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Southeast Asia Initiative on Tobacco Tax

Prevalence of tobacco use
The 2009 Global Adult Tobacco Survey estimates that adult smoking prevalence in the Philippines is 28.3%,
which is equivalent to 17.3 million Filipinos aged 15 years old and over who are cigarette smokers. 47.7%

(14.6 million) and 9.0% (2.8 million) of the 15 years old and over population are male and female smokers,
respectively.1 The 2007 Global Youth Tobacco Survey also estimates that about 17% or 4 million Philippine
youths aged 13-15 years are also current smokers.2

Average retail price of the most popular local and imported brands
(Exchange rate as of May 31st, 2010: 1 USD = PhP 46.20)

- Price of the most popular local brand (Fortune): PhP 12.77
- Price of the most popular foreign brand (Marlboro): PhP 29.27

Government revenue from tobacco tax
Figures 1 and 2 below show that for the past ten years, there has been a declining trend for the contribution
of tobacco taxes on government revenue in the Philippines over all. It reached the highest percentage of

about 4% of the total government revenue collection in the years 2001-2002 but signiﬁcantly dropped in
2007, as reﬂection of the general state of the economy.

Figure 1: Government Revenue from Taxes on Tobacco Products (in PhP Billion)

* Note : 2009 tobacco tax revenues are an estimation based on historical trends from 2004-2008
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Figure 2: Declining Contribution of Tobacco Tax to Government Coffers

Health costs of tobacco
The World Health Organization approximated in 1999 that about 200,000 Filipino men would develop

smoking-related diseases in their productive years of age. It was estimated that to provide healthcare for
these sick men, and the loss in productivity, would cost Filipino taxpayers some PhP 43 billion. According

to the more recent Tobacco and Poverty Study (2006), economic costs, which include health care costs

and productivity losses from death and disease related to four smoking-related diseases in 2003 (Table 1),

range from USD 2.86 to 6.05 billion or PhP 148.47 to 314.38 billion (USD 1 = PhP 52). The study notes that
the cost estimation is an underestimation of health costs due to tobacco use, since it underestimates the

smoking attributable mortality, which only takes into account the underlying cause of death and ignores the
contributory causes of death.3

Table 1: Summary of Economic Costs for Four Smoking-Related Diseases, 2003 (in PhP Billion)

Method of Estimation

Peto-Lopez

Lung Cancer

3,955,887,312

10,519,912,468

Cerebro-Vascular Disease

49,993,712,496

180,791,465,452

Coronary Artery Disease

65,911,644,968

85,209,679,672

Chronic Obstructive Pulmonary Disease

28,607,506,096

37,863,055,984

148,468,750,924

314,384,113,628

TOTAL ALL 4 DISEASES

SAMMEC

Source : Tobacco and Poverty Study of the World Health Organization, Department of Health, and the University of the PhilippinesManila, 2003.
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Description of current tobacco tax system
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As stipulated in RA 9334 or the Sin Tax Law of 2004, a four-tier excise tax system is currently implemented

for cigarettes. The amount of excise tax per pack of cigarettes depends on the net retail price (NRP) of the
product. Table 2 below details the amounts of excise tax for tobacco, cigars and cigarettes.
Table 2: Excise Taxes for Tobacco, Cigars and Cigarettes

Amount of Excise Tax
Tobacco
i) Tobacco twisted by hand or reduced into a condition to be consumed
ii) Tobacco prepared/ partially prepared with/ without the use of any
machine/ instruments

PhP 1.12 per kilogram

iii) Fine-cut shorts, refuse, scraps, etc. of tobacco (provided these are
to be exported or used in the manufacture of other tobacco products
(iv) Tobacco specially prepared for chewing so as to be unsuitable for
use in any other manner

PhP 0.89 per kilogram

Cigars and Cigarettes

i) Cigars

ii) Cigarettes packed by hand (each pack with 30 pieces)

