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This Guide has been prepared jointly by The Hongkong and Shanghai Banking Corporation Limited – Philippine Branch and Grant Thornton for the purposes of providing
a high-level general overview of the business environment in the Philippines for the information of businesses who may be interested in transacting or investing in the
Philippines. Any transaction or investment in the Philippines, however, should only be undertaken based on professional advice specific to such transaction or investment.
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Introduction
This guide to doing business in the Philippines will provide foreign investors with an insight into the key aspects
of undertaking business and investing in the Philippines. The Philippines has become a popular destination for
foreign investment due to its skilled workforce, strategic business location, abundant natural resources and
low cost of doing business. As one of the Tiger Cub Economies, it is currently one of Asia’s fastest growing
economies. Furthermore, the country has also been actively attracting foreign investments, largely through
enacting legislation that aims to invite foreign participation in key areas of the domestic economy.
The Philippines has a free market
economy with an active private
sector. The government has
privatised most government-owned
or controlled corporations and
continues to pursue structural
reforms liberalising imports,
deregulating vital industries and
relaxing investment restrictions.
The Philippine economy has
weathered recent global economic
turmoil better than many in the
region, principally due to reduced
exposure to turbulent international
securities markets. Moreover,
the country is less dependent on
exports, in addition to boasting
relatively consistent domestic
consumption.
In 2014, the gross domestic product
(GDP) was USD693.4 billion based
on purchasing power parity (PPP).
According to the World Bank,
growth was underpinned by the
strong performance of consumption
and services, and supported by
the expansion of investment and
manufacturing. The resilient growth
of trade, financial intermediation, real
estate and other business activities,
which include the thriving business
process outsourcing industry,
supported the robust growth of
the services sector. Furthermore,

according to the Asian Development
Outlook 2015, the country’s GDP
growth rate for 2015 increased to
6.4 per cent. A similarly positive
outlook is projected for 2016,
with expected increases in public
expenditure and election-related
spending.
The Philippine government actively
promotes a policy to encourage
inward foreign investments. The
Bangko Sentral ng Pilipinas (BSP)
which is the country’s central
monetary agency has fully liberalised
foreign exchange policies, allowing
full and immediate repatriation of
capital. Nevertheless, remittance
privileges of income by foreign
investors are subject to certain
precautionary conditions under the
Anti-Money Laundering Act.
Government incentives are generally
granted under the Omnibus
Investment Code of 1987, which
integrates the country’s basic laws
on investments and is administered
by the Board of Investments (BOI).
Fiscal and non-fiscal incentives are
granted to enterprises located in
areas that are given high priority
by the government, such as
export-oriented ventures, projects
locating in less-developed areas,
and enterprises registered with the
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Philippine Economic Zone Authority
(PEZA) or other economic zones.
Incentives generally given can be
summarised as follows:
• Fiscal incentives such as
income tax holidays, additional
deduction of labour expenses
from taxable income, subject to
certain conditions, and various tax
exemptions and tax credits
• Non-fiscal incentives such
as simplification of customs
procedures for imports and
exports
• Incentives specific to regional or
area headquarters
• Additional incentives are available
to enterprises engaged in selected
economic activities as specified
by special laws
While this guide makes reference to
some of the most common issues
investors might face, it must be
noted that certain industries, such
as the financial services sector,
are subject to special regulation
and therefore companies wishing
to invest in this area should seek
legal advice.
The information in this publication is
current at January 2016.

Country profile
Capital City

Manila

Area

300,000 sq. km

Population

100,096,496

Language

Filipino

Currency

Philippine Peso (PHP)

International dialling code

1+63

National Holidays 2016

1 January – New Year’s Day
2 January – Additional special non-working day
8 February – Chinese New Year
25 February – EDSA Revolution Anniversary (Special non-working day)
24 March – Maundy Thursday
25 March – Good Friday
26 March – Black Saturday
9 April – Day of Valor
1 May – Labour Day
12 June – Independence Day
6 July – Eid’l Fitr*
21 August – Ninoy Aquino Day
29 August – National Heroes Day
29 September – Eidul Adha*
31 October – Additional special non-working day
1 November – All Saints Day
30 November – Bonifacio Day
24 December – Additional special non-working day
25 December – Christmas Day
30 December – Rizal Day
31 December – Last Day of the Year
*Proclamation subject to the observance after the approximate dates of the Islamic
holidays have been determined in accordance with the Islamic calendar.

Business and Banking hours

08:00 to 17:00 and 09:00 to 17:00

Stock exchanges

Philippine Stock Exchange

Political structure

Presidential System of Government

Doing Business rank 2016

103

Ease of Doing Business
Topics

2016 rank

2015 rank

Change in rank

Starting a business

165

157

-8

Licenses and Permits

99

94

-5

Getting Electricity

19

21

2

Registering property

112

110

-2

Financing

109

105

-4

Protecting Investors

155

154

-1

Paying Taxes

126

125

-1

Trading Across Borders

95

94

-1

Enforcing Contracts

140

139

-1

Resolving Insolvency

53

50

-3
Source: World Bank Group (Doing Business)
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Legal overview
Political and legal system
The Philippine constitution provides
for a democratic state, with a
presidential system of government
composed of three separate and
equal branches. These three
branches of government operate
independently under a system of
checks and balances.
The first branch is the bicameral
legislative department composed
of the House of Representatives
and the Senate. The House of
Representatives comprises
members elected from
legislative districts and party-list
representatives. The party list
representatives shall constitute
twenty per cent of the total number
of representatives including those
under the party list. Members of
the House of Representatives serve
three year terms.
The Senate holds 24 members
serving six-year terms. The
bicameral legislative department
exercises the legislative power
holding the authority under the
Constitution to make laws, and to
alter and repeal them, as necessary.
The second branch is the executive
department headed by the
President. The presidential candidate
who garners the highest number of
votes is selected President to serve
a single six year term. The executive
department exercises the executive
power, which includes the power to
administer the laws, carrying them
into practical operation and enforcing
their due observance. In exercising
such power, the President
nominates and, with the consent of
the Commission on Appointments,
appoints the heads of the executive
departments, ambassadors, other
public ministers and consuls,
or officers of the armed forces
from the rank of colonel or naval
captain, and other officers whose

appointments are vested in him by
the Constitution.
The judicial department is the third
branch. The judiciary exercises
judicial power; the power to apply
the laws to disputes concerning
legally recognised rights or duties
between the State and private
persons, or between individual
litigants in cases properly brought
before the judicial tribunals. This
power is vested in one Supreme
Court and such lower courts as may
be established by law. The Supreme
Court is the highest judicial body in
the Philippines and is composed of a
Chief Justice and fourteen Associate
Justices. The lower courts, as
established by Batas Pambansa
Blg. 129, comprise the Court of
Appeals, Regional Trial Courts, and
Metropolitan Trial Courts, Municipal
Trial Courts and Municipal Circuit
Trial Court. The Philippines is a civil
law country thus entities doing
business in the Philippines must
operate under laws at the national
and local levels.
The country consists of regions,
provinces, chartered cities,
municipalities, and barangays
(villages). The Philippines has 17
regions, 81 provinces, 144 chartered
cities, 1,490 municipalities and
42,027 barangays. The barangays
are the smallest political unit. Local
governments are responsible for
these smaller political units and are
similar to the executive branch in
structure and function. A province is
headed by a governor, while a city or
municipality is headed by a mayor.
A city or municipality is composed
of barangays, each headed by a
barangay captain. All heads of local
governments are assisted by a board
of councilmen.
Data protection
In the Philippines, the prevailing law
for data protection is the Republic
5

The Senate
holds 24
members
serving six-year
terms. The
bicameral
legislative
department
exercises the
legislative power
holding the
authority under
the Constitution
to make laws,
and to alter and
repeal them, as
necessary.

Act No. 10173, otherwise known
as “Data Privacy Act of 2012”. The
act was enacted to protect the
fundamental human right of privacy
of communication, while ensuring
the free flow of information to
promote innovation and growth.
It recognises the vital role of
information and communications
technology in nation-building. It
ensures that personal information is
secured and protected by both the
government and the private sector.
The National Privacy Commission
is the independent body which
administers and implements the
provisions of this Act, and monitors
and ensures compliance of the
country with international standards
for data protection.
The processing of personal
information is allowed, subject to
compliance with the requirements
of the Data Privacy Act and other
laws allowing the disclosure of
information to the public. The
processing of personal information
must adhere to the principles of
transparency, legitimacy purpose
and proportionality. The general
data privacy principles that must be
complied with are as follows:
Personal information must be:
• Collected for specified and
legitimate purposes determined
and declared before, or as soon
as reasonably practicable after

collection, and later processed
in a way compatible with such
declared, specified and legitimate
purposes only
• Processed fairly and lawfully
• Accurate, relevant and, where
necessary for purposes for which
it is to be used the processing
of personal information, kept
up to date. Inaccurate or
incomplete data must be rectified,
supplemented, destroyed or their
further processing restricted
• Adequate and not excessive in
relation to the purposes for which
it is collected and processed
• Retained only for as long as
necessary for the fulfilment of the
purposes for which the data was
obtained or for the establishment,
exercise or defence of legal
claims, or for legitimate business
purposes, or as provided by law
• Kept in a form which permits
identification of data subjects for
no longer than is necessary for
the purposes for which the data
was collected and processed
Stronger legal protection is provided
for sensitive personal information
such as an individual’s race, ethnic
origin, marital status, age, religious,
philosophical or political affiliations,
health, education, genetic or sexual
life, or to any proceeding for any
offense committed or alleged to
have been committed by such
6

person, the disposal of such
proceedings, or the sentence of any
court in such proceedings.
Violations of the Data Privacy Act
can result in imprisonment and
monetary penalties. For example,
the unauthorised processing of
personal information shall be
penalised by a term of imprisonment
ranging from one to three years and
a fine of not less than PHP500,000
but not more than PHP2 million.
While for the unauthorised
processing of personal sensitive
information shall be penalised by a
term of imprisonment ranging from
three to six years and a fine of not
less than PHP500,000 but not more
than PHP4 million.
Unauthorised processing refers
to the processing of personal
information without the consent of
the data subject, or without being
authorised under the Act or other
existing laws.
Exchange control
The Bangko Sentral ng Pilipinas
(BSP) has liberalised foreign
exchange policies, allowing full and
immediate repatriation of capital and
remittance privileges of income by
foreign investors. This is, however,
subject to certain precautionary
conditions under the Anti-Money
Laundering Act. Foreign exchange
may be freely sold and purchased
outside the banking system.

