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“Beyond technical proficiency and bottom-line
figuring, we do our best to engender among
our people a deeply moral dimension, that
what we do as a professional services firm has
something vital to do with improving society,
with ensuring the rule of honesty and integrity.

During our regular training courses, and
through the various community outreach
programs organized by staff with full support
from the firm, we keep alive the motivation to
achieve high standards in the fulfilment of our
corporate social responsibility.”

Ma. Victoria C. Espano
Chairperson and CEO

Foreword

P&A Grant Thornton, the Philippine member firm of Grant Thornton International Ltd,
is a leading public accounting firm in the Philippines with a proven track record of
providing high-quality professional services. PSA Grant Thornton provides value-
added services to clients using leading-edge systems in a culture demanding the
highest standards of quality, integrity, and competence.

Grant Thornton is one of the world’s leading organizations of independently owned
and managed accounting and consulting firms. These firms help dynamic
organizations unlock their potential for growth by providing meaningful, forward-
looking advice. Proactive teams, led by approachable partners, use insights,
experience, and instinct to understand complex issues for privately owned, publicly
listed, and public sector clients and help them to find solutions. More than 53,000
Grant Thornton people in 135 countries are focused on making a difference to
clients, colleagues, and the communities in which they live and work.



If you require any further information, please do not hesitate to contact your nearest
Grant Thornton member firm.

This guide has been prepared for the assistance of those interested in doing business
in the Philippines. It does not cover the subject exhaustively, but is intended to
answer some of the important, broad questions that may arise. When specific
problems occur in practice, it will often be necessary to refer to the laws and
regulations of the Philippines and to obtain appropriate accounting and legal
advice. This guide only contains brief notes and includes legislation in force as of
October 2019.

“Grant Thornton” refers to the brand under which the Grant Thornton member firms
provide assurance, tax, and advisory services to their clients and/or refers to one or
more member firms, as the context requires. Grant Thornton International Ltd (GTIL)
and the member firms are not a worldwide partnership. GTIL and each member firm
is a separate legal entity. Services are delivered by the member firms. GTIL does not
provide services to clients. GTIL and its member firms are not agents of, and do not
obligate, one another and are not liable for one another’s acts or omissions.




Country profile

Summary

The Philippines is a unique mosaic of East and West. Filipinos are basically of Malay
descent, although, over the centuries, the population has been enriched by infusions
of Chinese, Arabic, Spanish, and American blood. This varied ancestry can be
discerned in the physical features of the people and in their cultural values, customs
and traditions, songs, dances, food, and festivals. The Philippines is an officially
secular state, although Christianity is the dominant faith. 80.58% of the population
professed Catholicism.

Geography and population

Situated in Southeast Asia, the Philippines is one of the largest archipelagos in the
world, composed of some 7,641 islands grouped into three geographic regions: Luzon
in the north, Visayas in the center, and Mindanao in the south. Manila, the national
capital, is on the island of Luzon. The population of the Philippines is 108.1 million as
of 2019, according to the latest United Nations estimates. It is equivalent to 1.39% of
the total world population. Population density is estimated at 351.9 per square
kilometer of land.

Political and legal system

The constitution provides for a presidential system of government composed of three
separate and equal branches: the bicameral legislative branch composed of the
House of Representatives and the Senate; the executive branch headed by the
President; and the judicial branch headed by the Supreme Court. The three branches
of government operate independently under a system of checks and balances.

The country consists of regions, provinces, chartered cities, municipalities, and
barangays (villages). The Philippines has 17 regions, 81 provinces, 145 chartered
cities, 1,489 municipalities, and 42,044 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 government are assisted by a board of councilors.

Entities doing business in the Philippines must operate under laws at the national
and local levels. These laws govern antitrust and securities matters, labor relations,
banking and finance, insurance, product safety and quality requirements,
advertising and sales practices, and environmental standards. National laws also
govern such matters as corporation and partnership structures and operations.



Language

The country’s official national language is Filipino, although English is almost
universally understood and is the medium of communication in business, schools,
and government. There are eight major dialects spoken by a majority of Filipinos:
Bicol, Cebuano, Hiligaynon (llonggo), llocano, Kapampangan, Pangasinan,
Tagalog, and Waray. There are about 76 to 78 major language groups, with more
than 500 dialects. Spanish, Chinese, and Arabic are also spoken by small minorities.
Dates are written MM/DD/YY. A full stop (period) is used for the decimal point, and
long numbers are written with a comma (99,999,999.00).

Business hours/time zone

Normal business hours are for eight hours, generally from 8:00 a.m. to 5:00 p.m.,
Monday to Friday, with a lunch break from noon to 1:00 p.m. Some private
enterprises are open on Saturdays. Commercial banks are generally open for client
transactions from 9:00 a.m. to 5:00 p.m., from Monday to Friday, while there are
some banks that are open on weekends. Technology has also enabled certain
services to be available 24 hours a day, seven days a week. Philippine time is eight
hours ahead of Greenwich Mean Time (GMT) and 13 hours ahead of United States
Eastern Standard Time (EST).

Public holidays
The Philippines observes the following public holidays:

New Year’s Day

Regular holiday

January 1

Chinese New Year

Special non-working day

Variable

EDSA Revolution
Anniversary

Special non-working day

February 25

Araw ng Kagitingan Regular holiday April 9
Maundy Thursday Regular holiday Variable
Good Friday Regular holiday Variable

Black Saturday Special non-working day Variable
Labor Day Regular holiday May 1
Independence Day Regular holiday June 12
Ninoy Aquino Day Special non-working day August 21

National Heroes Day

Regular holiday

(Last Monday of August)

All Saints Day

Special non-working day

November 1




Bonifacio Day

Regular holiday

November 30

Feast of the Immaculate
Conception of Mary

Special non-working day

December 8

Christmas Day

Regular holiday

December 25

Rizal Day

Regular holiday

December 30

Last Day of the Year

Special non-working day

December 31

The exact dates for the observance of Eid’l Fitr (End of Ramadan) and Eidul Adha
(Feast of Sacrifice) are variable and are, therefore, proclaimed annually.

Economy

The economy of the Philippines is the 39™ largest in the world in terms of Gross
Domestic Product (GDP), according to 2018 World Bank figures. It is the 5* largest
economy in Southeast Asia after Indonesia, Thailand, Singapore, and Malaysia, also
according to the World Bank’s rankings.

The Philippines has a free market economy with an active private sector, and is
considered a newly industrialized country with an economy transitioning from one
based on agriculture to one based more on services and manufacturing. The
government has privatized most government-owned or -controlled corporations and
continues to pursue structural reforms liberalizing imports, deregulating vital
industries, and relaxing investment rules. The country believes in strengthening its
industries to compete globally. The country has also been actively attracting
investments, largely through legislation that aims to invite foreign participation in
key areas of the domestic economy. The government is pursuing policies to integrate
the Philippines more closely into the regional and world economies, while
recognizing the need to provide safety nets for displaced workers.

The Philippine economy is projected to continue on its expansionary path. To
continue its growth trajectory, the government is investing in physical and human
capital essentials, as well as implementing a public investment/infrastructure
program. The government has also begun a tax reform agenda aimed at securing
the country’s fiscal sustainability.

Economic growth

According to the World Bank, in 2017, the country’s gross national income (GNI)
based on purchasing power parity (PPP) (current international dollars) was
US$1.143.48 trillion. GNI per capita, based on PPP (current international dollars), was
US$10,720. The country’s GDP grew by 6.2% for 2018.



Employment levels

The annual employment rate in 2018 is estimated at 94.7%, with total employed
persons numbering to approximately 41.2 million. Workers were grouped into three
broad sectors: agriculture, industry, and services. Workers in the services sector
comprised the largest portion of the population who are employed. These workers
made up 56.6% of the total employed in 2018. Among them, those engaged in the
wholesale and retail trade and the repair of motor vehicles and motorcycles
accounted for the largest percentage (19.4%) of workers.

Workers in the agriculture sector comprised the second largest group, making up
24.3% of the total employed in 2018, while workers in the industry sector made up
the smallest group registering 19.1% of the total employed.

Living standards

According to the 2019 HSBC Expat Explorer Survey, the Philippines ranks 24" in the
overall Expat Explorer league table that consists of 33 countries ranked based on
their attractiveness using various metrics, such as opportunities in disposable
income, wages, savings, economic confidence, entrepreneurship, politics, career
progression, work/life balance, job security, quality of life, culture, health, making
friends, integration, safety, finance, healthcare, property and closeness with
partner, school quality, and childcare quality.

Cost of living

Living costs vary widely; the cost of living in Metro Manila is the highest in the entire
country. But no matter where you are in the Philippines, the cost of living will be
dramatically lower than in a comparable area in a Western nation. Based on the
2017 Cost of Living Survey by Mercer, Manila is among the cheaper cities, ranking
109 out of 209 maijor cities, with the costliest cities ranked higher. Asian cities in the
survey include Hong Kong (1*), Tokyo (2", Singapore (3™), Seoul (4*), Shanghai
(6%), Beijing (8"), and Shenzhen (10*), which are among the costliest cities in the

region.

According to the Bangko Sentral ng Pilipinas, residential real estate prices were
higher by 0.4% year-on-year in the second quarter of 2019 as the Residential Real
Estate Price Index increased to 117.5 from 117 for the same quarter a year ago. Year-
on-year prices of townhouses, condominium units, and single detached housing
units grew by 4.3%, 9.6%, and 12.5%, respectively.

Expats find the Philippines to be among the top five
countries in the world in relation to personal happiness,
according to our Expat insider survey results. Expats also
find it relatively easy to settle into the country and make
friends and the country does well for families, too, with
affordable and easily available childcare and education
options for expat kids.



