
13 September 2022

Hon. Ferdinand Martin G. Romualdez

Speaker of the House

House of Representatives

Batasang Pambansa, Quezon City

Subject: House Bill No. 372 proposing for “AN ACT IMPOSING VALUE-ADDED TAX ON
DIGITAL TRANSACTIONS IN THE PHILIPPINES, AMENDING FOR THE PURPOSE
SECTIONS 105, 108, 109, 110, 113, 114, AND 236 AND ADDING A NEW SECTION
105-A OF THE NATIONAL INTERNAL REVENUE CODE OF 1997, AS AMENDED”

Dear Speaker Romualdez,

We appreciate the opportunity to allow the business community to provide feedback to House Bill 372
proposing for An Act Imposing Value-Added Tax on Digital Transactions in the Philippines. We strongly
support the government’s efforts to develop a VAT regime on digital transactions supplied by
non-resident suppliers in the Philippines. The “digital revolution” has disrupted traditional business
models, and we understand the government is concerned about a loss of revenue as well as competition
of its domestic businesses. We commend the government on the efforts taken so far and encourage
continued engagement with stakeholders in order to achieve its policy objectives.

We support VAT regimes on digital transactions that are aligned with best practices and consistent across
jurisdictions in scope and standards. In this regard, we recommend the legislation is based on
international norms provided by the Organisation for Economic Cooperation and Development (OECD)
and the International Monetary Fund (IMF) which have been successfully implemented in many
countries including Australia in 2017 and Singapore in 2020. When international standards are followed,
the government can minimize business disruption, by lowering implementation costs, and can reduce
barriers for new companies to launch operations in the Philippines, all while ensuring efficient
implementation to maximize compliance for the government.

We commend the government for following a number of these best practices. For example, the draft Bill
ensures the registration threshold level of PHP 3 million is the same for both foreign and domestic
businesses which will ensure neutrality in relation to international trade. Additionally, we are
appreciative that the draft Bill provides for the establishment of a simplified automated registration
system for non-resident digital service providers.

However, we would like to highlight areas for the government to consider to ensure their VAT regime
fully aligns with international standards so that the Philippines remains competitive in the global arena.
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1. Local Representative Requirement: We strongly discourage the requirement for non-resident

digital service providers to maintain a representative office or resident agent in the Philippines

to enforce VAT compliance. The inclusion of such a requirement is onerous and thus seems to

work against the initial goals of the Bill which explicitly states the aim is to “strengthen tax

compliance through simplified invoicing and registration requirements.” Moreover, such a

requirement does not align with international best practice. Per the OECD, “Jurisdictions should

not make the appointment of a local fiscal representative compulsory under a simplified

compliance regime for non-resident suppliers…”. Such a regime has been successfully

implemented in many jurisdictions across Asia-Pacific, without the need for the establishment of

a local agent or office, such as Singapore, Indonesia, Malaysia, South Korea, Taiwan, Australia,

and New Zealand. We earnestly request the Committee’s consideration to adopt a VAT regime

following a simplified VAT registration and reporting process aligned with international best

practice recommendations for extra-territorial VAT compliance.

In addition to increasing the administrative burden for businesses, key concerns from

non-resident service providers are the risk of permanent establishment/taxable presence as well

as joint and several liability on the local representative in the Philippines. We note the assurance

of the Department of Finance (DOF), through the statement of Undersecretary Antonette Tionko

during the public hearing on 17 August 2022, that the establishment of a representative office or

a resident agent in the Philippines by non-resident digital service providers will not contemplate

a direct income taxation to the non-resident digital service providers. We also note the DOF

recommendation that the said assurance will be stated in the implementing rules and

regulations (IRR) of the said legislative proposal.

Should the Committee decide to push through with proposing a local fiscal representative

requirement, our recommendation is to explicitly state in the legislation or the published

implementing rules and regulations (IRR) that such a requirement will not result in a business or

permanent establishment in the Philippines to include any taxable presence and that the local

representative will not be jointly and severally liable for any VAT obligations where these will

remain the sole liability of the non-resident business. We are only aware of Bangladesh having a

local representative requirement, but they did make an explicit statement to this effect.

