
As tax practice evolves, corporate practices and arrange-
ments, especially those of multinational companies, face 
challenge from tax authorities. Particular scrutiny has 

been devoted to transactions that result in minimized tax liabil-
ity or shifting of profi ts between related companies. 

One of the most common transactions among members 
of multinational groups is the provision of 
services. In 2015, Base Erosion and Profi t 
Shifting (BEPS) fi nal reports were released 
tackling transfer pricing (TP) issues catego-
rized into 15 Action Plans. The BEPS Project 
aims to address and prevent tax planning 
strategies that exploit gaps and mismatches 
in tax rules to make profi ts somehow “disap-
pear” for tax purposes, or to shift profi ts to low-tax locations 
even when there is minimal or no economic activity, resulting in 
little or no corporate tax being paid. 

Action Plans 8-10 on Aligning Transfer Pricing Outcomes 
with Value Creation specifi cally covers intra-group services. The 
Bureau of Internal Revenue (BIR) issued Revenue Audit Memo-
randum Order No. 1-2019 or the Philippine TP Audit Guidelines 
which provide the framework and guidance for TP examina-
tions, anchored on the provisions of Action Plans 8-10 and exist-
ing Organisation for Economic Co-operation and Development 
(OECD) TP Guidelines. The Philippine TP Audit Guidelines apply 
to several controlled transactions including intra-group services.

There are two main issues in analyzing intra-group services 
from a TP perspective. First, whether the intra-group services 
have been provided (benefi t test). Second, whether the charge 
for such services is at arm’s length.

For the fi rst point, the determination of whether services 
have been rendered depends on whether the activity per-
formed by one enterprise in favor of another has economic or 
commercial value to enhance the latter’s commercial position. 
A service can be considered as having economic value if it 
would have been willingly paid for had it been performed by an 
independent party, or performed in-house for itself. 

An example of intra-group services is centralized services or 
those services centralized in the parent company of a group, or 
in one or more group service centers, and made available to the 
group. These services generally include administrative services 

such as accounting, auditing, legal, computer services, as well 
as customer-related service and call centers, among others.

In applying the benefi t test, the Philippine TP Audit Guide-
lines and the OECD Guidelines provided several services which 
would not be considered valid services and thus, should not be 
remunerated. These services include shareholder and duplica-

tive services. Shareholder services are normally 
performed by the parent company or regional 
o�  ce solely because of its ownership interest 
in one or more group members. These services 
generally cover functions related to report-
ing requirements of the parent company and 
consolidation of reports, the juridical structure 
of the parent company (e.g., shareholder meet-

ings and issuance of shares), among others. On the other hand, 
duplicative services, as the term itself denotes, refers to activi-
ties undertaken by a group member that merely duplicates a 
service that another group member is already performing for 
itself, or that is being performed for such entity by a third-party 
service provider. 

Anchoring on the logic of the benefi t test where an 
economic value must be established, taxpayers must answer 
the question — are these the types of activities that indepen-
dent enterprises would be willing to pay for or to perform for 
themselves? 

Once it has been established that services are rendered intra-
group, it is necessary to determine whether the remuneration is 
in accordance with the arm’s length principle. This means that 
the charge for intra-group services should be that which would 
have been made and accepted between independent parties 
in comparable circumstances. In determining the arm’s length 
price, the perspective of both the service provider and service 
recipient must be considered, especially the value of the service 
to the recipient and how much an independent party would be 
willing to pay for the same services in comparable circumstanc-
es, as well as the costs incurred by the service provider. 

On the cost allocation aspect, the existing guidelines 
provided two methods to determine the arm’s length charge: 
(1) direct charge method and (2) indirect charge method. The 
direct method can be used when the service arrangements on 
which the charges are based can be clearly identifi ed. Other-

wise, an indirect charge method can be used, as in cases where 
it would be di�  cult to apply the direct charge method. 

In either case, the next question would be whether the 
charge should have a mark-up. To answer this, one may put 
himself in the shoes of an independent party and consider that 
independent parties would normally seek to charge for such 
services to generate profi t rather than provide the services at 
cost, especially if the rendered services involve high-level or 
technical services. 

Further, the functions performed and benefi ts associated 
with the provision of the services should also be considered in 
determining the arm’s length charge. It is worth noting that in 
pricing the services between members of a group, it would not 
be appropriate to increase the charge solely for the purpose 
of making sure that the associated enterprise makes a profi t, 
especially if a market price is available.

Currently, TP audits in the Philippines are embedded in the 
regular tax audit. Considering this, it is important for taxpayers 
to keep the documentation and supporting analysis for service 
arrangements with related parties to defend the reasonable-
ness and rationale of entering into service transactions with 
a�  liates. Particularly, taxpayers must ensure that the basis 
for their TP policy is well-documented, including the relevant 
agreements, amount of cost actually spent, and supporting 
analysis for the mark-up or charge applied.

