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Analysis of the Vietnamese system of taxing income

shows that it has four serious structural faults:

1.

follo
1.

There is an undue burden of taxation placed on cor-
porations rather than on individuals, which detracts
from investment and equity.

The use of the schedular type of income tax (taxing
on the basis of the type of income received rather
than on the aggregate amount} causes unneutralities
among individuals.

The system of taxing income using five separate taxes

is unduly complex, causing problems in both compliance
and enforcement.

The revenue productivity of the income tax suffers
from the fact that excessive deductions narrows the
taxable base.

These four faults may be removed by the adoption of the
wing tax policy recommendations:

The schedular type of income tax should be abandoned,
and in its place there should only be one income tax
applicable to all income received by individuals and
one tax applicable to all corporations. This reform
would involve the elimination of the tax on wages and
salaries, the tax on profits received by individuals,
and the tax levied on the dividends and interest paid
by corporations. Retained would bé the general income
tax, applicable to all individuals and with rates from
1 to 50 per cent, and the corporate profits tax with a
flat rate of 24 per cent applicable to all types of cor-
porations.

The taxable base of the general income tax should be
broadened by the elimination of the Tollowing deductions:
(a) family indemnities, (b) cost of living allowances,
(c) supplements of function, and (d) allowances for
servants and entertainment. Abatements should be
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reduced from 30,0004VN for single taxpayers and
45,0003VN for married couples to 15,000%VN for single
and 30,0004VN for married, while professional de-
ductions should be permltted only to the degree that
they can be supported with evidence.

Resident recipients of corporate dividends should be
given credit under the individual income tax for

taxes paid on corporate profits, while capital gains
arising from the sale of tangible assets and securi-

tles,_na-wa;;—ea—&a%%eny_minnlngs- should be taxed

like other income.

New laws and regulations should be written for the
whole of the system of income taxation.

Income tax administration suffers from an extreme general

paucity of personnel resources, inadequate auditing, and a
weak collection effort. These faults may be substantially
alleviated with the adoption of four recommendations:

1.

The present income tax staff for all of Viet Nam totals about
8® persons, of which 15 are field auditors. Emphasis

in expanding the staff should be given to field audi-
tors, and the number of these persons should be ex-

panded by at least ten times. A rough goal for the

expansion of the total staff would be from the present

4,8 to 200 persens.

All taxpayers, both corporate and individual, should

be required to calculate their own tax.

Income taxes should be collected by the General Direc~
torate of Taxation instead of by the General Treasury.

Withholding for the tax on wages and salaries and cur-
rent payment of the tax on all other types of income

should be adopted.

The adoption of the above recommendations would give Viet
Nam a system of taxing income which would be equitable, con-
ducive to investment, and productive of governmental revenue.
At the same time, the effective tax rates would still remain
very moderate. The recommendations should make it possible
to reach the short-run objective of obtaining 20 per cent of

total Central Government tax revenues from the income tax {as

is accomplished in the Fhilippines} instead of the present
proportion of 10 per cent.
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INTRODUCTION

This.repoft.on the.taxation of income in Viet Nam repre-
sghtslﬁhe first of sevefal; each of which will be devoted to
a single central govérnment'tax. Each individual study will
cover problems of tax policy and adﬁinistration, and will con-
clude with a sefiés 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.

The study on income taxation is released at this time
without much pride of authorship. It is, quite frankly, a
rough draft, which will require considerable subsequent re-
vision before it is relatively complete and reasonably re-
liable, 1In fact, the principal reason for distfibuting the
research at this stage is to receive'as many critical com-
ments as possible so that the document can be improved.

It ia‘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
Athe 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 anyiother levy; is identified with
equity, or ﬁhe distribution of the tax load among income
groups in such a way ag to take into consideration individual
ability tb pay; wﬁile most other_taxes actually result in
loﬁéinébme groups ﬁéying‘a higher percentage of their income
in taxes than upper income groups. As a result, the per-
sonal income tax is identified with governments which are
sincerely motivated with concern for the good of individuals.

Most countries of the world 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 capita 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 only a small proportion of their
' governmental revenues from income taxes. Viet Nam fails
into the latter category, with approximately 10 per cent
of central governmental revenues being raised fromlincome
taxation. |

Tax progress in Viét‘Nam, therefore, is to some con-
sidérable degree identified with the development of the
income tax. In fact, not much with respect to basic tax

reform in Viet Nam can be accomplished if the level of



soc1al responsibllity and the capacity of tax administra-
tiOn cdannot tolerate a. further development of income taxa-~

tion.
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~ BART I % DESCRIFTION

l. History of_Incbme Té#atibn

Historicélly; the inéome tax in Viet Nam evolved as
a result of‘tﬁé gradual additidn‘of fragmented parts. The
earliest téx whicﬁ védguely resembled an income levy was a
capitatién or poll tax; which was levied only on . wer
i~h.di;mici;ual;& who paid more than 500 plasters in the-form
of either a land tax or patente (business license tax). The
fifSt direct tax on income;-dating back to 1908 and codifiec
in 1929, was a gross tax on dividends and interest paid by
corporétions. 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 source
without reference to the othér income which may be received
by dividend and interest recipients. The rates of the tax
-on dividends and interest paid by corporations depends on
certain characteristics of the corporations makinglthe pay-

- ments.

.By 1938, the capitation or poll tax evolved into two
séparate income taxes, one applying a flat-rate tax on
salaries, pensions and other similar fixed types of payments
to individuals, and the second (called the general income
tax) applying progressive rates tn all income, including
salaries. Finally in 1941, a special tax on‘agficultural,
cohmercial, and industrial profits was added, applying ;o

both unincorporated and incorporated businesses.
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ACcordihgly; Whétever shortéomings Viet Nam may have
in income taxation; ohe defect is not a lack of variety.
There are, at pfesent; five separate and distinct taxes,
whiéh‘together COmbrise the system of ﬁaxing incdome: (1) a
tax of 1 to S'per céht 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 corporate profits at the
rate of 24 per cent; (4) a tax on dividends and interest
.péid by corporations at rates varying between 18 and 30
pef cent; and (5) a general income tax 6n all income re-
ceived 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
ére four schedular taxes applied to four distinct categories
‘6f income -~ on salaries, profits of individuals, profits of
corporations, and on dividends and interest péid by corpora—
tions. Among these four schedular taxes, only the one.on
salaries is levied at a pfogressive rate. Each of the
separatély‘taxed categories of income are thmntaxed once more
when received by individuals under a personal'or general in-
come tax, levied at progressive rates and with respect to
total income from all sources. |

Initially, the concept of income under the generél or .
personal income tax was income arising from property, trade,
the professions, and from lucrative operations in which the

taxpayer 1s engaged "™habitually." Because of this latter
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qualification,"cepital geins and lottery winnings were not
taxed. In 1943, the restriction "habitually* was dropped,

but in order that this amendment would not make lottery win-
nings taxable, the government made immediate provision for
the exemption ef lottery'Winnings from the tax. Capital
gains elsb continue to reeeive special treatment in that they
are subject to the tax en profits but not to the general in-
come_ta#, and the iaW_only taxes gains realized from the sale
of_tengible agsetsi [Even the tax on the gain from tangible
assets'is exempt if the realized selling price is reinvested
within three years,

There are two dates of signlficant importance in the
gvolution of the administrative responsiblllties of the in-
come tax, When the several income taxes were introduced,
there were three regional_governments -- in the North, Central,
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. Also, al-
though the income taxes were levied and assessed by the three
regional governments, the revenue from the taxes was received
by the central govermment. These variations in rates and
bases were removed in 1953'when a new fiscal code was'adopted,
making the taxation of income uniform throughouthiet.Nam.

The second administrative milestone was in 1955, when a decree
created the General Directorate of Taxation and gave this
Directorate the responsibility for administering the income
taxes for all of Viet Nam, |



2. The Tax on Salaries and Wages

In additioh to wages and salaries, the base of this tax
includes indemnities, emoluments; pensions, and annuities, and
embraces all compensations for service whethef in income or.
kind. The tax rates applied to salaries and wages are progres-
sive in the range of 1 to 5 pef cent, but there are only three
brackets: 1 per cent on income up to 50,0004VN; 2 per cent on
~income from 50,000§VN to 100,000$VN; and 5 per cent on income
over 100,0004VN. Taxable income of less than 1,0004VN is exempt .
The abatements (personal exemptions) are 30,0004VN for single
persons and héads of households; 15,000§VN additional for
mérried persons; 5,000$VN for each child under 20 supported
b& the taxpayer; and 3,000§VN for each parent or grandparent

over the age of 60 supported by the taxpayer, or under 60 if
| iil and incapable of self-support., The tax on salaries and
wages 1s only applied when there 1is a bona fide employer-
employee relationShip;‘it is not paid by the self-employed.

- All foreigners wiﬁh residence in Viet Nam are taxable
under the salary income tax, but a relatively large source of
revenue to'the Vietnamese Government is lost because diplo-
matic immunity to taxation is extended to all foreign employees
of United States Government agenciés. In principle, exempting
this large group of Americans is undesirable; it would be préfer-
able for American personnel to be taxed, but to have their
salarieé adjusted upward as a compensation. If this were done,
the amount of direct United States aid extended to the Viet-

namese Government could be feduced by the amount of revenue

rs
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which the Vietnamese Government'obtaine'from the taxation of
United States citizens resident in Viet Nam.

The salary tax is to a large extent a tax on civil ser-
vants. The,Chief of the Salary Tax Bureau estimates that
out of the total number of declarations; which approximates
15,000, about 7,500 returns are from civil servants. Another
5,000 returns are received from army personnel. Therelremains
only 2,500 salary tax returns for the total private sector
of all Vlet Nam. About 11,000 out of the 15,000 salary returns
are attributable to the Saigon area.

| The only area in which there is withholding of the salary
tax is from the salary of army personnel, This procedure was
initiated in 1957. With the present level of salary and abate-
ments, withholding for army personnel presently does not take
effect below the rank of list 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 1in adninistration, If a taxpayer has salary income; he
completes both a salary tex and a general income tax declara-
tion, but both declarations are forwarded to the Salary Tax
Bureau. The computation of the taxable income from the
gross income for beth taxes is the same with the exception
of the deduetion for taxes'paid in the income year. - Fer:
this deduction, only the'salary tax paid is_allbﬁed as a
deduction before arriving at the taxabie income of the

salary tax, while both the salary tax and the general income



9

tax paid is allowéd 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 three tax declarations: fof the salary tax,
for the profits tax; and for the general income tax. All
deductions are the same in determining the taxable income for
each'tax with the exception of the deduction for taxes béid;
This deduction is limited to the particular income tax paid.
If a person receives both salary and prbfits, both declarations
are administered by the Profits Tax Bureau, but the total tax
is repbrted as a profits tax.

There have only been three amendments to the salary tax
since the:revised_Fiscal Code was adopted in 1953: (1) the
' law was changed ﬁo remove the alldwance of double abatements
whenever a taxpayer's family lives outside of Viet Nam; (2)
an exemption to military personnel was removed; and (3) a
-8pecial 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. Special con-
sideration will be givén to these deductions'in a subsequent
section of the report, because they'are very instrumental in
eroding away the tax base,

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

This levy is looked upon in Viet Nam as a single tax on

business and professional income, and the legal conditions .

S
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of its application carry out this unified approach because

all provisions of the tax are 1n Title 1 -of the General Code
of Income Taxes of April 13, 1953. There are; however, suffi-
clent differences in the application of the tax between cor-
porate and natural persons to warrant classifying the'ievy
into two separate taxes,/ There are two reasons justifying
classification: (1) unincorporated bﬁsinesses are taﬁéd at a
rate of 16 per cent and incorporated businesses at 24 per

1/

abatements (personal exemptions) as the income tax on salaries

cent; and {2) the profits tax on individuals has the same
and the general income tax, while the profits tax on corpora-
tions is a business rather than a personal tax. Partnerships
are taxed like corporatlons.

The base of the profits tax, for both the levy on natural
and artificial persons, includes income arising from seven
séurces: (1) industry 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 quafries. Income from stocks and bonds is exempt from
the profits tax, apparently on the grounds that such income
is taxed by the special le#y on dividends and interest paid
- by corporaﬁions. Capital gains from the sale of corporata.
shares are also exempt from the profits tax, and gains from
the sale of land and 1mprovaments are exempt if reinvested

"within three years.