Regulatory environment

Restrictions on foreign ownership

Investments have been substantially liberalized in the past few years. The few
restrictions that remain are based on constitutional limitations and, for reasons of
security, the risk to public health and morals, and the protection of small and
medium-sized enterprises. Under the amended Foreign Investments Act of 1991 (FIA),
domestic enterprises may be 100% 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 utilization under the Philippine Mining Act of 1995 [Republic Act (RA)
No. 7942).

The most recent iteration of the Negative List further consolidates recent legislative
attempts to liberalize foreign ownership laws in the Philippines. Adjustment
companies, lending companies, financing companies, and investment houses are no
longer subject to the former restrictions on foreign equity ownership. While foreign
investors are still prohibited from participating in mass media, the internet business
has been opened to foreign participation. The Negative List defined “internet
business” as internet access providers that merely serve as carriers for transmitting
messages, rather than being the creator of messages/information.

The limits of foreign ownership in certain sectors have also been amended.
Enterprises running private radio communications network and those dealing with
contracts for the construction and repair of locally funded public works are now
allowed up to 40% foreign ownership, where before, they were only allowed 20%
and 25%, respectively.

The practice of profession is generally reserved for Filipinos, but practice by foreign
nationals are allowed under principles of reciprocity. Also, under the 11" FINL, foreign
nationals may now teach at higher education levels if the subject being taught is not
a professional subject (included in a government board or bar examination).

Ease of Doing Business Act

In May 2018, RA No. 11032, otherwise known as the Ease of Doing Business and
Efficient Government Service Delivery Act, was enacted. The law aims to reduce
processing time, cut bureaucratic red tape, and eliminate corrupt practices,
altogether paving a way for an easier and more efficient business environment. This
is in line with the government’s commitment to increase competitiveness and ease of
doing business.



Government agencies, national or local, government instrumentalities, and
government-owned and -controlled corporations are now required to process simple
transactions within three working days, complex transactions within seven working
days, and highly technical transactions in 20 working days.

The law also requires all local government units (LGUs) to devise online unified
business application forms for the issuance of business permits, clearance, and
other types of authorizations, as well as set up a one-stop shop to facilitate all
business transactions. An Anti-Red Tape Authority that will be under the Office of the
President will also be constituted to be the key implementer of the law.

Government approvals and registration

Corporations, which now include one-person corporations (OPC), and partnerships
must be registered with the Securities and Exchange Commission (SEC) to secure
their primary license or certificate of registration. Single proprietorships must
register with the Bureau of Trade Regulation and Consumer Protection of the
Department of Trade and Industry (DTI). Export firms located in any of the country’s
special economic zones should register with the Philippine Economic Zone Authority
(PEZA). Customs-bonded warehouses should be registered with the Bureau of
Customs (BOC). Business licenses should be secured from the local government
office in the city or municipality where the business is to be located.

If the entity is qualified for incentives based on particular laws, registration with the
government agency implementing the incentive law is also required for the
incentives to apply.

Philippine Competition Law

The Philippines implements a policy that promotes and protects a competitive
market. In 2015, RA No. 10667, otherwise known as the “Philippine Competition Act
(PCA),” was enacted, providing for a comprehensive policy against anticompetitive
agreements, abuse of dominant position, and anticompetitive mergers and
acquisitions.

In 2016, the Philippine Competition Commission (PCC) was established to implement
the PCA. The PCC is an independent, quasi-judicial body with the primary duty of
ensuring fair competition in the market for the benefit of both consumers and
businesses. The Commission is vested with the original and primary jurisdiction over
all competition-related issues.

Transacting parties to mergers and acquisitions, including joint ventures, are
required to notify the PCC of the proposed transaction if the applicable transaction
value and turnover thresholds are met. If companies fail to notify the PCC of
transactions that meet the thresholds, their merger, acquisition, or joint venture
would be rendered void.
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Post-SEC registration requirements

After registration with the SEC, the corporate entity must register with the tax
authority, i.e., the BIR, the LGU of the city or municipality where it will do business,
Social Security System (SSS), Home Development Mutual Fund, Pag-IBIG
(government-mandated housing fund for employees), and Philippine Health
Insurance (government-mandated health insurance for employees).

Import and export controls

The Philippines has been liberalizing its markets through a progressive tariff
reduction program and a shift to a tariff quota system of its commitments under the
General Agreement on Tariffs and Trade (GATT) Uruguay Round. The import duties
on most products are now significantly lower than in the past, when the
government’s policy was oriented towards protectionist import substitution.

Most goods are freely exportable, unless the trade is prohibited under international
agreements. Certain commodities are regulated or prohibited from being imported
for reasons of public health and safety, national security, international
commitments, and development of local industry. Regulated commodities require
clearances from government agencies prior to their importation. Prohibited
commodities may not be imported under any circumstance.

All commodity exporters may retain 100% of the foreign exchange proceed from
exports and may freely use these for any purpose.

Price controls

Price controls are generally not imposed on commodities. However, under RA No.
7581 or the Price Act, the President can impose a price ceiling on basic commodities
if any event causes artificial and unreasonable increases in the prices of basic or
prime commodities. The Price Act also empowers the DTl to procure, purchase,
import, or stockpile any basic or prime commodity and to devise ways and means
of distributing these goods at reasonable prices in areas where there is a shortage
of supply or a need to effect changes in prevailing prices.

Use of land

Ownership of private land is limited to Filipinos and corporations at least 60% of the
outstanding capital of which is owned by Filipino citizens. However, foreigners are
allowed to lease private land for a period of up to 75 years. They can also purchase
up to 40% of the total available condominium units and townhouses in a single
proprietary block. It is generally necessary to obtain permits from the local

government for new construction, renovations, or changes in land use.

Exchange control

The Bangko Sentral ng Pilipinas (BSP), the Philippine central bank, has fully
liberalized foreign exchange policies, allowing full and immediate repatriation of
capital and remittance privileges of income by foreign investors subject, however,
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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. Similarly, foreign exchange may be sold by authorized agent
banks without prior approval of the BSP for payment 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 unauthorized 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.

Registration of foreign investment with the BSP

The registration of foreign investment with the BSP is not mandatory. This is only
recommended if the foreign exchange for repatriation of capital and remittance of
earnings will be sourced from authorized agent banks or their affiliate foreign
exchange corporations.

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 Board of Investments (BOI).

Fiscal and non-fiscal incentives are likewise 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 PEZA or
other economic zones. Incentives generally given include fiscal incentives (e.g.,
income tax holiday, additional deduction of labor expenses from taxable income
subject to certain conditions, and various tax exemptions and tax credits); non-fiscal
incentives (e.g., 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.

To enhance the global competitiveness of the Philippines, the government is
espousing a tax incentives regime that will implement corporate tax policies geared
towards productivity enhancement, employment generation, and countrywide
development, while also maintaining fiscal prudence and stability at all times.

There are pending tax reform bills for the rationalization of fiscal incentives, aiming
to discontinue tax incentives that are misaligned with the government’s goals. The
tax reform bills that the Philippine Congress aims to pass into law seek to (1) pursue
a market-responsive and globally competitive investment and tax incentive regime
subject to the rules of fiscal prudence and discipline; (2) formulate targeted and
performance-based industry and sectoral development programs; (3) enhance the
progressivity of the tax system by reforming the Philippine internal and border
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revenue tax system; (4) improve the equity and efficiency of the corporate tax
system by lowering the rates, widening the tax base, and reducing tax distortions
and leakages to arrive at a tax incentive system that is performance-based,
targeted, time-bound, and transparent; (5) improve the productivity and
competitiveness of the country through a fairer tax system relevant to the changing
economic conditions of the country and aligned with its Association of South East
Asian Nations (ASEAN) neighbors; and (6) ensure that the grant of tax incentives will
promote substantial social and economic spillovers and equitable development
across income classes, across industries, and across regions/provinces.

Corporate governance and sustainability

As part of the ASEAN Economic Community, the Philippines adopted various
governance initiatives to elevate the performance of Philippine companies at par
with its ASEAN counterparts. On January 1, 2017, the new SEC Code of Corporate
Governance for publicly listed companies (PLCs) took effect. The code intends to
improve the functioning of boards, strengthen shareholder protection, and promote
full disclosure in financial and nonfinancial reporting by PLCs, and helps improve
their competitiveness and enhance their ability to attract foreign capital. Annually,
PLCs are required to submit their compliance through an integrated annual
corporate governance report (I-ACGR).

A draft of the SEC Sustainability Reporting Guidelines for PLCs was introduced in
2018. The guidelines requires PLCs to disclose various economic, environmental, and
social (EES) aspects of their operations. It aims to promote sustainability reporting,
help companies assess and manage their non-financial performance, and enable
them to measure and monitor their contributions to achieving universal and national
sustainability targets. Following consultations, capability building sessions, and
finalization of the draft circular by the SEC, PLCs are required to issue their
sustainability reports beginning with the 2019 reporting year.

While both regulations are required for PLCs, companies are adopting these as best
practice initiatives in business.

Data privacy

The National Privacy Commission regulates data privacy in the Philippines. The Data
Privacy Act of 2012 protects individual personal information, regulates the
processing of personal data, and ensures the Philippines complies with international
standards on data protection. Companies should adopt measures to implement the
various provisions of the law.
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Finance

Summary
The Philippine financial system is composed of banks and nonbank financial
institutions.

