN, or
'approximately $1.50 U.S.

It could be argued that when an employee receives only
the equivalent of $1, 713 U.S., a tax of more than $1.50 is
an undue burden. However, taxpaying capacity should be’
measured in the.contextrof'Vietnamese oapacity to pay. An
income of $1,713 constitutes a_relatively.high income in
Viet-Nam. It is within the highest declle of all salary
incomee of civil.sefvants, and these employees, in turn, have
relatively good incomes as compared to the Vietnamese em-
ployed in the private sector. An indication of the relative
prosperity of a c¢civil servant earning a gross income of
$1,713 U.S. is the per capita income of Viet-Nam of about
$130 U.3,, which is about $780 for a'takpayer with five de-
"pendents. The data in Table 7 indicate that even a Minister
of a Department with a relatively high gross income of
523,458$VN has a combined‘effectivettax rate for both the

salary and general'income_taxea of only 5.29 per cent.




TABLE

Effectife Rates of the Salary and- General iIncome Taxes

for Four Givil Servant Positions

——— -
) Combined
Gross Amount of |Effective Amount of Effective [Total salary |.rfective e
income salary rate of sa-| general in~ | rats of generand general |of salary and
tax lary tax come tax ral income |income taxes | general in-

$VN) | tax 4 come taxes
(% ($VN) (per cent) (3VN (per eent) ($VN) (per cent)
123,330 50 .40 50 .04 100 .08
172,363 480 27 1,300 .75 1,780 1.03
267,667 2,250 . 8L 6,550 2.46 8, 800 3.35
523,458 7,650 l.46 20,050 3.83 27,700 5.29

A
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Tables 8 and 9 have been prepared in order to compare
the tax burdens of public and private employees. To 'do this,
the same four levels of gross income are used in Tables 8
and 9 which were used previously for civil servants. The

regson for this comparison is to demonstrate that the salary
’and general income taxes have a built~in bias in favor of
public employees. As shown in Table 8, the reason for this
blas is that private employees, by the nature of the way in
which they are paid, are unable to claim as many income tax
deductions. For example, private employees generally recéive
no cost of living allowance, and so cannot deduct this amount
from their gross income. Consequently, the ratios of taxable
to gross income for private employees are substantially higher
than they are for public employees. Previously, it was shown
that the ratio of taxable income to gross income for a public
sefvant‘with a gross income of 123,3208VN was 5 per cent. For
a taxpayer with the same gross income, but working in the
private sector, the ratio of taxaBle income to gross income

is 24 per cent, or nearly five times higher.

This tax discrimination ih favor of public employees is
shown best by comparing the combined effective rates of the
salary and general income téxes for public employees in Table 7
- with similar rates for‘private employees in Table 9. At the
gross income level of 123,330$VN, private employees have an _
éffective rate of .69 as compared to only .08 for public em-
ployees, while for the other three incdme levels, the effective

rate for public employees is about one-half of that for private
employees.




TABLE

8

Determination of Taxable Income for Four Levels of Salaries in the Private Secto;

(A1l amounts in JVN)

Previous Taxable | Previous | payaple

Gross Profess- Family year's income year's income for
income ional indemnity | Abatements salary for general - | poneral in-

deduction income salary income come tax

tax tax tax

123,330 10,890 14,414 68,000 300 29,726 570 29,156
172,363 15,794 14 541% 68,000 980 73,175 3,040 70,135
265,667 24,560 14,414 68.,000 4,530 154,163 13,615 140,548
523,458 38,170 1l 414 68,000 16,640 386,234 62,000 324,234

g7



Effective Rates of the Salary and General Income Taxes for Four

TABLE

Taxpayers in the Private Sector

Total Combined
Gross Amount of Effective Amount of Effective salary effective
salary rate of general rate of and rate of
income salary income general general salary and
tax tax tax income income general
($ VN) ($ VN) (Per Cent) (§ vN) tax taxes income
. (Per Cent) (3 VN) taxes
(Per €ent)
123,330 290 0.23 570 46 860 0.69
172,363 960 0.55 2,800 1.62 3,760 2.18
265,667 4,205 1.58 11,575 4.36 15,780 5.93
523,458 115,810 3.02 41,550 7.94 57,360 10.95

A
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Attention is given next to the combination of the
profits tax and general income tax, which is paid by self-
employed brofessional people and individuals in receipt_of
income other than wages and salary. For comparative purposes,
the same four ‘levels of gross income used previously have
been included in Table 10, but three other levels of gross
income havée been added -- one at 70,000$VN, because business-
men become £axable at a lower ievel of gross income, and two
at higher levels of gross income, because profit receipts
often can exceed salary earnings.

TableJi’indiéates that those in receipt of non-wage
income are also discriminated against. The first reason for
this discrimination ig that there are'generallj only two
deductions which they may claim ~-- abatements and the amount
of preﬁious-year's tax paid. As a result, the ratio of tax-
able to gross income is relatively high under the profit's
tax as compared to the sahﬁw'tax. For example, at the gross
income level of 123,3208VN, it was previously shown that the |
ratio of taxable to gross_income for the salmmy tax was only
5 per cent for a civil servant, while under the profits tax
the same ratio at this level of gross income is 38 per cent.
Because receivers of ﬁonQWage income have limited personel
deductions, they become taxable at the level of about 70,000$VN
gross income, whereas receivefs of wage income only become t&aX=:

able at about the level of 120,0004VN gross income.



TABLE

Determmination of Taxable Income f
Profit Income

10

(All amounts in 3§ VN)

ir Different Levels of

Previous Taxable Previous Taxable
Gross Year's Income for Year's Income for
Income Abatements Individual Individual General General
‘ Profit Tax Profitg Tax Income . .Tax Income Tax
70,000 - 68,000 320 1,680 10 1,670
123,330 68,000 8,800 46,520 1,300 45,220
172,363 68,000 16,640 87,720 4,430 83,290
265,667 68,000 31,520 166,147 15,400 150,747
523,458 68,000 72,800 382,658 61,000 321,658
1,000,000 68,000 149,120 782, 880 207,400 575,480
2,000,000 68,000 309,120 1,622,880 626, 500 996,380

67

1. Calculations are based on the agsumption that the taxpayer has a wife, four dependent

ohildren, and one dependent parent.
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The combination of limited personal deductions and a
higher tax rate (16 per cent) under the profits tax results in
a much higher effective rate for this levy than for the salary
tax. Table 11 shows phat a taxpayér with a profit bf 123,3304WN
would pay a combined effective rate for the profits and gene-
ral income taxes of 6.98 per cent, while the combined effective
rate for this level of income under the salary and general
income tax for a public servant is only .08 per cent.

The discrimination against individual businessmen is
particularly severe in the case of investors in rental property,
because the real property tax is in part a net income taxé.
‘Assume, for example, that a Saigon landlord receives 20,0004VN
gross income per month of 240,0004VN. per annum from the rental
of a house. In a typical case, the statutory tax on the land
for this property would be .85 centimes per meter for 1,000
meters or 850$VN. The tax on the improvements would be 6 per
cent of the gross rent after this amount is reduced by 25 per u:n
cent for expenses, which amounts to 10,8004VN. The combination
of these two téxes, or 11,650$VN, is payable to the National
Government, while the total reai prdperty tax payable to:the
City of Saigon is double this amount, or 23,300$VN7 Land taxes
payable to both governments thus total 34,950$VN, which cons-
titutes 14 per cent of the gross income from the property, or