1/ These rates were raised in 1957 from 12 and 18 per cent
respectively.

ﬁ‘ .
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Deductions include; in general; all ordinary and
necessary expenses attributable to eérning 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 losses have not been deducted from the general
incbme tax.- _

The filing date for the profits tax is before April 1
of each year for the calendar 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 a fiscal year basis. 1In such cases, the taxpayer can file
his return either three months after the close of the fiscal
year or he can wrgit until the normal time for filing calendar
year réturns. For example, a taxpayer using the fiscal year
pericd of July 1, 1957 to June 30, 1958, can file his return
before October 1, 1958 or before April 1, 1959.

The income tax return for the declaration requires only
information on income and deductions; all of the tax computa-
tion is undertaken by the Gensral 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 generally to calculate their own tax.
L. The General Income Tax

The base of the general income tax is the total income

- .of individuals after subtracting the same deductions.allowable
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fbr the salary and profits tax. Fractically every taxpayer
sutject to a schedular tax.is also subject to the general
income tax. Dividends are taxable, even though a withhold-
on dividends -
ing tax/has been applied at the corporate level, Jalary and
profits taxes of the previous year, as well as the general
income tak paid in the previous year are deductible from
~gross income. Other deductions include the receipt of certain
| pensions, interest on government bonds w1th a maturity of
over three years, payments for pensions, and interest on..
personal debts. Like the other income taxes, the filing
daté.of the general income tax is before April 1 of each
year,

Tax rates for the general income tax are progressive,

varying from 1 to 50 per cent. There are 18 income brackets:

Income Bracket . General Income Tax Rate
0 ~ 10,0004VN 1l per cent

10,000 - 20 000 p

20, 000 - 30 000 3

30, 000 - 40, 000 IN

40,000 ~ 50, 000 5

50,000 -~ 60,000 6

60 000 - 70, ’000 7

70, 000 - 80 000 8

80 000 - 000 : 9

90,000 - 6 ,000 | 10
lO0,000 -'200 000 15

200,000 - 300, OOO ' 20

300,000 -~ 400, OOO' - 25
400,000 - 500,000 S 30

500, 000 - 600 000 . ' ' 35
600 000 =- 700 000 _ 40

700, 000 - 800,000 L5

~ Over 800 ,000 ) 50 o
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An interesting feature of the general income tax is
the attempt to favof families and dependents through both
abatements and the payment of a higher rate. Before 1953,

. when the‘Fiscal Code was revised;.the tax liability was in-
-creased by 20 per cent for single peréons or childless
married persons above 30 years 6f age. JSince 1953, this
fpenalty" of 20 per cent is restricted to single persons
and divorced taxpayers without children.

There is no provision for income splitting. Instead,
the genéral income-tax is assessed. on the income of the
entire household including the personal income of the head
of the household, ‘and that of his wife and of other members
of the faﬁily 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 1s to consider the tax
on disfributed 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_fhe statement "Like ancient Gaul, the income tax of
Viet Nam is divided into three parts."g/ Then hé proceeds
to discuss these three parts: the salary tax, the profits
tax on individuals and corporations, and the genefal‘income

tax.

2/ Richard W. Lindholm, Analysis of Vietnam's Tax System and
- Recommendations. Fublished by United >tates Operations
Mission, Vietnam, 1956, Fart V., p. 1.

.8
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Although the tax on dividends and interesﬁ paid by
corporations is called a "registration" tax, and although
it is administered separately from the other income taxes,
it is really part of the over-all éystem of income taxation.
This is apparent by considering the total tax burden 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 there is a tax on dividends and in-
terest paid by corporations of 18 to 30 per cent, the rate
depending on certain charaéteristics of the corporation.
Finally, corporate dividends and interest payments recéived
by individuals are taxed under the general income tax. Con-
ceptually, all of these'taxes are part of the total income
tax burden on corporate investors.

According to the law, the tax is an obligation of the
shareholder rather than that of the corporation, but in
practice the administratofs of the tax have no contact with
the shareholder. The tax may be looked upon as a withhold-
ing levy in the sense that dividends and interest are exempt
from the profits tax. Some of this rationale is lost, how-
ever,.in view of the fact that the tax on dividends ahd in-
terest varies between 18 and 30 per cent; while the profits
tax on individuals is only 16 pér cent.

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

This distinction is baged on_wheﬁhér or not the headquarters
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of the corporation is located in Viet Nam. Gorporations with
headquarters outside of-Viet.Nam (foreign corporations) are
taxed at the rate of 30 per cent on all dividends and interesﬁ
payments allocated to Viet Nam. The allocation is made on
the basis of the total "turnover® resulting from operations
in Viet Nam and the total "turnoverﬁ of the corporation. In
other words, the application of the tax follows the formula:

309 x total "turnover" resulting from operations

distribution * in Viet Nam
total "turnover" of the corporatlon

The determination of what constitutes "turnover" depends
on the nature of the business. Examplés are: amount of pre-
miums for insurance companies; amount of loéns for mortgage
cpmpanies; amount of assets for real estate companies; physical
amount of produét for plantations; amount of sales for com-
-mercial‘businesses; and the amount of recéipts for banks.

The tax no doubt has many unneuﬁralifies among various busi-
nesses with such diversé bases Being used for application of
the tax rate. ' | |
| Vietnameée corporations (those ﬁith headquarters in
Viet Nam) are divided into two ﬁypes;
(1) Socidté & responsabilite limitée (S.A.R.L,): These

are limited liability corporations, but the shares of the
company can be sold to non-owners onl&_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
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or is like a partnership, but with limited liability. The
rate of téx on dividends paid by S.A.R,L. corporations is
18 ber cent. Real estate companles are treated uniguely be=-

cause the law defines all of these as 3.A.R.L. companies,

(2) Société anonyme (3.A.): These are also limited lia-

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

Intérest payments and fees 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. Fees receive
a total exemption of 50,0004VN for each company, with no
more than 25,0004VN alldwable'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
S.A.R.L. companies, however, and fees not covered by the
exemption are taxed at the rate of 30 per cent.

The greater number of corporations operating in Viet Nam
are of the S;A.R.L. type, but most of the large Vietnamese
and foreign_corporations are S.,A. In 1959, there.were approxi-
mately 588 S.A.R.L. corporations, 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. corporations

with foreign headquarters.
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Banking corporations afford a particular illustration
of the application of the varying tax rates., There are 12
banking corporations 0perating in Viet Nam; all of which are
5.A. Three of the banks are headquartered in Viet Nam, and
50 pay a 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 cent on both dividends
and interest paid after appropriate allocation.
4 The adminlstration 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; constitute the
same operation in the sense that what is assessed is also
collected. Secondly, there is prepayment of the tax. Each
year, a eompany 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,ralthough
it is the obligation of the Directorate to determine that all
taxpayers are forwarding tax payments. The fact that corpora-
tions in Viet Nam need no legal aﬁthorization in order to in-
corporate (with the exception of insurance companies) makes
it necessary to add to the roll of new taxpayers by reading
newspapers, obtaining'information from other tax departments,
etc. Pinally, the tax is computed on the gross amount of

dividends and interest paid without permitting any deductions.

B
.
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| Companies owned by the French have gone through three

stages of tax treatment within recent years: (1) Before 1955,
French companies headquartered in France and with operations
in Viet Nam could pay their taxes in France, and the French
GoVernment in turn reimbursed the Fréench Government in Viet Nam.
(2) In 1955 French companies webe 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-.
cﬂarters were in France. (3) Since January 7, 1959, French
companies have been considered as foreign companies if head-
qﬁartered in France, and thus are subject to the higher tax
rate applicable to foreign companies.

The tax on dividends and interest is 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. Assessments and Collections

Assessments

Thefe,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 one. The unique one is
the tax on dividends and interest paid by corporations. This
tax fequires voluntary assessment and current payment of the
tax on the part of corporations, and the tax collections are
made by the General Dlrectorate of Taxation instead of by the
Gensral Treasury. As a result, assessment and collection
totals are ldentical. The other four income taxeg--on salaries,
individual profits, corporate profits, and the general income
tax--follow three steps in administration: (1) the taxpayer
has the obligation to forward a tax return, which should
contain all of the relevant information needed for the assess-
ment of the tax; (2)-it is the reSpensibility of the General
Directorate of Taxation to calculate and assess the tax based
on the information given by the taxpayer, or to verify the
information if need be; and (3) the General Treasury has the
responsibility of colleeting all tax assessments made by the
General Directorate ef Taxation. Because of this hybrid
method of admlnistering the five taxes, the ensuing Table 1
showing total assessments for the five taxes on income only
indicates the actual collections for the tax on dividends and

interest .’ paid by corporatlons.



20

r.Becaﬁse the General Directorate of Taxation is only re~

opoﬁsible for bssessing and not collecting four of the five
rather than collection

income taxes, tax assessment/data constitute the principal
quantltative measuring rod of performance of the General
Direétofaté; Déspite this, there is no regularized, complete,
and accurate system of recording assessménts. Tab%e 1, in
fact, represents the first time that the totaifliiome tax
assessment data 'has been assembled in a single schematic
ipresentation. 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 was necessary
in some instances to develop original series of assessments
from primary data. Fossible reasons for this inadequacy of -
statistics are the complexity of the taxes themselves, im-
perfections in the methods used to report assessments, and
probably most important, a lack of appreciation for the use-
fulness of accurate statistics for tax policy.and admini-
strative purposés.

Table 1 requires sevéral préliminary explanatory remarks:

(1) Statistics for the taxes on salaries, profits of
individuals and corporations, and the general income tax
are for the Vietnamese financial year, which is a period 6f
17 months following the income year. For example, income
earned during calendar yéar 1957 ié assessed during thé
financial year of January 1, 1958 to May 31, 1959. This

latter period of 17 months is referred to as financial year
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1958; The only exception to this rule is for the tax on
dividends and interests. ..Fathls tax, the assessment is made
during the saﬁe;l24m6nth period during which the dividends
and interest are paid.

(2) StatiStiés'are not dvailable for the period before
financial year 1954 becéuse 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. o

(3) Assessments for the salary and profits tax on in~
dividuals are intermixed to a minor degree, The reason for
this is that if a taxpayer only has a salary income, the.tax
assessment on this inéome is reported aé 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 l.understate the amount
of salary tax asseéément and overstate by an equal amount
the total of profit tax assessment, These errors are not
thought to be of much importance, however, ..~ »  -n-
Bacawin taxpéyérs with both types of income are considered
to represent a relatively small'percentage of all taxpayeré.

(4) Table 1 shows no breakdown for the profits tax
between assessments on individuals and that on corporations,
although the tax is really two distinct levies. This break-
down is only available for Saigdn, and it would be a very

laborious and time-consuming effort to obtain all provincial
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records in order to obtain the breakdown between the two
taieé’for all of Viet Nam,

(55 As mentidhed pfeviously; incbme is usually reported
by the taxpayer on a éalendaf ye&f basis, say from January 1,
.1957_to December 31; 1957. Thé asSéSSmént pefiod féf ﬁﬂié
inCOmé (the time during which the tax is assessed on the re-
porﬁéd income) is 17 motiths-+of for income year 1957, the
finéncial or assessment year is from January 1, 1958 to May 31,
1959, Ify however,'é tax.is assessed during this assessment
period on income earned before éalendar year 1957, there is
'no record maintained of whethén this tax is attributable to
the salary; profits, or general income tax. These assess-
ments are reported in Table 1 as "Unclassified."

It is quite apparent from the fofegoing-explanations
that no finitely accurate conclusions are possible from the
statistics in Table 1, because there are serious shortcomings
in both the quality and quéhtity of data available. However,
it is still possible to derive at least three'important.policy
conclusions that are substantially reliable: o

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

larly burdensome on non~wage income, This is apparent by
assigning percentages to the total of all assessments for
'financial years 1954 to 1958 inclusive. The results obtained

are:
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TABLE 1

Amount of Income Tax Assessments and
Number of Corporations &nd Individuals Assesséd

Sourccs:

1.

2. Not aveilable.

Ceneral Directorate of Taxation

Ihcomplete -- 12 out of 17 months.