Banking institutions

These include commercial banks (both universal and ordinary), thrift banks (savings
and mortgage banks, private development banks, stock savings and loan
associations, and microfinance thrift banks), rural banks, and cooperative banks.
Universal banks are allowed to perform commercial banking and investment
functions. As of the second quarter of 2019, the Philippines has 554 banks, with 11,989
branches. 46 of these are universal and commercial banks with 6,630 branches; 51
are thrift banks with 2,669 branches; and 457 are rural and cooperative banks with
2,690 branches.

The BSP is an independent monetary authority with regulatory and supervisory
power over banks and nonbank financial institutions (NBFls). It aims to promote and
preserve monetary stability and the convertibility of the national currency.

An application for 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.

All public and private sector publicly-guaranteed obligations from foreign creditors,
offshore banking units (OBUs), and foreign currency deposit units (FCDUs) require
prior BSP approval.

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.

Foreign firms are allowed to access domestic credit without limitation. However,

export-oriented firms, firms in vital industries, and BOI-registered firms are required
to maintain a certain debt-equity ratio by the BOI and PEZA.
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Nonbank financial institutions

In the Philippine financial system, banks and NBFIs have interrelated activities. NBFls
are either affiliates or subsidiaries of banks and other NBFls. These institutions
include investment houses, financing companies, investment companies, securities
dealers/brokers, lending investors, government NBFls, venture capital corporations,
nonstock savings and loan associations, pawnshops, and credit card companies.

Investment houses are governed by Presidential Decree No. 129, also known as the
Investment Houses Law, which grants such institutions the exclusive authority to
underwrite securities. Another relevant law is RA No. 8366, passed in 1997, which
increased foreign equity participation to 60% and the minimum capitalization of
investment houses to P300 million. RA No. 8366 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. Today, investment houses are
allowed to be 100% foreign-owned.

NBFls are classified into two groups: (1) NBFIs with quasi-banking (QB) functions,
and (2) NBFls without OB functions. NBFls that perform QB functions are supervised
and regulated by the BSP, while those without OB functions are under the regulation
and supervision of the SEC.

Equity market

The Philippine Stock Exchange (PSE] is a self-regulatory organization that provides
a fair, efficient, transparent, and orderly market for buying and selling securities in
the Philippines. In 2003, the PSE listed its shares by way of introduction to become
the second exchange in Southeast Asia to become a publicly listed exchange. It
currently maintains a trading floor at the PSE Tower in Bonifacio Global City, Taguig
City.

The PSE has a two-board structure consisting of the Main Board and a Small and
Medium Enterprises (SME) Board. On December 27, 2013, the portal for the new
disclosure system codeveloped with the Korea Exchange, known as EDGE (Electronic
Disclosure Generation Technology]), went live.

On June 22, 2015, the PSE migrated to the PSEtrade XTS trading system, powered by
NASDAQ’s X-stream Trading technology. The XTS trading system is equipped to
handle big trading volumes and has risk management features, including same-day
recovery in case the disaster recovery site is utilized. NASDAQ's trading technology
is also used by ASEAN exchanges, such as Bursa Malaysia, the Singapore Exchange,
and the Indonesia Stock Exchange.

The PSE also provides clearing and settlement services through its wholly owned
subsidiary, the Securities Clearing Corporation of the Philippines (SCCP). The SCCP
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manages and supports the clearance of trades in securities listed and executed on
the PSE; it also acts as a Central Counterparty to trades executed at the PSE.

Debt market

The Philippine Dealing and Exchange Corporation (PDEX) is an SEC-licensed self-
regulatory organization that serves as the country’s sole and exclusive electronic
trading platform for fixed income (Fl) securities and foreign exchange markets. The
Fl securities include both government and corporate securities.

On October 29, 2018, PDEX launched a new trading system, the Bloomberg FIOQ
Trading System. PDEX appointed Bloomberg as the technology partner for the
electronic trading system for the government and corporate bonds traded in its
market, as well as the surveillance system for the market using the regulatory
oversight features of the Bloomberg E-bond platform.

The Bloomberg E-Bond platform offers market participants a robust and flexible set
of tools to support the full trade workflow. This includes pre-trade price discovery
and analytical tools, the ability to support multi-dealer request-for-quote (RFQ), firm
order and capture of voice trades, as well as providing integrated reporting tools.

The platform is also connected with the Bureau of Treasury and PDEX’s settlement
systems to facilitate straight-through-processing of all bond trades. In addition,
market oversight entities and regulators can review market activity and audit
transactions in real time.
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Imports

Summary

Most goods may be imported into the Philippines. There are no restrictions on
country of origin unless, for reasons of health and safety, the government restricts
imports from a certain country, and unless an embargo against an exporting country
has been declared by the United Nations.

In 2016, the Customs Modernization and Tariff Act (CMTA] was signed into law. The
CMTA amended the Tariff and Customs Code of the Philippines (TCCP) with the aim
of improving and modernizing customs rules and procedures for faster trade and
better supply chain.

Import restrictions

An importer must be able to classify the commodity or item they intend to import
based on the following classifications: freely importable, regulated, restricted, or
prohibited items. Freely importable goods are those that are allowed to be imported
into the Philippines without the need for import permit, clearance, or license prior to
shipment into the Philippines.

Regulated items are those that can only be imported after securing the necessary
goods declaration, clearances, licenses, and any other requirement, prior to
importation. In certain cases, submission of requirements after arrival of the goods
in the Philippines but prior to release from customs custody may be allowed. The
BOC has come up with a masterlist of all of the regulated import products and their
corresponding import requirements, which can be downloaded online.

Restricted items are those that are prohibited to be imported into the Philippines,
unless authorized by law or regulation. These items are listed under Section 119 of
the CMTA. Prohibited items are goods that are not allowed to be imported under
existing Philippine laws. These items, listed in Section 118 of the CMTA, include those
banned for reasons of national security, environmental and public health protection,
safety and morals, and in compliance with international obligations.

The importation status of any commodity whether freely importable, regulated,
restricted, or prohibited may be verified with the BOC and the Bureau of Import
Services of the DTI. The Department of Agriculture can verify the importation status
of agricultural products, as well as indicate whether a Minimum Access Volume
Import Certificate is required.

To register as an importer, businesses first need an Import Clearance Certificate
(ICC) from the BIR. Importers must then register with the BOC and set up an account

17



with the Client Profile Registration System. The ICC is valid for three years, while the
Customs Client Profile Accreditation must be updated annually.

Customs duties

In the Philippines, import duties are imposed, generally in ad valorem form, on
articles entering the country in accordance with their corresponding schedules and
classifications. With the exception of imported goods with a freight on board or free
carrier value of P10,000 and below (de minimis value), goods are levied import duties
depending on the trade agreements and regional groupings, among others.

The CMTA retained the schedules and classifications previously provided under
Section 104 of the TCCP. Per the TCCP, the rate of duty classification can either be
Most Favoured Nation (MFN) or ASEAN Trade in Goods Agreement (ATIGA). Executive
Order No. 20 dated April 27, 2017 prescribes the MFN tariff schedule from 2017 to
2020. The current tariff structure is composed of 15 tariff levels from 0% to 65%.
More than half of tariff lines have MFN rates of duty of 0% to 5%. Tariff lines with
duties of 15% and above account for about 22% of total tariff lines.

Under the ATIGA, however, member states agreed to place 99% of all the products
in their Inclusion List at zero duty. In compliance with ATIGA, the Philippines
implemented its tariff commitments, the last tranche of which was made via
Executive Order Nos. 892 and 894, which were implemented in 2010. Thus, most
goods from ASEAN are levied ordinary import duties of 0%.

Apart from MFN and ATIGA, the Philippines has other tariff schedules pursuant to our
existing free trade agreements: ASEAN-Australia-New Zealand Free Trade Area
(AANZFTA); ASEAN-China Free Trade Area (ACFTA); ASEAN-India Free Trade Area
(AIFTA); ASEAN-Japan Comprehensive Economic Partnership Agreement (AJCEPA);
ASEAN-Korea Free Trade Area (AKFTA); Philippines-Japan Economic Partnership
Agreement (PJEPA); and Philippines-European Free Trade Association Free Trade
Agreement (PH-EFTA FTA).

The Philippines adheres to the World Trade Organization (WTO) Customs Valuation

Agreement and uses transaction value as the primary method for determining the
value of shipments.
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Business entities

Summary

Aiming to step up the pace of reforms to improve the ease of doing business in the
country, the Philippine Congress recently passed a Revised Corporation Code
(RCC). One of the highlights of the RCC is the introduction of a new corporate
vehicle—the one-person corporation (OPC)—that may be an appealing prospect
for startups and entrepreneurs. Altogether, the RCC aims to improve the country’s
business climate for large and small businesses and to make it easier for investors
to set up their business.

Today, business entities allowed to organize and operate in the Philippines may take
one of the several forms of business organizations: corporation (stock or nonstock],
one-person corporation (OPC), partnership, sole proprietorship, branch,
representative office, regional headquarters, or regional operating headquarters.

Corporation formation

Under the RCC, the SEC is the primary government agency administering the
registration and operation of domestic corporations under the Corporation Code.
The incorporators, who may be any person, partnership, association, or corporation,
singly or jointly with others but not more than 15, 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. A corporation shall have
a perpetual existence, unless its Articles of Incorporation provides otherwise.

As for the OPC, a single shareholder, who is an individual, trust, or estate may form
an OPC. The single stockholder becomes the sole director and president of the OPC.
However, banks and quasi-banks, preneed, trust, insurance, public and publicly
listed companies, and non-chartered government-owned and -controlled
corporations may not incorporate as an OPC.

The filing fee for registering a new corporation is 1/5 of 1% of the authorized capital
stock. A legal fee of 1% of the filing fee and a minimum research fee also applies.