19 per cent of the net income. In addition to land taxes,

6. Again, this section, assumes full compliance with the real
property tax. :

7. There are additional charges for sewage and garbage
removal not included in this total.



TABLE 11

Effective Ratcs of Profits and General Income Taxesl

Amount Effective Amount Affective Total Combined
Gross of Rate of Rate Profits Effective
of General of and Rate of
Income Profits Profits Income General General Profits and
Tax Income Income General
($ vN) Tax Tax Tax Taxes Income Taxes
($ vN) {Per Cent) ($ VN) (Per Cent) ($ VN) (Per_Cent)
70,000 160 0.22 10 0.01 170 0.24
123,330 7,360 5.96 1,250 1.01 8,610 6.98
172,363 13,920 8.07 3,870 2.2 17,790 10.32
265,667 26,560 9.92 13,000 k.89 39,560 14.81
523,458 61,120 11.67 45,750 8.73 106, 870 20.41
1,000,000 125,120 12.51 121,750 12.17 24,6, 870 2L, .68
2,000,000 259,520 12.97 273,500 13.67 533,020 26.65

lCalculations are bases on the asgsumption

children, and one dependent parent.

that the taxpayer has a wife, four dependent

TS
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this landlord must pay the indiﬁidual profits ahd general in-
come taxes on his net rental income of approximately
180,0004VN, which has been shown in Table 11 to be about 10
per cent. | | \

Attention is now given to an analysis of the income tax
burdens borne by corporate inwvestors. Before indicating the
results, a few preliminary explanations to Table 12 are neces-
sary: (1) The two types of corporations dealt with ~- the S.A.
(publicly held) and S.A.R.L. (privately held}-- are both
assumed to be headquartered in Viet~Nam. (2) The effective
tax rates aré_calculated under two assumptions -- that 50 per
cent of net profit is distribﬁted'in the ratio of 90 per cent
dividends and 10 per cent ihterest, and that 100 per cent of
net ﬁrofit is distributed in the ratio of 90 per cent dividends
and 10 per cent interest. (3) It is assumed that dividends
and interest péyments by corporations are recéived by indivi-
duals with gross incomes of 523,458$VN, 1,000,000$VN, and
2,000,000$VN, and that the marginal increments received bear
effective general income_tax rates respectively of 8.73 per
cent, 12.17 per cent, and 13.67 per cent. These effective
tax rates are taken frdm'Tahle 11.

Data in Table 12 now make possible an Important com~
parison betwsen the combined effective tax bufdens borne
by corporate investors (ghown in Table 12) with the effective
tax rates borne by investors in nonw~corporate entities

(shown in Table 11)., This comparisonushmwé that cor-



T ABLE 12

Effective -Tax Rates' of CorperatetInvestors

(1) (2) (3) (4) (5) (6) (7) (8) (9)
Amount Amount Amount of ' |General indGeneral in-|General
Distribu- of of dividends | Distribu- cg?e ng §§metpax 1i?gom§ tax
. . corporate 3 ted after |effective |[effective Jeffective
Zgggoggt— tion of profit profit and inter- tax rate of | rate of rate of
ion earnings tax rest tax . 8.730/0 | 12.170/0 {13.670/0
(per cent) ($VN) ($VN) ($vN) {$VN) ($VN) (BVN) ($VN)
50 1,000,000 240,000 88,920 291,080 25,404 35,414 39,779
S.A
(Public)
100 1,000,000 240,000 177,840 583,000 50,895 70,951 79,696
50 1,000,000 240,000 68,400 311,600 27,202 37,921 42,595
S.A'RIL.
(Family)
100 1,000,000 240,000 146,800 613,200 53,532 7L ,626 83,824

g



TABLE 12 (Continued)

Effective Tax Ratas of Corporate Investors

(1) (2) (10) (11) (12) (13} (14) (15)
Distribu- Total Tax Total Tax Total Tax &Lffecti ve | Effect ve Effectiveq
Type of tion of | (4)H(5)}+(7) | (4)+(5)+(8) | (4)+(5)+(9) Rate Rate Rate
Corporation | Earnings ($VN) ($VN) ($VN) (10) (11) (12)
(Per cent) ]
(Per cent) § (Per cent) | (Per cent)
50 354,324 364,334 368,699 35.43 36.33 36.86
S.A. |
(Public)
100 468,735 188,791 497,536 46.87 48.87 49.75
50 335,602 346,321 350,995 33.56 34.63 35.09 -
S.A.R.L.
(Family) .
100 L4,0.332 461,426 469,82 44,03 46.14 46.98
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porate investors bear an income tax burden which is 50 to
100 per cent highér than receivers of income from non-corpo-
rate entities.

It would be desirable at this stage of the analysis to
include the effective tax rate borne by the owners of foreign
corporations, which are headquartered outside of Viet-Nam.
There is a conceptual difficulty involved, however, which
prevents any precise determination of the tax burden on foreign
in#estors. The difficulty involveé the tax levied on the in-
~ terest ahd dividends paid by corporations. Iﬁ the case of
foréign corporations, this tax is based on the combination
of "tufnover" in Viet-Nam and the amount of dividends declared
in the home country of the corporation. ‘As a result, there
can aétually be a tax collected in Viet-Nam even though the
operations in this country may be unprofitable, or alterna-
tively, the profits made in Viet-Nam could be very high but
the tax paid might be nominal. |

Thesé circumstances can be explained best by an examplac
Assume that a large rubber company is headquarfered in France,
and that one-tenth of its physical production is attributable
to Viet-Nam and the other nine-tenths‘to other pérts of the
world. If one million_ffancs were distributed by the parent
company in France as dividends, Viet-Nam would tax one-tenth

of these dividends at the rate ‘of 30 per .cent regardless of
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whether the Vietnamese.operations produced any of the profit
making the distribution posaible. Conversely, all of the
profits could have been made in Viet-Nam, but only one-tenth
of the dividends would be taxed. The reason for this is
that the base of the tax is the total dividends declared
multiplied by the ratio_of Vietnamese turnover to total
turnover of the corporation, and in hhe case of.rubber,
turnover 1s defined as production.

| Under these circumstances, it is not possible to calcu-
late precisely the tax burden falling on foreign investors.
All that can be said is that the law apparently intends td
tax foreign investors heavier than Vietnamese, since the
rate is 30 per cent for the tax on dividends and interest
paid by foreign corporations as compared to 18 and 24 per
cent for firms headquartered in Viet-Nam. Whether this
heavier burden works out in practice is iIndeterminate.

Conclusiona

‘Table 13 summarizes all of the effactive tax rates
developed in the preceding analyses. Data in Table 13 really
constitute "the case against the schedular income tax", for
they-show that the income tax burden borne in Viet-Nam_is
‘determined aS'mhch by the type of income received as by the
level of income. For exampleg if:a eivil servanﬁ receives
a gross income of 123, 330$VN he will pay only .08 per cent
of his gross income in income taxes, while if a segond tax-

payer is employed in thenpriVate sector at the same level of



TABLE

13

Effective Rates of the Salary, Individuals Profits,
Corporate Profits, and General Income Taxes

Effective Effective Effective Effective Rate| Effective Rate
Rate of Rate of Rate of of Corporate of Corporate
Salary and Salary and Tndividual Taxes and Taxes and
Gross General General nalvicua General General
Income Income Profits Income Tax Income Tax
Income Taxes for Taxes for and General | Assuming 500/0 Assuming 1000/0
a Civil the Private Income Distribution | Distribution
Servant Sector Taxes and S.A.R.L. and S.A.R.L.
(Per Cent) (Per Cent) (Per Cent) Corp. Corp.
(Per Cent) (Per Cent)
70,000 - - IN - -
123,330 .08 .69 6.98 - -
172,363 1.03 2.18 10.32 - -
265,667 3.35 5.93 14.81 - -
523,458 5.29 10.95 20.41 33.56 4y .03
1,000,000 - - 24.68 34.63 46.14
2,000,000 - - 26.65 35.09 46.98

LS
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gross'income, his tax burden will be .69 per cent of his
gross income, or over 8 times higher. Then, if a third.
individual is self~employed, his tax rate at the same level
 of gross income will be 6.98 per cent, or 87 times the.burden
of the civil servant and 10 times the burden of the salary
worker in the private sector. Another way of looking at
this discrimination is to note that eachlof the following
| levels of gross income bear about the same income tax burden:
(1) a civil servant with a gross income of 523,4588VN; (2) a
- privately~employed worker with a gross income of 265,6674VN;
end (3) a self-employed person or businessman with.a.gross
income of 123,330$VN. Finally, corporate investors bear
the heaviest tax burden, which varies between 50 and 100 per
~cent higher than investors in non~corporate interprises.