Foreign exchange expenditures
obtained from the banking system
no longer require the prior approval
of the BSP, although they are
subject to specific reporting
requirements and other conditions.
Similarly, foreign exchange may
be sold by authorised agent banks
without prior approval of the BSP
for payments on foreign exchange
transactions, except for certain
foreign currency loans still covered
by BSP regulations. Foreign
exchange receipts, acquisitions,
or earnings may be sold for pesos
(even to unauthorised agent banks
or outside the banking system),
retained, deposited in foreign
currency accounts (whether in the
Philippines or abroad) or used for
any other purpose.
Money laundering regulations
Under the Republic Act No. 9160,
as amended, or otherwise known
as “Anti-Money Laundering Act of
2001”, money laundering is defined
as a crime whereby the proceeds of
an unlawful activity are transacted,
thereby making them appear to have
originated from legitimate sources.
Institutions covered by this
legislation, such as banks,
non-banks, quasi-banks, trust
entities, other institutions and
their subsidiaries and affiliates
supervised or regulated by the
BSP, are mandated to report
to the Anti-Money Laundering
Council all covered transactions
and suspicious transactions. This
must be completed within five
working days from the occurrence
thereof, unless the Supervising
Authority prescribes a longer period
not exceeding ten days. Covered
transactions are transactions in
cash or its equivalent monetary
instrument involving a total amount
in excess of PHP500,000 within one
banking day. Suspicious transactions
are transactions with covered
institutions, irrespective of the
amounts involved, where any of the
following circumstances exists:

• There is no underlying legal or
trade obligation, purpose or
economic justification
• The client is not properly identified
• The amount involved is not
commensurate with the business
or financial capacity of the client
• Taking into account all known
circumstances, it may be
perceived that the client’s
transaction is structured in
order to
• Avoid being the subject of
reporting requirements under
the AMLA
• Any circumstance relating to the
transaction which is observed
to deviate from the profile of
the client and/or client’s past
transactions with the covered
institutions
• The transaction is in any way
related to an unlawful activity
or offense under this Act that is
about to be, is being or has been
committed
• Other analogous transactions
A penalty of imprisonment from six
months to four years or a fine of not
less than PHP100,000 but not more
than PHP500,000, or both, shall be
imposed in case of non-compliance
thereof.
Intellectual Property Rights
In the Philippines, the following
Intellectual Property Rights (IPR)
are protected: copyright, patents,
trade marks and designs. Republic
Act (RA) No. 8293, as amended
by Republic Act 10372, otherwise
known as the “Intellectual Property
Code” is the governing law for the
protection of IPR. The Intellectual
Property Office (IPO) is the body
that administers the policies sought
to be implemented under the
Intellectual Property Code.
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COPYRIGHT
Copyright is the property right over original intellectual creations in the literary and artistic domain. Copyright is protected
from the moment of creation. These works may include but are not limited to: literary works, dramatic works, musical
works, artistic works, choreographic works, layouts and typographical arrangements, photographic works, audio-visual
works and cinematographic works, computer programs and other literary, scholarly, scientific and artistic works.
Protection
granted		

Under RA No. 8293, the author of a work is granted copyright or economic rights which consist
of the exclusive right to carry out, authorise or prevent reproduction, dramatisation, translation,
adaptation, or other transformation of the work, distribution, rental, public display, public
performance and other communication to the public of the work.
The author of a work also has moral rights which include the right to require that the authorship
of the works is attributed to him, to make any alterations, to object to any distortion, mutilation or
other modification, and to restrain the use of his name with respect to any work not of his own
creation or in a distorted version of his work.

Infringements

Infringement occurs when there is piracy or substantial reproduction of a copyrighted work.
Any person infringing a right protected under the law shall be liable to: an injunction restraining such
infringement, paying compensation to the copyright proprietor or his assigns or heirs such actual
damages, or payment of moral and exemplary damages. The infringer is also exposed to criminal
liability in the form of imprisonment and a fine, as prescribed by law.

Duration

In general, copyright shall be protected during the life of the author and for 50 years after his death.
Exceptions to this are as follows:
• Works of joint authorship – during the life of the last surviving author and for 50 years following
his death
• Anonymous or pseudonymous works – 50 years from the date on which the work was first
lawfully published
• Works of applied art – 25 years from the date of making
• Photographic works and audio-visual works – 50 years from date of publication and, if
unpublished, from the date of making

PATENTS
Patents protect any technical solution of a problem in any field of human activity which is new, involves an inventive step
and is industrially applicable.
Protection
granted

A patent shall confer on its owner the exclusive rights to restrain, prohibit and prevent any
unauthorised person or entity from making, using, offering for sale, selling or importing the
patented product or patented process. Patent owners shall also have the right to assign the patent,
or transfer it by succession, and to conclude licensing contracts for the same.
These rights are conferred at the moment of registration of the patent before the IPO of
the Philippines.

Infringement

The making, using, offering for sale, selling, or importing a patented product or a product obtained
directly or indirectly from a patented process, or the use of a patented process without the
authorisation of the patentee constitutes patent infringement.
Any patentee, or anyone possessing any right, title or interest in and to the patented invention,
whose right has been infringed, may bring a civil action to recover from the infringer such damages
sustained thereby, plus attorney’s fees and other expenses of litigation, and to secure an injunction
for the protection of his rights.
If the infringement is repeated, the offender shall, without prejudice to the civil action for damages,
be criminally liable and upon conviction, shall be liable to a term of imprisonment and/or fine.

Duration

20 years from the filing date of the application.
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TRADE MARKS
A trade mark is any visible sign capable of distinguishing a good or service of an enterprise and shall include a stamp or
marked container of goods.
Protection
granted

The owner of a registered mark shall have the exclusive right to prevent all third parties, not having
the owner’s consent, from using in the course of trade identical or similar signs or containers for
goods or services which are identical or similar to those in respect of which the trade mark is
registered where such use would result in the likelihood of confusion.
The exclusive right of the owner of a well-known mark which is registered in the Philippines
shall extend to goods and services which are not similar to those in respect of which the mark is
registered, if such use would likely result to damage to the interest of the owner of the registered
mark.
Trade mark rights are acquired through registration with the IPO of the Philippines.

Infringement

Any person who shall, without the consent of the owner of the registered mark, use in commerce
any reproduction, counterfeit, copy or colourable imitation of a registered mark of which such use
is likely to cause confusion, or to cause mistake, or to deceive, shall be liable to a civil action for
infringement regardless of whether there is actual sale of goods or services using the infringing
material.
Independent of the civil sanctions imposed by law, a criminal penalty of imprisonment and a fine shall
also be imposed on any person who is found guilty of committing the infringement of a registered
mark.

Duration

10 years, subject to indefinite renewal for periods of 10 years each.

DESIGNS
A design is any composition of lines or colour or any three-dimensional form, whether or not associated with lines or
colours, wherein such composition or form gives a special appearance to, and can serve as pattern for, an industrial
product or handicraft.
Protection
granted

Only industrial designs that are new or original shall benefit from protection granted by law. The
protection granted includes the exclusive rights of the designer to restrain, prohibit and prevent
any unauthorised person or entity from making, using, offering for sale, selling or importing the
registered industrial design. The industrial design owners shall also have the right to assign, or
transfer by succession the design, and to conclude licensing contracts for the same.
Design rights are conferred at the moment of registration of the industrial design before the IPO of
the Philippines.

Infringement

The making, using, offering for sale, selling, or importing a product that uses a protected design
without the authorisation of the design right holder constitutes infringement.
Any holder of a design right, whose right has been infringed, may bring a civil action to recover
from the infringer such damages sustained thereby, plus attorney’s fees and other expenses of
litigation, and to secure an injunction for the protection of his rights.
If the infringement is repeated, the offender shall, without prejudice to the civil action for damages,
be criminally liable therefor and upon conviction, shall suffer imprisonment and/or a fine.