Foreign investments in the Philippines

The governing law for the participation of foreign entities and commercial activities
in the Philippines is Republic Act (RA) No. 7042, as amended, otherwise known as the
Foreign Investments Act of 1991 (FIA).

The FIA provides for the formulation of a Foreign Investments Negative List (FINL). On
29 October 2018, Executive Order No. 65 was released, setting out the 11" FINL. The
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FINL is a list of activities or sectors reserved to Filipinos or corporations partly owned
by Filipinos. Examples of activities or sectors reserved for Filipinos are the operation
of private detective, watchmen, or security guard agencies; private recruitment,
whether for local and overseas employment, which must be at least 75% Filipino
owned; and private land, which must be at least 60% Filipino owned. Activities not
included in the FINL may be 100% owned by foreigners.

Minimum capital/capital maintenance
The law does not impose a minimum capital stock. The RCC also deleted the
requirement on minimum paid-up capital for corporations, including for OPCs.

However, a domestic market enterprise with foreign equity participation exceeding
40% is required to have a minimum paid-up capital of US$200,000. This amount may
be reduced to US$100,000 if the enterprise involves advanced technology as
determined by the Department of Science and Technology, or if it employs at least
50 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 P2.5 to P10 million; health maintenance organization (HMO) - P10
million; insurance company - P1 billion; securities broker/dealer - P100 million; and
investment house - P300 million.

Management and officers

Corporate powers are exercised by the Board of Directors. Board members are
elected by the shareholders and are required to own at least one share of the capital
stock of the corporation. Immediately after their election, the directors of a
corporation must formally organize and elect a president, who must be a director; a
treasurer, who must be a resident; and a secretary, who must be a citizen and
resident of the Philippines; and such other officers, as may be provided in the
bylaws. If the corporation is vested with public interest, the Board shall also elect a
compliance officer. 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.

In a bid to strengthen corporate governance standards and provide protection to
minority stockholders, the RCC also requires the Board of Directors of corporations
vested with public interest to have independent directors constituting at least 20%
of the Board. These corporations include public corporations (those with assets of at
least P50 million and having 200 or more shareholders, each holding at least 100
shares of a class of its equity shares); banks and quasi-banks, nonstock savings and
loan associations, pawnshops, corporations engaged in money service business,
preneed, trust, and insurance companies, and other financial intermediaries; and
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other corporations engaged in business vested with public interest, as may be
determined by the SEC.

Reportorial requirements of corporations

Every corporation, domestic or foreign, doing business in the Philippines is required
to submit, on an annual basis, the General Information Sheet (GIS). The SEC also
requires corporations with total assets or total liabilities of at least P600,000 to file
annual audited financial statements. Otherwise, the financial statements may be
attested and sworn to by the treasurer or chief financial officer of the corporation.

Corporations vested with public interest must also annually submit: (1) a director or
trustee compensation report; and (2) a director or trustee appraisal or performance
report and the standards or criteria used to assess each director or trustee.

Dissolution

The dissolution of a corporation denotes the extinguishment of franchise earlier
granted by the State and the termination of its juridical or corporate existence for
business purposes.

The RCC provides for two methods of corporate dissolution: voluntary and
involuntary.

Voluntary dissolution refers to the deliberate choice made by the stockholders of the
corporation. For voluntary dissolutions where no creditors are affected, the RCC
now requires only a majority vote of the Board of Directors and the vote of the
stockholders owning at least majority of the outstanding capital stock. Previously,
affirmative votes of stockholders owning 2/3 of the outstanding capital stock are
required.

However, the RCC added strict requirements for dissolution of this kind, such as the
need for a verified request for dissolution, stating: the reason for the dissolution; the
form, manner, and time when notices were given; names of those stockholders and
directors who approved the dissolution; date, place, and time of the meeting in which
the vote was made; and the details of publication.

If creditors are affected by the dissolution, the application must be by a formal
petition for dissolution filed with the SEC. The petition must be signed by a majority
of the corporation’s Board of Directors and approved by the vote of stockholders
owning at least 2/3 of the outstanding capital stock. The SEC then conducts a
hearing called for that purpose.

Voluntary dissolution may also be effected by shortening the corporate term
through an amendment to the articles of incorporation. If the corporate term expires,
dissolution shall automatically take effect on the day following the last day of the
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corporate term stated in the articles of incorporation, without the need for the SEC
to issue a certificate of dissolution.

A corporation may also be subject to involuntary dissolution when a corporation
fails, exceeds, or abuses the privilege or authority granted by the State. The
corporation may be dissolved by the SEC on its own accord or upon filing of a
verified complaint by any interested party and after proper notice and hearing on
the grounds provided under the law.

Liquidation must take place within three years after a corporation is dissolved. The
purposes of liquidation 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, trusteeship, or
receivership. If liquidation is made through a trusteeship or receivership, the
prescribed three-year period within which the liquidation process must be completed
does not apply. The three-year count automatically ceases upon the appointment of
a trustee or a receiver.

Partnership
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 a general partnership if all the partners are personally liable for the obligations
of the partnership when its assets are exhausted. It is a limited partnership 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 of succession; consequently, the death of a general
partner dissolves the partnership.

SEC administers the laws on partnerships. SEC registration is required for

partnerships with capital that is in excess of P3,000. The fee for filing the partnership
articles is 1/5 of 1% of the partnership capital, but not less than P1,000.
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Sole proprietorship

A sole proprietorship is a one-person form of business organization 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 if they observe the applicable
Philippine laws. This form of organization is, however, advisable only for small-scale
enterprises.

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. The law requires a branch to appoint a resident agent as a condition to
the issuance of a license to do business in the Philippines.

Because 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.
Contracts between head offices and their branches are not allowed under the single
identity concept. 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. The
activities of the branch must not be listed in the FINL.

Under the RCC, branch offices of a foreign corporation are required to deposit with
the SEC securities with an actual market value of P500,000 within 60 days after the
issuance of license to transact business in the Philippines. The securities are intended
to protect present and future creditors of the branch with the securities constituting
as a trust fund in case the foreign branch become unable to settle its debts.
Moreover, within six months from the close of the fiscal year of the branch, it is
required to deposit additional securities equivalent in actual market value to 2% of
the amount by which the branch’s gross income for the fiscal year exceeds P10
million.

This is a relaxation of the former rule, which required branches to deposit additional
securities when their gross income exceeds P5 million. Another welcome amendment
of the RCC for branches is its recognition that, for purposes of computing the
securities deposit, deductions are allowed from gross income, in accordance with
SEC rules.

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
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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 USS30,000 prior
to SEC registration.

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 headquarters serves as a supervisory, communication, and
coordinating center 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 neither is 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 US$50,000.

Regional operating headquarters

A regional operating headquarters (ROHQ) is a foreign business entity allowed to
derive income from within the Philippines by performing 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

e Business planning and coordination

e Sourcing/procurement of raw materials and components
e Corporate finance advisory services

¢ Marketing control and sales promotion

e Training and personnel management

e Llogistics services

e Research & development services and product development
e Technical support and maintenance

e Data processing and communication

e Business development

An ROHQ, however, may not engage, directly or indirectly, in soliciting or marketing
of goods and services, whether on behalf of its mother company, branches,
affiliates, subsidiaries, or any other company. In addition, it is required to remit an
initial investment of US$200,000.
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Labor

Wages
Data from the pay scale for 2018 shows the following average monthly salary for
four job levels:

Position Average Monthly Salary

Department Head/Top Executive P141,000 to P261,000
Managers P66,000 to P91,000
Officers/Supervisors P30,000 to P45,000
Assistants/Rank and file P17,000 to P21,000

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.

Pensions

The compulsory retirement age is 65 years. An employee may also retire upon
reaching the retirement age established in the collective bargaining agreement or
other applicable employment contract. In the absence of such retirement plan or
agreement, an employee may retire upon reaching the age of 60 if they have 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.

Fringe benefits

Outside of stated wage or salary, employers often provide their employees with
fringe benefits. Common examples of fringe benefits include the use of a company
car, housing allowance, educational assistance, insurance, membership dues for
social/recreational clubs, and interest on loans at lower than market rates.

Holiday, vacation, and sick pay
There are 12 regular and 7 special nonworking days. (See Page 3 for a list of these
holidays.) Employees are entitled to their regular daily wage on regular holidays.
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Under the law, every employee who has rendered at least one year of service is
entitled to a yearly service incentive leave of five days with pay in lieu of sick leave
(SL) or vacation leave (VL), if SL or VL is not granted to employees. These five days
can be used either as sick or vacation leave. By practice, most companies allocate
separate leaves for sickness and vacation.

13" month pay

Annual payment of a 13" month salary is mandatory for rank and file employees.
The amount is equivalent to 1/12 of the basic salary received by an employee within
a year. Employees who resign or are separated from the company before the time
of payment of the 13" month salary are entitled to this benefit in proportion to the
length of time they worked with the company during the year.

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.

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 for up
to four deliveries. The maternity benefit, which companies advance to the employee
and is subsequently reimbursed by the 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.

The Expanded Maternity Leave Act of 2018 grants both government and private
sector employees 105 days of paid maternity leave. Seven out of the 105 days of
leave may be transferred to fathers, extending the latter’s paid paternity leave to 14
days.

Solo working mothers also get an additional 15 days of leave for a total of 120 days
of paid maternity leave. Moreover, mothers are also allowed to extend their leaves
for another 30 days, but these leaves would be unpaid.

