
O P I N I O N

EDITOR TIMOTHY ROY C. MEDINA
TheEconomy TUESDAY, SEPTEMBER 23, 20252/S1

ELJAH DOMINIC V. DAVID is an associate 
from the Tax Advisory & Compliance 
practice area of P&A Grant Thornton, 
the Philippine member fi rm of Grant 

Thornton International Ltd. 
pagrantthornton@ph.gt.com

“With great power comes 
great responsibil-
ity.” This famous line 

serves as a reminder to Spider-Man to 
use his power for the greater good. In 
the realm of taxation, the power to tax 
is often described as the power to de-
stroy and should therefore be exercised 
with caution.

To limit such power, taxation must 
respect the taxpayer’s right to due pro-
cess. One of the most important safe-
guards in the tax system is the require-
ment for a Letter of Authority (LoA) 
before any audit or investigation can be-
gin. The LoA is not merely a procedural 
formality — it is a legal prerequisite 
that ensures the taxpayer’s right to due 
process is respected.

What Is a Letter of Authority?
A Letter of Authority is an official 

document issued by the Commissioner 
of Internal Revenue (CIR) or a duly 
authorized representative. It empowers 
specifi c revenue o�  cers to examine and 
audit the books of account and other 
financial records of a taxpayer for a 
specific period. The LoA must clearly 
identify the o�  cers assigned to the case, 
including their names and positions. 

The audit team typically consists of 
the Group Supervisor (GS) and the Rev-
enue O�  cer (RO). 

This is a vital part of the assessment, 
as only those named in the LoA are 
authorized to participate. Any involve-
ment by individuals not listed in the LoA 
constitutes a violation and renders the 
assessment null and void. 

WHY THE LOA MATTERS
The LoA serves as a legal boundary that 
protects taxpayers from unauthorized or 
excessive scrutiny. It ensures that the au-
dit is conducted by o�  cers who have been 
properly designated and that the taxpayer 
is aware of who is examining their records. 
This transparency is essential to main-
taining trust in the tax system and uphold-
ing the principles of fairness and legality.

There are instances where one or 
both cases of o�  cers assigned to an au-
dit are transferred to other revenue dis-
tricts. As a result, either a new revenue 
o�  cer or a new team will be assigned to 
handle ongoing audits. 

In such a scenario, it is mandatory that 
a replacement LoA be issued bearing the 
new team’s composition. Failure to do so 
violates the taxpayer’s right to due process 
and undermines the legitimacy of the audit.

THE ROLE OF THE GROUP SUPERVISOR
A common point of confusion is wheth-
er a group supervisor must be named in 
the LoA, especially when their role is 
primarily supervisory rather than di-
rectly investigative. This issue was ad-
dressed in the recent case of Brilliant 
Creations Publishing, Inc. v. Commis-
sioner of Internal Revenue, decided by 
the Court of Tax Appeals (CTA).

In this case, the CTA emphasized 
that “all ROs must be armed with an 
LoA issued by the CIR or an authorized 
representative to conduct an audit or 
examination of a taxpayer.” 

The CTA cited the landmark case 
Commissioner of Internal Revenue vs 
McDonald’s Philippines Realty Corp., 
where it was held that when a revenue 
o�  cer is reassigned or transferred, the 
substitute or replacement revenue o�  -
cer must be issued a separate or amend-
ed LoA. Failure to do so violates the tax-
payer’s right to due process, usurps the 
statutory power of the CIR or his duly 
authorized representative to grant the 
power to examine the books of account 
of a taxpayer,  and does not comply with 
existing BIR rules and regulations.

The CTA further clarified that a 
group supervisor is considered a rev-
enue o�  cer. Under Revenue Adminis-
trative Order (RAO) No. 02-90, 78 a GS 

is classified as Revenue Officer II, III, 
or IV and is tasked with supervising and 
reviewing the work and audit reports of 
subordinate Revenue O�  cers. 

The CTA also noted the responsi-
bility of a GS, stating that “all group 
supervisors and section chiefs shall be 
responsible for the work performance 
of their subordinates, and it shall be 
their responsibility to closely super-
vise and review their work and audit 
reports.”

As such, the Court ruled that Group 
Supervisors are Revenue O�  cers them-
selves under RAO No. 02-90 and are 
not exempt from the requirement of a 
valid LoA when participating in audit 
activities. Their designation as supervi-
sors does not negate their classifi cation 
as ROs. The RAO merely defi nes their 
additional responsibility to oversee and 
review the work and audit reports of 
their subordinate ROs.

LEGAL IMPLICATIONS OF 
NONCOMPLIANCE
The Court stressed that any audit activ-
ity or assessment undertaken by a GS 
without an LoA is void. In the cited case, 
since the GS was not granted an LoA, 
his participation in the audit was unau-
thorized, rendering the defi ciency tax 
assessment null and void.

WHAT TAXPAYERS SHOULD DO
Given the importance of the LoA, a 
taxpayer must be vigilant during an 
audit. He or she must ensure that 
the person conducting the examina-
tion is explicitly authorized in the 
LoA to safeguard their right to due 
process.