The brief conclusion to this analysis is that either
by eccident or by design the Vietnamese'system of taxing
~income places differential burderson different income re-
-celvers. Placed iniorder_of the lightsst_to the heaviest
burden, the sequence is: (1) civil servants, (2) private
employees, (3} the self~amployed, individual investors, and

"privaﬁeemtrepreneurs, (4) investors in Vietnamese corporations,

. and (5} p0531b1y owners of foreign corporations, although in

~ this case no finite determination is possible. This is
probably the reverse order of_taxaéion_for'a country aspir-

ing to'encourage savings, investment, and foreifn capital.
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- 4. Income Tax Administration

Legal Frovisions: When taxpayers forward declarations

of their income, abateménts, and other relevant circumstances
of their tax status; the Director General of Taxation is em-
powered in the Fiscal Code to follow certain steps in order
to verify the accuracy of the information. The taxpayer may
be asked verbally or in writing for clarifications and Justi-
fications. If the verbal request is not complied'with; or
is tantamount to a refﬁsal, a written requeét for clarifica-
.tion hust be given the taxpayer. The latter, in turn, must
‘reply to the written request within 15 days. Befpre proceed~
ing with a correction of the tax return, the-inspector must
advise the taxpayer of the contentious items, and the tax-
payer, in turn, must either approve or object to the changes
within one month. If there is no reply from'the~taxpayer_,
wiﬁhin one month, ﬁhe'General Directofate of Taxation has |
the authority to éssess the tax; any later protest on the
part of the taxpayer conveys upon him the burden of prdof.
| If the taxpayer protests the change within a period of
one month, either the tax inspector or the taxpayer can submit
the dispute to érbitration before a four~-member commission,
;omposed of the 3ecretary of State for Fi?ance or his repre-
sentative as chairman, th representatives of the profession o
of the téxpayer_named by the professional groups con¢erned,
and the Director General of Taxétion_br his.deputy, This

commission'must meet within three months of the end of the
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month permitted for protest. In case of a ﬁie vote on the part-
of the commission members, the vote of the chairman pPrevails.

 The burden of proof before the commission devolves on the
texpaver if: (1) his tex return wes not filed by the recuired
daté; _(2).if the'tax?ayer hzs not replied to the proposed new
assessment withiﬁ one month; and (3) if the commission has
adopted the assessment proposed by the government. On the other
hand, the government must bear the burden of proof if the commission
decideé in fevor of the declaration'of the taxpayer. The taxpayer
must abide by the decision of the commission, and pay the taxes
 due as determined by the comm1551on,but the taxpayer has the right
.to appeal the comm1591on's decision to the admlnlstrative courts
within three months.

Provisions for arbitrary assessment are slso established

for certein taxpayers; (1) those who have a tex to pay con-
sicdering the amouhf'of their income and deductions, but have
not filed a return; {2) those who have refused to acknowledge
a recuest for clsrificatién or justification, or have re-
fused to show their béoks;. end (3) those whose expenditures
.cleerly exceed'reported income.'.Forrthe purpose of arbitrary
assessments, income is levied at s level commensurate with
knoWn_expenditures.' | |

" The taxpayer must be adviSéd of the sgmount of the
érbitrary aﬁsessment,'and is glven 20 days to present his
observatidnsu _Shouid.the taxpayer diSagrPP w1th the assess-
- ment, he bears the burden of proof that the assessment is

o #

®,
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in error. He must also bear all expenses involved in proving
the excessiveness of the assessment,

Provision is made for three types of penalties, and they
are unusually severe by United States standards: (1} there is
a penalty of 25 per cent if tax declarations are not filed
within three months after the end of the tax year; (2) the
tax is increased by 20 per cent if the omission or inaccuracy
does not exceed 10,0004VN; and (3) the tax is increased by

three times if the omission or inaccuracy exceeds 50,000a1VN.

4

Administrative Organization: The administration of the
income tax in Viet-Nam is undertaken on two levels: central
administration and field administration. On the level of
central administration, the income tax comes under the Jurise
diction of the Directorats of Direct Taxes. This Directorate,
in turn, has two services, and one of the services 1s divided
' iﬁto two bureaus. |

In conaidering'the resources availablé for the administra-
tlon of the income tax, it is important to note that the Directo-
rate of Direct Taxes is'responsible for the central adminisira-
tion of not only the salary tax, the profits tax on individuals
and corporations, and the general income tax for all of Viet—Nam,
but alsc the land tax and patenté. The tax on the dividends and
interest paid by corporations, however, is administered by a
separate directorate -~ the Direg¢tion of Registration.

For the field administration of the income tax, there

are three bureaus in Saigon: one for the salary tax and the
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general income tax paidiby employees, one for the profits
tax and general income tax paid by the self-employed.and
individual proprietors, and one for the profits tax on cof-
porations. Cholon has two bureaus, administering the income,
land; and patente taxes., Field administration for the re-
mainder of Viet-Nam may be summarized as follows: large
towns usually have two bureaus, one administering registra-
tion and direct taxes and the other excises and indirect
taxes; while small towns usually‘have one bureau for all
taxes. There are approximately 65 bureaus in the provinces.
The following analysis attempts to give a critical
appraisal of the principal resources available for the admini-
stration of the various incomg.taxes, starting at the field
administration ievel in 3aigon and working up to central

administration.

Salary Tax Bureau (3aigon): The salary tax and the
general income tax paid by persons recelving a salary and
resident in 3aigon are both administered by a bureau staffed
with a bureau chief and nine employees. There has been no
increase in the size of this staff since 1957; before that
date, there were six employees.

The Salary Téx Bureau receives approximately 100,000
declarations, but the availability of excessive deductions
reduces this number to only about 15,000 taxable returns.
In turn,.these 15,000 taxable returns are composed of about
12,500 from civil éervants and the military and 2,500 from

the privéte sector.

"v



63

In practice; the principal function of the Salary Tax
Bureau is to calculate the tax due based on information con-
cerning income and deductions supplied by the taxpayer. This
is a serious shortcoming, because it means that the greater
part of the fesources bf the Bureau i3 spent on routine tax
calculation rather than oh verifying the accuracy of the in-

- formation supplied and expanding the number of employees who
should be paying the tax, The adoption of withholding alone
would not help to release the bureau from routine calculation
of the tax, because annual declarations would still be necessary.
What is necessary, rather, is to'place the onus of responsi-
bility for tax calculatioq on.ﬁhe taxpayer. This seems en-
tirely feasible; if a taxpayer is knowledgeable enough to
declare his income and dedﬁctions, he should also be able to
célculate his tax. Assistance in tax offices and instructional
meterial can be provided to facilitate thig objective.

.The only verification presently undertaken to check the
accuracy of declarations made by taxpayers is through informa-
tion returns forwarded by émployers. The Chief of the Salary
Tax Bureau obtains lists of corporate and nonfcbrpérate'em-
ployers from two. other bureaus, and then fqrwards“toxthese-em~
ployers two sets of forms =-- oné to be completed for éach

'employee and the second a summary statement for all employees.
Both forms contain the same information concerning income paid
to the employee and eligible deductions. When the forms are

returned toe the General Directorate of‘Taxatiop, the individual
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information returns are matched with the income declarations

of the employees. The summary statements should be matched with
the income declarations of the employers themselves, but are

" not.