==z= —"'" === _" ===

and Ministry of Finance.

i —— — —

%21 31—

Type of Tax 1954, 1955 1956 1957 1958 Totals

I Salary '
($VN) 10,952,486( 18,196,975} 19,130,439 20,901,527 20,119,85£' 89,301,282
NumHer L,514 336 10,826 13 728 (2) 34,454

II Profits of
Individuals
and Corpora- ' 1
tions ($VN) 378,903,561 642 605,685 (494,587,408 [398,460,2121410,348,54412,324,905,410
Nuwoer S ¥9,687 5,211 11,437 11,609 (2) 33,404

TII Genaral : ‘ ' ' 1 '
Incoms {$VN) 109,670, 683 124,018,933 {132,599,345 | 123,778,023 |103,904,7657 593,971,749
Number 9,548 9,261 20,558 22,232 (2) 61,599

IV Unciassified S .
($VN) 31291,776 24,962,853 | 94,516,774 93,512,094|117,540,60371 338,824,100
Num»er (2) (2) (2) (2) (2) (2)

V. dividends and ' ‘ ' ‘
Interest (*VN) |342,736,012]| 198,317,564 |247,754,135}122,020,119 l38,25§,7h2 1,049,085,572
Number (2) (2) (2) (2) (2 (2)

Totals ($VN) 845, 55h 518 1,008, 102 010|988,588,101|763, 671 975 790,171,50&'4,396,088,113

S ke e e St ke S ——
3 3 1
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Type of Tax Total Assessment
' | {Per cent}

Frofits of individuals and corporations 52.9
Dividends and interest , 23.9
General income tax ' - 13.5°
Unclassified 7.7
Salaries and wages 2.0

Total 1000

These data may be refined further by making adjustments
for the fact that wages and salaries are also taxed under the
general ihcdme tax, and also to compensate for a proportion
of the salary tax which is included in the category "un-
classified.? It is estimated that two-thirds of the general
income tax is attributablelto wages and salaries, and one-
tenth of the unclassified category 1s assignable to the salary
tax. Making adjustments-for these two circumstances results
in the estimate that approximately 12 per cent of all income
tax assessments are borne by wages and salaries and the re-
maining 88 per cent by the sum of dividends, interest; rent,
and profits. |

(2) The system of taxing income in Viet Nam is partich

larly burdensome on the corporate form of business. Although

there is no accurate breékdown available to show what pro-
portion of the tax on profits is attributable to individuals
as compared to_corporations for all of Viet Nam, statistics
fof Salgon (where a separation is made) make possible the
réasonably accurate estimate that 90 per cent of all profits:

tax assessments are borne by corporations. Comblning this



25

estimate with the known percentage of total assessments attri-
butable to the tax on dividends and interest paid by corporé—
tions, and making adjustments for assessments on corporate
earnings which are included in the general income tax and the
"Unclassified" category, results in the estimate that about
77 per cent of all income tax assesSments‘are.borne by cor-
porate earnings. OSince it has been determined p;eviously
that about 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 earned by individuals.

Another important aspect of corporate taxation is that
a relatively large proportion of totai corporate tax agsess-
ments is borne by a few compahies. Table 2 lisﬁs the 24
highest corporate income tax assessments'processed by the
Saigon Corporate Tax Bureau in 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 total corpofate assessments. The concentra-
tion 1s so great.that;the four firms in Table 2 with the
highest asseésments account for 34 per cent of total corporate
assessments, Such dominance of the income tax by a few large
(and principally foreign)} corporations ié an undesirable
development, because it réflects a.tendency to obﬁain tax
revenues where they are easiest to assess and it results in

instability of assessments.
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Table 2
List of 24 Highest Corporate Income Tax Assesments in
Financial Year 1958 with Comparative Assessments for 1955.

Corporate Income Tax Assessments.

Name of Corporation 1958 1955

$VN $vN
1. Brasséries et Glaciéres de 1'Indochine 56,382,480 63,092,400
2, 5té des. Plantations de Terres Rouges 30,742, 560 12,381 100
3. Cie des Eaux et d!'Elect. Indochine 25,205,760 20,246,880
4. -5té Indochinoise des Plantations d'Hévéas 21,606,240 lh 281,440

5. Sté Michelin de Production de Cacutchouc 15,240,000 (ls

6. Banque Viet-Nam Thuong-Tin 13,052,400 (2)

7. Banque Franqaise de 1'Asie 11,536,080 (3)
8, Sté Frse des Distilleries de 1!'Indochine 10,525,240 7960, LOU
. 9 Stq Indochinolse des Tabaca J. Bastos 9, 582,500 11,372,400
10, ©Ste des Caoutchoue d'E. O. ° 8,857,920 7,958,800
11. Banque Franco-Chinoise 7,236,480 9, 677 76(
12, Sté Immobiliere Hui Bon Hoa 6 »312,320 h,068 96(:
13, Credit Foncler st Immobilier 5 %LL 560 3,804,20L
14. Cie Générale des Ets. Michelin 5,110 320 17,878 320
15, Sté des Eaux Gazmouwsos d!'Indochine L,662,720 6,992, 40C
16, Banque Nationale pr. le Commerce et de L'Ind., 3,935,760 6 s450,000
17. Sté Caoutchoucs du Donai 3,892,320 2 5 024,160
18. Sté Caltex 3,691,680 2 5959, 9RC
19. Chartered Bank of Indis 3,485,040 2,137,920
20. Mitac 3,320, 880 9,593, 520
21, BStandard Vacuum 0il Company 3,062,640 19,065, 50C
22, Bank of China - 3,244,320 2,648,160
23, S5té des Hévéas de Thy-Ninh 2,121,840 1,571,260
2L, Viet-Nam Ngin-Hing 2,014,560 681,360
Totals 258,752,060 226,850, 98,

‘ (1) Not in operation in 1955; started in 1957
E2) Started operations in 1955,
3) Operated under different name in 1955,
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(3) Total income tax assessments in recent years 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 assessments from 1954 to 1955 of

845 million VN to 1,008 million $VN. Then total assess=~

ments fell to 989 million VN in 1956, and to 764 million §VN

in 1957. Financial year 1958 represents a recovery, with

790 million $VN for 12 months, with this total likely to rise

"to about 840 million'%VN by ﬁhe end of the financial year}

But even with this recovery, total income tax assessments in

financial year 1958 will be lowér than in either 1955 or 1956.
"TABLE 3

Income Tax Assessments, Total Tax Revenues
and Net Domestic Froduct

FPercentage
Total - of
Income Income Tax
Finan- Tax Total Assessments Net
+¢cial  Asses~ Tax to Total Tax Domestic
Year ments Revenues Revenues Product
- illions (MillTons ' (MiTlions
of $VN) of $VN) of $VN)
1954 845 5,486 15.4 Not available
1955 1,008 5,252 19.0 Not available
1956 989 6,308 15,7 6l , 26l
1957 76, 8,138 9.4 69,419
1958 7901 7,334 10.8 69,2002

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

% Incomplete-=12 out of 17 months.
Estimated.
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_This*deérease iﬁ income tax assessments is the opposite
to what is to be expected in an expanding economy. It is
.&a characteristic feature of the inéome tax for it to be
elastic with respect to changes in the national income; in
lother words, a given increase in the national income will re-
sult in a more than proportionate increase in income tax re-
ceipts, other things being equal., Therefore, if the admini-
stration of the income tax is considered to be a tonstant, the
decrease in income tax assessments in Table 3 would imﬁly that
a recession started after income year 1954 (financial year
- 1955) and that Viet Nam only started to recover from this
recession 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 each year éince financial year l958.'lNet domestic
product data also show an increase frbm 64,264 million $VN
in financial year 1956 to 69,419 million $VN in financial
year 1957, while during the same two-year period income tax
assessments déecreased. The net domestic productAdata show
-that Viet Nam did have a recession, but this occurred during
| .income year 1957 (financial year 1958).

Collections:

In the method of collecting income taxes in Viet Nam,

the General Directorate of Taxation only has 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 assessed
by the General Directorate of Taxation, but are collected by
the General Treasury.

 For the tax on dividends and interest, no formal assess-

ment is needed. Inetead, the tax is paid currently and in ad-

vance of'actual dividend declarations, based on the amount of

dividends pald in the previous year, Then the final tax {or
refund) is made when corporations assess themselves at the time

of flling”thelr annual‘reports. Withholding at the source and

‘prepayment of the tax:on dividends and interest is accomplished

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
securities 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 8 per cent

of the business capital for new corporatlons.

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 immediately.. Overpayments are credited
against the provisional quarterly payments of the current year,

or are refunded for corporations which cease operations.
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In contrast, current payment and wiﬁhholding fqr the
other income taxes is very limited. The usual procedure is
for taxpayers to submit a return by March 31, but this return
only contains infofmation on income received. Tax assess-
ments are made by the General Directorate of‘Taxation; aﬁd
the tax rolls are then forwarded to tﬁe General Treasury for
collection. Article 29 of the General Code provides for with-
holding from wages and salary, but the article has only been
implemented for members of the armed forces.

In view of the above, withholding and prepayment of in-
come taxes in Viet Nam are presently confined to two rather
limited areas -- on dividends and interest paid by corpora-
tioné and on the salaries of members of the armed forces. As
a result, the great bulk of collection is dohe.through.formal
assessment, the preparation of tax rolls, and collection by
the Gehefal Treasury. This process is glow and cumbersome.
It is so slow 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 uﬁtil 1959.

Table 4 has been prepared in order to compare income
tax assegements and collections for each income tax except
for the.one on dividends and interest. The Table shows tﬁat
the ratio of salary tax collections to assessmentslwas low in

1954 and 1955, but that there was an improvement in 1956 and
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Table &
1

Type of Tax 1954 1955 1956 1957 1958 Totals
Salary
Axsessments 10,925,486 18,196,975 19,160,949 20,747,118 18,060,989 87,091, 517
M"ollactions 1l I 553 3’ le-zlv l: 668: 832 13 » 186,12h 19, 568, 296 u’ h50, 926 h?s&?lhzn?
Perlcent

collected 14.2 9.2 68.8 94.3 63.7 T A
Individual and
worporate
frofits
Assessments 378,903, 561 643,605,685  L94,902,276 385,563,192 383,990,444 2,285,965,158
Collections 341,232,299 538,779,415 433,989,785 350,115,723 299, 545,528 1,963,662,750
Per cent

callecued 90,0 83.8 87.7 %0,.8 78.0 85,9
General Income |
Assessments 109,670,683 124,018,933 131,702,020 124,130,360 95,038,702 584, 560,698
"ollections 85,507,128 88,893,797 85,924,071 97,355,179 52,833,870 410,514,045
rer cent

collected 7.9 71.7 65.2 784 55.6 70.2

l'S‘l'.a.t.:l‘.st.ic:s for financial year 1958 are incomplete, as data only up to Oct, 31,1958 were available when the
However, later information obtained without a breakdown for specific taxes indicates that 5

fable was assembled.
totel assessments were 502,222,504 $VN and total collections were 409,314,376 $VN as of December 31, 1958.
These to%als represent a collection ratio of 81 per cent for the first 12 months of financial year 1958,
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Table 4 (cont.)

Type of tax 1954 1955 1956
Unclassified
Assessments 3,291,776 24,962,853 95,316,023
Collections 1,859,258 8,102,660 34,653,108
Per cent

collected 56.5 32.5 36.2

 Totals

Assessments 502,791, 506 809,784,446 741,081,268
Collections 430,151,929 637,444,704 567,753,088
Per cent

collected 85.6 78.7 76.6
Source: General Directorate of Treasury

1957

101, 560,301
33,101,128

32.6

632,000,971
500,140,326

79.1

1958

65,384,007
21,353,033

32.7

562,470,152
385,183,357

68.5

Tatals

290, 514,970
99, 069) 187

341

3,248,132,343
2,520,673,404

7.6
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1957.2  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 the 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-hand corner
of the table. This figure shows that for all taxes and for
all years, the General Treasury collected 77.6 per cent of all
assessments made by the General Direcforate of Taxation;

Collections are made by the 3Service of Collection of the
General Treasury. This Service collects the land tax, the
_patente; the various income taxes, as well as taxes on mines
and forests. There is a total staff of 37 persons in the Ser-
vice, but only 5 employees are available fbr actually approach-
ing taxpayers at their residence or place of business. Within
recent years, the total staff of the Service has been decreased.