10 % ad valorem tax for NRP
of PhP 500 or less per cigar
PhP 50 plus 15 % of NRP in
excess of PhP 500
PhP 2.47

iii) Cigarettes packed by machine (each pack with 20 pieces)
NRP below PhP 5 per pack (low-priced)

PhP 2.47

NRP of PhP 5 to PhP 6.50 per pack (medium-priced)

PhP 7.14

NRP above PhP 6.50 to PhP 10 per pack (high-priced)

PhP 11.43

NRP of above PhP 10 per pack (premium-priced)

PhP 27.16

In 2011, excise tax on tobacco will increase by 6% while excise tax on cigarettes will be as follows as
stipulated in RA 9334 :

Table 3: Change in Excise Taxes on Cigarettes in 2011

Amount of Excise Tax
i) Cigarettes packed by hand (each pack with 30 pieces)

PhP 2.72

ii) Cigarettes packed by machine (each pack with 20 pieces)

4

NRP below PhP 5 per pack (low-priced)

PhP 2.72

NRP of PhP 5 to PhP 6.50 per pack (medium-priced)

PhP 7.56

NRP above PhP 6.50 to PhP 10 per pack (high-priced)

PhP 12.00

NRP of above PhP 10 per pack (premium-priced)

PhP 28.30
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Import tariffs are also collected from imported tobacco products. Tariff rates are the same for tobacco leaves,
cigars and cigarettes. Under the Tariff Reform Program (TRP), the tariff rate is 5% in 2003. However, the
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tariff rate under the Common Effective Preferential Tariff (CEPT) scheme of the ASEAN Free Trade Area is
lower than the rate under the TRP. CEPT rates vary for different products: tobacco leaves (3.67%), cigar
and cigarettes (5%), and tobacco manufacturers (4%) in 2003.

Aside from these, value-added tax (VAT) is computed at 12% of and added to the net retail price plus excise
tax and import tariff.

How tobacco tax is calculated
The amount of tobacco excise tax is based on the schedule provided above. For the computation of the
gross retail price of cigarettes, the following formula is used :

Gross Retail Price = (Net Retail Price + Excise Tax) x (1 + Value-Added Tax Rate)
To illustrate :

BRAND

GIVEN (Net Retail Price
derived from 2010 prices)

COMPUTATION

Marlboro (Most
Popular Brand)

VAT rate
= 12%
Net Retail Price = PhP 14.70
Excise Tax
= PhP 11.43

Gross Retail Price = (14.70 + 11.43) x (1.12)
= 26.13 x 1.12
= PhP 29.27

Fortune (Most
Popular LowPriced Brand)

VAT rate
= 12%
Net Retail Price = PhP 8.93
Excise Tax
= PhP 2.47

Gross Retail Price = (8.93 + 2.47) x (1.12)
= 11.4 x 1.12
= PhP 12.77

Currently, cigarette excise tax as percentage of gross retail price ranges from 14% to 42% based on 2010

cigarette prices, way below the recommended rate by the World Bank at 65% to 80% of the retail price. For
Marlboro and Fortune, cigarette excise tax as percentage of gross retail price is 39% and 19%, respectively.
On the other hand, tax on cigarettes, which includes excise tax and VAT, as percentage of gross retail price

ranges from 24% to 53% based on 2010 cigarette prices. For Marlboro and Fortune, tax on cigarettes as
percentage of gross retail price is 50% and 30%, respectively.

The process for tobacco tax to be imposed and increased
For tobacco tax to be imposed and increased, a proposed bill must be ﬁled in the House of Representatives,

where it is referred to the appropriate committee. If the bill including amendments is approved by an afﬁrmative
vote of the majority during the third reading in the House of Representatives, the bill is transmitted to the

Senate where it undergoes the same legislative process. If the bill is approved, a Conference Committee

composed of members from the House of Representatives and the Senate is constituted to discuss the
proposed bill, introduce amendments or new provisions. The Committee prepares and submits a report
for consideration and approval of both Houses. When approved, copies of the enrolled bill signed by the