The claim was made thét 95 per cent of all income declara-
‘tions by employees have an accompanying information return for-
warded by employers. - This represents a very high ratio of
matéhing. An actual sample of 100 taxpayer files proved that
- this claim was substantially correct. OQut of thése'lOO files,
ig'was foﬁnd that there were only six instances in which there
was an information return forwarded by the employer and no
income declaration by the employeé; and only two instances in
which there was an income declaration by the employee and no
information return. If information returns are'not received
from a corpofation, after the initial request has been made,
the Director of the Corporate Tax Direction is advised, and
'.hé is then authorized tO-levj a penalty of 25 per cent of the
bax payable by the corporation. If an information return is
received for an employee but no income declaration, the tax
is based on the data'in the information return plus a penalty_
of 25 per cent. _ ._

Although the matching of information returns end income
declarations by ﬁaxpéyers is very well done, this still does
not prove that compliance with the salarY'tax is at a high
level; it only proves good'complianqe on the part of those

‘employees for whom information returns are available. An
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obvious source of evasion is the number of employers who them-
selves do not make income declarations, and therefore are not
recuested to file information returns. For examplé, it is
known that United States agencies do not file information
returns, and it is aglso known that, in general, the Vietnamese
employees of these agencies do not file income declarétions,
| Also, not all employers recuested to forward information
returns comply with the recuest. .In 1958, 576 corporations
were recuested to forwsrd information returns, but only L48
complied with the request; while only 820 individual employers
forwarced information returns out of 1156 employers recuested
to do so. Even government departments do not comply fully.
Only 130 out of 168 government departments forwerded informa-
tion returns in 1958. |

- Obviously, what is needed in Viet-Nam is an expansion
of the number of'employeré filing information returns,'which
in turn depends on expending the number of employers making
income ceclsrations themselves. Also, there Should be a follow-
up of those employers who do not comply with a reocuest to
fiie information returns. Finally, there is a need to Cross-
check the informetion returns forwarded by employers with the
wage expense items claimed by the employeré° All of these
efforts would consume more resources in persbnnel, however, than

are presently available in the'Salary Tax Bureau.
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The nead for -mrithholding of the salary tax 1s seen in
the fact that the Salary Tax Bureau in March of 1959 is still
‘caleulating the tax due on 1957 income'declarations. This
means that for some taxpayers'the tax on 1957 income will not
be paid datil late 1959. | |

In summary form, the principal administrative improvements.
' that could be made in the Salary Tax Bureau are: (1) the
adoption of withholding, (2) expansion of the numbe} of in-
formation returns received, which requires the development of
more complete employer lists, gnd (3) piacing the respon-
sibility for tax calculation on the taxpayer rather than on
the General Directorate of Téxation. These changes should be
combined with a reduction of the number of allowable deductions
in order to increase the number of taxable returns. With the
“acceptance of these recommendations, there would be a need for
at least double the present number of personnel.

Individual Profits Tax Bureau in Salgon: This Bureau

administers the profits tax; and the general income tax paid _
by individual businessmen and the self-employed for the City of
Saigon. The Bureau is staffed with a bureau chief énd T

- employees. Four of the empldyees are recent gradﬁates (withiﬁ
two weeks).of the National inétitute of'Administration- The
staff at the present time 1s long in numbers, but short in
ability and experiehcea. Out of the 14 employees, only 3 are

fully experienced and capable of calcuIAting taxes.
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The present Ghief.of the Bureau has held this position
'only since August 1, 1958. He claims that this Bureau is the
' most difficult one to administer in the Geweral Directorate
Cof Taxation, and that @ one, including himself, wants to be
.responsible for the operations of the unit. |

| There is almost a complete lack of statistics. The Chisef

of the Bureau does not know how many taxpayers file declara-
tions of income, how many exempt returns there are as compared
to taxable, or the breakdown bhetween business returns and
those from the.self—eMployed. Previoﬁs research has indicated,
.however, that there were 11,609 taxable declarations in.1957
for both the individual and corporate profits tax. Allowing
for about 600 corporate returns, this would mean that there
are_approximately 11,000 ﬁaxable individual profits tax-re=-
turns. |

Compliénce'with the profits tax and the general income 
‘tax paid by 1ndiv1dual bu51nessmen and the self-employed is
virtually on a voluntary b351s, at least with respect to the
operations of this Bureau. These taxpayers arg_expected to
fprwafd declaratibns of_their income, expenses, énd deduCtions,
‘but practically no effort is made elther to increase the number
of'déclarations or.to vériﬁy the information received. Fyr
ekampie, if an. individual owner'of'a drug sﬁofe reporté a net
income of lOO OOO$VN, no effort is made to verify this informa-
' tion by v151ting ths drug store and by auditlng ‘the books.
There is a complete absence of. fleld auditing on the plea that
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no staff is available for this type:of work. Nor is the
-_taxpayer recuired to report to the tax office.

- In the event thet the Chief of the Bureau should dis-
agree.with the information supplied by the texpayery, he
will write a letter to the taxpayer to this effect. The
exchange of letters between the téxpayer and the Chief of
the Bureaﬁ:may continue for months, or even for years. There
afq instances in which letters ere still being exchanged over
- disagreements dating back to 1954 and 1955,‘ The reason for
thece long extencded debstes is thet the Chief of the Bureau
claims that he hes no suthority to press a case unless he
has proof, snd he cannot obtain proof without having enough
stéff to examine the taxpéyérsf books. .For the same reason -=-
lapk-of proof -~ penalties ere‘neﬁer sssessed.

What percentege of businessmen in Saigon is forwarding
declaratiqns of.inCOmé? An indication of the degree of non-
compliance is obtesined from the bureau administering the
jpatehte (busingss license) tax. This bureau-levies a patente
on 21,000 businesses in Saigon alone, ﬁhile there are about
11,000 individual profiﬁs tax declaretions for all*of Viet-Nam,
Thé Patente Bureau dbes not sit.back and wait_for volﬁntary com-
plisnce. Instead, a team bf inspectors éoveré each street
in SaigOn every-yeaf; checking'tOVensure thét evéry business
establishment is pa#iﬁg the_pstente tax. Obviously, this-

'informétidn.obpained by the Patente Bureau should be exploited
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'By the Profits Tax Bureau, but it is not. And again, the
rescon why this informetion is not used is a lack of per-
sonnel resources. An effort was made last year to place !
patente information on punch cards, so:.it couid_be used for
income tax purposes. The experiment broke down for_technical
reasons. Another effort will be made thisg yesr, but it is
likely to fail again because the Profits Tax Bureau does not
heve the personnel to make use of the informstion.

Considering the way that the profits tax on individuals
is administered, it is reslly remerkable that there ére ll,OOO
declarations. However, there 1s no doubt that these declaretions
generelly understete real income. It could not be otherwise
when it is known by the public that there is little likelihood
of an audit or prosecution for understatement of income.

The only way out of this dilemma i® to employ more and
better resources. At the same time, the work load in the
6fficershould be teduced so that persdnnel are available for
field guditing. Reduction of the work load can be accomplished
by placing the burden of tex calculation (tax assessment) on
the taxpaver. Businessmen should also be placed‘on current
payment a2t the same time that employees are subjected to with-.
holding. It must be emphasized that without field auditing -~
the actual examinafion of a taxpayepfs books, end iflneed be,
what 1ies'behind the Books -~= there is no real tax enforcement.
Instead, there is only a legal and arithmetic check of what

the taxpayer wishes to pay.
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Corporate Profits Tax Bureau in 3aigon: This Bureau is

étaffed with a Bureau Chief and seven employees, Since one

of the five employees is a typist, and another is.a clerk,
only five remain for the asaessment'of'corporate taxes., None
of the employees have had formal training in accounting; all
have obtained their accounting experieﬁce by on-the-job train-
ing. | |

Again, it is found in this Bureau that the greatér amount
of time is spent in calculating the tax due on the basis of
the balance sheets and profit and loss statements forwérded
by corporations. Certainly, with corporations there is no
'justificétion for this procedure; corporats accountants would
be quite capable of calculating the tax due.