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 No. 8972), who has rendered
service of at least one year, whether continuous or broken, is entitled to not more
than seven working days of parental leave in a year. In the event that the parent
leave is not availed of, it shall not be convertible to cash.
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Healthcare
Health insurance is automatic and compulsory for PhilHealth members. The benefits
include allowances for hospitalization, surgery, medicine, and doctor’s fees.

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. Medical benefits or reimbursements of up to P10,000 per year are
exempt from tax.

Employment protection legislation

Individual employee rights are governed by the Labor Code, the basic policies of
which are to protect labor, promote full employment, ensure equal work
opportunities regardless of sex, race, or creed, and regulate the relations between
workers and employers. Supplemental laws include the Magna Carta for Disabled
Persons, the Special Protection of Children Against Child Abuse and Discrimination,
the Wage Rationalization Act, and the Anti-Sexual Harassment Act, among others.

Unions

The Constitution and the Labor Code guarantee workers’ rights to self-organization.
Union membership is most common in the manufacturing, construction, retail, and
hospitality sectors. One of the usual objectives of unions is to secure from the
employer a labor contract that defines the rights and duties of both management
and workers. The contract typically covers wages, hours of work, and working
conditions.

Foreign nationals

Entry visas and work permits are required for foreign personnel hired on either a
permanent or temporary basis. The government has liberalized 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 business, pleasure, or health with
a temporary visitor’s visa that allows stays for periods of 59 days, which is
extendable up 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 for some
specifically restricted nationalities, to stay in the Philippines for up to 21 days
without a visa.

Work permits

In general, foreign nationals seeking employment in the Philippines, whether
residents or nonresidents, must secure alien employment permits (AEP) from the
Department of Labor and Employment (DOLE). An AEP is usually valid for one year
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from the date of issue and may be renewed subject to the approval of the DOLE.
Executives of area or regional headquarters are exempt from the requirement to
obtain alien employment certificates.

A Philippine company that 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.
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Financial reporting and audit

Statutory requirements - Books and records

Under the National Internal Revenue Code of 1997 (NIRC), all business entities paying
internal revenue taxes must maintain books of account. These consist of journals,
ledgers, and subsidiary records required for the business. Enterprises subject to
value-added tax (VAT) are also required to keep subsidiary sales journals and
subsidiary purchase journals.

In addition to maintaining accounts, a corporation is required under the RCC 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.

Method of accounting and financial reporting framework
Entities filing financial statements with the SEC shall prepare their financial
statements in accordance with the prescribed financial reporting framework, as

follows:

e Large and/or publicly accountable entities shall use full PFRS.

¢ Medium-sized entities (MEs) shall use Philippine Financial Reporting
Standards (PFRS) for Small and Medium-sized Entities (SMEs); exempted MEs
are given an option to apply full PFRS.

¢ Small Entities (SEs) shall use PFRS for SEs; exempted SEs may instead apply,
as appropriate, the full PFRS or PFRS for SMEs.

e Micro entities have the option to use either the income tax basis or PFRS for
SEs.

Financial statements

All companies must file their financial statements with the 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.

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 RCC, and the Securities Regulation Code
(SRC]). In addition, special regulations on accounting and reporting apply to certain
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businesses, such as banks, insurance companies, finance companies, preneed
companies, and public utilities.

Standards issued by standard-setting bodies

Accounting pronouncements 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:

e PFRS - corresponding to International Financial Reporting Standards

¢ Philippine Accounting Standards (PAS) - corresponding to International
Accounting Standards

e Philippine Interpretations - corresponding to interpretations of existing
standards issued by the International Financial Reporting Interpretations
Committee (IFRIC) of the IASB

e PFRS for SMEs - corresponding to IFRS for SMEs

e PFRS for SEs

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.

Government regulatory agencies

Government agencies such as the SEC, the BSP, and the IC issue regulation manuals
and memorandum circulars covering businesses under their supervision. These
regulations prescribe the accounting treatment for certain transactions and
additional disclosure requirements for covered businesses.

Fundamental concepts and accounting policies
The most significant financial reporting standards and accounting policies in the

Philippines are summarized below.

Fundamental concepts
The following are some of the fundamental concepts:

Going concern

An entity is generally deemed to be a going concern. When preparing financial
statements, management assess an entity’s ability to continue as a going concern,
and, if the entity intends to liquidate or curtail materially the scale of its operation or
has no realistic alternative to doing so, its financial statements may have to be
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prepared differently. The basis on which the financial statements are prepared
should be disclosed.

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 a PFRS or it results in the financial statements
providing information that is reliable and more relevant to users.

Materiality and aggregation

Each material class of similar items shall be presented separately in the financial
statements.

Offsetting
Assets and liabilities, or income and expenses, shall not be offset, unless required or

permitted by PFRS.

Comparative information

Comparative information shall be disclosed with respect to the preceding period for
all amounts reported in the current period’s financial statements, unless PFRS
permits or requires otherwise.

Asset measurement

Assets are usually valued at cost, fair value, or the lower of cost and net realizable
value.

If the recoverable amount of a nonfinancial asset—such as investment property,
property, plant and equipment, or intangible asset—is lower than its carrying
amount, an impairment loss is recognized to reduce the carrying amount of the asset
to the recoverable amount. Such impairment loss may be reversed if there is a change
in the estimates used to determine the asset’s recoverable amount since the last
impairment loss was recognized (with the exception of impairment loss on goodwill,
which is no longer allowed to be reversed).

Significant accounting policies

The following are some of the significant accounting policies for an entity that uses
PFRS as its accounting framework (Note: entities may have a different set of
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accounting policies depending on the framework being used: either PFRS for SMEs
or PFRS for SEs):

Financial instruments

A financial asset or financial liability should be recognized when, and only when, the
entity becomes a party to the contractual provisions of the financial instrument.
Financial assets and liabilities are measured initially at fair value plus transaction
costs, except for financial assets and liabilities carried at fair value through profit or
loss, which is measured initially at fair value.

Other than those designated and effective as hedged items, which are subject to
other measurement requirements under PFRS, financial assets are subsequently
measured depending on their classification, as follows:

e Financial assets at fair value through profit and loss - at fair value

e Financial assets at amortized cost - at amortized cost using the effective
interest method, less any expected credit losses

e Financial assets at fair value through other comprehensive income - at fair
value, less any expected credit losses for debt instruments

An entity shall recognize a loss allowance for expected credit losses on a financial
asset that is measured at amortized cost and at fair value through other
comprehensive income. The expected credit losses consider a broad range of
information in assessing credit risk, including past events, current conditions, and
reasonable and supportable forecasts that affect collectability of the future cash
flows of the financial assets.

Financial liabilities are measured subsequently at amortized cost using the effective
interest method, except for financial liabilities held for trading or designated at fair
value through profit or loss, which are carried subsequently at fair value.

Inventory
Inventories include raw materials, supplies, and purchased components to be used

in the production process or in the rendering of services, work-in-process, and
finished products or merchandise held for sale in the ordinary course of business.
Inventories are valued at the lower of cost and net realizable value. Cost includes all
costs of purchase, costs of conversion, and other costs incurred in bringing the
inventories to their present location and condition and is generally determined under
one of the following acceptable cost formulas: specific identification, first in, first out
(FIFO), or weighted average.

Property, plant, and equipment

At initial recognition, an item of property, plant, and equipment that qualifies as an
asset shall be measured at cost, which comprises its purchase price and any costs
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directly attributable to bringing the asset to the location and condition necessary for
it to be capable of operating for the intended purpose. The costs of obligations for
dismantling, removing, or restoring the site on which an item of property, plant, and
equipment is located shall also form part of the initial cost of such item.

After initial recognition, property, plant, and equipment may be carried at cost or at
revalued amount less any accumulated depreciation and any accumulated
impairment losses. For property, plant, and equipment that are carried at revalued
amounts, revaluations are required to be made with sufficient regularity so that the
carrying amount of the asset does not differ materially from its fair value at reporting
date.

Investment property

Properties (land or a building, a part of a building, or both) that are held (by the
owner or by the lessee under a finance lease) to earn rentals or for capital
appreciation or both, rather than for use in the production or supply of goods or
services, for administrative purposes, or for sale in the ordinary course of business,
should be presented as investment property in the financial statements. An
investment property should be recorded initially at cost, and subsequently measured
using either the cost model (i.e., cost less accumulated depreciation and impairment
losses) or the fair value model.

Intangible asset

An asset that meets the definition of an intangible asset (i.e., an identifiable
nonmonetary asset without physical substance) and the recognition criteria (i.e., it
is probable that the asset’s future economic benefits will flow to the enterprise and
the cost of the asset can be measured reliably) must be recorded at cost on the date
of acquisition. Internally generated intangibles should be expensed, except for
certain costs incurred during the development phase, which may be capitalized when
the criteria for capitalization are met. Expenditures on research (or on the research
phase of an internal project] should be recognized as expenses when they are
incurred. After initial recognition, an intangible asset shall be measured using either
the cost model or the revaluation model.

An entity should assess if the useful life of an intangible asset is finite or infinite.
Intangible assets with finite useful lives are amortized on a systematic basis over their
useful lives, while intangible assets with indefinite useful lives are not amortized, but
are tested for impairment at least annually. The useful life is deemed indefinite if there
is no foreseeable limit to the period over which the asset is expected to generate net
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cash flows. Goodwill is not amortized, but is tested for impairment generally on an
annual basis.

Depreciation and amortization of nonfinancial assets

Nonfinancial assets, such as property, plant, and equipment, intangible assets that
are carried at cost or at revalued amounts, and investment property that are carried
at cost are subject to annual depreciation and amortization. The depreciation of
nonfinancial assets should be computed on a rational, systematic basis over the
useful life of the asset, regardless of the earnings of the enterprise, and should
commence when such assets are available for use. Permissible depreciation methods
include the straight-line, diminishing balance, and sum-of-the-unit methods. If an
asset is revalued, depreciation should be based on the revalued amount.