Senate President and the Speaker of the House, and certiﬁed by both the Secretary of the Senate and the
Secretary General of the House of Representatives, are then transmitted for the approval of the President.
If the bill is ratiﬁed, it becomes a law and is published in the Ofﬁcial Gazette.
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Other issues
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Merging of the Two Largest Tobacco Companies in the Philippines
Philip Morris Philippines Manufacturing Inc. recently entered into a joint venture with Fortune Tobacco
Corporation early this year. The new company is named Philip Morris Fortune Tobacco Corporation
(PMFTC). It was reported that the deal resulted in the control of 90% share of the Philippine cigarette
market by the new corporation.4
(Note: There is no document yet about PMFTC on the Securities and Exchange Commission website.)

Protection for Local Brands
Cigarette brands that are not in Annex D of RA 8424 or the Tax Reform Code (1997) or that were introduced
in the market after 1996, which are mostly imported, are taxed at the highest rate (PhP27). While existing
brands (local and foreign) that are locally produced are taxed between (PhP2-PhP12). Effectively, the law
provides substantial protection for locally-produced brands. Some of the popular brands that have ﬁxed
NRPs include Marlboro, Philip Morris, Winston, Champion, Fortune, More, and Hope.
Price Classiﬁcation Freeze
The NRPs of cigarettes, which determine the amount of tax to be imposed, are ﬁxed by law as indicated
in RA 8424, while the gross retail prices are market-determined. Over time, as gross retail prices increase
while NRPs are ﬁxed, the share of the excise tax to gross retail price may decrease; hence, reducing the
tax burden. For illustration, see ﬁgures below.

Increasing Consumption for Low-Priced Cigarettes
As can be seen in the ﬁgure below, there is an increasing trend in the consumption of low-priced cigarettes,
a foreboding sign for more tobacco-related deaths and diseases, and their socio-economic implications, in
the coming years.
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Short profile of the tobacco industry in the country
Key players in the tobacco industry in the Philippines will remain in the hands of a select few, following
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the merger of top companies especially dominating the market for cigarettes. The recent joint venture

between Philip Morris Philippines Manufacturing (30.5% market share, 2005) and Fortune Tobacco

Corporation (55.9% market share, 2005) will boost the share of the new corporation, Philip Morris
Fortune Tobacco Corporation (PMFTC) to dominate about 92% of the cigarette market. Market share for

cigar on the other hand, remains under control of the following players La Flor de la Isabela, Tabaqueria
de Filipinas Inc., and La Suerte Cigar and Cigarette Factory.

According to data generated by Euromonitor International, the tobacco industry recorded slower volume

growth in 2008 due to several factors. The market for cigars was largely affected by a slowdown in
tourism pouring in the country from a corresponding ﬁnancial crisis felt worldwide. In addition, the

market for cigarettes also experienced a decline due to price adjustments after a second tax increase
in 2007. However, the impacts of these are not expected to be long-term, at least in terms of volume
sales as a certain degree of shifting was also noted to be the trend in the market. It was established
that as consumers started trading down to more affordable cigarette and cigar brands, economy brands
gain the volume share.5

Conclusions and recommendations
The government should :
Simplify the tax system by adopting a single rate for all tobacco products. Remove the many tiers and
classiﬁcations so that tobacco excise taxes are easier to administer and do not provide an incentive for
manufacturers and importers to misclassify.

Impose a higher rate of excise tax on tobacco in order to reduce consumption of tobacco as well as the
corresponding health costs.

Index tobacco excise taxes to the general level of inﬂation or the consumer price index for all products.
Remove the protection for locally produced brands existing in the market since 1996, the overwhelming
majority of which belong to Philip Morris Fortune Tobacco Corporation.
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The Southeast Asia Initiative on Tobacco Tax (SITT) is SEATCA’s project to institute effective tax increases and to

allow for sustainable funding mechanisms for tobacco control in Indonesia, Cambodia, Lao PDR, Philippines and
Vietnam, in line with Article 6 of the WHO Framework Convention on Tobacco Control.
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