CONCLUSION
Just as Uncle Ben reminds Peter Park-
er to use his powers responsibly,  the 
Court reminds us that the power to 
tax is not the power to destroy, as long 
as the courts uphold the rule of law. 
When the rules are followed, the tax 
system works not as a tool of destruc-
tion, but as a mechanism for justice 
and accountability.

Let’s Talk Tax is a weekly newspaper 
column of P&A Grant Thornton that aims 
to keep the public informed of various de-
velopments in taxation. This article is not 
intended to be a substitute for competent 
professional advice.
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THE backlash against corruption in infra-
structure projects could dampen construction 
activity in the next few quarters, Pantheon 
Macroeconomics said.

Nevertheless, Miguel Chanco, chief emerg-
ing Asia economist, and Meekita Gupta, Asia 
economist for  Pantheon noted that a cleanup 
of the industry and procurement practices 
could boost the economy in the long run.

“Notwithstanding the ongoing political 
fallout, (President Ferdinand R. Marcos, Jr.’s) 
targeted anti-corruption drive probably will 
hit construction activity in the next few quar-
ters, as public and private participants engage 
more cautiously in a sector that’s now under a 
spotlight,” Mr. Chanco and Ms. Gupta said in a 
commentary issued Monday.

On Sunday, at least 84,000 protesters gath-
ered in various locations in Metro Manila in 
the wake of revelations of billions of pesos 
of fraud and waste in fl ood control projects, 
which were exposed after extensive fl ooding 
in many parts of the country in July.

At a Senate briefing earlier this month, 
Finance Secretary Ralph G. Recto estimated 
that such defective or non-existent projects 
cost the economy between P42 billion to P119 
billion since 2023. 

“For perspective, the upper estimate is 
equivalent to roughly 0.5% of GDP, signifi cant 
for an economy still struggling to recapture its 
previous growth form,” Pantheon Macroeco-
nomics said.

“Any short-term squeeze on public infra-
structure is likely to be seen in the macro 
data: the current administration has com-
mendably built on the previous government’s 

substantial ramp-up of infrastructure spend-
ing,” it added.

The Department of Budget and Manage-
ment (DBM) reported that infrastructure 
spending and other capital outlays rose 6.5% 
year on year to P148.8 billion in June, bringing 
the fi rst-half total to P620.2 billion. 

The government infrastructure budget was 
P1.51 trillion this year, equivalent to 5.3% of 
gross domestic product (GDP).

On Sept. 11, President Ferdinand R. Mar-
cos, Jr. signed Executive Order No. 94, which 
established the Independent Commission for 
Infrastructure (ICI) to investigate infrastruc-
ture-related corruption.

Since the fl ood-control scandal broke, the 
Anti-Money Laundering Council has frozen 
over 700 assets belonging to government of-
fi cials and contractors suspected of involve-
ment in fl ood control projects that failed. 

“To be sure, the bigger the clean-up in 
the short run, however painful for cur-
rent activity, the better it will be for the 
economy ’s long-term prospects, as the 
poor quality of governance remains a major 
headwind in the Philippines,” Mr. Chanco 
and Ms. Gupta said.

THE Bangko Sentral ng Pilipi-
nas (BSP) views the risks to in-
fl ation to be weighted towards 
the downside ahead of its next 
decision on interest rates, a 
central bank official said.

“To answer the question 
on under what conditions we 
might consider easing fur-
ther… We need to make sure 
that inflation stays within 
target. The risk will be clearly 
tilted to the downside,” Lara 
Romina E. Ganapin, director 
of the BSP’s Monetary Policy 
Research Group, said dur-
ing the Philippine Economic 
Briefing in Mabalacat, Pam-
panga on Monday.  

“Expectations, which are 
a very important channel, 
should remain well-contained 
and well-anchored, (showing) 
no signs of second-round ef-
fects. And of course, we also 
need to look at growth 
risk,” she added.

The BSP’s policy 
rate is currently 5% 
after the Monetary 
Board last month low-
ered borrowing 
costs by 25 basis 
points ( bps) for 
a third straight 
meeting.

It has now 
cut benchmark 
interest rates 
by a total of 
150 bps since 
i t  b e g a n  i t s 
easing cycle in 
August 2024.

BSP Governor Eli 
M. Remolona, Jr. 
said the current 
key rate is now at 

a “sweet spot” for both infl ation 
and output, but one more reduc-
tion is possible within the year 
to support the economy if need-
ed, which would likely mark the 
end of the rate cut cycle.

In August, inflation picked 
up to 1.5% from 0.9% a month 
earlier. It was the sixth straight 
month of infl ation coming in be-
low the BSP’s 2-4% target range. 

In the first eight months, 
infl ation averaged 1.7%, in line 
with the central bank’s full-
year target. 

The economy grew 5.5% in 
the second quarter, driven by 
a rebound in agriculture out-
put and stronger household 
spending. During the first 
quarter, growth had been 5.4%.