Duration

Five years subject to renewal for not more than two consecutive periods of five years each.
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Conducting business
in the Philippines
Business entities
In the Philippines, any person
may engage in business subject
to limitations as prescribed by
Philippine law.
The Foreign Investment Negative
List (FINL) is a list which provides
a ratio and/or limit to foreign equity
in a particular business activity,
as well as the practice of certain
professions. This FINL is amended
from time to time to reflect changes
pursuant to existing laws that have
favoured the liberalisation of the
Philippine economy. Examples of
activities which are fully reserved
for Filipinos include the practice
of some professions. The laws
governing the practice of specific
professions contain ‘reciprocity’
provisions that allow foreigners
to practice their profession in the
Philippines, providing that their
country of origin also allows Filipinos
to exercise the same profession.
Hence, reciprocity is critical to the
ability to exercise a profession
previously reserved for Filipinos in
the Philippines.
In the latest FINL (10th FINL),
which took effect in June 2015,
only pharmacy, radiologic and
X-ray technology, criminology,
forestry, and law are the professions
reserved for Filipinos.
Foreign investors are allowed to
participate in certain regulated
activities provided that their
participation is within the allowable
percentage. For example, foreigners
may own up to 40 per cent of a
corporation which own private
lands. Other activities not included
in the FINL may be 100 per cent
owned by foreigners.

Corporation
Formation
The Security and Exchange
Commission (SEC) is the primary

government agency responsible for
administering the registration and
operation of domestic corporations
under the Corporation Code.
Any number of natural persons,
not less than five but not more
than fifteen, all of legal age and a
majority of whom are residents
of the Philippines, may form a
private corporation for any lawful
purpose(s).
The incorporators must subscribe to
the Articles of Incorporation and file
documents specifying the company
name, purpose, principal office,
capital, and certain other information
with the SEC.
The filing fee for the registration
of a new corporation is one-fifth
of one per cent of the authorised
capital stock. A legal fee of one per
cent of the filing fee and a minimum
research fee also apply.
Minimum capital requirements
The law does not impose a
minimum authorised capital
stock, but it requires that at
least twenty-five per cent of
the authorised capital stock
be subscribed at the time of
incorporation, and that at least
twenty-five per cent of the total
subscribed capital must be paid
up. In all instances, however,
the minimum paid-up capital for
a corporation should be at least
PHP5,000.
A domestic market enterprise
with foreign equity participation
exceeding 40 per cent is required
to have a minimum paid-up capital
of USD200,000 which should be
inwardly remitted. This amount
may be reduced to USD100,000 if
the enterprise involves advanced
technology, as determined by
the Department of Science and
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Technology, or if it employs at least
fifty direct employees.
In addition, certain laws require
minimum paid-up capital for
companies pursuing regulated
activities. These include financing
companies where minimum paid-up
capital is between PHP2.5 million to
PHP10 million; Health Maintenance
Organizations (HMO) – PHP10
million; and investment houses –
PHP300 million.
Management
Corporate powers are exercised
by the board of directors. Board
members are elected by the
shareholders. The majority of the
directors must be residents of the
Philippines and every one of them
must own at least one share of the
capital stock of the corporation.
Immediately after their election,
the directors of a corporation must
formally organise the election of a
president. The president should be
a director or treasurer, who shall
be a resident, or a secretary who
shall be a resident and citizen of the
Philippines, and such other officers
as may be provided for in the
by-laws. Any two or more positions
may be held concurrently by the
same person, except that no one
shall act as president and secretary
or as president and treasurer at the
same time.
Filing requirements
Every enterprise registered with
the SEC is required to submit
the General Information Sheet
annually. The SEC requires
companies with paid-up capital of
at least PHP50,000 and non-stock
corporations with assets of at least
PHP500,000 or gross receipts of
at least PHP100,000 to file annual
audited financial statements.
Otherwise, the financial statements
may be attested and sworn to by
the treasurer of the corporation.

Deposit of securities with
the SEC
The Corporation Code of the
Philippines (Batas Blg 68) requires
that within 60 days from issuance
of a license to transact business in
the Philippines, foreign corporations
to deposit with the Securities
and Exchange Commission,
bonds or other evidence of
indebtedness of the Government
of the Philippines, its political
subdivisions and instrumentalities
government-owned or controlled
corporations and entities, shares of
stock in “registered enterprises”
as this term is defined in Republic
Act No. 5186, shares of stock in
domestic corporations registered
in the stock exchange, or shares
of stock in domestic insurance
companies and banks, with an
actual market value of at least one
hundred thousand pesos. Within
six months after each fiscal year
of the licensee, the Securities and
Exchange Commission shall require
the licensee to deposit additional
securities equivalent in actual
market value to two per cent of the
amount by which the licensee’s
gross income for that fiscal year
exceeds five million pesos.

of the board of directors and the
vote of stockholders owning at least
two-thirds of the outstanding capital
stock. If creditors are affected, a
petition for dissolution approved by
the vote of stockholders owning at
least two-thirds of the outstanding
capital stock must be filed with the
SEC, which then conducts a hearing
to consider the petition.

The Securities and Exchange
Commission shall also require the
deposit of additional securities if the
actual market value of the securities
falls by at least 10%.

Partnership

Dissolution
A corporation is considered
dissolved when its existence
is terminated, its charter is
extinguished, and its assets are
distributed among creditors and
stockholders. The Corporation
Code provides for two methods
of corporate dissolution: voluntary
and involuntary.
Corporations may be dissolved
voluntarily by shortening the
corporate term through an
amendment to the Article of
Incorporation, or by majority vote

Liquidation must take place within
three years after a corporation
is dissolved. The purposes of
liquidations are to prosecute actions
on behalf of the corporation, defend
suits filed against the corporation,
dispose or convey corporate
property or assets, and settle
with the corporation’s debtors
and creditors.
Corporations may be liquidated
by the board of directors, by
trusteeship, or by receivership.
If liquidation is made through a
trusteeship or a receivership, the
prescribed three-year period within
which the liquidation process must
be completed does not apply. The
three-year count automatically
ceases upon appointment of a
trustee or a receiver.

In a partnership, two or more
persons contribute money, property,
ideas, and other things of value to
a common fund, with the intent to
divide the resulting profits among
themselves.
A partnership is either general or
limited, depending on the liability of
the partners. It is general if all the
partners are personally liable for the
obligations of the partnership when
its assets are exhausted. It is limited
if at least one partner has limited
personal liability. In the latter case,
at least one other partner must have
unlimited liability.
A partnership has a legal personality
separate from that of each partner.
However, it does not enjoy the right
11
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of succession; consequently, the
death of a general partner dissolves
the partnership.
The SEC administers the laws on
partnerships. SEC registration is
required for partnerships with capital
in excess of PHP3,000. The fee
for filing the partnership articles
is one-fifth of one per cent of the
partnership capital. However, this
cannot be less than PHP1,000.

Sole proprietorship
A sole proprietorship is a one-person
form of business organisation
common among small businesses.
The sole proprietor has unlimited
liability and is therefore accountable
for all debts incurred by the
operation.
Foreign investors may establish
sole proprietorships subject to
the applicable Philippine laws.
This form of organisation is,
however, advisable for small-scale
enterprises only.

Branches
A foreign corporation may conduct
business or engage in trade in
the Philippines through a branch,
which is a mere extension of the
legal personality of the foreign
corporation. As a branch does not
have an existence independent from
the foreign corporation, the assets
of the head office are exposed to
the liabilities of the branch. The
operation and liquidation of a branch
are similar to the operation and
liquidation of a corporation.
Branches engaging in domestic
market enterprise are subject to the
same paid-up capital requirements as
corporations. Activities of the branch
must not be listed in the FINL.

Representative offices
The activities of a representative
office are limited to information
dissemination, promotion of
products and facilitation of orders
of the head office’s customers.
A representative office is not
allowed to intervene or take part
in any manner in the pricing or
distribution of the products of its
head office. It is also not allowed
to derive income from within
the Philippines. Accordingly, a
representative office is not subject
to Philippine income tax.
A representative office is required
by law to remit into the country
an amount necessary to cover its
operating expenses, which must
be at least USD30,000, prior to
SEC regulation.

Regional headquarters
A foreign firm engaged in
international trade with affiliates,
subsidiaries, or branch offices in the
Asia-Pacific region may establish
its regional headquarters in the
Philippines. A regional headquarter
serves as a supervisory,
communication and coordinating
centre for the firm’s affiliates,
subsidiaries, or branches in the
region. It is not allowed to participate
in any manner in the management
of any subsidiary or branch office
that the foreign entity may have in
the Philippines.
A regional headquarters is similar
to a representative office in that
it is not allowed to derive income
from sources within the Philippines.
In addition, regional headquarters
are required to remit annually into
the country an amount necessary
to cover operating expenses in the
Philippines, which must be at least
USD50,000.
12

Managerial and highly technical
employees of the regional
headquarter are entitled to the
preferential income tax rate of
15 per cent.
Regional operating headquarters
A regional operating headquarters
(ROHQ) is a foreign business entity
allowed to derive income from
within the Philippines by performing
any of the following services to its
affiliates, subsidiaries or branches
in the Philippines, in the Asia-Pacific
region, and in other foreign markets:
• General administration and
planning
• Business planning and
coordination
• Sourcing/procurement of raw
materials and components
• Corporate finance advisory
services
• Marketing control and sales
promotion
• Training and personnel
management
• Logistics services
• Research and development
services, and product
development
• Technical support and
maintenance
• Data processing and
communication
An ROHQ, however, may not
engage, directly or indirectly, in
soliciting or marketing of goods and
services, whether on behalf of its
parent company, branches, affiliates,
subsidiaries or any other company.
In addition, it is required to remit an
initial investment of USD200,000.
An ROHQ is entitled to the
preferential corporate income tax
rate of 10 per cent.