Finally, it is very important to note that according to international organizations, that the
complexity of such an appointment in some jurisdictions has resulted in unintended
consequences, such as the decision of non-resident suppliers (particularly those with few sales
or small profit margins) to restrict their trade with those jurisdictions or, in certain cases, not to
comply with VAT obligations in those jurisdictions.1 These consequences merit careful

1 See joint report from OECD, World Bank, and Asian Development Bank 2020:
https://www.oecd.org/tax/consumption/vat-digital-toolkit-for-asia-pacific.pdf
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consideration for a country like the Philippines that aims to continue to grow its internet
economy and e-commerce.

2. Implementation timeline: We request the 180-day transition period be effective from the date

of release of implementing rules and regulations, not the Act. We commend the government for

providing nonresident companies with six (6) months to comply; however, we hope that you can

appreciate that these changes are complex, time-consuming, and require complete information

to implement which the law itself does not provide. The implementing rules and regulations will

provide required information such as customer location criteria and invoicing requirements.

Until these points are clarified and finalized, our members are unable to provide their technical

teams with all of the requirements to effect changes.

3. Scope: We would appreciate confirmation that the scope of the regime be limited to

transactions that are Business to Customer (B2C). Business to Business (B2B) transactions should

not be within the scope of cross border digital services rules as recommended by the OECD in

their VAT guidelines. Moreover, in the Philippines, non-resident suppliers should not be liable for

VAT on B2B cross border services, where instead a reverse charge mechanism (which is the case

as per current Filipino law) should be relied upon whereby the responsibility to account for and

remit the tax shifts to the recipient (i.e., the business customer).

4. Invoicing: The law includes invoicing requirements but does not provide details. Customers

purchasing digital services already receive documentation such as payment receipts for their

online purchases. Based on experiences and best practice guidance, non-residents should not be

required to issue tax invoices for cross-border supplies (if cross border tax is limited to B2C

digital services the customer will not require a tax invoice, as they will not be entitled to a VAT

credit). A few examples of countries with no B2C invoice requirements are UK, Singapore, Chile,

Colombia, and Australia. Should an invoice be required, we recommend allowing standard

commercial documents be accepted as tax invoices (e.g., Indonesia) as a matter of best practice.

Specifically, we would appreciate if the foreign registrant be allowed to display amounts in the

currency in which the sale takes place (e.g. EUR, USD, GBP). Further, any invoices issued to allow

local business customers to recover VAT charged by foreign registrants should limit tax citations

or references. Finally, foreign registrants should not be required to issue paper documents nor

use digital signatures. These requirements add complexity and only lengthen the

implementation time.
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5. Other technical guidance: In addition to the above, there are other technical clarifications

required to ensure non-resident service providers can implement the new regime. Some of these

include (i) clarity on customer status determination; (ii) customer location determination; (iii)

payment and currency; (iv) the application of electronic marketplace provisions. We understand

the implementing rules and regulations will provide this required information. Our members

have implemented similar regimes in many countries and can share lessons learned and

experiences on best practices. As noted above, until this guidance is provided, the non-resident

companies are unable to begin internal processes and tech changes to implement the regime.

Finally, we would again like to thank you for this opportunity to provide our inputs to this important

legislative proposal and would request that the government continue consultations with the

stakeholders as it develops its technical guidance. A continued partnership is key to developing a VAT

system that is simple and workable for both businesses and the tax authority. Should you have any

question, you may reach Mr. Mc Lawrence Bensal, our External Affairs Manager at his email address

mc@amchamphilippines.com or through his mobile +63 9455903996.

Sincerely yours,

Frank Thiel Keichi Matsunaga Hoik Lee
President President President
American Chamber of Commerce Japanese Chamber of Commerce Korean Chamber of Commerce
of the Philippines and  Industry of the Philippines Philippines

Lars Wittig Julian Payne
President President
European Chamber of Commerce Canadian Chamber of Commerce
of the Philippines of the Philippines
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