The work load in 1958 consisted of 375 taxable corpora-
tions. Sufficient effort appears to be expended to assure
‘that all new corporations render declarations of income and
expenses. Information on new corporations is obtained from
the Registration Division, the Patente Bureau, and official
bulleting of the Government. |

Unlike other field bureaus administering the income tax,
the Corporéte Frofits Tax Bureau expends some effort to'obtain'.
additional assessments over and above what would be possible
on the basis of the original declarations of the corporations.
Efforts to gain additional assessments take three forms: (1)
About 6 or 7 of the bigger corporations are field-audited

each year. (2) About 30 COrpofééiOns each yéar-are asked to
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bring their books into the Bureau for checking. (3) Many

of the remalning corporations are written letters. which-ask
for explanstions of partigular irregularities. If these
letters are not énswered by the firms within a month,_a second
letter is sent indicating what the Bureau considers to be the
correct taxable profit. If this letter is not answered, the
tax is levied on the basis of the profit determined by the
Bureau.

Al)l of these efforts to produce additional assessments
have an appreciable effect on assessments, It is found that
these.activitiess raised assesaments from 361,498,0604VN to
380,933,7004VN in 1957, or by 19,435,640$VN. These statistics
demonstrate the desirability of using resources to raise
assessments. In all likelihood, if more resources were used,
still higher assessments would eventuate. The poiﬁt of

diminishing returns probably has not been reached.

Bureau of Legislation: This Bureau only has one em-
ployee (in addition to the Chief of the Bureau) who is in-
volved with the administration of the income tax, but if he
does one~half of the work thét he is suppoéed to, he is the.
busiest man in Vieb4Nam. His responsibility is to review all
assessments for all income taxpayers in Viet—Nam. This would
involve reviewing approximately 45,000 to 50,000 assessments
each year. After this review of the tax rolls, the latter
are sent.ﬁo the Director'of Direct Taxes for approval, and

thence to the General Treasury for collection. Obviously,
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tax assessments do not suffer in Viet—Nam-from too much re~
view. Review under such circumstaﬁces_pould only amount to
an arithmetic check,

An interesting sidelight is that this one employee with
the burdensome job of reviewing all income tax assessments
for Viet*Nam is not entrusted with the identity of the tax-
payers. Before the tax rolis are forwarded to this employee
for. review, the names of the taxpayers are removed. Then the
némés are again associated with the tax rolls whén the latter
are;forwarded to the General Treasury for collection. When
asked for the reason for this confidential treatment of the
- tax rolls, the reply was given ﬁthat the law requires . . -
the anonymity of taxpayer;7%e preserved."

This one employee also receives lists of goods and ser-
vices sold by business concerns to government departments,
and it is his responsibility to channel these lists to the
proper field bureaus as an ald in enforcement. For example,
a typical item will indicate that a particular firm sold five
automobile tires to the Defense,Department; and this item of
information will be forwarded to the bureau responsible for
assessing the profits tax on this particular firm. This in-
formation, however, is of practically no use to the bureau
responsible for assessing the ﬁrofits tax because no field
auditing of the books of business concerns is undertakeh.

This Bureau is referred to as a "Bureau of Leglslation"

because it is responsiblé for recommendihg changes in
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legislation. In practice, most of the work load of the Bureau
is concerned with the review of the tax roll. However, the
Bureau Chief lists_the following proposals for changing the
income tax law which have been adopted since 1954: (1) removal
of double abatements for those taxpayers who support dependents
abroad; (2) an increase in the individual profits tax rate from
12 to 16 per cent and the COrporate tax rate from 18 to 24 per
cent; (3) the taxation of military personnel; and (4) the re-
moval of a special tax rate applying to army pilots.

It is commendable to have tax departments take the
initiaﬁive in proposing desirable changes in legislation.
More properly, however, this is a function that should be
handled closer to the center of responsibility of all taxa-
tion-~in the office of the Director General of Taxation~~rather
than by a chief of a rather unimportant bureau.

Bureau of Contested Cases: This Bureau is staffed with

" a Bureau Chief and five employees, but only the Chief and one
employee are actually involved with income.tax cases.

The essential function of the Bureau is to operate as
an appeals agency when income tax cases are contested by
taxpayers. For example, in a typical case the Salary Tax
Bureau will reduce certain deductions claimed by a tax-
payer, with the result that he will receive a higher assessment
than he anticipated. If the taxpayer objects to the higher
assessment, and writes a letter of protest, the letter will

‘be forwarded to this "Bureau of Contested Cases."
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After receiving these letters of protest, the procedure'
is for the Bureau of Contested Cases to forward them to the
relevant field bureaus for investigation and for recommenda-
tion. The field bureaus, in turn, "propose"™ what they consider
to be the correct assessment, while the Bureau of Contested
Cases "decides" what the assessment should be. |

In the course of.a year; the Bureau of Contested Cases
handles 300 to 400 disputed salary tax cases and about 350 to
500 disputed individual and corporate profits téx cases. In
dbout 80 per cent of the cases, the decision of the Bureau of
Contested Cases takes action which is favorable to the General
Directorate of Taxation; in about 2 per cent of the cases,
the decision of the Bureau is favorable to the taxpayer;
while the remaining 18 per cent of the cases are compromised.
There are four or five instances each year in which taxpayers
will appeal higher assessments to the courts:. These are usually
cases involving French citizens rather than Vietnamese, because
of the relatively high cost of appealing cases to the courts.

If‘taxpéyers are dissatisfied with the informal appeal
provided by the Bureau of Contested Cases, they may appeal to
the special four-man appeal committee provided for in the
Fiscal Code. 1In praétice, however, all protests are resolved
informally. |
| No recommendations are advanced for improving the ﬁdrk
_of this Bureau. Some appeal machinery is desirable for con-

tested cases, and the utilizatioq‘of‘One employee plus the
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assistance of a Bureau Chief certainly does not represent an
undue utilization of resources for this purpose. It also
appears desirable to centralize the decision-making for all
appeals in one bureau so that appeal cases can be decided
uniformly and with an even hand.

The Direction of Central Inspection: There is some doubt

whether this unit is a separate direction; formglly, it is not,
but the man in charge of the unit has the privileges and status
of a director. The unit has seven employees, one in Saigon,
and the other six assigned throughout Viet—Nam;

The formal responsibility of Central Inspection is to
ensure that the tax laws are being properly applied and that
the various tax bureaus are being effectively administered.

The inspectors report directly to the General Director of
Taxation.

The work of this staff emphasizes the administrative
rathér than the technical aspects of ehforcement; for example,
they inquire into instances of bribery between employees and
taxpayers, rather thaﬁ to ensure that a particular levy on a
taxpayer is correct. An auxiliary responsibility oflthe in-
spectors is to investigate anonymous letters and to report the
results of these investigations to the Director General.

The Direction of Inspection illustrates a rathér general
problem in‘the Direétorate of Takatioh. This problem is an ex-

cess of administrative overhead or a tendency to have too
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many "Mexican Generals." These are people with technical
éompetence but who are engaged in essentially nebulous and -
redundant administrative jobs. This causes an imbalance
-.betweeﬁ those on the firing line and those behind the lines.
Froof that the Direction of General Inspection is essentially
vespigial is the nebulous nature of the work assignment and
'_the ease with which-the work assignment could be abéorbed by
other units. The various directors of particﬁlar taxes could
‘be made responsible for the administrative as well as techni-
cal aspects of tax assessment, while_anonymous letters could
be handled by the field bureaus. These seven inspectors
could then be employed in field auditing, which constitutes
the essence of income tax enforcement. -

The Service_bf Controd: Technically, this Service has

two bufeaus, but in practice the work of the two bureaus is
combined into one operaﬁion. The two bureaus are-named
”.ﬁresearch“ and "verification." Research, however, merely imvolves
6btaiﬁing.various documents from other government departments
~which ére useful for enforcement purposes. Thus,'thé'princi-3
pal function of the Service is-ﬁo-obtain relevanp information:
for verifying‘purpOSes.and to use thiS'informatioﬁ in thé
course of auditing firms. 'In-the'iexicon of tax administra-
tion, this_Ser#iceuwould'be referred to as a field auditing
unit. It is the onl& real_field auditingiunit for tﬁe.income'

tax in all of Viet~Nam,
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The persohnel of the Service of Control consisps of
10 persons, the Chief of Service, and one typist. The 10
inspectors repfesent;'in general, the best{resourCes avail=
able for income tax enforcement. Most of them have had
the benefit of a two-yéar‘tax_course in Paris.