Tax system
Corporate Income Tax
Scope
Domestic corporations (ie, those
incorporated under Philippine
laws) are subject to tax on their
worldwide taxable income. Foreign
corporations (those incorporated
under foreign laws) are taxed only
on their Philippine-source income.

• Net capital gains from sale of
shares of stocks not traded in the
stock exchange – five per cent on
the first PHP100,000; 10 per cent
on the excess of PHP100,000
• Sale of lands (capital assets) – six
per cent on the gross selling price
or fair market value, whichever is
higher

Tax rates
Domestic and resident foreign
corporations are subject to either of
the following, whichever is higher:

For resident foreign corporations:

• Regular corporate income tax
of 30 per cent of their taxable
income (gross income less
allowable deductions)

• Interest income derived by
offshore banking units from
foreign currency loan transactions
with residents – 10 per cent

• Minimum corporate income
tax equivalent to two per cent
of gross income during the
taxable year

• Interest income derived by
offshore banking units from
foreign-currency loans granted to
residents – 10 per cent

Non-resident foreign corporations
are taxed at 30 per cent of their
gross taxable income derived from
Philippine sources.
Certain types of income and
corporations are subject to special
tax rates, as follows.
For domestic corporations:
• Proprietary educational institutions
and hospitals – 10 per cent of
taxable income

• International carriers doing
business in the Philippines – 2.5
per cent of gross Philippine billings

• Branch profit remittances to head
office – 15 per cent
• Regional operating headquarters
of multinational companies –
10 per cent of taxable income
• Interest from deposits and yield or
any other monetary benefit from
deposit substitutes and from trust
funds and similar arrangements,
and royalties from Philippine
sources – 20 per cent
• Dividends received from domestic
corporations – exempt

• Interest from deposits and yield or
any other monetary benefit from
deposit substitutes and from trust
funds and similar arrangements,
and royalties – 20 per cent

• Net capital gains from sale of
shares of stocks not traded in the
stock exchange – five per cent on
the first PHP100,000; 10 per cent
on the excess

• Interest from foreign currency
deposits with local banks –
7.5 per cent

For non-resident foreign
corporations:

• Income derived by banks under
the Foreign Currency Deposit
System from foreign currency
transactions with residents –
10 per cent
• Dividends received from domestic
corporations – exempt

Progressive
rates are
imposed on the
taxable income
of citizens,
resident
aliens, and
non-resident
aliens doing
business in the
Philippines.

• Owners, lessors, or distributors of
motion pictures – 25 per cent on
gross income
• Owners of vessels – 4.5 per cent
of gross rentals, lease, or charter
fees from leases or charters to
Filipino citizens or corporations as
13
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approved by Maritime Industry
Authority
• Lessors of aircraft, machineries
and other equipment –
7.5 per cent on their rentals,
charter fees and other fees from
Philippine sources
• Interest on foreign loans –
20 per cent
• Dividends from domestic
corporations – 30 per cent, or
15 per cent if the home country
of the non-resident foreign
corporation does not impose a
tax on foreign-source dividends,
or allows a credit equivalent
for taxes deemed paid in the
Philippines of at least 15 per cent,
or tax treaty rate
• Net capital gains from sale of
shares of stocks not traded in the
stock exchange – five per cent on
the first PHP100,000; 10 per cent
on the excess of PHP100,000
Taxable income
Taxable income is computed in
accordance with International
Accounting Standards subject
to adjustments as required by
provisions in the tax law. Because
of these adjustments, the amount
of taxable income frequently
differs from the amount of income
for financial reporting purposes.
Normal business expenses may
be deducted in computing taxable
income.
Taxable year
A corporation may choose the
calendar or its fiscal year for its
taxable year depending on which
would more accurately reflect its
taxable income.
Groups
Philippine tax law does not allow
nor require the filing of consolidated
tax returns, or the relieving of losses
within a group of companies. Each
company is an independent entity
that must file its own tax return and
pay its own taxes.

Transfer pricing
Related companies must transact on
an arm’s length basis in compliance
with the transfer pricing regulations
in the Philippines, as issued in 2013.
Attribution of revenue and expenses
between branches and head
office is allowed subject to certain
conditions. Interest is not allowed as
a deduction for income tax purposes
if paid to related entities such as:
• To an individual owning, whether
directly or indirectly, more than 50
per cent of the outstanding stock
of the corporation
• Between two corporations with
a common individual shareholder,
owning more than 50 per cent
of the value of the outstanding
stock of each, if either one of the
corporations is a personal holding
company or a foreign personal
holding company.
Administration
Domestic and resident foreign
corporations must file quarterly
income tax returns within sixty days
after the end of each of the first
three quarters of the tax year, and
must file a final or adjusted return
on or before the 15th day of the
fourth month following the end of
the tax year.
A corporation may employ either
the calendar year or its fiscal year
as basis for filing its annual income
tax return. Prior approval from the
Commissioner of Internal Revenue
is required in the case of a change in
accounting period.
Taxes due from non-resident foreign
corporations are required to be
withheld at source by the payer.
They are not required to file an
income tax return in the Philippines
for such income.
Losses
Losses sustained during the
taxable year (if incurred in trade or
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business), and not compensated
for by insurance or other forms
of indemnity of property, are
deductible from gross income.
Capital losses can only offset
capital gains.
The net operating loss of a
corporation for a taxable year may
be carried over as a deduction from
gross income for the three taxable
years immediately following the year
of loss if the loss has not previously
been offset as a deduction from
gross income. The loss carryover is
allowed only if no substantial change
in the ownership of the business
has occurred.
Dividends
Dividends received by a domestic
or resident foreign corporation from
another domestic corporation are
not subject to tax. Those received
from foreign corporations are treated
as ordinary income and are subject
to the regular corporate tax.
Dividends received by non-resident
foreign corporations from domestic
corporations are generally subject
to a final withholding tax of 30 per
cent. The rate may be reduced to
15 per cent if the country of domicile
of the recipient does not impose a
tax on foreign-source dividends, or
if it allows a credit for taxes deemed
paid in the Philippines equivalent
to 15 per cent. The rates may also
be reduced under an applicable
tax treaty.
Withholding taxes
Withholding taxes are classified
as either creditable or final. Most
income payments are subject to
withholding taxes.
Where the withholding is creditable,
the income recipient files an income
tax return and computes his tax
liability at the end of the taxable
period. The tax withheld may be
credited against the income tax due.

In the case of final withholding taxes, the amount of income tax withheld is
constituted as a full and final payment of the income tax due from the payee
on the said income. Income payments to non-resident foreign corporations are
subject to final withholding tax.
Tax treaties
Tax treaties between the Philippines and various countries reduce the incidence
of double taxation. Preferential tax rates and exemptions are also available under
tax treaties. Provisions of these treaties take precedence over domestic tax laws
in cases where the treaty rates are lower. As of the year 2014, the Philippines
has tax treaties with 41 countries.

Personal Income Tax
Individuals liable to Philippine tax
Resident citizens are subject to tax on worldwide income. Non-resident citizens
and aliens are taxed only on income from Philippine sources.
Filipino citizens are deemed residents unless they have emigrated, are
permanent employees of foreign employers abroad or they are contract workers
who spend at least 183 days a year (on a continuous basis) abroad.
The length and nature of a foreign national’s stay in the Philippines determines
their residency status. Foreign nationals that visit the Philippines with a definite
purpose and leave upon completion are not deemed to be residents. On the
other hand, if such stay is extended, with the alien making a temporary home
in the Philippines in order to accomplish the task, the said individual is deemed
a resident. Ultimately, any non-resident who stays in the Philippines for more
than 180 days during any calendar year is deemed to be engaged in trade or
business in the Philippines and will be taxed at the graduated rates of 5 per cent
to 32 per cent.
Personal exemptions allowed to a non-resident are equal to those allowed by the
tax laws of the non-resident’s country of citizenship to non-resident Filipinos.

Tax rates
Progressive rates are imposed on the taxable income of citizens, resident
aliens, and non-resident aliens doing business in the Philippines. A non-resident
alien doing business in the Philippines is one who stays in the Philippines for
an aggregate period of more than 180 days in a calendar year. The applicable
marginal rates are as follows:
If Taxable Income is
Over

But not over

–

10,000.00

10,000.00

30,000.00

Tax due
5%
500.00

Plus

Of the excess

–

–

10%

10,000.00

30,000.00

70,000.00

2,500.00

15%

30,000.00

70,000.00

140,000.00

8,500.00

20%

70,000.00

140,000.00

250,000.00

22,500.00

25%

140,000.00

250,000.00

500,000.00

50,000.00

30%

250,000.00

–

125,000.00

32%

500,000.00

500,000,00.00

Other types of income of citizens and resident aliens are subject to the following
tax rates:
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Resident
citizens are
subject to tax
on worldwide
income.
Non-resident
citizens and
aliens are taxed
only on income
from Philippine
sources.

