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Explanatory Note

The contribution o f Micro and Small Enterprises (MSEs) to the country's economic 
development cannot be overemphasized. In terms o f employment, MSEs generated 4.36 million 
jobs or roughly 55.9% of total jobs generated by all types o f business establishments created in 
2014, i.e. 2.37 million jobs in micro and 1.98 million in small enterprises1. Moreover, industries 
falling under these categories propel economic growth by promoting development in the rural 
areas, thereby bringing in employment opportunities, decentralizing economic activities and 
redistributing wealth throughout the country.

Complicated business regulations and rigorous accounting and reporting requirements 
prescribed by the National Internal Revenue Code (NIRC) stifle the growth o f micro and small 
enterprises (MSEs). Under Section 236 o f the NIRC, any person who exceeds or expects to exceed 
his annual gross sales or receipts by One Million Five Hundred Thousand Pesos (P I,500,000) are 
mandated to register for Value-Added Tax (VAT). At the same time. Section 109 o f the same Code 
provides that transactions of goods and services that do not exceed the amount o f One Million Five 
Hundred Thousand Pesos (P I,500,000) are exempted from VAT.

The Bureau o f Internal Revenue (BIR) issued Revenue Regulation No. 16-2011, which 
adjusted the VAT threshold amount from One Million Five Hundred Thousand Pesos (PI ,500,000) 
to One Million Nine Hundred Nineteen Thousand Five Hundred Pesos (P I,919,500) using the 
Consumer Price Index (CPI). Entities falling below the threshold are mandated instead to pay the 
3% percentage tax. A number o f MSEs still find themselves administratively incapable of 
complying with the rigorous requirements mandated by the NIRC. The lower percentage tax rate 
o f 3% compared to the 12% VAT presents an opportunity for underdeclaration o f sales or receipts 
to avoid VAT coverage.

Aside from the national taxes they have to pay, MSEs must also bear the cost o f business 
taxes to local government units (LGUs). The local levy varies according to the type o f business, 
and the amount of gross sales or receipts. Again, this becomes an avenue for tax evasion and other 
corrupt practices such as misdeclaration o f sales, bribery or connivance with the taxing authority.

In the 2016 Doing Business Report o f the World Bank Group, the Philippines fared low 
and ranked 165th out o f 189 economies in terms o f starting a business in the country, and 126th in 
terms of businesses paying taxes. Among the factors considered in measuring the ranking were all 
the procedures officially required or commonly done in practice by an entrepreneur to start up and

1 2014 MSME Statistics, DTI. Source: http://www.dti.gov.ph/dti/index.php/resources/sme-resources/sme-statistics (Accessed on 
21 June 2016)
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