Although the work of the Service enconpasses a veri-
fication of the ihcome, land, and patente taxes, most of
the time of the inspectors is spent on the various income
taxes. The ihspecpors always work in teams of two in order
to'assiét-each othef.

‘The average work load of the ServiCe‘is the completion
. of 50 audits_per year. These audits are roughly broken down
between 70 per cent corporationé énd 30 per ceht individual
proprietorships. Each'audit involves the determination of _
.thé'taxpayer's net income forpa-fOur~yeaf period. The actual
calQulation of the tax on this income is ﬁndertaken by the

appropriate field bureau responsible for assessments, Cases
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investigated are alsoc usually referred by the field bureaus
responsible for assessments.

The accomplishments of the Service of Control relative
to determining additional income subject to tax are impres-
sive, and offer dramatic proof that the income tax can be
enforced effectively (or at least to a much better degree)
if good pefsonnel resources are utilized in the right place,.
During financial year 1958, thisVService, in the process of
auditing only 50 firms, obtained additional income subject
to tax of 180,000,0004VN. Assuming that the average tax
rate applicable to this income is 20 per cent, the net effort
of the Service was to obtain 36,000,000$VN in additional tax
assessments. In turn, thils means that each of the 10 inspec-
tors, on the average, obtained 3,600,0004VN in additional
tax assessments, or an amourt for each of them equal to
about 24 times their salary.

Field auditing work in the provinces is undertaken by
"mobile units." Viet-Nam is divided into six areas, and
there is one mobile unit in each area. Each mobile unit
has three controllers and three revenue agents and this
group operates as a team, undertaking a package audit of all
taxes. One controller in the team audits for all direct
taxes -~ the patente, land, and income taxes. This means
that the present field-auditing staff for the income tax
outside of the Saigon-Cholon area is approximately the
equivalént of three employees -~ or one~half the time of

six controllers.
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This analysis results in two policy conciusions:-(l)

- Whenever an inépector can be empioyed in such a way that

‘he earns 24 times his salary, it is a patently Wise‘use of
public funds. (2) The evidence goes a long way to explode
the myth that the income tax cannot be administered in an
underdeveioPed couﬁtry. It obviously can be if a determined
effortlis made. There is'little question that Viet—Nam éoﬁld
have a relatively efficient enforcement effort if 100 in-
.spectors were employed in field auditing instead of 15.
Stated bluntly; no country could ever hope to enforce an
income tax effectively with 15 inspectors. The Federal
Government in the Unitéd_States would have this number of
Internal Revenue agents in a rather small city like Lansing,
Michigan, with a populatibn of only 100,000,

sunmary of Pergonnel Engaged in Income Tax Administration:

Only a rough approximation can be made of the total pérsonnél'
| employed.in income tax administration in Viet-Nam. It is
.possiblé'to add:up;the personnel employed in the Vgribus
bureaus described above, but some of these bureauS-admiﬁiSﬁer
more than one tax. . Some particular pebpléQflike3a'Bufeau |
chief, also have:diﬁided-respdnsibiliniés._-Anoth§r ¢ompli¢a-
tion is that in the prqfinéés a pérﬁicﬂI§f3bﬁreau will under-
take all functions ﬁith:réSpébtlto;ailﬁﬁéﬁfrallgoVernmeﬁt tax
. assessments. Howevér; béafihg7infmiﬁqfthat-rather agéurate
.informatioﬁ_is.avaiiablé.for thé.use_of'personnel in Saigon,

and that Saigon probably represents 90 per cent of all income
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tex sssessments, there is some value in adding up the total
personnei *egources ¢vaillable for income tax administration
described in the preceding sections. This total amounts to
about B0 persons. At least 6 of these persons ere admin-
istrators and another sizesble proportion is made up of
tynists, messengers, snd iow-ranking clerks. There are
probably no more than 15 professionslly capable income tax
inspectors. With such limited resources, it is surprising thet

Viet-Nam sccomplishes as much as it does.
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PART III. - RECOMMENDATIONS

1. Toward a Frame of Reference
.A brief statement of basic principles should precede

-'recommendations for any type of tax reform, for it is desir-
able to begin with a certain philosophical rationale of what
- constitutes a desirable tax system, and then assess_a given
tax system vis-a-vis the ideal principles. -

| The first basic principle is that the taxation of income
should be strengthened in Viet-Nam because this tax is the
embodiment of equity. Equity deserves to take precedence over
' any other issue in propos1ng the development of income taxation,
Other objectlves, such as revenue product1v1ty, convenience,
stability of yield, etc., can be accomplished through other
types of taxes, The personal income tax stands out as the
most equitable tax because income is the principal source of
tax payments, and 1s, therefore, the best measure of'ability
to pay. It may be argued that equity seems like a slender .
reed to Justify a particular tax. On the other hand, without
equity, a tax system would have little justification for its
existence., HRevenue productiV1ty, for example, could be accom-
plished by printing money. |

.The progressive rate feature of the income tax, whiCh ree'

qulres the rate of taxation. to increase as the amount of in- .
cone received increases, is an attempt to equalize the tax -
burden among, individuals.l Progressive rates are based on
the princ1ple of diminishing marginal utility of income ==

e

Loy
d .
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the idea that the last dollar received by a persoﬁ with a
high income has less utility (individually and socially)
than the last dollar received by/égrson with a low incoms,
and for this reéson, the higher incgme should be taxed at a
‘higher rate., 1In addition; the personal income tax takes
into account differences in family responsibilities by allow-
.ing deductions for dependents and for certain extraordinary
personél expenses. By comparison, indirect taxes, which
dominatelthe Vietnamess systém of taxation, are regressive;
that is, the percentage of ték‘to income for a low incomex
person is higher than it is forian upper incbme taxpayer.
There has never been an incidence study in Viet-Nam, but
ﬁhere is no qﬁestion that the present tax system places a
relatively heavier burden on low rather than on middle and
higher income groups., It could not' be dtherwise. .The net
result of this type of tax system is that after taxes, the
rich are'richer, and the poor are poorer.

Is there'a‘base for exploitation of the income tax in
Viet~Nam? The answer to this is ﬁhat:most taxes in’the last
analysis must come'out.of the aétual'or'pétential incomé of
individuals. :Therefore, if there is taxpaying ability'for
any tax, there is taxpaying ability for an income tax. Since
all taxes are eventually paid out.of the ircome of individuals,
'only_administrative difficulties or e#pediency,can be used as
arguments for not taxing income diréctly, which is the éoufce
of all taxes. | | '

&
i
v
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Although equity considerationsldominate_in the justifi-
cation of developing income taxation, there are several other
considerations which support an income tax. These may be
summarized briefly as follows:

(1) A net income tax is relatively certain and measur-
able with respect to tracing out the final burden of the tax,
thus making it easier to evaluate ths tax in terms of ideals
6f tax justice. Indirect taxes, on the other hand, are shifted.
in prices so that ‘the final impact is iargely indeterminable.

(2) The progressive income tax is an instrument for _'
leveling inequalities in the distribution,of wealth and in-
come, which in turn checks the tendency toward cumulative
economic inequality, and so assures more nearly equal obpor-'
tunity, |

(3) The income tax is more consistent with optimum
patterns of consumption and factor allocation than indirect
taxes, because the latter tend.to direct purchases from taxed
to untaxed goods and servioes,

(k) The yield of income taxes fluctuates more than the_'
level of economic activity, which means that a given increasew
in national income results in é more thah proportionape increase
.in'income tax receipts,'and vice.rersa. This feature is an
advantage in both inflationary and deflatiooaryrperiodsf In
inflatlonary periods, exce881ve purcha51ng power is removed,
while in. deflationary periods, individuals are- given automatic

tax rellef.
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Administrative Feasibility

Admittedly, the income tax is not easy to administer,
even under the best of circumstances. Experience has shown,
however, that incéme can be determined precisely and that
most'taxpayers will pay the tax voluntarily. In other words,
the income tax can be effectively and efficiently adminisﬁered
glven a conscientious and enlightened effort. There is no
doubt that an income tax is more difficult to administer in
most underdeveloped countries bécause of the dominant agri-

- cultural base, the underdeveloped nature of accounting tech-
nigques, and the lower level of social consciousness. But this
does not mean that the income tax is only adapted for use in
industrialized and developed soclieties. Countries like Japan,
India, the Philippines and Puerto Rico have demonstrated that
the income tax can be deveibped into an important part of the
tax system even.in less~developed economies, The real fault
lies in not waﬁting or knowing how to spend the resources to
administer an income tax in an underdeveloped economy .