• Interest from bank deposits and
yield from deposit substitutes and
similar arrangements, royalties,
prizes and other winnings, from
Philippine sources – 20 per cent
• Interest from foreign currency
deposits in a local bank –
7.5 per cent
• Interest income from Philippine
peso-denominated long-term
deposits and investments –
exempt under certain conditions,
provided, that should the holder
of the certificate pre-terminate
the deposit or investment before
the fifth year, a final tax shall be
imposed on the entire income and
shall be deducted and withheld
by the depository bank from the
proceeds of the long-term deposit
or investment certificate based on
the holding period thereof:
–– Four years to less than five
years – five per cent;
–– three years to less than four
years – 12 per cent;
–– And less than three years – 20
per cent
• Cash and property dividends from
domestic corporations and shares
from the distributable net income
of a partnership or a joint venture
– 10 per cent
• Capital gains from sale of shares
of stock not traded through the
local stock exchange – five per
cent on the first PHP100,000; 10
per cent on the excess
• Capital gains from sale of real
property – six per cent of the
gross selling price or fair market
value, whichever is higher
Taxation of non-residents
The following rates apply to other
income of non-resident aliens doing
business within the Philippines:
• Cash and property dividends from
a domestic corporation or from
a regional operating headquarter
of a multinational company,

shares in the distributable net
income of a partnership or joint
venture, royalties, prizes and other
winnings – 20 per cent
• Interest income from Philippine
peso-denominated long-term
deposits is exempt under certain
conditions. If the holder of the
certificate pre-terminates the
deposit or investment before
the fifth year, a final tax shall be
imposed on the entire income.
This final tax to be deducted
and withheld by the depository
bank from the proceeds of the
long-term deposit or investment
certificate based on the holding
period thereof:
–– Four years to less than five
years – five per cent;
–– three years to less than four
years – 12 per cent;
–– And less than three years – 20
per cent
• Capital gains from sale of shares
of stock not traded through the
local stock exchange – five per
cent on the first PHP100,000;
10 per cent on the excess
Non-resident aliens not doing
business in the Philippines are taxed
at 25 per cent on their income from
Philippine sources.
A preferential rate of 15 per cent
applies to alien employees of
regional or area headquarters and
regional operating headquarters of
multinational companies, offshore
banking units, and petroleum service
contractors and subcontractors.
Tax returns
For individuals, the tax year is the
calendar year. An income tax return
must be filed on or before April 15
of the year following the tax year.
Spouses compute their individual
income tax liabilities separately
based on their respective taxable
income, although they file joint
tax returns.
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Individuals earning pure
compensation income from a single
employer during the year where the
tax payable has been fully withheld
are exempt from the requirement
to file an income tax return, subject
to certain conditions. Likewise, an
individual whose sole income has
been subjected to final withholding
tax is not required to file an income
tax return.
Internal revenue taxes may be paid
over the counter, by bank debit, or
by check.
Tax treaties
Compensation for personal services,
whether dependent or independent,
may be exempt from income tax
if conditions set by tax treaties
are met.

Other taxes
Value Added Tax/Sales tax
A 12 per cent VAT is imposed on the
sale, barter, exchange or lease of
goods and properties, importation
of goods and sale or performance
of services within the Philippines.
The term “goods and properties”
includes all types of property,
whether personal (tangible and
intangible) or real property. The
phrase “sale or performance of
services” means the performance
of all types of services for
remuneration in the Philippines.
A zero per cent VAT generally
applies to exports. Taxpayers
engaged in zero-rated transactions
are entitled to refunds or tax credits
for VAT paid (input tax) on their
purchases of goods, properties
and services. VAT-exempt status is
also granted to certain transactions
and entities.
Individuals or entities with expected
or actual gross sales or gross
receipts in excess of PHP1,919,500
annually, or in any 12-month period,
must register as VAT taxpayers.
The threshold amount is adjusted
periodically.

All persons liable to VAT are required
to file monthly VAT declarations and
quarterly VAT returns that shall serve
as the final adjusted return for the
quarter. The input VAT (ie, the VAT
paid on purchases) may be credited
against the output tax (ie, VAT
on sales) to arrive at the net VAT
payable. Any input tax that has not
been applied against output tax may
be carried forward to the following
months or succeeding quarters.
Documentary stamp tax (DST)
DST must be paid with respect
to certain documents specified in
the Philippine Tax Code, including
bonds, debentures, certificates of
indebtedness, stock certificates
and deeds of sale conveying
real property.
Estate tax
The estate tax is imposed at
progressive rates ranging from five
per cent to 20 per cent. Net estates
not exceeding PHP200,000 are
exempt from estate tax. A standard
deduction equivalent to PHP1
million is allowed in computing net
estate, aside from actual funeral,
judicial and other expenses subject
to conditions. An estate tax return

must be filed within six months after
the decedent’s death. The tax due
must be paid at the time of filing.
Estate taxes paid by citizens or
residents to a foreign country are
creditable against Philippine estate
tax, subject to certain limitations.
Donor’s tax
Donor’s tax is imposed at
progressive rates ranging from two
per cent to 15 per cent. Cumulative
net gifts of up to PHP100,000 in
a calendar year are exempt from
donor’s tax. If a beneficiary is a
stranger, the rate is 30 per cent.
Corporate donations are subject to
the 30 per cent rate.
Gifts made to the government and
certain accredited institutions are
exempt from the donor’s tax.
Donor’s taxes paid to a foreign
country by a citizen or resident at the
time of donation are creditable.
A gift tax return should be filed by
the donor within thirty days after
the date when each gift is made.
The tax due must be paid at the
time of filing.
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Tax on capital gains
A final tax of six per cent is imposed
on the gross selling price or fair
market value, whichever is higher, of
land or buildings sold by a domestic
corporation if such property is
treated as a capital asset.
Improperly accumulated
earnings tax (IAET)
The IAET tax is equal to 10 per
cent of the improperly accumulated
taxable income.
Local tax
A local business tax (LBT) is
imposed by local government
units on business establishments
operating within their territorial
jurisdiction. The LBT is computed
based on the gross sales or receipts
of the business establishment for
the preceding year at varying rates
depending on the business activity.
Property taxes
Local government units impose real
property taxes of two types: a basic
tax and a Special Education Fund
Tax. The rate is generally one per
cent for real properties located in
the provinces and two per cent for
real properties located in a city or
municipality within Metro Manila.

Labour
Protection of labour is founded on
Sec.18 of the Philippine Constitution
where the State “affirms labour as
a primary social economic force and
shall protect the rights of workers
and promote their welfare”. Security
of tenure is also a constitutionally
protected right.
The Labour Code implements
this constitutional mandate but, in
the event of conflict, must yield
to the constitution. The Labour
Code comprises the basic policies
to protect labour, promote full
employment, ensure equal work
opportunities regardless of sex, race
or creed, and regulate the relations
between workers and employers.
Supplementary laws include the
Magna Carta for Disabled Persons,
Special Protection of Children against
Child Abuse and Discrimination,
the Wage Rationalisation Act, and
the Anti-Sexual Harassment Act,
among others.
Employment contract
Under the Labour Code, the
following types of contracts can be
executed in the Philippines: regular,
probationary, contractual, project,
seasonal and fixed-term.
A written employment contract is
not mandated by law. The existence
of employer-employee relationship
is determined by the presence of
the following elements, namely:
selection and engagement of the
employee, payment of wages,
power to dismiss and the power to
control the employee’s conduct.
Nonetheless, written contracts
are still advisable and should
be in accordance with the
provisions within the relevant
employment laws. The following
pieces of information should be
included: job title and description,
commencement date, period of
employment, probation period,
grounds for termination and

termination procedures, wage
and additional benefits that are to
be provided.
Minimum wage
The minimum wage rates for
agricultural and non-agricultural
employees and workers in each
region of the country shall be those
prescribed by the Regional Tripartite
Wages and Productivity Boards.
Republic Act No. 6727 which
was enacted to rationalise wage
policy determination by establishing
the mechanism and proper standard
thereof.
Based on the said law, minimum
wage rates shall be adjusted
in a fair and equitable manner,
considering existing regional
disparities in the cost of living and
other socio-economic factors and
the national economic and social
development plans.
As of 4 April 2015, the highest
daily minimum wage rate is in the
National Capital Region (NCR) of
the Philippines which is equivalent
to PHP481.00 per day – PHP481.00
for non-agricultural and PHP444.00
for agricultural workers, private
hospitals with bed capacity of 100 or
less, retail service establishments
employing 15 workers or less,
manufacturing establishments
regularly employing less than
10 workers. These rates include the
integrated cost of living allowance
(COLA) of P15.00.
Region IV-B in the Philippines has
the lowest daily minimum wage
rate which is equivalent to PHP210
– PHP280 for non-agricultural and
PHP220 - PHP230 for agricultural
workers, as of 3 July 2015.