Impairment of nonfinancial assets

If the recoverable amount of a nonfinancial asset is lower than its carrying amount,
an impairment loss is recognized to reduce the carrying amount of the asset to the
recoverable amount. Such impairment loss may be reversed if there is a change in
the estimates used to determine the asset’s recoverable amount since the last
impairment loss was recognized (with the exception of impairment loss on goodwill,
which is not allowed to be reversed).

Earnings per share

Corporations whose securities are publicly traded on securities exchanges or over-
the-counter markets, and those that are in the process of offering their securities to
the public, must present basic earnings per share (EPS) on the face of the income
statement and disclose additional information concerning EPS. This requirement also

applies to other enterprises that must comply with the reportorial provisions of the
SRC.

Income taxes

Income taxes comprise of current income tax and deferred income tax. Current
income tax is calculated according to the tax rates and tax laws applicable to the
periods to which they relate, based on the taxable profit for the year. Deferred
income tax is calculated using the liability method, on temporary differences at the
end of a reporting period between the carrying amounts of assets and liabilities for
financial reporting purposes and their tax bases.
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Employee benefits

Employee benefits should be accounted for as follows:

e Short-term employee benefits - the undiscounted amount is recognized as
an expense when an employee has rendered service in exchange for those
benefits

e Post-employment benefits - can be either a defined contribution plan,
accounted for based on the required amount of contribution to the plan;
or a defined benefit plan, accounted for using the projected unit credit
method, generally calculated by independent actuaries

e Other long-term employee benefits - accounted for in the same manner
as postemployment benefits, using a simplified method

e Termination benefits - recognized when and only when the entity is
demonstrably committed to either terminate the employment of
employees before the normal date of retirement, or provide termination
benefits as a result of an offer made in order to encourage voluntary
redundancy and measured in accordance with the nature of the
employee benefit (i.e., in the same manner as short-term employee
benefits, if expected to be settled within 12 months, or as other long-term
employee benefits, if to be settled after 12 months from the end of the
reporting period)

Related party disclosures

Detailed disclosures are required on related party transactions during the periods
covered by the financial statements, such as the nature of the related party
relationship, information about the transactions, and outstanding balances,
including commitments.

In addition, listed companies and investment houses that are part of a conglomerate
or group of companies are required by the SEC to file with their audited financial
statements a map showing the relationships between and among the company and
its ultimate parent company, middle parent, subsidiaries or co-subsidiaries, and
associates.

Further, the SEC requires issuers of securities to the public, listed companies, and
public companies as defined under SRC to disclose in notes to consolidated financial
statements (or in a separate schedule) information for the current reporting period
on receivables/payables with related parties that are eliminated during
consolidation.
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Consolidation of financial statements

A parent company is required to present consolidated financial statements, except
for when it meets all of the following conditions:

e the parentitself is a wholly owned or partially owned subsidiary of another
entity and all of its owners, including those not otherwise entitled to vote,
have been informed about, and do not object to, the parent not presenting
consolidated financial statements;

e the parent’s debt or equity instruments are not traded in a public market
(o domestic or foreign stock exchange or an over-the-counter market,
including local and regional markets);

e the parent neither filed nor is in the process of filing its financial statements
with a regulatory agency for a public offering of any class of instruments;
and

e 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 (i.e., 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 SRC also require a parent that has a
significant foreign subsidiary to also submit copies of the financial statements of
such foreign subsidiary.

Also, the parent is required by the SEC to file its separate (i.e., parent only) audited
financial statements prepared in accordance with PFRS along with the consolidated

financial statements.

Investment in associates

An investor company that is able to exercise significant influence over an investee
that is neither a subsidiary nor an interest in a joint venture (i.e., an associate) must
use the equity method in accounting for its investment in such associate. Under this
method, the investor’s share in the investee’s net income must be included as a
separate item in the investor’s income statement.

Significant influence is presumed if the investor holds, directly or indirectly, at least
20% of the voting power of the investee. However, if the reporting company does not
exert significant influence on the other company, the investment shall be accounted
for under the PFRS applicable to financial instruments.
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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-denominated monetary items should be translated at the closing
rates as of the end of the reporting period, and exchange differences (i.e., foreign
currency gains and losses) arising from the translation are recognized in profit or
loss 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, which 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.

Critical accounting judgments and estimates

In preparing financial statements in accordance with PFRS, management is required
to make critical judgments and estimates that affect amounts reported in the
financial statements and related notes. Such critical judgments and estimates are
required to be disclosed in the financial statements.

Audit requirements

Under the NIRC, all corporations, partnerships, or persons with gross annual sales,
output, receipts, or earnings exceeding P3 million must have their financial
statements examined annually by independent certified public accountants. Audited
financial statements of these companies, along with their tax returns, must be filed
with the BIR before the prescribed deadlines. Companies with annual sales not
exceeding P3 million may file their tax returns along with their unaudited financial
statements.

Corporations required to file financial statements with the SEC include, among
others, corporations, domestic or foreign, doing business in the Philippines, with total
assets or total liabilities of at least P600,000. Those financial statements are required
to be audited by certified public accountants duly accredited by the SEC who shall
perform their audits 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.
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Tax

Income tax
Subsidiary. Being a domestic corporation, it is subject to income tax on its worldwide
income, i.e., income from all sources within and without the Philippines.

Branch. For tax purposes, a Philippine branch of a foreign corporation is treated as
a resident foreign corporation and, as such, is subject to income tax only on its
Philippine-sourced income, i.e., income derived from all sources within the
Philippines. A branch is not subject to tax on its foreign-sourced income.

Except for the above rules, a company that is set up either as a subsidiary or branch
is generally subject to the same tax rules.

a. Regular corporate income tax (RCIT)

The regular corporate income tax is 30% on net taxable income, i.e., gross income
less allowable deductions. As a rule, all items of income shall be included in the
computation of taxable income subject to 30% tax rate, except for some items of
income that are subject to final tax (passive income) or are exempt by provision of
law.

In computing for net taxable income, an entity is allowed to deduct all ordinary and
necessary expenses paid or incurred in carrying on its trade or business; interest on
indebtedness related to the business; taxes; losses; bad debts; depreciation;
charitable and other contributions; research & development; and pension trust
contributions for the retirement benefits of employees, subject to compliance with
requirements for deductibility.

However, in addition to the foregoing allowable deductions, a branch may, subject
to certain conditions, also deduct a portion of the head office expenses, which is
effectively connected with the branch’s trade or business, but which cannot be
definitely allocated to the Philippine branch operations (i.e., overhead expenses
incurred by the head office in connection with finance, administration, marketing,
research & development, other support services, etc.)

A corporate taxpayer has an option to claim optional standard deduction (OSD)
equivalent to 40% of gross income in lieu of the standard itemized deductions
enumerated above. Once the option to claim OSD is made, it shall be irrevocable for
the taxable year in which the option was taken.
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b. Minimum corporate income tax (MCIT)

An MCIT of 2% of the gross income shall be imposed beginning on the fourth taxable
year immediately following the year in which a company commences business
operations. The MCIT is payable when it is greater than the computed RCIT and shall
be paid in lieu of the RCIT.

Any amount of MCIT paid in excess of the RCIT shall be carried forward and credited
against the RCIT for the three immediately succeeding years.

c. Net operating loss carryover (NOLCO)

The carryover of net operating losses incurred in any taxable year that has not been
previously offset as deduction from gross income is allowed up to the next three
consecutive years following the year of such loss, provided that there is no
substantial change in the ownership of the business or enterprise.

d. Other income subject to special tax rates
The regular income tax shall not apply on certain types of passive income that are
subject to final tax. Examples of passive income subject to final tax are:

Nature of income payment Tax rate

Interest on foreign loans payable to nonresident foreign 20%
corporations (NRFCs)

Interest and other income payments on foreign currency 10%
transactions/loans payable to Offshore Banking Units/Foreign
Currency Deposit Unit

Stock transaction tax on shares of stocks traded in the stock 0.6%
exchange, on gross selling price

Capital gains from sale or exchange of land and/or buildings 6%
classified as capital asset based on selling price or fair market
value, whichever is higher

All kinds of royalty payment to citizens, resident aliens, and 20%
nonresident alien engaged in trade or business (other than WI
380 and WI 341), domestic and resident foreign corporations

Branch profit remittances by all corporations except 15%
PEZA/Subic Bay Metropolitan Authority/Cooperative
Development Authority-registered

On other payments to NRFCs 30%
Interest on bank deposits and substitutes and trust fund to 30%
NRFCs

Interest income from expanded foreign currency deposit of Exempt
NRFCs
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Withholding tax on income payments

As a payor of income to employees and suppliers of goods and services, the
company will be constituted as a withholding tax agent of the government. As such,
it is obliged by law to withhold a certain percentage from income payments made
by it and remit the taxes withheld to the BIR. Specifically, it shall withhold tax on:

e Compensation paid to employees

¢ Fringe benefits paid to supervisory or managerial employees

e Various income payments it makes to suppliers, service contractors, and
other parties subject to expanded withholding taxes (EWTs)

e Payments to third parties that are subject to final withholding taxes (FWTs)

Dividends tax
Dividends paid by a domestic stock corporation to another domestic stock
corporation or resident foreign corporation are not subject to tax.