The Taxation of Corporate Incomé

It 1s difficult to justify the taxing of cqrporéte income
in principle. Frequently, the tax is supported on the theory
that the net income of a corporation is a measure of its
ability to pay. But this thesis is weak, because thére is
only one stream of income flowing from the spendings made on
the output of industry back to thoge fesponsible for the pro-

_ ductionj-f owners, creditors, managers, and workers. This

-
%,
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gtream of income can be tapped for taxation at the corporate
level in the form of a bnsiness taxland without integration with
the_personal tax, as it is done in Viet- Nam, or it can be
taxed when distributed to participants in the productive
process. But if the aggregate of the income is taxed at the
corporate level; and without integration with the personal
~income tax, no longer'can it be said that the tax measures
personel tax-paying capacity. The reason for this is that a
corporate income tax is shifted to workersrin lower wages, to
stockholders in lower dividends or retained earnings, and to
consumers in higher prices. When this shifting takes ppace,
“the tax falls on persons with little or no reference to their
personal ability to pay. Also, to the degree that a tax is
borne by stockholders, it results in.discriminatory double
taxation of corporate profits -- once at the corporate-level
and again at the personal level. Moreover, even as a measure
of corporate ability to pay, the tax has shortcomings, because
the volume of income of a corporation is not as good an indi-~
cation of ability ﬁo pay as the raﬁe-of return on capital.
This does not mean, however, that there is no rationale
for taxing corporate-incohe, A corporation should meke some
payment for the privileges associated with the corporate form
of business and for the provision of public services. A cor~
porate income tax is also one means of taxing retained cor-
por@te profits, Which increase the wealth of individuals, but
which are not taxed under a personal income tax. Therefore,

w; -
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& corporate income tax may be justified a4s & companion measure
to a personal income tax. There is also some justification
for a corporate income tax on the basis of personal ability
to pay, since the greater proportion of corporate wealth is
held b# middle and -upper income groups. Special Justifica-
tion for taxing corporate income in VieteNam is found in that
the tax permits the taxation of profits distributed to foreign
shareholders, who benefit from the natural resources and public
serviceé provided by VieteNam, but who could not be taxed under
a personal income tax. |

waever, it must be borne in mind that corporate taxes
have deleterious economic effects unless kept at low levels.
To the degree that corpdrate income taxes are shifted to cor-
porate owners, either dividends or retained profits or both
are reduced because of the tax. This reduction impairs the
incentive to invest. The burden of the tax is also gréater
on new or small firms bécaﬁse they_tYpically experience diffi-
culty in securing outside capital and must therefore depend
largely upon retained earnings. If VieteNam aspires to obtain
an increasé in private foreign capital, one of the best ways to
assure that this will not cqme'about ié to overburden cofpora-

tibns.with taxation.

The Schedular Issue
A basic characteristic of the Vietnamese taxation of in-
come 1s the application of var?ing tax rates to different

'typés of income. "This is known aé a Schedular type of income

y ‘ "
-
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tax, which was introduced opiginally by the French and is still
retained. The slternstive practice, which is followed in the
United States, is to ﬁax all income, regerdless of its type, at
the same rate. Whether to continue with a schedular income tax
or to apply the same rete of taxation to all income is the most
basic policy issue to be faced in income tax reform in Viet-Nam.
Previous analysis heas shown that the net effect of the schedular
~income tax is to result in gross unneutralities among individuals.
| The arguments most often heerd¢ in Viet-Nam to justify the
téxation of different types of inco1e st verying retes ere:
(1) Becruse of the underdeveloped_charactér of the economy,
profits ore essier to obtein then wages and salaries. (2)
IMost business pro“its ére obtained through'speculation rather
than through resl nroduction. (3} Corporetions enjoy MOnopoly
positions. (4) Salary and wage earners work harder for their
income than profit receivers. (5) The salaries of public ser-
vents ere low, so they should be taxed at'a low f_ate° (6)-The
texetion of selaries at a low rete encourages the political
support of the government by_civii servants. (7) Schedular
rates providé mofe-flexibility fornthe_méhipulgtiéh-of;rates-
on different types of income@'_XB)xThéra is_more incomé pax- 
evasion among the receivers_bf profit'tﬁan1amcpg.tﬁe redeiﬁers
of wages and salaries. (9)'Wagé and salényincome is "earned",
:while pfofits-are ﬁunéarned";_. o ' |
Even in the aggregste, these arguments are not impressive.
They réfléct a géneral.biés égaihst.thé SGIfmempldyed end

o
.,
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businessmen; which may be good politics but is bad economics.
There is no economic substance to the belief that one type of
income is fundamentally more productive or more socially de-
sirable than another. On the contrary, probably the most im-
portant objective for Viet-Nam is to encourage savinge and
investment on the part of entrepreneurs; Furthermore, the
arguments manifest a belief that the tax system is the proper
'or.best vehicle for adjusting all varieties of social,lpolitié
cal, and economic imbalances. Experience has demonstrated,
‘heWever,-that ﬁhere are more direct and expeditious ways of
correcting social ills than through the tax system.

Schedular income taxes also violate the basic objective
of tax equity, which is that the ability to pay taxes is based
en the aggregate receipt of income by an individual, regardless
of the type of income received. If "X" and "y receive the
same -amount of income, they have the same ability to pay taxes,
regardlese of the source of that ihcome. And if "X"_receives
double the income of ﬁYﬂ, othef thinge remaining the Same,:he
has more ability ﬁo pay taxes, even if the income.of "y ie in
the form of salary and the_income.of_ﬂY" ie in-thefferm'of
profits. S _

One only needs to cite an illustratlon to show the basic
type of inconsistency found in a schedular 1ncome tax when

types of income are the basis of taxation rather than individual
capacmty to pay. A_medical dootor working=for a Vietnamese
agricultural company wouldleeetaxea under the salary tax at

.
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rétes renging from one to five per cent, while enother doctor
with the sesme income, but self-employed, would pay the profits
tax at.aflet rate of 16 per cent.

The_essende of equity in taxation is the similar tex treat-
ment of individuals in like circumstances, and the dissimilar
tax trestment of individuals in unlike circumstances. This
objective cannot be attained under a schedular income tax. As
a result, ahy fundamentel reform of the income tax system must
begin with the adoption_of é single rete structure for applica-

tion to all types of income.

2. Tax Administration Recommendations -

Recommendations for improving income tax administration
may be divided into a relatively smail number which are capable
of producing immeciate and appreciable impro#ements and a
lerge” number of secondary importance. The latter will not be
discussed.in this report in order to focus attention on a few
limited but very strategic reforms. Without the adoption of
these few basic'reforms,.there can be no real improvement in
tax administretion.