Working time and leave
Hours of work
The normal hours of work of
employees shall not exceed eight
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The normal
hours of work of
employees shall
not exceed eight
hours a day.

hours a day. Any rest periods of a
short duration during working hours
shall be counted as hours of work.
Employers are obliged to provide
employees no less than 60 minutes
time-off for their regular meals.
A rest period of no less than 24
consecutive hours after every six
consecutive normal work days
must also be given to employees.
However, the employer shall respect
the preference of employees as to
their weekly rest day when such
preference is based on religious
grounds.
Night-shift differential
Every employee shall be paid a night
shift differential of not less than 10
per cent of his regular wage for each
hour of work performed between
22.00 and 06.00.
Overtime
Overtime is defined as any work
performed beyond eight hours a
day. Overtime is permitted, provided
that the employee is paid additional
compensation, equivalent to his
regular wage plus at least 25 per
cent. Work performed beyond eight
hours during any holiday or rest
day shall be paid with additional
compensation equivalent to the rate
of the first eight hours on a holiday
or rest day plus at least 30 per cent.
Under time worked on any particular
day shall not be offset by overtime
worked on any other day.
Holiday, vacation and sick pay
There are 10 regular and nine special
non-working holidays. Employees
are entitled to their regular daily
wage on these days.
Most companies provide two weeks
of annual paid leave. The statutory

minimum paid leave allowance,
for employees who have rendered
at least one year of service, is five
days. Although it is not required by
law, most companies also provide
two weeks of paid sick leave.
Maternity leave
Companies are required to pay
female employees a daily maternity
benefit for 60 days in case of normal
delivery, and 78 days in case of
Caesarean delivery. The maternity
benefit (which companies advance
to the employee and this is then
subsequently reimbursed by the
Social Security System - SSS)
is a fraction of the employee’s
monthly salary computed according
to specific guidelines. Many
companies advance the employee’s
full salary and shoulder the amount
that is not reimbursed by the SSS.
Paternity leave
Every married male employee is
granted seven days of paternity
leave for each of the first four
deliveries of his legitimate spouse
with whom he lives. This paid leave
is not reimbursed by the SSS.
Solo parent leave
In addition to the leave privileges
under existing laws, a solo parent
employee [as defined under the Solo
Parents Welfare Act of 2000 (RA
8972)] who has rendered services
of at least one year is entitled to not
more than seven working days per
year of parental leave.

Healthcare and other benefits
Healthcare
Health insurance is automatic and
compulsory for SSS members. The
benefits include allowances for
hospitalisation, surgery, medicine
and doctor’s fees.
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Although not required by law,
many companies provide
additional benefits in the form of
premiums for health insurance, or
reimbursable or fixed amounts of
medical allowances. Employees
are not taxed on premiums paid
by employers for group health or
hospitalisation insurance and on
medical benefits or reimbursements
up to PHP10,000 per year.
Pensions
The compulsory retirement age is
65 years. An employee may also
retire upon reaching the retirement
age established in a specific
collective bargaining agreement
or another applicable employment
contract. In the absence of such
retirement plan or agreement, an
employee may retire upon reaching
the age of 60 if he has served the
company for at least five years.
Retirement pay is equivalent to at
least one-half month’s salary for
every year of service.
13th-month pay
Annual payment of a 13th-month
salary is mandatory. Employees
who resign or are separated from
the company before the time
of payment of the 13th-month
salary are entitled to this benefit in
proportion to the length of time they
worked with the company during
the year.
Social security
The Social Security System
(SSS) was created to provide
private-sector employees and
their families with protection
against the hazards of disability,
sickness, old age and death. All
private employees, including
resident foreign employees, are

compulsorily covered from the date
of employment. Standard social
security benefits include disability
pension, retirement pension,
funeral benefit, sickness allowance,
maternity and paternity leave and
miscellaneous loans.
Dismissal
A worker’s right to labour is
recognised by the Philippine
Constitution as a proprietary
right. As such, an employer shall
not terminate the services of
an employee except for a just
cause or when authorised to do
so by law, and is also subject
to the requirement of statutory
due process.
Pursuant to the Labour Code of
the Philippines, the just causes
for termination include serious
misconduct or wilful disobedience,
gross and habitual neglect, fraud,
commission of a crime or offence
by the employee against the person
of his employer or any immediate
member of his family or his duly
authorised representatives, and
other analogous causes.
Prior to termination on the ground
of just cause, the employer is
mandated by law to serve two
written notices to the employee
citing the grounds for termination
and he shall give said employee the
reasonable opportunity within which
to explain his side in a hearing or
conference.
Any employee who is unjustly
dismissed from work shall be
entitled to reinstatement without
loss of seniority rights and other
privileges and to his full back wages,
inclusive of allowances, and to his
other benefits or other monetary
equivalent computed from the time
his compensation was withheld
from him up to the time of his actual
reinstatement.

The employer may also terminate
the employment due to authorised
causes which include:
• Installation of labour-saving
devices
• Redundancy
• Retrenchment to prevent losses
or the closing or cessation of
operation of the establishment or
undertaking
The due process requirement under
this instance is the service of a
written notice to the concerned
workers and to the Secretary of
Labour and Employment at least
one month before the intended
date of termination. In the case of
a termination due to installation
of labour-saving devices or
redundancy, the worker affected
thereby shall be entitled to a
separation pay equivalent to at least
his one month pay or to at least one
month pay for every year of service,
whichever is higher.
In case of retrenchment to prevent
losses and in cases of closures
or cessation of operations of
establishment or undertaking not
due to serious business losses or
financial reverses, the separation
pay shall be equivalent to one month
pay or at least one half-month pay
for every year of service, whichever
is higher.
Employment of resident and
non-resident employees
Foreign nationals
Entry visas and work permits are
required for foreign personnel
hired on either a permanent or
temporary basis. The government
has liberalised visa requirements
for foreign entrants to encourage
foreign participation in the economic
development of the Philippines.
Entry visa
Foreign nationals may come to the
Philippines for reasons of business,
pleasure or health with a temporary
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visitor’s visa that allows stays for
periods of 59 days, extendable to six
months. To extend their stay, visitors
must register with the Bureau of
Immigration or with the office of
the municipal or city treasurer in
areas outside of Manila. Executive
Order No. 408 allows foreign
nationals, except some specifically
restricted nationalities, to stay in the
Philippines for no more than 30 days
without a visa.
Work permits
In general, foreign nationals seeking
employment in the Philippines,
whether residents or non-residents,
must secure alien employment
permits from the Department of
Labour and Employment (DOLE). An
employment permit is valid for one
year from the date of issue and may
be renewed subject to the approval
of the DOLE. Executives of area or
regional headquarters and offshore
banking units, as well as treaty
trader visa holders, are exempt
from the requirement to obtain alien
employment certificates.
A local employer who wishes to
employ a foreign national must
apply for a permit with the DOLE on
behalf of the foreign national. The
petitioning company must prove
that the foreign national possesses
the required skills for the position
and that no Filipino is available who
is competent, able and willing to do
the specific job for which the foreign
national is desired.
Trade unions
The Constitution and the Labour
Code guarantee workers’ rights
to self-organisation. Union
membership is most common in
the manufacturing sector. One
of the main objectives of unions
is to secure labour contracts that
define the rights and duties of
both management and workers.
The contract typically covers
wages, hours of work and working
conditions.

Audit
Accounting standards
Under Securities Regulations Code
Rule 68, the financial reporting
framework for which a company
must follow is dependent on the
category of companies to which is
belongs.
• Large and/or publicly-accountable
entities – shall use Philippine
Financial Reporting Standards
(PFRS)
• Small and medium-sized entities
– shall use PFRS for Small and
Medium-sized Entities (PFRS for
SMEs); exempted SMEs are given
an option to apply PFRS fully
• Micro entities – have the option to
use PFRS for SMEs, the income
tax basis, or accounting standards
in effect in the Philippines as of
December 31, 2004
The most significant financial
reporting standards and practices
in the Philippines are summarised
below.

Sources of accounting
principles
Governing statutes
Legal requirements governing
accounting and reporting practices
of businesses in the Philippines
are set forth in the NIRC, the
Corporation Code, and the
Securities Regulation Code (SRC).
In addition, special regulations on
accounting and reporting apply to
certain businesses, such as banks,
insurance companies, finance
companies, pre-need companies,
and public utilities.
Standards issued by standardsetting body
Accounting declarations adopted
by the Financial Reporting
Standards Council (FRSC) from the
pronouncements issued by the
International Accounting Standards
Board (IASB) are the primary source

of accounting principles in the
Philippines. FRSC was created by
the Board of Accountancy (BOA)
of the Professional Regulation
Commission (PRC) to establish
accounting standards in the country.
The accounting pronouncements
issued by the FRSC consist of
the following:
• PFRS – corresponding to
International Financial Reporting
Standards
• Philippine Accounting Standards
(PAS) – corresponding to
International Accounting
Standards
• Philippine Interpretations –
corresponding to interpretations of
existing standards issued by the
International Financial Reporting
Interpretations Committee (IFRIC)
of the IASB
• PFRS for SMEs – corresponding
to IFRS for SMEs
The above pronouncements
adopted by the FRSC are endorsed
and approved by the BOA and the
PRC, and form part of the rules and
regulations followed by all certified
public accountants in the Philippines.
These pronouncements are also
adopted by the SEC as part of its
rules and regulations.