Cash and/or property dividends paid by a subsidiary to its foreign parent company
are subject to an FWT of 30% (regular rate) or 15% subject to the “tax sparing rule.”
If, however, the recipient of the dividends is a resident of a country with whom the
Philippines has a treaty, the applicable preferential treaty rate will govern. The
Philippines, a jurisdiction with a total of 43 effective tax treaties, qualifies as a
jurisdiction with a substantial network of tax treaties, as follows:

Country Dividend Rates

Australia 15% when relief is given to the beneficial | 256% in all other cases
owner of the dividends

Austria 10%, if the beneficial owner is a company | 25% in all other cases
holding at least 10% either of the voting
shares of the company paying the
dividends or of the total shares issued by
that company within  six  months
immediately preceding the date of
payment of dividends

Bahrain 10%, if the beneficial owner is a company | 15% in all other cases
(excluding partnership) that holds directly
at least 10% of the paying company’s
capital

Bangladesh 10%, if the beneficial owner is a company | 15% in all other cases
(excluding partnership) that holds directly
at least 25% of the paying company’s
capital

Belgium 10%, if the beneficial owner is a company | 15% in all other cases
that holds directly at least 10% of the
paying company’s capital

Brazil 15%, if the recipient is a company, | 25% in all other cases

including partnership
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Country Dividend Rates

Canada

15% to a Canadian resident company
controlling at least 10% of the voting power
of the company paying the dividends

25% in all other cases

China

10%, if the beneficial owner is a company
that holds directly at least 10% of the
paying company’s capital

15% in all other cases

Czech

10%, if the beneficial owner is a company
that holds directly at least 10% of the
paying company’s capital

15% in all other cases

Denmark

10%, if the beneficial owner is a company
(excluding partnership) that holds directly
at least 25% of the paying company’s
capital

15% in all other cases

Finland

15%, if the recipient is a company
(excluding partnership) that owns at least
10% of the voting stock of the company
paying the dividends

France

10%, if the recipient is a company
(excluding partnership) that holds directly
at least 10% of the voting shares of the
company paying the dividends

15% in all other cases

Germany

5%, if the beneficial owner is a company
(excluding partnership) that holds directly
at least 70% of the paying company’s
capital

10%, if the beneficial owner is a company
(excluding partnership) that holds directly
at least 25% of the paying company’s
capital

15% in all other cases

Hungary

15%, if the beneficial owner is a company
that holds directly at least 25% of the
paying company’s capital

20% in all other cases

India

15%, if the beneficial owner is a company
that owns at least 10% of the shares of the
company paying the dividends

20% in all other cases

Indonesia

15%, if the beneficial owner is a company
that holds directly at least 25% of the
paying company’s capital

20% in all other cases

Israel

10%, if the beneficial owner is a company
(excluding partnership) that holds directly
at least 10% of the paying company’s
capital

15% in all other cases

ltaly

15%, if the recipient is the beneficial owner
of the dividends

Japan

10%, if the beneficial owner is a company
holding at least 10% either of the voting

15% in all other cases
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Country Dividend Rates

shares of the company paying the
dividends or of the total shares issued by
that company within  six  months
immediately preceding the date of
payment of dividends

10% for dividends paid by an enterprise
registered with the BOl and engaged in
preferred areas of investment under the
investment incentives laws of the
Philippines, to a resident of Japan, who is
the beneficial owner of the dividends

Korea

10%, if the beneficial owner is a company
(excluding partnership) that holds directly
at least 25% of the capital of the company
paying the dividends

10% for dividends paid by an enterprise
registered with the BOl and engaged in
preferred areas of investment under the
investment incentives laws of the
Philippines, to a resident of Korea

25% in all other cases

Kuwait

10%, if the beneficial owner is a company
(excluding partnership) that holds directly
at least 25% of the paying company’s
capital

25% in all other cases

Malaysia

15%, if the recipient is a company

25% in all other cases

Mexico

5%, if the beneficial owner is a company
(excluding partnership) that holds directly
at least 70% of the paying company’s
capital

10%, if the beneficial owner is a company
(excluding partnership) that holds directly
at least 10% of the paying company’s
capital

15% in all other cases

Netherlands

10%, if the recipient is a company with
capital that is wholly or partly divided
capital into shares and that holds directly
at least 10% of the paying company’s
capital

15% in all other cases

New Zealand

15%, if the beneficial owner is a company

25% in all other cases

Nigeria

12.5%, if the beneficial owner is a company
(excluding partnership) that holds directly
at least 25% of the paying company’s
capital

15% in all other cases
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Country Dividend Rates

Norway

15%, if the beneficial owner is a company
that controls directly or indirectly at least
10% of the voting power of the company
paying the dividends

25% in all other cases

Pakistan

15%, if the beneficial owner is a company
(excluding partnership) that holds directly
at least 25% of the paying company’s
capital during the part of the paying
company’s taxable year that precedes the
date of payment of the dividends and
during the whole of its prior taxable year, if
any

25% in all other cases

Poland

10%, if the beneficial owner is a company
(excluding partnership) that holds directly
at least 25% of the paying company’s
capital

15% in all other cases

Qatar

10%, if the beneficial owner is a company
(excluding partnership) that holds directly
at least 10% of the paying company’s
capital

15% in all other cases

Romania

10%, if the recipient is a company
(excluding partnership) and during the part
of the paying company’s taxable year that
precedes the date of payment of the
dividends and during the whole of its prior
taxable year (if any), at least 26% of the
outstanding shares of the voting stock of
the paying company was owned by the
recipient company

15% in all other cases

Russia

15%, if the recipient is the beneficial owner
of the dividends

Singapore

15%, if the recipient is a company
(including partnership) and, during the
part of the paying company’s taxable year
that precedes the date of payment of the
dividend and during the whole of its prior
taxable year (if any), at least 15% of the
outstanding shares of the voting stock of
the paying company was owned by the
recipient company

25% in all other cases

Sri Lanka

15%, if the beneficial owner is a company
(excluding partnership)

25% in all other cases

Spain

10%, if the recipient is a corporation
(excluding partnership) that holds directly
at least 10% of the voting shares of the
company paying the dividends

15% in all other cases
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Country Dividend Rates

Sweden 10%, if the beneficial owner is a company | 15% in all other cases
(excluding partnership) that holds directly
at least 25% of the paying company’s
capital

Switzerland 10%, if the beneficial owner is a company | 15% in all other cases
(excluding partnership) that holds directly
at least 10% of the paying company’s
capital

Thailand 10%, if the beneficial owner is a company | 15% in all other cases
(excluding partnership) that holds directly
at least 25% of the paying company’s
capital

Turkey 10%, if the beneficial owner is a company | 15% in all other cases
(excluding partnership) that holds directly
at least 25% of the paying company’s

capital
United Arab 10%, if the beneficial owner is a company | 15% in all other cases
Emirates (excluding partnership) that holds directly

at least 10% of the paying company’s
capital

United Kingdom of| 15%, if the beneficial owner is a company | 25% in all other cases
Great Britain and | that controls directly or indirectly at least
Northern Ireland | 10% of the voting power of the company
paying the dividends

United 20% when the recipient is a corporation, if | 25% in all other cases
States of during the part of the paying corporation’s
America taxable year that precedes the date of

payment of the dividend and during the
whole of its prior taxable year (if any), at
least 10% of the outstanding shares of the
voting stock of the paying corporation was
owned by the recipient corporation

Vietnam 10%, if the beneficial owner is a company | 15% in all other cases
(excluding partnership) that holds directly
at least 25% of the paying company’s

capital

Branch profit remittance tax

Profits remitted by a branch to its head office are subject to a FWT of 15%. If,
however, the recipient of the profits is a resident of a country with whom the
Philippines has a treaty, the applicable tax treaty provisions, usually a lower rate of
10%, will apply. Profits remitted by a branch registered with PEZA are tax-exempt.

Value-added tax

Any person who, in the course of trade or business, sells, barters, exchanges, or
leases goods or properties, renders services, and any person who imports goods into
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the Philippines shall be subject to 12% VAT, if the annual gross sales/receipts exceed
P3 million. It is an indirect tax that is generally passed on by the seller to the buyer.

The taxable base is gross selling price of goods or properties sold, or gross receipts
from the sale of services. On imports, the taxable base is the dutiable value, plus
customs duties, excise tax, if any, and other charges prior to the release of such
goods from customs custody. The VAT payable to the government shall be the excess
between the output VAT and the creditable input VAT.

a. Input VAT

VAT passed on by suppliers of goods and services to the company, as well as the VAT
paid on importations, shall be considered the creditable input VAT of the company.
Generally, the input VAT is creditable in full against the output VAT incurred in the
period.

b. Output VAT

Generally, the sale of goods and services shall be subject to 12% VAT. A 0% VAT
generally applies to exports. Taxpayers engaged in zero-rated transactions are
entitled to refunds for VAT paid (input tax) on their purchases of goods, properties,
and services. VAT-exempt status is also granted to certain transactions and entities.

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
(i.e., the VAT paid on purchases) may be credited against the output tax (i.e., 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)

In general, DST is imposed upon documents, instruments, loan agreements, and
papers, and upon acceptances, assignments, sales, and transfers of the obligation,
right or property incident thereto, including leases of land or buildings, loan
agreements, original issuance, and sales/transfers of shares, among others.

Taxes on importation

Apart from goods with de minimis value (P10,000 and below]), import duties will be
imposed on goods, equipment, machineries, supplies, and other articles to be
imported by the Philippine entity into the Philippines in accordance with the rates
prescribed in the Tariff and Customs Code.