“We could still see some 
risk from supply shocks be-
cause there are still ongoing 
geopolitical tensions from the 

Ukraine-Russia conflict. 
There are also impacts 

f r o m  t h e  a d v e r s e 
weather conditions,” 
Ms. Ganapin said.

S h e  a d d e d  t h a t 
the central bank is also 

monitoring external 
developments such as 
US tari�  policy, policy 
shifts in other coun-
tries and the Federal 
Reserve’s monetary 

policy stance. 
“ We remain vigi-

lant, of course, to 
sa f e g u a r d  p r i c e 

stability and to 
support sustain-

able growth,” Ms. 
G a n a p i n  s a i d . 

— Katherine K. 
Chan

THE pharmaceutical market 
is projected to generate $2 
billion in revenue this year 
and keep growing until 2029, 
driven by demand for generic 
drugs, the Board of Invest-
ments (BoI) said.

“Defi nitely, there is more po-
tential for the pharmaceutical 
industry, especially since steady 
growth is expected to continue 
at an annual rate of 4.1% through 
2029,” the BoI said in a statement 
on Monday. 

“This upward trend is ex-
pected to be largely driven by the 
increasing demand for generic 

drugs due to the government’s 
e� orts to make healthcare more 
affordable and accessible to all 
Filipinos,” it added.

The market’s growth is ex-
pected to expand opportunities 
for innovation, investment, and 
broader access to essential medi-
cine, it said.

However, BoI Industry De-
velopment Services Executive 
Director Ma. Corazon Halili-
Dichosa noted that the Philippine 
pharmaceutical industry remains 
import-dependent.

“From 2019 to 2024, the Phil-
ippines saw a steady rise in phar-

maceutical imports, peaking in 
2021,” she said.

“Exports, on the other hand, re-
main almost nil relative to our im-
ports and have been declining. For 
the fi rst semester of 2025, exports 
have declined 25% while imports 
increased by 5%,” she added.

The BoI has been implement-
ing the Integrated Roadmap for 
the Philippine Pharmaceutical 
Industry (IRPPI) since 2023 to 
make the industry’s value chain 
more agile and resilient.

The government hopes to in-
crease the capacity of domestic 
manufacturers to produce 60% 

of medicine registered in the 
Philippines.

It also hopes to make the coun-
try a leading producer of essential 
pharmaceutical products and 
services.

According to Ms. Halili-Dicho-
sa, key updates in the roadmap 
include the issuance of the guide-
lines for pharmaceutical econom-
ic zones, fi nalization of the Tatak 
Pinoy Strategy, simplifi ed export 
processes for Philippine prod-
ucts, and the planned establish-
ment of the Virology Institute of 
the Philippines. — Justine Irish 
D. Tabile

THE Department of Agriculture 
(DA) said its new strategy for food 
production focuses on keeping sup-
plies reliable and a� ordable in the 
face of potential disruptions from cli-
mate change, and will involve a ma-
jor push for the use of greenhouses. 

The heavy July rains and the 
resulting fl oods upended supply 
chains and raised food prices, 
pointing to the need to recon-
figure the DA’s efforts towards 
achieving scale and making crops 
more resilient through “protect-
ed cultivation,” it said.

The so-called “White Revolu-
tion” project is geared towards 

ensuring that the growing popu-
lation can be adequately fed. 
The term “White Revolution” 
is taken from the South Korean 
agricultural boom beginning in 
the 1970s, which employed white 
plastic fi lm in the construction of 
greenhouses. 

Agriculture Secretary Fran-
cisco P. Tiu Laurel, Jr. was quoted 
as saying:  “We cannot afford to 
rely on good weather anymore. 
Protected cultivation is no longer 
optional — it’s a necessity.” 

A key component of the plan 
involves locating production 
areas in “corridors” closer to 

urban markets to make distri-
bution networks less prone to 
failure. These areas will feature 
improved post-harvest systems 
to maximize the shelf life of 
produce and facilities that al-
low crops to grow regardless 
of climate conditions, such as 
greenhouses.

The goal is to have the fi rst of 
these corridors operational by 
July 2026, the DA said.

Agriculture Undersecretary 
Cheryl Marie Caballero has or-
dered an inventory of all green-
houses set up during past DA 
programs to see if they can be 

tapped to jump-start the “White 
Revolution.”

Mr. Laurel said President Fer-
dinand R. Marcos, Jr.’s vision for 
agriculture involves “a modern, 
climate-resilient, tech-powered 
agriculture sector that truly sup-
ports our farmers while ensuring 
food security.”

The Philippines currently has 
a trade defi cit of $11.71 billion due 
to its substantial food imports. 
Cutting this defi cit by $1.71 billion 
would result in at least P60 billion 
being redirected to local produc-
ers. — Andre Christopher H. 
Alampay

PHL pharmaceutical market estimated at $2 billion
this year as UHC drives growth in generics segment

Construction seen slowing as
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Inflation risks ‘tilted 
to downside’ ahead of 
next BSP rate decision

Greenhouses to feature in new ‘protected cultivation’ strategy
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