The collection effort relative to those taxpayers who do

not pay voluntarily appéars to be anemic, Inspectors are

3/ The Service of Collection of the General Treasury denies
that it was possible during 1954 and 1955 to make an
accurate dlstinction between salary and profits tax
collections, since both o©f these taxes were on the same
rolls. The Finance Department has accepted the break-
down 1n the table, however.
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sent out to the residences of the taxpayers, but it 1s reported
that the taxpayers are invariably not at home. The General
Treasury haifggiers té attach property; but no cases are ).
brought to court. Delinquent cases are declared uncollectible
when taxpayers cannot be found.

| Othef reasons which may be advanced for the fact that

_ income
for all years and for all/taxes the General Treasury only
collects three~fourths of all assessments made by the General
Directorate of Taxation are: (1) A corporation or individual
taxpayer may be assessed for a three-year period, but the tax-
payer cannot pay all of the taxes due in one. year:s (2) When
assessments are delayed, collections are also delayed: (3)
The taxpayer is often too poor to pay the tax by the time
that collection is attempteds (4) The address or name of
the taxpayer may be incorrect, making collection difficult: RV
(5) Some foreigners return to their own country before the tax
can be collected., _

Two policy conclusions emerge from this analysis. The
first 1s that many of these problems could be avoided with
withholding and current payment of the income tax. In other
words, the delay between assessment and collection is so
excessive that taxpayers have time to be able to become in-
solvent or otherwise avold their liabilities. Secondly, it
is a'pdor prihciple to separate the responsibilities for
asgessment and collection, This ailOWS one agency to blame

- the other for its own shortcomings; the collection agency
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can rétiénalize its inefficienciés by blaming the assessment
agency, and vice versa. Increased collections would likely
result if the General Directorate were made responsible for -
collecting its own ésSeSsments.

2. Incgmguiax“Deductions

Three of the five income taxes used in Viet Nam apply
to individuals: the salary tax,.the profits tax on individuals,
and the general income tax. Each of these three taxes permit
certain péfsonal deductions in common.  An attempt will be
made in'é‘subsequent section entitled "Comparative Income
Tax Burdens" to illustrate that the amount of ‘personal deduc-
tions which may be claimed depends considérably on the type
of inCOme recelvedu—whether salary or profit-~and also on
'the way in which the salary is pald. As a prologue to this
inquiry, bfiéf enumeration is made of the various personal
deductioné allowable.

(1) Pensions: Taxpayers may deduct from ﬁheir gross
income any pension payments made up to a maximum
of 6 per cent of their basic salary. In practice;
this pr@vision allows civil servants to deduct all
contributions which they actually make toward their
pensions. ‘

(2) Profegsional Deductions: This deduction is for such -
expenditurés as trénsportation, books, and entertain-
ment, when no spegial allowances for these expenses

are providéd. 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 -
withouﬁ proof, but amounts'exceeding'these limits
must be supported with evidence.

Previous 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 fespect to the
deduction of the previous year‘s profit tax in arriv-
ing at the base of the ﬁrofits tax. The general
income tax permits the deduétion of the previous
year's general ingoﬁe Eéx, as well as any salary or
profits tax:paid during the previous year,

Abatements: These deductions are comparable to per~

sonal exemptions. The schedule is: 30,000 VN for
the head of 'a family and for single persons; 15,000 VN
for a wife; 5,000 VN for each child under 21 years

or under 25 years if studylng in a university; énd

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.

Entertainment Allowances: Certain governmental em-

ployees of high rank, such as provihce chiefs, mini-
sters, and the Governor of the National Bank, are

granted entertainment allowances, which are deductible

~in full.

R
'
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Living Allowances of Foreigners: Salary supplements

paid to foréignérs 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 14,400 $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 sérvants is only partial, according to the
following schedule:

1 servant provided: 1 deductible

2o Moy
3 " "o, 2. "
b o nooy 3 "
5 n | " : 3 "

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 attending

. school. Only the cost of living adjustments for wives

and dependent ohildren are allowable personal income
tax deductions. Private employees generally do not

receive g cost of living adJuatment.
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(9) Family Indemnity: All public employees and about

90 per cent of private employees recelve family in-

demnity payments. Each public employee receives

350 $VN per month for his wife (4,200 $VN annually)

. annually

and 350 @VN (4,200 $VN) for each dependent child.

These payments are fully deductible. Private em-

ployees are pald family indemnity allowances from

a fund financed by cohpuisory efiployer contributions..

Compared to public eleoyees, these payments (and

deductiona) are larger for wives (5,544 $WN

but smaller for ¢hildren (2,214.60 VN per each de-

pendent childi.

| Civil sefvants constitute the larger proportion (approxi-

mately five~sixths) of all taxpayers filing returns under
the salary income tax. The illustration following shows
hqw the various wage supplements are added to the basic wage
of a civil servant, and then in turn how many of the supple-
ments are deducted before determinihg taxable income. The
level of income chosen is that for a Chief of Bureau, Which,
in general, represents eafnings within the highest 10 per cent
~of civil service salaries. It may be noted that the total
annual income received 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 Civil Servant (wife'
and four children): '

Basic salary for position 58,165 VN

Cost of living addition 35,400
Pension | 3,965
Family indemnity, 16,200
Supplement df function 9;600
Gross Income - 123,330 $VN
Less: |

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

117,481 VN

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

3+« Comparative Income Tax Burdens

One of the basie shortcomings of the Vietnamese system
of taxing income 1is ﬁnneutrélity. it is conceived as a basic.
premise of the lncome tax that the recelpt of income con-
stitutes the principal measﬁring rod of the ability to pay
the tax. For this reason, taxpéyers who receive the same
amounts of income.should‘be treated in the'same\way,

v . s L ; . : v
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[y Corta . ,; while taxpayers receiving differ-
ent amounts of income should be treated differently. When
this results; the tax system is said to be neutral among
taxpayers;.when it does not, it is said to be unneutral.

The Vietnamese system of taxing income is unneutral to a
marked degree, however, because the tax burden borne by an
individﬁal is largely-determined.b& the type rather than by
the amount of income received. Because this unneutrality is
so basic with respect to tax refdrmj é geries of tables haé |
been developed in order to;bring faétﬁal.evidencé to bear on
the resolution of the problem.

| The salary tax is predominantly a tax on public employees,
since approximately 12,500 returns out of 15,000 are received
from civil servants and tﬁe military; Further, the tax is
largely borne by 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 incur.a tax liability. In a typical
- government office, this would mean that only about 1l per cent
of all employees would be taxable. For example, the Genefal
Directorate of Taxation has 520 employees in Saigon, but only
58 have a rank of chief of bureau or above. |

A characteristic feature of sélary.remuneratioh in the

Vietnamese civil service is to start with a reiatively low
.basic salary and add various and sundry increménts, all of
which édd up to the total gross cash income reéeived. ‘These

increments are important and have been documented in full in



Basic Salary and Salary Increments for Four Civil Servant Positionsl

Position Basic
salary
Chief of
Bureau 58,165
Director 82,723
General

Director 129,264

Minister
of a
department 242,658

1. Calculations are based on the assumption that the taxpayer has

dependent parent

Personal
cost of
living

addition

14, 400

14,400

14,400

LO
TABLE 1

Sup:lement

Pension of
function
3,965 9,600

5,640 24,000

8,803 37,200

Housing
and uti-~
lities
allowances

8,400

12,000

27,600

Enter- Family
Servants taimment indem-~
allow- nity
ances
— - 16,200
- - 16,200
28,800
(2 servants) - 16,200

72,000 144,000 16,200

(5 servants)

Family
cost of
Iving
addition

21,000

21,000

21,000

21,000

a wife, four dependent children,'and one

Gross
Income

123,330

172,363

523,458

o
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Table 1 because most of them are also deductible from gross
income before arriving at the taxable base of the salary and
- general iﬁcome 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 1
indicates that the basic salary is less than 50 per dent of
the total gross income fof four high~level civil service
positions. |

Table 2 indicates that what represents rather substantial
le&els of gross income deteriorates into very reduced levels
of taxable income. This is particularly true of gross in-
come at the level 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 cent of this amouﬁt or
5, guo8un. 2/

are not as extreme for higher levels of gross iricome, but

These reductions from gross to taxable income

they are still substantial. For the salary tax, the ratio
of taxable income to gross income at the gross income level
of 1?2,363$VN'is 28 per cent, while the same ratio is ALk per
cent for a grdsé income of 267,6674VN and 43 per cent for a
gross income of 523,&58$VN..'Thus, not only is the gross
income substantially eroded away by deductions, but it is
eroded away in a manner which is relatively more favorable

to lower taxable incomes.

4/ An even more favorably treated group may be the Vietnamese
- employees of United 3tates agencies. It has been deter-
mined by United States agencles that 34 per cent of their
gross salary constitutes family allowance, and thus 34 per
cent of thelr income is deductible for this one item alone. -
However, this deduction of 34 per cent is at present being
questbeed by the Director General of Taxation. o



42
TARLE 2

Determination of Taxable Income for Four Civil Servant Posit:'mnsl

"

Gross Pensior Professional Family Family Entertain- Abate- Seevants Previous Taxeble Previous
Income deduction cost of indemnity ment allow- ments Year's Income for Jear's
. 1iving ances salary salary tax general
income Income tax
tax '
123,330 3,965 8,216 21,000 16,200 - 68,000 - 50 5,899 co500
172 :363 5’ 61!-0 12, 952 21 ’ COo0 ‘ 16: 200 - 68.! 000 - 1!-80 LI-B, 091 anm
267,661 8,802 19,434 21,000 16,200 — 68,000 14,400 2,350 117,481 BT
523,458 - — 21,000 16,200 144,000 68,000 43,200 8,050 223,008 R5;106

1. Cilculations are based on the assumption that the taxpayer has a wife, four dependent children, and one dependent

parent. o
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Table 3 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 grbss income received.

The Table shows that a civil servant with an annual gross
income of 123,3304VN {approximately #l,?lB_U.S. at the free
market rate of exchange) would pay only 504$VN under the
salary tax, which is less than §$1.00 U.3. The effective
rate of taxation is only .04 per cent for the salary tax and
.08 per cent for both the salary and general income t&kes,
and his total tax burden for both taxes is only 105$VN,‘or
approximately $1.50 U.S.

It could be argued that when an employee receives only
the equivalent of $1,713 U.3., a tax of more than §1.50 is
an undue burden. However, taxpaying capécity-should be
measured in the context of Vietnamese capacity to pay. An
income of $1,713 constitutes a relatively high income in

Viet Nam. It is within the highest decile of all salary
| incomes of civil servants,land civil servants, 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 civil servant earning a gross income of
$1,713 U.S, is the per capita income of Viet Nam bf about |
%130 U.S., which is about $780 for a taxpayer-ﬁith'five de-
pendents. The data in Table 3 indicate that even a Minisﬁer
of a Department with a relativély high gross income of
523,4583VN has a combined sffective. tax rate for both the

salary and general income taxes of only 5.29 per cent.