The fundamental fault with the administration of the income.
tax in Viet-Nam is that the'Goﬁernment dbes not fully realize
.thet it mﬁst spend money in 6rder to.collect money. Personnel
resources ere'seriouslyiinadeouéte;..A.general_indication_of
this inadecuacy may be obtained by comparing the resources )
availablq for enforcing all takes in Japan with those in.Viét—

* Nam. IngJapan¢ there are 65,000 employees engaged in general tax

Y
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enforcement for a population of approximately 90 million
people. 'If the same proportioﬁ of enforcement' personnel
were used in Viet-Nam, there would be 8,333 employees instead
of the present staff of 1,150. Another interesting comparison
is the 89 technicians capable of auditing in the Federation
of Malaya for a population of 61/2 million and the 15 auditors
available in Viet-Nam for a population of 12 miilion.
Expansion of auditing personnei is made all the more
necessary by the recent adoption of 2z plan to mechanize
certain administrative functions of direct taxes. This plan
will'only be fully successful if sdditionsl personnel are
made sveilable in order to utilizé the information supplied
by the machines,
| A rough goal for the'expansion of the present auditing
steff would be from the present 15 to 100 persons, with an
appropriate increese in supporting personnel. Some of the
addiﬁional auditors should be Chinese, and these persons
should be employed in the auditing of Chinese businessmen.
An indirecﬁ mépns of increasing the income tax steff
ig to reduce the work load imposed on the preseht stafff
The hoét important recommendation in this respect is to
.impose on all taxpsyers, both corporate and individﬁal, the
obligation to calculete their own tax liabilities. To this
- end, instructional material should be prepared and takpayer

assistance be msade available.
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Collection of income tax assessments may be improved in |
two ways: (1) by transferring ﬁhe responsibility for collect~
ing all income taxes from the General Treasury to the General
Directorate of Taxation, and (2) by adopting withholding for
the tax on wages and salaries and current payment of the tax
on all other types of income. No "forgiveness“ of the addi-
tional tex arising_in ﬁhé transition to current Ppayment is
recommended. Instead, this "windfall" revenue should be used

for developmental purposes.

3. Tax Policy Recommendations

The previous anglysis has disclosed thet the Vietnaomese
system of taxing income is in need of fundamental reform if it
is to be equitable, productive, and conducive to economic
cdevelopment. There are four basic structural faults: (1) There
is an undue burden of taxation placed on corporations. This
burden should be.shifted, in part, to individusls, in order to
provide s .more desirsble tax climate for investment. (2) The
burden of tsxation is unneutral among individuals, which
detracts from ecuity. (3) The use of five separste income
texes is unduly compléx, causing problems in both compiiance
and enforcement. (4) The base of_thé-individual incbme tax
needs to be broadened so theat it will be moré procductive of
revenue. These shortcomings of the Vietnamese system of taxing

income may be corrected by the adoption of the follow1ng tax.

policy recommendations:
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(1) Three of the five income taxes used by Viet-Nam
shbuld be abandoned. This action would recuire eliminatiop
of the tax on wages and salaries, the tax on profits received
by individuals, and the tax levied on the dividends and in-
terest paid by corporstions. The two taxes which should be
retained are the general income tax and the tax on corporate
- profits. The general income tex should be expanded so that it
is applicable to 2ll individuals and encompasses the receipt
of 2ll income, while the corporate profite tax should be simi-
larly general end uniform among all corporations.

(2) The Present rete structure of the generel income tax
should be retsined (rates from 1 to 50 per cent), but the
allowable deductions from gross income should be reduced in
orcder to intrezse the tax Iiabiiity of present taxpayers and
to raise the number of taxeble declsrations. The following
deductions should be eliminated entirely: (1) family indemnities,
'(2) cost of living allowances, (3) supplements of function, and
(4) allowances for servants and entertainment. In addition; |
abatements (personal exemptions) should be reduced from'the
present 30,0008VN for single taxpayers and 45, 000$VN for married
couples to 15,0004VN for single and 30,000$VN for married Pro-
f9351ona1 deductions should only be allowed to the extent thsat
the expenses can be supported with ev1dence. |

(3) The present corporate profits tax of 24 per cent should
be retesined and should be made applicable to all types of corpora-

tions. Resident recipients of corporate dividend payments

PN .
.,
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should be given credit under the individual income tax for
taxes paid on corporate profits. Loss of revenue from this
crecdit should be recouped by retaining the progfessive
rates of the individual income tax of 1 to 50 per cent, but
having the top rate of 50 per cent applicable to income over
400,0004VN instead of the present 800, 000{VN,

| (L) New léws and regulations should be written for
the whole of the system of income taxation in order to
incorporate the above recommendations and to make the income
tax lsw consistent with pPresent economic and political

reelitiés.

4. Effect of Recomunendastions

Adoption of the preceding tex policy recommendations,
together with vigorous =znd iméginative administration, wouid
give‘Viet-Nam one of the better systems of taxing income in
the world. It would be Superior to many similar systems
Presently used in the more industrialized countries, because
the latter often have serioué weaknesses like the special
treatment of capital gains and.tha double taxation of
~corporate earnings.

Ecuity would be improved because all individusl recipients
of income would be taxed according to the amount of income re-
celved regardless of its type.. Despite the eliminatién of

many deductions, the effective rate schedule would still be
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moderate. Table 14 shows that the effective rate of taxation
would rise from 1. 65 per cent on a gross income of 123 BBOwVN
to 10.79 per cent on g gross income of 523,458%VN. These

rates represent an increase over those presently imposed on -
civil servents, but thev are, nevertheless, well within the

Capacity to pay of Vietnamese taxpsyers.

Table 14

Compsrison of Proposed and Present Effective Tax Ratesl

Proposed Pregent Effective Rates
Effective Civil Frivate
Gross Income Retes Servents Emplovees Businessmen
(PVN) (Per Cent) (Per Cent) T{Per %ent) (Per Cent)
123,330 1.65 .08 .69 _ 6.98
172,363 3.36 1.03 2.18 10.32
267 667 6.46 3,35 5.93 14.81
523, 458 10.79 5.29 10,95 20.41

1Caiculated on the assumption that the taxpayer has a wife,
four dependent children, and one dependent parent.

At the seme time, investment would be encoureged by the
reduction of the burden of taies on corporete entities. Again,
by comparlson to. other countries, a corporéte tax of 24per cent.
is moder@te This level of taxation is de81rable because Viet-
Nam needs an increase in investment, and thls increase will

come about largely through the aegis of corporations.
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The Govérnment of Viet-Nam also needs higher tax revenués.
In view of the likelihood that this need for higher revenues
will be a more importent motivation for tex reform than con~
siderztions of ecuity and economic development, it would be
desirsble to conclude with a specific revenue projection that
would ensure an apprecisble increase in governmental reVenﬁes.
.Unfortunateiy, a calculation of this_type is beyoﬁd technical
feasibility. The reason for this is that the adoption of the
recommendations would represent a rather sharp break with the
past, while revenue estimating is based egsentially on an
extrapolation of known experience. |

There is, however, a good presumptive caSe for believing
that the recommendations would result in higher income tax
revenues. There are,.first, aaunterbélancing features in the
tex policy recommendations. The tax on the dividends and
interest paid by corporations is the only major source of
revenue foregone. To offset this loss, there would be higher
effective tax rates under the general income tax, an expansion
of the number of'taxabie individuzl returns becauses of reduced
deductions, snd & brosder tax basé because of the inclusion
of capitel gains. Also, the personal income tax rates could
be made more progressive. Moreover, all of the administrative
reforms, such as withholding, current payment, and an expansion
of field auditing, are.designed-to raise the level of income

tax collections.
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Two specific objections to the recommendations may be
anticipated. Civil servants may be expected to object to
higher income tax burdens on the grounds that they are alfeady
-ﬁnderpaid. This may be true, but if it is, the problem should
be resolved by a direct adjustment of wﬁge levels by the
Fonction Fublique rather than by an indirect subsidy through
the tax system. A related objection is that businessmen should
be taxed at a higher rate than civil servants because of the
ecase with which they are able to evade their tax liabilities.
Acceptance of this argumeht would mean, however, that tax
rates should be adjusted to the incidence 6f evasion. It
would mean passive acceptance of the belief that the income
tax cannot be enforced in the business sector. Such an ad-

" mission is not warranted in Vieb—Nam; however, for the reason
that tax enforcement in the business sector has never really
been tried. Until an effort hasvbeen‘made, it is too early

£

to admit defeat.
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