In addition, 12% VAT shall be imposed on importations based on the total value used
by the BOC in determining tariff and customs duties, plus customs duties, excise
taxes, if any, and other charges. The VAT on importation shall be paid by the importer
prior to the release of such goods from Customs.
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Excise taxes

Excise taxes apply to certain goods manufactured or produced in the Philippines for
domestic sale or consumption or for any other disposition, and to certain goods
imported to the Philippines. For imports, excise taxes are in addition to VAT and
Customs duties.

ltems that are subject to excise tax include, among others, alcohol, tobacco,
petroleum, and mineral products, as well as miscellaneous articles, such as
automobiles and certain nonessential goods and services. Sweetened beverages,
which are defined as “non-alcoholic beverages of any constitution that are pre-
packaged and sealed in accordance with the Food and Drug Administration
standards that contain caloric and/or non-caloric sweeteners added by the
manufacturers,” have also been subjected to excise tax beginning January 1, 2018.

Excise taxes on domestic products are payable before the products are removed
from the place of production. For imported goods, excise taxes are payable before
the release of articles from the Customs warehouse.

Estate tax

An estate tax of 6% is imposed on the transfer of a decedent’s estate to their lawful
heirs and beneficiaries based on the fair market value of the net estate at the time
of the decedent’s death.

The value of the gross estate of the decedent includes the value at the time of their
death of all property, real or personal, tangible or intangible, wherever situated. In
the case of a nonresident alien decedent, only that part of the entire gross estate
situated in the Philippines is included in the taxable estate. The net estate is then
determined by deducting from the value of gross estate the total amount of
allowable deductions.

An estate tax return must be filed within one year from the decedent’s death, and
the tax due must be paid at the time of filing the return. However, extensions for filing
and payment may be allowed subject to certain conditions.

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 of 6% is imposed on the gratuitous transfer of property by any person,
resident or nonresident. The donor’s tax is based on total gifts in excess of P250,000
made during the calendar year, whether the donee is a relative or a stranger.

Prior to the Tax Reform for Acceleration and Inclusion (TRAIN] Law, transfers for less
than adequate and full consideration were likewise deemed gifts, and the amount
by which the fair market value of the property exceeded the selling price were

46



subjected to donor’s tax. However, with the amendments introduced by the TRAIN
Law, the donor’s tax risk has been mitigated with the inclusion of a provision stating
categorically that “a sale, exchange, or other transfer of property made in the
ordinary course of business (a transaction which is a bona fide, at arm’s length and
free from any donative intent), will be considered as made for an adequate and full
consideration in money or money’s worth.”

Gifts made to the government and certain accredited institutions are exempt from
donor’s tax. However, to be exempt from donor’s tax and to claim full deduction of
the donation given to accredited donee institutions, the donor has to comply with
certain BIR requirements, such as the giving of a Notice of Donation.

Donor’s taxes paid to a foreign country by a citizen or resident at the time of
donation are creditable. The donor’s tax return should be filed within 30 days after
the date when the gift is made and the tax due thereon must be paid at the time of
filing the return.

Tax on capital gains

Capital gains tax is a tax imposed on the gains presumed to have been realized by
the seller from the sale, exchange, or other disposition of capital assets located in
the Philippines, including pacto de retro sales and other forms of conditional sale.

Land and buildings

A final tax of 6% is imposed on the higher of the gross selling price or fair market
value upon the sale, exchange, or disposition of land or buildings sold by a domestic
corporation, if such property is treated as capital asset.

Shares of stocks

For individuals and domestic corporations, a 15% rate (effective January 1, 2018)
applies on the net capital gains derived from the sale, exchange, transfer, or other
disposition of shares of stocks in a domestic corporation not traded in the stock
exchange. For foreign corporations, the old rates of 5% on the first P100,000 of net
capital gains and 10% on gains in excess of P100,000, are still applicable.
Nonresident foreign corporations that are residents of countries with whom the
Philippines has an existing tax treaty may avail of treaty benefits on capital gains.

Net capital gain is the difference between the selling price and the fair market value
(FMV]) of the shares, whichever is higher, less the shares’ cost basis, plus any selling
expenses. In determining the shares’ FMV, the adjusted net asset method is used,
whereby all assets and liabilities are adjusted to fair market values.

Improperly accumulated earnings tax (IAET)
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A corporation that permits the accumulation of earnings and profits beyond the
reasonable needs of the business, instead of distributing said profits to
shareholders, is subject to the improperly accumulated earnings tax (IAET).

Current rules and jurisprudence consider the accumulation of earnings up to 100%
of the paid-up capital of the corporation as within the “reasonable needs of the
business.” Likewise, earnings that are reserved for a justified purpose (e.g., definite
corporate expansion, compliance with any loan covenants, earnings reserve subject
to legal prohibition against its distribution) may be considered within the purview of
“reasonable needs of the business.”

The IAET tax is equal to 10% of the improperly accumulated taxable income.
Exceptions are provided for publicly held corporations, banks and nonbank financial
intermediaries, and insurance companies.

Local taxes

Local Business Tax (LBT)

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.

Real Property Tax (RPT)

Local government units impose two types of real property taxes: a basic tax and a
Special Education Fund (SEF) Tax. The basic tax rate is generally 1% for real
properties located in the provinces and 2% for real properties located in a city or
municipality within Metro Manila.

The SEF rate is 1% of the assessed value of real property, which shall be in addition

to the basic RPT. The proceeds thereof shall exclusively accrue to the SEF to support
public education.
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Taxation of individuals

Residence criteria

A person who comes to the Philippines for a definite purpose that is promptly
accomplished is not deemed a resident. A person who comes for a definite purpose
requiring an extended stay and who establishes a temporary home in the Philippines
is considered a resident. Aliens who reside in the Philippines with no definite intention
regarding the length of their stay are considered residents, even if they intend to
return to another country to live. Aliens who acquire residence in the Philippines
remain residents until they depart with the intention of abandoning that residence.

Taxation of resident citizens and resident aliens

Resident citizens are subject to tax on their worldwide income, while nonresident
citizens, including overseas contract workers and resident aliens, are subject to tax
only on their Philippine-sourced income.

The first P250,000 annual taxable income is exempt from taxation. An amount of
P90,000 annual bonus is also exempt from taxation. Minimum wage earners are
exempt from tax on their minimum wage, holiday pay, night shift differential, and
hazard pay.

Annual taxable income above the first P250,000 is subject to schedular rates with
32% as the highest rate until December 31, 2022. Thereafter, the top rate shall be
increased to 35%.

Taxable fringe benefits received by employees other than rank and file are subject
to fringe benefits tax at the rate of 35% on the grossed up monetary value of the
benefit.

Other types of income of citizens and resident aliens are subject to different tax
rates, as follows:

¢ Interest from bank deposits and yield from deposit substitutes and similar
arrangements, royalties, prizes, and other winnings from Philippine sources
- 20%

e Interest from foreign currency-denominated deposits in a local bank - 15%

49



¢ Interest income from long-term deposits and investments - exempt under

certain conditions

e Cash and property dividends from domestic corporations and shares from
the distributable net income of a partnership or a joint venture - 10%

e Capital gains from sale of shares of stock not traded through the local stock
exchange - 15%

e Capital gains from sale of real property - 6% of the gross selling price or
FMV, whichever is higher

Taxation of nonresidents
The following rates apply to other income of nonresident aliens doing business within
the Philippines:

e Cash and property dividends from a domestic corporation or from a regional
operating headquarter of a multinational company, share in the
distributable net income of a partnership or joint venture, royalties, prizes,
and other winnings - 20%

¢ Interest income from long-term deposits - exempt under certain conditions

e Capital gains from sale of shares of stock not traded through the local stock
exchange - 15%

Nonresident aliens not doing business in the Philippines are taxed at 25% on their
income from Philippine sources.

The preferential rate of 15% applicable to alien employees of regional or area
headquarters and regional operating headquarters of multinational companies,
offshore banking units, and petroleum service contractors and subcontractors was
revoked beginning January 1, 2018.

Payment dates/filing of 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. Beginning January 1, 2018,
spouses dare not anymore required to file joint tax returns.

Individuals earning pure compensation income from a single employer during the
year are exempt from the requirement to file an income tax return, subject to certain
conditions. Likewise, an individual whose sole income has been subject to FWT is not
required to file an income tax return.

Internal revenue taxes may be paid over the counter, by bank debit, or by check.
Effect of treaties

Compensation for personal services, whether dependent or independent, may be
exempt from income tax if conditions set by tax treaties are met.
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Contact details

P&A Grant Thornton is located at the following addresses:

Metro Manila

19 & 20 Floor, Tower 1, The Enterprise Center
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P&A Grant Thornton Outsourcing, Inc.
23" Floor, Tower 1, The Enterprise Center
6766 Ayala Avenue, Makati City 1200
Philippines

T +632 8864 0741

E Paz.Malubay@.ph.gt.com

Cavite

Level 3, Robinson’s Place Dasmariias
Aguinaldo Highway cor. Governor’s Drive
Pala-Pala, Dasmarinas, Cavite
Philippines

T +632 8988 2288 loc 616- 617

E Nelson.Dinio@ph.gt.com

Cebu
Penthouse, Suite, Unit 1603
FLB Corporate Center, Archbishop Reyes Avenue
Cebu Business Park, Cebu City 6000
Philippines
T +63 32 231 6090
+63 32 233 0574
E Wendell.Ganhinhin@ph.gt.com

Davao
Unit 46, 4th Floor, The Landco-PDCP Corporate Center
J.P. Laurel Avenue, Davao del Sur 8000
Philippines
T +63 82 2211498
+63 82 2211500
E Wendell.Ganhinhin@ph.gt.com
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