M

s



Cross Tncome

123,330
72,363
2€7,667

523,458

iy
TABLE 3

Effective Rates of the Salary and General Income Taxes for Four

Amount of
Salary Tax

480

2,250

7,650

Civil Servant Positions

&ffective Rate
of Salary Tax

.27
84

l.hé

Amount of . ‘Effective
general income rate of
Tax General In-
come tax
50 Ne'A
1,300 .75
6,550 2.46
20,050 3.83

Total Salary
and general
income taxes

100

1,780

8,800

27,700

Combined effective
rate of salary
and general income
taxes.,

.008
1.03
3.35

5.29
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Tables hfand 5 have been prepared'in order to compare
the tax burdens of public and private employees. To do ﬁhis,
the same four levels 6f gross income &re used in Tables 4
and 5 which were used previously for civii gervants. The
reason for this domparison is to demonstrate that the salary
and general income taxes have a built-in bilas in favor of
public emploYees. As shown in Table 4, the reason for this

bias 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 emplbyées generally recei%e
no cost of living allowance, and so cannét deduct this amount
from their gréss income, Consequently, the ratios of taxable
to gross income for private employees are substantially higher
than they are for public employees. FPreviously, it was shown
that the ratio of ﬁaxable income to gross income for a public
servant with a gross.income 01.123,320$VN was 5 per cent. For
a taxpayer with the same gross inéome, 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 in favor of public employees 1is
shown best by comparing the combined effective rates of the
$alary and generél income taxes for public employees in Table 3
with similar rates for private employees in Table 5., At the
gross income level of 123,330$VN, private employees have an
effective rate of_.69 as compared to only .08 for public em-
ployees, while for the other three-incbme levels, the effective

rate for public employees is aboutone-half of that for private
employeas, : ' :

A
f

oot
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TABLE 4
Gross Income Professional Family Abatements Previous Year's Taxable Previous Taxable
Dedveiion Indemnity salary income Income for Year's general Income for
tax salary tax income tax general in-
come tax
123,330 10,890 14,414 68,000 300 29,726 570 29,156
172,363 15,7% U404 . 68,000 980 73,175 3040 70,135
265,667 24,5 560 14,434 68,000 4,530 154,163 13, &5 140, 548

523,458 38,170 14,414 68,000 16,640 386,234 62, 000 324,234



Gross Income

123,330

172,363

265,667

523,458

L7
Table 5

Effective Rates of the Salary and General Income Taxes for Four
Taxpayers in the Private Sector

Amount of Effective rate  Amount of Effective rate Total salary and

Salary Tax of salary tax General - of general General Income
Income tax Income tax Taxes
290 0.23 570 A6 860
960 0.55 2,800 1.62 3,760
205 1.58 11,575 L.36 | 15,780

15,810 3.2 41,550 7.9% 57,360

Combined effective
rate of salary and
General Income Taxes

0.69

2.18

5.93

10,95
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Attention is given next to the combination of the
profits.tax and general income tax, whiéh is paid by self-
_employed professiohal people and indlviduals in receipt of
income other than wages and salary. For comparative purposés,
the same four levels of gross income used previously have
been included in Table 6, but three other levels of gross
income have been added «~ one at 70;OOO$VN Because business-
mén become taxable at a lower level of gross income, and two
at higher levels of gross income, because profit receipts.
often can exceed salary réceipts.

Table 6 indicates that those in receipt of non-wage
income are also discriminated against. The first reason for
this discrimination is that there are generally only twé
deductions which they may claim -- abafements énd the amount
of previous year's tax paid. As a result, the ratio of tax-
able to gross income is relatively high under the profits
tax as compared to the salary tax. For example, at the gross
income level of 123,320§VN, it was previously shown that the
ratio of taxabié to gross income for the salary tax was only
5 per cent for a civil servant, while under the profits tax
the same ratio at this level 6f gross income is 38 per cent.
Because receivers of non-wage incomé have limited deductiéns,
they become taxable at the level of about 70,000$VN gross
income, whereas receivers of wage income oniy become taxable

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



‘Gross Income

70,000
123,330
172,363
265,667
520,458

11000,000

2000, 000

Abatements

68,000
68,000
68,000
68,000
68,000
68,000
68,000

49

TABLE 6

Previous Year!'s

Individual Profit

Tax
320
8,800
16,640
31,520
72,800
149,120
309,120

Determination of Taxable Income for Different Level of
Profit Incomel

Taxable Income

for Individual

Profit Tax
1,680
46,520
87,720
166,147
382,658
782,820

1,622,880

Previous Year's

General Income
Tax

10
L,300
s 430
15,400
61,000
207,400

626, 500

Taxable Income
for General
Income Tax
1,670
45,220
- 83,290
150,747
321,658
275,480

996,380

Calculations are based on the assumption that the taxpayer has a wife » four dependent children, and

one dépendent parznt
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The combination of limited 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 7 shows that a taxpayer with a profit of 123;330$ W
would pay a combined effective rate for the‘profits and
general income taxes of 6.98 per éent, while the combined
effective rate for this level of income under the salary
and general inéome'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
pfoperty, because the land tax is in part a net income tax.
Assume, for example, that a Saigon landlord receives 20,000$VN
gross income per month or 2L0,000$VN per annum.from the
rental of a house. In a typical case, the tax on the land
for this property would be .85 centimes pef 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 cent for expenses, which amounts to 10,800§VN.

The combination of these two taxes, 6r 11,6504VN, is payable
to the National deernment, while the total land tax péyab;e
to the City of Saigon is double this amouht, or 23,3004VN,
Land taxes payable to bqth governments thus total 34,9504VN,
which constitutes 14 per cent of the gross income froﬁ the
property, or 19 per cent of the net income. In addition to

land taxes, this landlord must pay the individual profits



TABLE 7
Gross income Amount of Effective Rate Amount of Effective Rate Total Profits Combined Effective
Profits Tax of Profits ‘Tax General of General . and General Rate of Profits and
Incore Tax Income Tax Income Taxes General Inccome Taxea
70,000 160 0.22 10 0.01 170 0.2,
123,330 7,360 5.9 1, 250 1.00 8,610 6.98
172,363 13,920 8.07 3, 870 2.24 17,790 10.32
265,667 26,560 9.92 13, 000 4.89 39, 560 ' | 14.81
523,458 61,120 11.67 L5, 750 8.73 106,870 20,41
| 1,000,000 125,120 ‘ 12.51 123, 750 12.17 246,870 24,.68

2,000,000 259, 520 12.97 273, 500 13.67 533,020 26.65
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and general income taxes on his net rental income of approxi-
mately 180;000$VN; Whidh has been shown in Table ‘7 to be about
10 per cent, | |

Atténtioq is now giveh to an analysis of the income tax
burdens borne by corporate investors. Before indicating the
results, a few preliminary explanations to Table & are neces-
sary: (1) The two types of corporations dealt with -~ the 3.A.
(publicly held) and S.A.R.L. (privately held) -- are both
assumed to be headquartered in Viet Nam. (2) The effective
tax rates are calculated under two assumptions =~ that 50 per
cent of net profit is distributed in the ratio of 90 per cent
dividends and 10 per cent interest, and that 100 per cent of
net prbfit is distributed in the ratio of 90.per cent dividends
and 10 ber cent interest. (3) It is assumed that dividends
and interest payments by corporations are received 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 from Table 7.

Daté‘in Table 8 now make possible an importént com~
parison between the combined effective tax burdens borne
by corporate investors (shown in Table 8) with thé'effective
tax rates borne by iﬁvestors in non-corporate entities

(shown in Table 7). This comparison shows that cor-.
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poréte_investorsibear an income tax burden.which is 50 to
100 per cent higher than receivers of income from non-corporate
entities., ' |

Iﬁ would be desirable at this stage of the analysié 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
investors. The difficulty involves the tax levied on the in-

‘terest and‘difidéhds paid by corporations. In the_cése of

foreign corporations, this tax is based on the combination
of "turnover" in Viet Nam and the amount of dividends‘declared
in the-home country of the corporation. As a result, there |
| can actually 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. |

These circumstances can be explained best by an example.
Assume that a large'rubber company is headquartered in Franée,,
and that one~tenth of its physical production_is'attribﬁtable
to Viet Nam and the other nine~tenths ﬁo other parts of the
world. If one million.francs were distributéd by the parent
company in Frahée as divideﬁds, Viet Nam woulgd 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 distributlon possible. 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 turn-
over of the corporation, and in the cése of rubber} turnover
is 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 to
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 headguartered in Viet Nam., Whether this
heavier burden works out in practice i1s indeterminate.

Conclusion

Table 9 summarizes all of the effective tax rates
developed in the preceding analyses. Data in Table 9 really
constitute "the case against the schedular income tax," for
they show that the income tax burden borne in Viet Nam is
determined as much by the type of income received as by the
level of income. For ekample, if é civil servant 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 second tax-

payer is employéd in the private sector at the same level of
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TARE ©

E¥FECTIVE RATES OF THE SALARY, INDIVIDUALS FROFITS,
CORPOHATE PROFITS AND COENERAL, INCOME TAXES
bffectlve Rate of Effective Rate of
Effective Rate of Effective Rate of Effectlve Rate of Corporate Taxes & Corporate Taxes &
Gross income Salary and General Salery and General Individual Profits General Income Tax General Income Tax
Income Taxes for a Income Taxes for and General Incoie Assumins 50% Dis~ Assuming 100% Dis-
Civil Servant the Private Sector Taxes tribution and tribution and
SOA.R.L. Corp. S-A.R.L- Corp.

70,000 - - 2 . - | -

123,330 .08 ' 469 6.98 - -
172,363 1.6 2.18 10.32 - -
265,667 3.35 5.9 14,81 - B
523,458 5.29 10.95 | 2041 $3.56 ko
1,000,000 - - 24, 68 TS : hﬁ:l/#

2,000,000 - - | 26.65 £5.09 46,98



57

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 gfoss 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 each of the following
levels of gross income bear aboutlthe same income tax burden:
(1) a civil servant with a gross income of 523,4584VN;  (2) a
privately-employed worker with a gross income of 265;667$VN; |

and {3) a self-employed person or businessman with a gfoss
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 enterpfises.

The brief conclusion to this analysis is that either

by acqident or by design'the_Vietnamese system of taxing
income places differential burdens on different income re-
ceivers. Placed in order of the lightest to the heaviest
burden, the sequence is: (1) civil éervants, (2) private
employees, (3) the self-employed, individual investors, andl
entrepreneurs, (4) inﬁestors in Vietnamese corporatidns, and
(5) possibly owners of foreign corporations, althoughintMBcase
no finite determination is possible. This is probabiy'the
reverse order of taxation for . a countfy aspiring to encourage

savings, investment, and the encouragement of foreign capital.
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4. Income Tax Administratibn

Legal Frovisions: When téxpayers forward declarations
of their income, abatéments, 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 thé accufaCy of the informétion. The taxpayer may
be asked verbally or.in writing for clarifications and justi-
=f‘icatio’ris; If the verbal request is not complied with, of
is tantamount to a refusal, a written request for clarifica-
tion must be given the taxpayer. The latter, in turn, must
reply to the written request within 15 days. Before proceed-
ing with a cofrection 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
within one month, the General Directorate of Taxation has
the authori;y to assess the tax; any later protest on the
part of the taxpayer conveys upon him the burden of proof.

If the taxpayer protests the change within a period 6f
one month, either the tax inspector or the taxpayer can submit
the dispute to arbitration before a four-member commission,
composed of the‘Secretafy of 3tate for Finance or his repre-
sentative as chairman; two representatives of the profession .

of the taxpayer named by the professional groups concerned;
and the Director General of Taxation or his deputy. This

- commission must meet within three months Qf the ehd of the
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month permitted for protest. In case of a tle vote on the
part of the commission, the vote of the chairman prevails.

The burden of proof before the commission devolves on
the taxpayer if: (1) his tax return was not filed by the
required date; (2) if the taxpayer has not replied to the
propo3ed new assessment within one month; and (3) if the
commission has adopted the assessment proposed by the govern-
~ment. On the othef hand, the government must bear the burden
of proof if the commission decides in favor of the declaration
of the taxpayer. The taxpayer must abide by the decision of

' and pay the taxes due as determined by the comission
the commission,/but the taxpayer has the right to appeal the
commission's decision to the administrative courts within
three monehs.

Frovisions for arbitrary assessment are also established
for certain taxpayers; (1) those who have a tax to pay con~
sidering the amount of their income and deductions, but have
not filed a return; (2) those who have refused to acknowledge
a request for clarification or justification, or have re-
fused to show their books; and (3) those whose expenditures
ciearly exceed reported income.' For the purpose of arbitrary
assessments, lncome is levied at a level cemmensqrate with
known expenditures.

The taxpayer must be advised of the amount of the
arbitrary assessment, and is given 20 days to present his
observations. Should the taxpayer disagree with the assess-

ment, he bears the burden of proof that the assessment is
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in error. He muss also bear all expenses.involved in proving
the excessiveness of the assessment.

Provision is made for thfee types of penalties, and they
are unusually severe By United Sﬁates standards: (1) there is
a penalty ef 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 50,000:;VN,

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 juris-
diction of the Directorate of Direct Taxes. This Directorate,'
in turn, has two services, and one of the services is divided
~into two bureaus. '

In considering the resources available for the administra-
tion of the income tax, it is importaht.to note that the Directo-
rate of Direct Taxes'is responsible for the central administra-
tion of not oniy the salary tax, the profits tax on.individuals '
and corporations, ahd the general.income tax for all of Viet Nan,
but aiso the land tax and patente. The tax on the dividends and
interesﬁ paid by corporations, however, is administered by a
separaﬁe‘directorate -- the Direction of Registration.