Accounting records
Under the National Internal
Revenue Code of 1997 (NIRC), all
business entities paying internal
revenue taxes must maintain
books of accounts. These consist
of journals, ledgers and subsidiary
records required for the business.
Enterprises subject to VAT are also
required to keep subsidiary sales
journals and subsidiary purchase
journals.
In addition to maintaining accounts,
a corporation is required under
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the Corporation Code to keep
at its principal place of business
the following items: records of all
business transactions, minutes
of meetings of shareholders and
directors and a stock and transfer
book. These records may be
inspected by shareholders during
regular office hours.

Fundamental concepts
The following are some of the
fundamental concepts in the
preparation of the entity’s financial
statements:
Going concern
The financial statements are
prepared on the assumption that
an entity is a going concern and
will continue in operation for the
foreseeable future.
Accrual basis of accounting
An entity shall prepare its financial
statements, except for cash flow
information, using the accrual basis
of accounting.
Consistency of accounting
policies
Accounting policies should be
applied consistently for similar
transactions or items within each
reporting period and from one
period to another, unless a change
in accounting policy is required by
financial reporting standards or it
results in the financial statements
providing information that is reliable
and is more relevant to users.

preceding period for all amounts
reported in the current period’s
financial statements unless financial
reporting standards permit or
requires otherwise.
Functional currency and foreign
currency translation
Financial statements shall be
prepared in the entity’s functional
currency, which is the currency of
the primary economic environment
in which the entity operates.
Foreign currency monetary items
should be translated at the closing
rates as at the end of the reporting
period. Exchange differences (ie,
foreign currency gains and losses)
arising from the translation are
recognised in the profit or loss
account of the reporting entity
in the current period, except for
exchange differences arising
on a monetary item that forms
part of the reporting entity’s net
investment in a foreign subsidiary.
This shall be presented in the
consolidated financial statements
under other comprehensive income
and reclassified from equity to
profit or loss on disposal of the
net investment.

Offsetting
Assets and liabilities, or income and
expenses, shall not be offset unless
required or permitted by financial
reporting standards.

Filing and submission of
statutory financial statements
All companies must file their
financial statements with the Bureau
of Internal Revenue (BIR), along
with their corporate income tax
returns. In addition, companies are
required to submit audited financial
statements to the SEC. Regulated
companies, including banks, finance
companies, insurance companies,
investment houses and public
utilities must also submit monthly,
quarterly or annual reports to the
appropriate agencies such as the
BSP, the Insurance Commission (IC)
and the PSE (The Philippine Stock
Exchange).

Comparative information
Comparative information shall
be disclosed with respect to the

Corporate entities with authorised
capital stock or paid-up capital,
whichever is lower, of at least

Materiality and aggregation
Each material class of similar items
shall be presented separately in the
financial statements.
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PHP50,000, shall be required
to submit financial statements
duly audited and certified by an
independent public accountant
and stamped ‘received’ by the
Bureau of Internal Revenue within
120 days from the end of its fiscal or
calendar year.
To facilitate the orderly submission
of audited financial statements
(AFS), the SEC has, in recent years,
issued circulars providing the filing
of AFS on specific dates beginning
mid-April depending on the last digit
of the entities’ SEC registration or
license number.
Corporate entities whose fiscal
year ends on a date other than
31 December shall comply with
the original 120-day filing period
reckoned from the end of said fiscal
year. On the other hand, where
the authorised capital or paid-up
capital, whichever is lower, is less
than PHP50,000, the financial
statements need not be audited but
instead, attested and sworn to by
the company treasurer.
Consolidation of financial
statements
A parent company is required to
present consolidated financial
statements, except when it meets
all of the following conditions:
• The parent itself is a
wholly-owned or is a
partially-owned subsidiary of
another entity and all of its owners
have been informed about, and
do not object, to the parent not
preparing consolidated financial
statements
• The parent’s debt or equity
instruments are not traded in a
public market (domestic or foreign)
• The parent did not file, nor is it in
the process of filing, its financial
statements with a regulatory
agency for a public offering of any
class of instruments

Companies with
quarterly sales
of less than
PHP150,000
may file their
tax returns
along with
their unaudited
financial
statements.

• The ultimate or any intermediate
parent of the parent prepares
consolidated financial statements
that are available for public use
and comply with PFRS
Consolidated financial statements
should include the statements of the
parent company and all enterprises
under its control (ie, subsidiaries).
Under PFRS, an investor controls an
investee when it is exposed, or has
rights, to variable returns from its
involvement with the investee and
has the ability to affect those returns
through its power over the investee.
The financial reporting rules under
the SEC also require a parent that
has a significant foreign subsidiary
to submit copies of the financial
statements of such foreign
subsidiary.
Also, the parent is required by the
SEC to file its separate (ie, parent
only) audited financial statements
prepared in accordance with PFRS
along with the consolidated financial
statements.
Audit requirements
Under the NIRC, all corporations,
partnerships, or persons with gross
quarterly sales, output, receipts or
earnings in excess of PHP150,000
must have their financial statements
examined annually by independent
certified public accountants. Audited
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financial statements of these
companies, along with their tax
returns, must be filed with the BIR
before the prescribed deadlines.
Companies with quarterly sales
of less than PHP150,000 may file
their tax returns along with their
unaudited financial statements.
Corporations required to file
financial statements with the
SEC include, among others, stock
corporations with paid-up capital
of at least PHP50,000, non-stock
corporations with total assets of at
least PHP500,000 or gross annual
receipts of at least PHP100,000, and
branch offices of stock or non-stock
foreign corporations with assigned
capital or total assets, respectively,
of at least PHP1 million.
Generally, companies obliged to
undergo a statutory audit must have
their financial statements audited
by certified public accountants duly
accredited by the SEC. The audits
must be undertaken in accordance
with Philippine Standards on
Auditing (PSAs) issued by the
Auditing and Assurance Standards
Council (AASC), the body created by
BOA to establish auditing standards
in the Philippines. The PSAs are
adopted by the AASC from the
pronouncements of the International
Auditing and Assurance Standards
Board; the PSAs are also endorsed
and approved by BOA/PRC.

Trade
Foreign Direct Investment
Investment restrictions have been
substantially liberalised in the past
few years. The few restrictions that
remain generally arise because of
constitutional limitations and health
and security reasons. Under the
1991 Foreign Investments Act (FIA),
domestic enterprises may be 100
per cent foreign-owned, provided
that the enterprise’s activity does
not appear on the FIA’s negative
list. Full foreign ownership is also
allowed in cases of corporations that
enter into “financial and technical
assistance agreements” (FTAAs)
with the government in relation
to large-scale mining exploration
and utilisation under the Philippine
Mining Act of 1995 (RA 7942).
Nevertheless, restrictions remain
in a number of sectors. Foreign
ownership of financing companies
is limited to 60 per cent. Insurance
companies are open to majority
foreign ownership, although
minimum capital requirements
increase with the degree of foreign
ownership. Up to 60 per cent foreign
ownership is allowed in domestically
incorporated banks and investment
houses. Rural banking is completely
closed to foreigners.
In January 2016, the Philippine
Senate passed a Senate Bill
which allows 100 per cent
foreign investment in financing
companies, investment houses,
lending companies and adjustment
companies to help increase the
flow of investments and jobs into
the country. The Bill will now be up
for consideration by the House of
Representatives.
Competition Act
On 21 July 2015, the President
of the Philippines signed into law
the Philippine Competition Act.
The Act established the country’s

first comprehensive framework on
competition policy.
The Act prohibits a number of
businesses practices, including:
agreements that restrict competition
in price or other terms of trade, bid
manipulation, and setting, limiting
or controlling production. It also
prohibits entities from abusing their
dominant positions and introduces a
mandatory and suspensory merger
control regime.
It also established the Philippine
Competition Commission which
has been given a broad range of
powers and functions including
conducting inquiries, issuing
advisory opinions and enforcement
of the competition policy.
Government incentives
Government incentives are generally
granted under the Omnibus
Investment Code of 1987, which
integrates the country’s basic laws
on investments and is administered
by the BOI. Fiscal and non-fiscal
incentives are granted to enterprises
located in areas that are given
high priority by the government,
such as export-oriented ventures,
projects locating in less-developed
areas, and enterprises registered
with the PEZA or other economic
zones. Incentives generally given
include fiscal incentives (eg, income
tax holiday, additional deduction
of labour expenses from taxable
income subject to certain conditions,
and various tax exemptions and
tax credits); non-fiscal incentives
(eg, simplification of customs
procedures for imports and
exports); and incentives specific
to regional or area headquarters.
Additional incentives are available
to enterprises engaged in selected
economic activities as specified by
special laws.
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Imports
The rules for the importation of
goods depend on the classification
of the goods. An importer must be
able to classify the commodity or
item he intends to import based
on the following classifications:
liberalised, regulated or prohibited
items. Liberalised items are those
that are allowed to be imported and
require no import clearance prior
to shipment into the Philippines.
All items not listed as prohibited
or regulated are classified as
liberalised.
Regulated items are those that
require import clearance or
permits prior to shipment into the
Philippines. Prohibited items are
goods that are not allowed to be
imported under existing Philippine
laws. These items include those
banned for reasons of public health,
safety and morals, national security
and international obligations.
Import licenses are not required, but
a release certificate, signed by an
authorised bank, is needed before
imported goods are cleared through
the BOC.