Fer'the field administration‘of the income tax, there

are three bureaus in Saigon: one for the salary tax and the



61

genefai income tax paild by employees, one for the profits
tax and general income tax pald by the self-employed and
individual proprietors, and one for the prdfits tax on cor=-
porations. Cholon haé two bureaus, administering the income,
land; and patente taxes. Field administration for the re-~
mainder of Viet Nam may be summarized as follows: largé
towns usually have two bureaus, one administering régistra-
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 thé provinces.
The following analysis attempts to gilve a critical
appraisal of the principal resources available for the admini-
stration of the various income taxes, starting at the field |
administration level in Saigon and working up to centfal
administration.

Salary Tax Bureau (3aigon): The salary tax and the

'general income tax paid by persons receiving a salary and
resident in 3aigon are both administered by a bureau staffed
with a bureau chief and nine employees. Thére has been no
increase in the size of this staff since 1957; before that
date, there were six employees.

The Salary Tax Bureau receives approximately 100,000
declarations, but the availability of excessive deductions
reduces this number to only.aboh£ 15,000 taxable returns.

In turn, these 15,000 taxable returns are composed of about
12,500 from civil servants and the military and 2,500 from

the private sector.
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In practiée, the pfincipal function of the Salary Tax
Bureau is to calculaté the tax duelbased on information con-
cerning income and deductions supplied by the taxpayer. This
is a serious shortcoming, because it méans that the greater
part of the resources of the Bureau 13 spent on routine tax
calculation rather than on 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 thé tax, because annual declarations would still be necessary.
What 1is necessary, rather, is to place the onus of responsi-
bility for tax calculation on the taxpayer. This seems en-
tirely feasible; if a taxpayer is khowledgeable enough to
declare his income and deductions, he should also be able to
calculate his tax. Assistance in tax offices and instruction
sheets can be provided to facilitate this objective.

The only verification presently undertaken to check the
accuracy of declarations made by taxpayers is through informa-
tion returns forwarded by employers, 'The Chief of the Salary
Tax Bureau obtains lists of corporate and non~¢orporate em-
ployers frdm two other bureaus, and then forwards these em-
ployers two sets-of forms -~ one to be completed for each
employée and the second a éummary statement for all employees.
Both forms contain the same information concerning income paid
to the employee and eligible deductions. Whén the forms are

returned to the General Directorate of Taxation, the individual
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- information returné are matched with the inéome declarations
of&ggployees. The summary statements should be matched with
~the income declarationé of the employers themselves, but are
not. |

The claim was made that 95 per cent of all income declara-
tions by employees have an accompanying information return for-
warded by employers. This represents a very high ratib of
matching. An actual sample of 100 taxpayer files proved that
- this claim was substantially correct. OQut of these 100 files,
it was found that there were only six instances in which there
was.an infbrmation return forwarded by the employer and no
income declaration by the employee, and only two instances in
which there was an income declaration by the employee and no
information return. If information returns afe not received
from a corporation, after the initial request has been made,
the Director of the Corporate Tax Direction is advised, who
is then authorized to levy a penalty of 25 per cent of the
tax‘payable by the corporation. If an information return is
réceived for an employee but no income declaration, the tax
is based on the data in the information‘reﬁurn plus a penalty
~of 25 per‘cent.

Although the maﬁching of information returns and income
deelaraﬁions by taxpayers is very well done, this still does
not prove that compiiance with the salary tax is at a high
level; it only‘proves good compliance on the part of those

employees for which information returns are available. An
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obvious source of evasion is thé number of employers who them-
selves do not make income declarations; and therefore are not
requested to file information returns. For example, it is
known that United States agencies do not file information
returns, and it is also known that, in general, the Vietnamese
employees of these agencies do not file income declarations.

Also, not all employers requested to forward information
returns comply with the request. In 1958, 576 corporations
- were requeéted to forward information returns, but only 448
complied with the request, while only 820 individual employers
forwarded information returns out of.ll56 employers requested
to do so. Even goverﬁment departments do not comply fully.
Only 130 out of 168 government departments forwarded informa-
tion returns. As an example, the National Institute of Admird-
stration forwarded no information returné. This means that
: the‘Salary Tax Bureau has no means of verifying the salaries
received by the staff of the National Institute of Admiristr:-
tion, or even more serious, has no way of determining who is
employed in thié government department.

Obviously, what i1s needed in Viet Nam is an expansion
of the number of employers filing information returns, which |
in tﬁrn depends oh‘expanding the number of employers making
income declarations_thémselves. Also,'there should be a follov-
up of those employers who do not éomply with a request to
file-information returns, Finally, there 13 a need to cross;

chack the information returns forwarded by employers with the
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wage expensé'items‘claimed'by the employers. All of these
efforts would consume more resources in personnel,however; than are
presently available in the Salary Tax Bureau.

The need for withholding of the salary tax is seen in
the fact that the selary Tax Bureau in March of 1959 is still
calculating the tax due on 1957 income declarations. This
means that for some taxpayers the tax on i957 income will not
be paid until late 1959.

In summary form, the priﬁcipal administrative improve-
ments that could be made in the Salary Tax Bureau are: (1) the
adoption of withholding, (2) expansion of the number of in-
formation returns received, which requires the development
of more complete employer lists, and (3) placing the respon-
sibility for tax calculation on the taxpayer rather than on |
the General Directorate of Taxation. 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 recbmmendatidns, there wduld,be a need for
at least double the present number of pérsonnel. 5

Individual Profits Tax Bureau in Jaigon: 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 and 14
- employees. Four of the employees aré recent graduates (within
two weeks) of the National Institute of Administration. The

staff:at-the present time is long in humbers, but short in
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ability and experience. Out of the 14 employées; only 3 are
fully experienced and capablé of calculating taxes.

The present Chief of the Bureau has held this position
only sinée AﬁgﬁSt 1; 1958, He claims that ﬁhis Bureau is the
most diffiCult one to administer in the General Directorate
of Taxation; and that no one, including himself, wants to be
responsible for the operations of the unit.

There is almost a complete lack of statistics. The Chief
. of the Bureau does not know how many taxpayers file declara-
tions of income, how many exempt returns there are as coméared
to taxable, or the breakdown betwsen business returns and
those from the self-employed. Previous research has indicated,
however, that there weré 11,609 taxable declarations in 1957
for both the individual and corporate profits tax. Allowing
‘for about 600 corporate returné,.thia would mean that there
are-approximateiy 11,000 taxable individual profits tax re-
turns. |

Compliance with the profits tax and the general income
tax pald by individual businessmen and the self-employed is
virtually on a voluntafy basls, at leastwith respect to the
operations of this Bureau. These taxpayers are expected to
forward declarations of their income, e#penses, and deductions,
but practically no effort is made either to increase the number
of declarations or to verify the information received., For
example, if an individuél owner of a drug stofe-reports a net

income of 100,0004VN, no effort is made to verify this
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information by visiping the drug store and by auditing the
books. There is a compléte absence of field auditing on
the plea that no staff is available for this type of work.
Nor is the taxpayer required to report to the tax office.
In.the event thaﬁ the Chief of the Bureau should dis-

agree with the information supplied by the taxpayers, he
will write a letter to the taxpayer to this efféct. The
exchange of letters between the taxpayer and the Chief of
the Bureau may continue for months and even for years. There
ére instances in which letters are still being exchanged over
diéagreements dating back to 1954 and 1955. The reason for
these long extended debates is that the Chief of the Bureau
claims that he has no authority to press a case unless he
has proof, and he cannot obtain proof without having enough
staff to exgminé the taxpayers' books. For the same reason --
lack of proof -- penalties are never assessed, |

 .Aré all busineSSmen in Saigon forwarding declarations
of income? An indication of the_degree of'non-cémpliance
is obtained from the bureau administering the patente {business
license) tax. This bureau levies a patente onl215000 busi-
nesées in Saigon alone, while'there are about ll,OOO in-
dividual profits tax-declarations for all of Viet Nam.- The
Patente Bursau does hot'sit back and wait for voluntary com-
pliance. Instead, a team of inspectorslcovers each street -
in Sailgon every year, checking to ensure that-every.business

establishment is paying the patente tax. Obviously; this
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information_obtained by the Patente Bureau should be ex-
ploited by the Frofits Tax Bureau, but it is not. And again,
the reason why this information 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 could be used for
income tax purposes., The experiment broke down for technical
reasons. Another effort will be made this year, but 1t is
likely to fall because the Profits Tax Bureau does not have
the personnel to make use of the information.
Considering the way that the profitstax on individuals

is administered, it 1s really remarkable that there are 11,00C
declarations. However, there is no doubt that these declara-
tions generally understate real income. It could not be other-
- wise when it 1is known by the public that there iS little like-
- lihood of an audit or prosecution for uﬁderstatement of income.

'The only way out of this dilemma is to employ more &nd
better resources. At the same time, the work load in the
office should be reduced so that personnel are available for
field auditing. Reduction of the work load can be accomplished
by placing the burden of tax calculation (tax assessmert)
on_the taxpayer. Businessmen should also be'biaced on current
payment at the same time that employees:aré subjected to with-
holding. It must be emphasized that without field additing --
the-actual examination of a taxpayer's books,-and if need be,
Nhat lies behind the books ~~- there is no real tax enforce-
ment. Instead, there is only a legal and arithmetic check

of what the taxpayer wishes to pay.
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Corporate Frofits Tax Bureau ih 3Saigon: This Bureau is

staffed 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 thé assessment of corporate taxes. None
of the employees have héd formal training in accounting; all
have Obtained their accounting‘experience by on-the-~job train-
‘ing;

Agaih; it is found in this Bureau that the greater amount
of time is spent in calcuiating the tax due on the basis of
the balance sheets and profit and ldgs statements forwarded |
by corpdrations. Certaihl#, With corporations there is no
justification for this procedure; corporate accountants would
be quite capdble of calculating the tax due.

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

Unlike other field bureaus administering the income tax,
the Corporate-Profits Tax Bureau éxpends aomé effort to obtain
~additional assessments over and above what would be possible
_on,thé basis of the original declarations of the corporations.
Efforts to gain additional assessments. take three forms: (li
About 6 or 7 of the bigger cérporations are field audited

each year. (2} About 30 corporations each'year are asked to
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bring their books into the Bureau for checking. (3) Many
of the remaining corporations are written letters which ask
for explanations of particular irregularities._ If.these
letterslare'not answered by the firms within a month, a second
letter is sent ;ndicating what the Bureau considers to be the
correct taxable profit. If this letter 1s not answered, the
tax is levied on the basis of the profit determined by the
Bureau. |

All of these_efforts'to produce additional assessments
have an appreciable effect on assessments, It is found that
these activities. raised assessments from 361,498,0604VN to
380;933,700$VN in 1957, or by 19,435,6404VN, These statistics
demonstrate the desirability of using resources to railse
assessments. In all likelihood, if more resources were used,
still higher assessments would eventuate. The point 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 that he is supposed to, he is the
busiest man in Viet Nam. His responsibility is to review all
assessments for all income taxpayers in Viet Nam. 'This would
involve reviéwing approximétely'45,000 to 50,000 assessments
eéch year. After this review of the tax rolls, thellatter
afe sent to the Director of Direcﬁ Taxes for_approval, and

-thence to the Géneral Treasury for collection. Obviously,
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tax assessments do not suffer in Viet Nam from too much re-

- view., Heview under such circumstances could only‘smount to

. an arithmetic check

| An 1nteresting 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 tan rolls are forwarded to this employee
for review, the names of the taxpayers are removed. Then the
‘names are again associated with the tax rolls when the latter
are forwarded to the General Treasury for oollecniona When
asked for the reason for this confidential treatment of the -
tax rolls, the reply was given "that the law requires . -
the anonymity of taxpayer;?%e_preserved.“

 This one employee also recelves 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 aid in enforcement. For example,
a tjpical 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 practioally no use to the bureau
fesponsible for assessing the profits tax because no field
auditing of the books of business concerns is undertaken.

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

because it is responsible for recommending changes in
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legislation. In préctice; 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 dependenté
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 raﬁe applying to army pilots.

It is commendable to have tax departments téke the
initiative in proposing desiréble changes in legislation.
More properly, hdwever, this is a functioh that should be
handled closer to the center of responsibility of all taxa-
tion ~- in thé 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 énd five employees, but only the Chief and one
employee is 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
Bﬁreau will rédube certain deductions claimed by a tax--
payer, with the result that - - - he will receivela higher
assessment than he anticipated. If the taxpayer objects to
the higher assessmenﬁ,.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 courae of a year, the Bureau of Contested Cases
hendles'BOO to 400 disputed ealary tax cases and about 350 to
“500 disputed individual and corporate profits tax cases. In
about 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 K because
ef the relatively high cost of appealing cases to the courts.

If taxpayers are dissatisfied with the informal appeal
provided by the Bureau of Contested Cases, they may appeal to
the special four-man appeel committee provided for in the
Fiscal Code. In practice, however, all protests ere reselved
informally. | | |

No recommendations are advanced for improving the work
of this Bureau, Some appeal machinery is desirable for cen-

tested cases, and the utilization of one employee plus the
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assistance of a Bureau Ghief certainly does not represent an
undue utilization of resoufces for this purpose. it also
appears desirable to centralize the,decision—making for all
appeals in one bureau so that appeal cases can be decidéd

uniformly and with an even hand.

The Direction of Central Ingpection: . There is some doubt
whether this unit is a separate direction; formally, it is not,
“but the man in charge of the unit has the privileges and status
of a diréctor. The unit has seven employees, one in salgon,
and the other six assigned throughoﬁt 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 diréctly to the General Director of
Taxation, | _

The work of this staff emphasizes the adminiétrative
rather than the technicai aspects of enforcement; for example,
they inguire into instances of bribery between employees and
taxpayers, rather thaﬁ‘to ensure that a particular levy on'é
taxpayer is correct. An auxiliary responsibility of the in-
spectors is to investigate anonymous letters and to report the
results of these investigations to the Director General. |

The Direction_ofIInspection illustrates a rather general
problem ip-the Directorate of Taxation., This problem is an ex-

cess of administrative overhead or a tendency to have to
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_many ﬁMexican'Generals." These are people with technical
competence but who are engaged in essentially nebulous and
redundant administrative jcbs.. This causes an imbalance
between those on the firing line and those behind the lines,
Froof that the Directioh_cf'General Inspection is essentially
vestigiél 18 the nebﬁlcus nature of the work assignment and
the case with which the work aséignment could be absorbed by
other units. The various directors of particular taxes could
' be made responsible for the administfative as well as techni-
cal aspects of tax assessment; while anohymous 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 of Control: Technically, this Service has

- two bureaus, but in practice the work of the two bureaus is
combined into one operation., The two bureaus are named
regsearch" and "verificatlon." Research, however, merely irvolves
obtaining various documents from other gcvernment departments
which are useful for enforcement purposes. ' Thus, the princi-~
pal function of the Service is to obtain reievant information
for verifying purposes and to use this iﬁfOrmation in the
course of auditing firms., In the lexicon of tax administra-
ticn, this Service would be referred to as a field auditing
unit., It is the only real field auditing unit for the income

tax in all of Viet Nam.
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The-pefsonnel of the Service of Control consists of
10 persons, the Chief of Service, and one typist. The 10
inspecﬁors represent, in general, the best resources avail-

. able for income tax enforcement. Most of them have had
the benefit of a two-year tax course in Paris,

Although the wdrk of the Service encompasses a veri-
fication of the income, lénd, and patente taxes, mdst of
the time of the inspectors is spent on the various income
taxes. The inspectors always work in teams of two in order
to assist each other.

The average work load of the Service is the completion
6f:50 audits per year. These audits are roughly broken down
between 70 per cent corpbrations and 30 per cent individual
proprietorships. Bach audit involves the determination of
the taxpayer's net income for a‘fourayear period. The actual
calculation of the tax on this income ié undertaken by the

appropriate field bureau responsible for assessments. Cases
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investigated arelalso usually referred by the field bureaus
responsible for BsseSSMENtS .

The achmplishments of the Service of Control relative
to determining additional income subjéct to tax are impres-
Sive; and offer dramatic proof that the income tax can be
enforced effecﬁively {or at least to a much better degree)
if good peréonnel resources are utilized in the right place.
During financial year 1958; this Service, in the process of
auditing only 50 firms, obtained additional income subject
to tax of 180;000,000%VN. Assuming that the average tax
rate applicable to this income is 20 per cent, the net effort
of the Service was to obtain 36,000,0004$VN in additional tax
assessments. In turn, this means that each of the 10 inspec-
tors, on the average, obtained 3,600,000$VN in.additional
tax assessments, or an amount for each of them equal to
about 2. times their salary.

Field auditing work in the provinces is undertakén by
"mobile units." Viet Nam is divided into six areas, and
there is one mobile unit in each area. Each mobile unit
has three controilers and three revenue agents'and this
group operates as a team, undertaking a package audit of all-
taxes: One controller in phé team auditS'fbr all direct
taxes -- the patente, land, and income taxes. This means
that the present fieldéauditing staff for the 1lncome tax
outside'of the Saigon-Cholon area is.approximately the
équivalent of.thrée employees -~ Or one-half the time of
six controllers. | |

&
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This analysis results in two policy conclusions: (1)
Whenever an inspector can be smplbyed in such a way that
he earns 24 times hie salary, it is a patently wise use of
public funds. (2) The eﬁidende goes a long way to explode
‘the myth that the ihcome tax cannot be administered in an
underdeveloped sohntry. It obviously can be if a determined
effort‘is made. There is littie question that Viet Nam could
have a relatively efficlent 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 United States would have this number of
Infernal Revenue agents in a rather small city like Lansing,
Michigan, with a population of only 100,000,

Summary of Personnel Engaged in Income Tax Administration:

Only a rsugh approximation can be made of the total personnel -
employed in income tax administration in Viet Nam. It is
possible to add up the personnel employed in the various
bufsausidescribed above, but some of these bureaus administer
more than one tax. Some particular psople, l1ike a bureau
chief, also have divided responsibilities. -Another compiica-.
‘tion is that in the provinces a_particulsr bureau will under-
take all functions with‘respect to all central government tax
assessients. However, bearing in mind that rather accurate |
information is.available for the use of personnel in Saigsh,

and that Saigon probably represents 90 per cent of all income
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tax assessments, there is some value in adding up the total
personnel resources available for income tax administration
described in the preceding sections. This total amounts to

48 persons. At least 6 of these persons are administrators
and anothef sizeéble proportion is made up of typists, messen-
gers, and lowdranking clerks. There are probably no more than
15 professionally capable income tax inspectors. With such
limited resources, it is surpfising that Viet Nam accoﬁplishes
was much as it does.

A Special Note on Mechsnization: Within recent months,

interest has developed in Viet Nam for the introduction of

an IBM 650 computer. It is claimed_by enthusiasts for this
type of mechanization‘that it will revolutionize inéomé tax
administration. This enthusiasm is not shared by those who
are actually knowledgeable about income tax administration,
like the Director and Deputy Director of the General Direc-
torate of Taxation. Norris there any basis to be enthusiastic
from_United.States experience with the mechanization of tax
administration.

- Despite a relatively conscientious and enlightened
effort of administering the income tax in the United States,
mechanization of administration remainé quite unimportant.
Only about 10 out of 30 states, plus the federal government,
hafe installed conveﬁtional IBM equipment, and in general,
this equipment is limited in its usefulness. The‘eSSential

reason for this is that the nub of enforcement ig auditing,
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and a person or fitm cannot be audited by a machine. Un- .
fortunately, there is no black magic in income tax admini-
stration; it is sldw, laborious, é&nd painful, and remains
essentially an art rather than a sciencs. True, mechanical
equipment can afford information which is valuable for audit-
ing purposes:. In Viet Nam; for example, it would be possible
to obtaln data on imports and exports for particular firms.
But in the last analysis, an inspector must be made available
- to use this information and apply it in a given case. In
Viet Nam, on the other hand, there‘is much information, easily
available without mechanical equipment, which is not being
used in auditing. Mechanical equipment would only make avail-
able a vast amount of statistics which could not'be'assimilated..
It should be borne in mind that there are only about 15 pro-
fessionally capeble inspectors. The policy conclusion is
that little improvement can be expected by.the introduction
of an IBM 650 unless the personnel resources were also ex-
| panded drastically, because this information must be used by
inspectors, while more resources must be employed on review,
appeals, prosecution of cases in court, etc.

In assessing the desirability of an IBM computer, the
basic nature of its contribution must be kept in mind., A
computer will not assess or collect taxes; it will only pro-
~vide helpful information for these purposes., This information
could also be obtained by hand operation rather than through

mechanization. Thus, there are two principal issues: (1) To
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what degree cdulq the General Directorate of Taxation present-
ly utilize the information? (2) Would it not be cheaper -

in a country like Viet Nam; where labor is relatively low
cost, to obtain the information by hénd operation rather than
through expensive machinery? For example, the New York Tax
Department has actually determined that a work load of up to
200,000 returns can be pr&cessed cheaper by hand.

‘There is nowhere in the United 3tates where mechanical
| equipment as elaborate or as expensive as an IBM 650 is used
for income tax adminiétration. It seems the better part of
prudence, therefore, for Viet Nam, where even scotch tape
and staplers are in scarce supply, to aspire to the levels
of income tax administration in the United States, rather 
than to try to be in the vanguard of tax administratidn for
the world. If a computer is to be justified in.Viet Nam;
it should be rationalized in areas where there is a proven
neetd, rather than in areas where the evidence and experience
indicates that there is no need. Viet Nam needs more re-
sources in the adﬁinistration of the inc&me tax, but the
real limiting factor is the quantity and quality of audit-
ing personnel rather than information thét cah be used by

the very limited number of personnel,
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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 tgx_system; and then assess .a given
tax system vis-a-vis the ideal principles.

The first basic principle is‘bhat the taxation of income
Should be strengthened in Viet Nam becaﬁSe this tax is the
embodiment of equity. Equity deserves to tdke precedence over
any other issue in‘propbsing the developmenﬁ of income taxation.
Othef-objectives, guch as revenis productivity, 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 is, therefore, the best meaéure‘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 Jjustification for its
existence. Revenue productivity, for example, could be accom-
plished by printing money.

The progressive rate feature of the income tax, which re-
quires the rate of‘taxaﬁion to increase as the amount of in-
come received incréases, is an attempt to equalize the tax
burden among individuals, Progressive rates are based on

the principle of diminishing marginal utility of income --
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the idea that the last dollar received by a person with a
high income has less utility (individually and socially)
than the last dollar received by peréon with a low income,'
and for this reason, the higher income should be taxed at a
higher rate. 1In addition,.thé personal income tax takes
into account differences in family responsibilities by allow-
ing deductions for dependents and for certain éxtraordinary
personal expenses. By compariéon, indirect taxes, which
dominate the Vietnamese system of taxation, are regressive;
that is, the perbentage of tax to income for a low income
person is higher than it is for an_ﬁpper income taxpayer.
There has never been an incidence study in‘Viet'Nam, but
there is no question that the present tax system places a
relatively heavier burden on low rather than on middle énd
higher income groups. It could not be otherwise. 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 that most taxes in the last
analysis‘must come out of the actual or potential income of
individuals, Therefore, if there is taxpaying ability for
.any tax, there is taxpaying abllity for an income tax. 3Jince
all taxes are eventually péid oﬁt of phe-income'of individuals,
only administrative difficulties or expediency can be used as
arguments for not taxing income directly, which is the source

of all taxes.
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Although equity'considerations dominate in tha 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 traéing out the final burden of the tax,
. thus making it easier to.evaluate the tax in terms of ideals
of tax justice. -indirect taxes,; on the other hand, are shifted
-in prices so that this final impact is largely indeterminable.

(2) The progressive income ﬁax is an instrument for
leveling inequalities in the distribution of wealth and in-
come, which in turn chetks the tendency toward cumulative
economic inequality, and.so assures more nearly equal oppor-
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 frbm_taxed
to untaxed goods and services, - |

(4) The yield of income taxes fluctuates more than the
level of economic activity, which means that a given increase
in national income results in a more than proportionate increase
in income tax receipts, and vice versa. This feature is an |
advantage in both inflationary and deflatioﬁarj periods. In
inflationary periods, excesslve purchasing power is remOved;
while in deflationary periods, indifiduals are given automatic

tax relief,
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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 income can be determined precisely and that
most taxpayeérs will pay the tax voluntarily. In other words,
the income tax can be effectively and efficiently administered
given a conscientious and enlightened effort. There is no
doubt that an income tax is more difficult to administer in
'most.underdeveloped countries because of the dominant agri;
cultural base, the underdeveloped nature of accounting tech-
niques, and the lower level of social éoﬂsciousness. But this
does not meén that the income tax 1s only adapted for use in
industrialized and developed societies., Countries like Japan,
India, the Philippines and Puerto Rico have demonstrated that
the income tax can be developed into an important part of the
tax system even in less-deveidped economies. The real fault
lies in not wanting to spend thé résourCes to administer an
income tax in an underdevelbped economy.