Imports into the Philippines are no
longer subject to Pre-Shipment
Inspection (PSI). All imports
are processed by the BOC in
accordance with the Automated
Customs Processing System.
Shipments of qualified importers are
processed under a new advanced
processing facility known as Super
Green Lane, which allows “ship to
truck” release.
Customs duties
Goods are subject to customs duties
based on the rates prescribed by the
Philippine Tariff and Customs Code.
The Philippines participates in the
Common Effective Preferential
Tariff (CEPT) scheme of the
Association of Southeast Asian
Nations (ASEAN). The CEPT is a
cooperative arrangement among
ASEAN member states to reduce
intra-regional tariffs and remove
non-tariff barriers. However,
products in the “sensitive list”
(eg, unprocessed agricultural
products) will have a longer time
frame for implementation. The
phased reduction in tariffs that the
government is implementing is in
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line with its commitments under
this scheme. Tariff rates are also
being implemented to conform to
the import liberalisation program
and commitments under the World
Trade Organization (WTO).
On 26 November 2013, Executive
Order No. 148 was signed amending
Section 1 of Executive Order No.
214 and imposing the applicable
tariff rates under the ASEAN trade
in goods agreement on qualified
imports from special economic and/
or freeport zones. The amendment
states that “products manufactured
in qualified special economic and/
or freeport zones that enter the
Philippine customs territory and
qualify under the applicable rules of
ASEAN Trade in Goods Agreement
(ATIGA) Rules of Origin shall be
entitled to the preferential rate of
duty under ATIGA applicable to its
raw materials based on the value
of such raw materials, subject to
applicable provisions of the laws
governing such special economic
and/or freeport zones”.

Finance
Capital markets
The Philippine Stock Exchange
(PSE) is a private organisation that
provides a market for the buying
and selling of securities. The PSE
maintains two trading floors: one
in Makati City and another one in
its head office in Pasig City. Even
with two trading floors, the PSE
achieves a one-price, one-market
Exchange through the MakTrade
System. This is a single-order-book
system that tallies all orders in one
computer and ensures that these
orders match with the best bid/
best offer regardless of which
floor the orders were placed.
MakTrade likewise allows the PSE
to facilitate the trading of securities
in a broker-to-broker market through
automatic order and trade routing
and confirmation. It also monitors
any irregularities in the transactions
with its market regulation and
surveillance databases.
The Philippine Central Depository,
established in March 1995,
provides the securities settlement
system for both debt and equity
instruments of the stock exchange.
The Securities Clearing Corporation
of the Philippines (SCCP) assumes
the role of settlement coordinator
and risk manager for broker
transactions, and administrator of
the trade guaranty fund. SCCP is
the clearing and settlement agency
for depository-eligible trades in the
Exchange.
Classified into Banks and Financial
Services, Commercial and Industrial,
Property, Mining and Oil sectors,
companies are listed either on the
Exchange’s First Board, Second
Board or the Small and Medium
Enterprises Board. The PSE has
adopted an online daily disclosure
system to improve the transparency
of listed companies and to protect
the investing public.

A year after the enactment of
the Securities Regulation Code
in 2000, which called for the
Exchange’s conversion into a
stock corporation, the PSE was
transformed from a non-stock,
member-governed organisation
into a shareholder-based,
revenue-earning company.

Banking system
Banking institutions
The banking system in the
Philippines comprises universal
banks, thrift banks (savings
and mortgage banks, private
development banks, and stock
savings and loan associations),
rural banks, cooperative banks, and
Islamic Banks. Universal banks are
allowed to perform commercial
banking and investment functions.
As of December 2015, the
Philippines had 632 banks, with
10,124 branches. Forty of these are
universal/ commercial banks with
6,020 branches; 68 are thrift banks
with 2,018 branches; and 524 are
rural and cooperative banks with
2,086 branches.
The BSP is an independent
monetary authority with regulatory
and supervisory power over banks
and non-bank financial institutions
(NBFIs).
An application for the authority to
operate a bank in the Philippines
must be approved by the country’s
Monetary Board – the BSP’s highest
policy-making body – and the
Governor of the BSP.
The services of commercial banks
include loans and discounts, which
may be secured or unsecured,
receivables financing, letter of
credit financing with or without
trust arrangements, real estate and
chattel mortgage bonds, among
various services.
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Foreigners may hold local currency
in deposit accounts subject to the
provisions of the BSP Manual of
Regulations on FX Transactions.
Foreign firms are allowed to access
domestic credit without limitation.
However, private sector non-bank
borrowers are required to maintain a
certain debt-equity ratio by the BOI
and PEZA.
Loans requiring BSP approval
shall, as much as possible, finance
export-oriented projects, projects
registered with the BOI, or other
projects that may be declared
priority under the country’s
socioeconomic development plan.
Non-bank financial institutions
(NBFIs)
In the Philippine financial system,
banks and NBFIs have interrelated
activities. NBFIs include investment
houses, financing companies,
investment companies, securities
dealers/brokers, lending investors,
government NBFIs, venture capital
corporations, non-stock savings and
loan associations, pawnshops and
credit card companies.
Investment houses are governed
by Presidential Decree No. 129, the
“Investment Houses Law,” which
grants such institutions the exclusive
authority to underwrite securities.
Another relevant law is Republic
Act 8366, passed in 1997, which
increased foreign equity participation

to 60 per cent and the minimum
capitalisation of investment houses
to PHP300 million. It also allowed
foreign nationals to become
members of the board of directors
of investment houses, to the extent
of foreign participation in the equity
of the enterprise.
Insurance industry
The insurance industry in the
Philippines is growing rapidly. As
of 31 December 2015, statistics
published by the Insurance
Commission showed that
the insurance industry in the
Philippines had a total net worth of
PHP207,600.8 million, expanding by
11.34 per cent over the preceding
year. The total paid up capital in the
industry also increased by 2.19 per
cent to PHP41,051.2 million.
Insurance companies are governed
by Act No. 612, otherwise known
as “The Insurance Code of the
Philippines”. The Insurance Code
was amended by Republic Act
No. 10607 in 2013. The Insurance
Commission is the regulatory
agency governing all insurance
companies, domestic and foreign. It
is under the supervision and control
of the Department of Finance.
Investment management
industry
In the Philippines, the investment
management industry is
growing rapidly. There are a
number of companies rendering
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professional asset management of
various securities, such as shares,
bonds and other securities, and
other assets in order to meet
specified investment goals for
the benefit of the investors.
The most active investors in the
industry are banks, non-bank
financial intermediaries,
insurance companies, pension
funds, corporations or private
investors both directly via
investment contracts and
more commonly via collective
investment schemes eg mutual
funds or exchange-traded funds.
The Investment Houses Law
(Presidential Decree No. 129) and
the Investment Company Act
(Republic Act No. 2629) deal with
the regulation and licensing of
participants in the securities and
investment industry.
The governing law for any
securities-related activities in
is Republic Act No. 8799, or
otherwise known as “The Securities
Regulation Code”. The investment
management industry must
comply with the Code as well the
implementing rules issued by the
regulatory agency, the Security
Exchange Commission. Pursuant to
this Act, it is the Security Exchange
Commission who will administer,
supervise and formulate policies
and recommendations on issues
concerning the securities market.

Infrastructure
In the Philippines, development of
the country’s infrastructure is one of
the government’s priorities.
Transport
According to the World Economic
Forum’s Global Competitiveness
Report, the Philippines’ transport
infrastructure is rated 90th in
the world, with marginally above
average ratings for roads, ports and
air transport.
There are a number of different
programs being implemented
by the Philippine Government
through its independent body, the
Department for Public Works and
Highways (DPWH). The primary
aim of these programs is to
improve the efficiency of the public
infrastructure.
The DPWH will continue to pursue
infrastructure investments with
the private sector to augment the
country’s much needed infrastructure
development. Aside from the newly
completed Daang Hari-SLEx Link
which was successfully bid out in
December 2011, three proposed
expressways are already under way
in the construction phase, namely
NLEx-SLEx Connector, NAIA
Expressway Project Phase II, Central
Luzon Link Expressway Phase 1.
The three Skyway Projects
(NAIA Expressway, NLEx-SLEx
Link Connector Road (MPTDC),
Metro Manila Skyway Stage 3
(CMMTC)) in progress will create an
integrated elevated road network for
Metro Manila.
Convergence Program
The DPWH has a convergence
program with the Department of
Tourism (DOT) to provide good road
access to the designated priority
tourism destinations under the DOT
Master Plan.

These tourism road projects which
support the National Tourism
Development Plan (NTDP) were
identified through a selection
process jointly undertaken by
DOT and DPWH from Regional
Consultations based on the Tourism
Road Infrastructure Program Criteria.
Information and Communication
Technology (ICT)
The ICT sector in the Philippines
is one of the leading drivers of
the country’s economy and its
development is actively supported
by the government.
The government’s goal is to
create “a digitally empowered,
innovative, globally competitive
and prosperous society where
everyone has reliable, affordable
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and secure information access
in the Philippines. A government
that practices accountability and
excellence to provide responsive
online citizen-centred services.
A thriving knowledge economy
through public-private partnership”.
As part of the government’s 2011 –
2015 ICT strategy, the following are
its key projects:
• Transparent government and
efficient services delivery
• Internet opportunities
• Investing in people: digital
literacy for all
• ICT industry and business
innovation for national
development
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