The Taxation of Corporate Income

It is difficult to justify the taxing of corporate income
in principle,. Frequently; the tax is supported on the theory
that the net income of a corporation is a measure bf its
ability to pay. Buﬁ this thesis is weak, because there is
only one stream of income flowing from the spendings made on
the output of industry'back'to those responsible for the pro=-

duction -- owners, creditors, managers, and workers. This
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stream of income can be tapped for taxation at the corporate
level in the form of a busineés tak and without integration with
the personal ﬁax, 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 levél; and without intégration with the personal
income taX, no longer can it be said that the tax measures
personhl tax-paying capacity. The reason for this is that a
“corporate income tax is shifted to workers in lower wages, to
.stockholders in lower dividends or retained earnings, and to
consumers in higher prices. When this shifting takes place,
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 abllity to pay, the tax has shortcomings, because
the voiume of income of a corporation is not as good an indi-
cation of ability to pay as the rate of return on capital,
 This does not mean, however, that there is no rationale
for taxing corporate income. A corporation should make 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-
poratefprofits, which increase the wealth of individuals, but

which are not taxed under a personal income tax. Therefore,
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a corporate income tax may be justified as a companion measure
to a personal inéqme téx. There is also some justification
for a corporate income tax on the basis of personal ability
to pay, since the greater proportioh of corporate wealth 1s
held by middle and supper income groups. Spedial justifica-
tion for taxing corporate‘incdme in ﬁiet Nam is found in that
the tax permits the taxation of profits distributed to foreign
shareholders, who benefit from the natural resources and public
‘services provided by Viet Nam, but who could not be taxed under
é personal income tax.

However, it'must be borne in mind that corporate taxes
have deleterious economic effects unless kept at low levels.
To the degreé that corporate 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 td invest. The burden of the tax is also greater
on new or small firms because they typlcally experience diffi~
culty in securing outside capital and must therefore depend
largely upon retained earnings. If Viet Nam aspires to obtain
an increase in private foreign capital, one of the best ways to
assure that this will not come about is to overburden corpora-

tions with taxation.

. The Schedular Issue

A basic characteristic of the Vietnamese taxation of in-
come 1is the application of varying tax rates to different

types of_income. This is known as a schedular type of income
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tax; which was introduced originally by the French and is still
retained. The alternative prectice; which is foliOWed in the
United States and most western countries, is to tax all iecome,
regardless of its type; at the same rate. Whether to continue
with a schedular income tax or to apply the same rate of taxa-
tion to all income is the most basic policy issue to be faced
in income tax reform in Viet Nam. Previous analysis has shown
that the net effect of the schedular income tax is to result in
gross unheutralities among individuals.

The arguments most ofteﬁ heard in Viet Nam to justif& the
taxation of different types of income at iarying rates are:
(1) Beéause of the underdeveloped character of the economy,
profite are easier to obtain than wages and salaries. (2)
Most business profits are obtained throdgh speculaﬁion rather
than through real productien. (3) Corporations enjoy monopoly
positions. (4) 3alary and wage earners work harder for their
income than profit receivers. (5} The salaries of public ser-
vants are low, so they should be taxed at a low rate. (6) The
taxation of salaries at a low rate encourages the political
support of the government. by civil servants., (7) Schedular
rates provide more flexibility for the manipulation of rates
on different types of income. (8) There is more income tax
evasion among the receivers of profit than among the recelvers
of wages and salaries. _

Even in the aggregate, these arguments are not impressive.

They reflece a general blasg against the self-employed and |
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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 savings and
investment on the part of entrépreneurs. Furthermore, the
arguiients manifest a belief that the tax system is the proper
or bast vehicle for adjusting all varieties of social, politi-
dal; énd economic imbélance§1 Experience has demonstratéd,
however; that there are more direct and expeditious ways of
éorreéting social 1lls than thrdugh the tax systen.

Schedular income taxes also viclate the basic objective
of tax equity, which is that the ability to pay taxes is based
on the aggregate receipt of income by an individual, regardless
of‘the type of income received, If "X" and "Y" recelve the
same amount of income, they have the same ability to.pay taxes,
regardless of the source of that income. And if "X" receives
double the.income of "Y", other things remaining the same, he
has more ability to pay taxes, even if the income of "X" is in
- the form of salary and the income of "Y" is in the férm of
profits. |

One only needs to cite an illustration to show the basic
type of inconsistency found in é schédular income tax when
types of income are the basis of taxation rather than individual
capacity to pay. A medical doctor working_fof a Vietnamese

agricultural company would be taxed under the salary tax at
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rates ranging from one to five per cent, while another doctor
with the same income, but self-employed, would pay the profits
tax at a flat rate of 16 per cent.

The essence of equity in taxation is the similar tax treat-.
ment of individuals in like circumstances, and the dissimilar
tax treatment of individuals in unlike circumstances. This
objective cannot be attained under a schedular income tax. As
a result, any fundamental reform of the income tax system must
'begin with the adoption of a single rate structure for applica-
tionlto all types of income.

2. Tax Po;icv Recommendations

The previous analysis has disclosed that the Vietnamese
system of taxing income is in need of fundamental reform if
it is to be équitable, productive, and conducive to economic
lde#elopment. 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 individuals, in order
~to provide a more desirablertax climate for investment. (2)
The burden of taxation is unneutral among individuals, which
detracts from equity. (3) The use of five separate income
taxes is unduly complex,_oausing problems in both_complianoe
and enforcement. (4} The base of the individual income tax‘
needsjto‘bo broadened so that it will be more productive of
revenue. These shortcomings of the Vietnamese system of taxing |
' income may be corrected by the adoption of the following tax

policy recommendations:
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(1) Thrée of the five incoﬁe taxes used by Viet Nam
should be abandoﬁed. This action ﬁohld require elimination
of the tax on wages and salariés; the tax on profits received -
by individhals, and the tax levied on the dividends and in-
terest paid by corporations. The two takes which should be
retained'are the general income tax and the tax on corporate
profits. The general income tax should be expanded so that it
is applicable to all individuals and encompasses the receipt
of alllinébme, while the corporate profits tax should be simi-
larl& genefal and uniform among all corporations. |

(2) The present rate structure of the general income tax
should be retained (rates from.l to 50 per cent), but the
allowable_déductidns from gross income should be reduced in
order to increase thé tax liabllity of present taxpayers and
to raise the number of taxable declarations. 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 |
presenﬁ 30,0004VN for single taxpayers and 45,0004VN for married
~couples to 15,0004VN for single and 30,0004VN for married. Fro-
.fessional deductions should only be allowed to the extent that
the expensés can b@‘sﬁppofted'with eﬁidence.

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

tions. Resident'recipients of corpofate dividend payments
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shoﬁld be given crédit under the individual income tax for
taxes paid on corporate profits. _

(4) Capital gains arising from the sale of tangible
assets and securities, as well as iottery winnings, should be
taxed like other income. 7 |

(5) Regardless of the extent of income tax reform under-
taken, new laws and regulations should be written for the whole
system of income taxation., The reason for this is that the
ﬁresent fiscai code was adopted in 1953 and is basically in-

consistent with the new political status of Viet Nam.

3. Iax Administration Recommendations '
| Recommendations for improving income tax administration
may be divided into a relatively small number which are capable
of produc1ng immedlate and appreciable improvements and a
larger 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 reél improvement

in tax administration.

The fundamental_fault with the administratidn of the income
tax in Viet Nam ié that the.Governmenﬁ_does'not fully realiﬁe
that it must spend money in order to collect money. Personnel
resources are seriﬁusly inadequate, A general indication of
this inadequacy may be obtainéd by_cbmparing'the resources
available for enforcing all taxes in Japan with those in Viet Nam.

In Japan, there are 65,000 employees engaged in general tax
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| enforcement for a population of approximately 90 millioh
people. If the same proportion of enforcement personnel.were
ﬁsed in Viet Nam, there would be 8,333 employees instead of
the preésent staff of 1,150, |
The pfincipai dorrection for this inadequacy of staff

must come &s a result of 4 net additioh to the work force.’
However;.sOme impfovement hay be obtained by reducing the
work loéd imposed on the present staff. The most important
recommenddtion in this respect is to impose on all taxpayers,
both corporaté and individual, the obligation to calculate
'their.own tax liabilities. To this end, instructional
matériai should be prepared and taxpayer asslstance be made
available.

 Collection of income tax assessments may be improved
in two ways: (l)'by transferring the 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 éaiaries and current payment of the tax
on all other types of income. No "forgiveness" 6f the addi-
tional ﬁax arising in thé_transition to current payment is
recomnended. Instead, this"windfall" revenue should be used
for developmental purposes.

4+ Effect of Recommehdations

Adoption of the preceding tax poligy recommendations,
together with vigorous and imaginative administration, would

give Viet Nam one of the best systems of taxing income in the

Y
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world. It would be superior to many similar systems presently
used in the more industrialized countries, because the latter
often have seribds Weaknesées like the special treatment of
capital gains and the double taxation of corporate earnings.

Equity would be improved bécause all individual recipients
of income would be taxed according to the amount of income re-
ceived regardless of its type. Despite the elimination of
many deductions, the effective rate schedule would still be
hoderate. Table 10 shows thatlthe effective rate of taxation
would rise from 1.65 per cent on a gross income of 123,330$VN
to lQ.79 per cent én'a gross income of 523,4584VN. These rates
represent an increase o&er those présently imposed on divil
servants, but they are, nevertﬁaless, well within the capacity
to pay of Vietnamese taxpayers. |

Table 10

Comparison of Froposed and Presenﬁ Effective Tax Ratesl

Proposed Fregent Effective Rates
Effective . -Civil . Private '
Gross -Income Rates Servants Employees Businessmen
(HVN) {Fer Cent) {Per Cent) (Ter Cent) (Fer 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

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

‘At the same time, investment would be encouraged by the
reduction of the burden of taxes on.Corporéte entities. Again, -
by comparison to other countries, a corporate tax of 24 per cent

is-moderéte. This level of taxation is desirable because

"
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Viet Nam needs an incfeése in investment; éhd this increase
will come about .largely through the aegis or‘cOrpofations.

The Government of Viet Nam 81so needs higher tax revenues.
In view 6f'the likelihood that thié need for higher revenues
wiii'be.é more important motivation for tax reform than con-
sideratiohs of equity and economic develdpment;_it would be
* desirable to cdnclude with a specific revenue projection that
would ensure an appreciéble increase in governmental revenues.
jUnfoftunatély, a calculation of this type is beyond technical
feasibility. The reason for this is that the adOption'of the
rebommendations would represent a rather sharp break_with.the
pést, while revenue estimating is based essentiélly on an
extrapolation of known experiehce.

‘There is, however, a good presumpﬁive case for believing
that .the recommendations would result in higher income tax
revenues. There are, first, counterbalancing features in the
tax policy redbmmendations. The tax on the dividends and
interést paid by corporatiohs is the only major soﬁrce 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 taxable individual returns because of reduced
deductions, and a broader téx base because of the inclusion
- of capital gains., MOreovér, all of thé_administrative reforms,
.such.as wiﬁhholding; current payment, and an expansion of
field auditing, are désignéd to raise the level of income

Lvax 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 already
ﬁnderpaid. This may be true, but if it is, the problem should
be resolved by a direct adjustment of wage levels by the
Fonction rublique 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
ease with which they are able to evade their tax liabilities.
Acceptance of this argument would mean, however, that tax
rates should be adjusted td the incidence of evasion. It
would mean passive acceptance of the belief that the income
tax cannot be enforced in the business sector. Juch an ad-
mission is not warranted in Viet Nam; however, for the reason
that tax enforcement in the business sector has never really
been tried. Until an effort has been madé, it is too early

to admit defeat.
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