Given that intra-group service is one of the main transac-
tions covered by the Philippine TP Audit Guidelines, taxpayers 
must address any potential issues on its TP arrangements as 
early as possible. As the saying goes, “Solve the problem or 
leave the problem. Do not live with the problem.”

The views or opinions expressed in this article are solely 
those of the author and do not necessarily represent those 
of Isla Lipana & Co. The content is for general information 
purposes only, and should not be used as a substitute for 
specifi c advice. 
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PRIME Infrastructure Capital, 
Inc. (Prime Infra) said a 15-year 
extension has been sought for 
the Malampaya gas field conces-
sion, with additional gas pro-
duction expected from a new 
well by 2026.

Prime Infra President and 
Chief Executive Officer Guillau-
me Lucci said in an energy forum 
on Wednesday that the extension 
application has been filed with 
the Department of Energy (DoE).

Prime Infra, through its sub-
sidiary Prime Energy Resources 
Development BV (Prime Energy) 
is a member of the Malampaya 

consortium, which is exploiting 
Service Contract (SC) 38.

Prime Energy holds a 45% 
stake in the Malampaya project. 
The other members of the con-
sortium, UC38 LLC and PNOC 
Exploration Corp., own a 45% and 
10% interest, respectively.

The Malampaya concession is 
set to expire by 2024. 

Michael O. Sinocruz, director 
for Energy Policy and Planning at 
the DoE, said it is currently difficult 
to determine the level of produc-
tion in the Malampaya gas field.

“We are not yet sure, we will 
need to see the data that they 

will submit,” Mr. Sinocruz told 
reporters.

He said that the application to 
extend the SC 38 concession also 
covers possible exploration of the 
area surrounding Malampaya gas 
field before a determination can 
be made on estimated reserves.

The Malampaya gas fi eld 
supplies 20% of the Philippines’ 
power requirements. The DoE 
has said that at least five power 
plants with a combined capacity 
of 3,453 megawatts are currently 
supplied by Malampaya.

The Malampaya gas field is 
expected to be commercially 

depleted by 2027. Mr. Lucci said 
that the depletion only pertains 
to the declining pressure in the 
Malampaya gas field.

Mr. Sinocruz said: “deple-
tion by 2027 does not necessar-
ily mean no gas. What it means is 
that when the pressure increases, 
it is easier to extract gas, but the 
pressure decreases over time, 
making it costly to extract gas.”

In November, Mr. Lucci said 
that Prime Energy is looking at 
additional gas fields within SC 38, 
with the possibility of drilling two 
or three more wells. — Ashley 
Erika O. Jose

15-year extension sought 
for Malampaya concession

THE Department of Energy (DoE) said on 
Wednesday that China has expressed its inten-
tion to participate in the process of integrating 
nuclear power in the Philippine energy mix.

Michael O. Sinocruz, director for Energy 
Policy and Planning at the DoE, said during 
the Powertrends 2023 International Busi-
ness Forum that the DoE received a proposal 
from the Chinese government for possible 
collaboration in the feasibility study stage of 
introducing nuclear power.

“We have just received a proposal from 
China for cooperation in nuclear power, just 
recently, after the President’s visit,” Mr. Sino-
cruz told reporters on Wednesday, referring to 
President Ferdinand R. Marcos, Jr.’s Jan. 3-5 
visit to China.

He said that while the proposal is not yet 
detailed, “it could be for the rehabilitation of 
BNPP (Bataan Nuclear Power Plant), for con-
ventional, or small modular reactors (SMRs). 
The proposal was on general cooperation in 
nuclear power.”

Mr. Sinocruz said that the proposal is for 
government-to-government cooperation. The 
DoE has not discussed the proposal yet.

He said that the DoE is also planning to ex-
tend the Philippine Energy Plan until 2050 to 
integrate nuclear power in the country’s pow-
er mix. At present, the DoE’s energy plan only 
covers the 2020-2040 period, which mainly 
focuses on increasing the share of renewable 
energy to 35% by 2030 and 50% by 2040.

Mr. Sinocruz added that the DoE is still 
weighing which type of nuclear power is fea-
sible for the Philippines. “There are several 
scenarios. We can include BNPP if that can 
still be rehabilitated, we can build new ones, 
either conventional or SMRs.”

He said that the DoE is looking at 13 sites 
for conventional reactors; for SMRs, it is look-
ing at 15 to 16 sites.

Meanwhile, the DoE also plans to conduct 
another survey regarding the public accep-
tance of nuclear energy. 

Mr. Sinocruz said that for the new survey, 
the DoE hopes to cover the entire country, 
specifically the host communities being 
considered.

“The last survey that we did is just on gen-
eral acceptance on nuclear power, and only 
covered 1,000 participants,” he said. 

Mr. Sinocruz said that the DoE is still de-
termining a target for nuclear power’s share in 
the energy mix. 

“We haven’t run the numbers because we 
are still discussing whether we can still in-
crease the RE share, considering that there is a 
moratorium on coal,” he said, adding that one 
thing that needs to be considered in planning 
is whether “we are going to have a policy on 
early coal retirement.”

As of 2021, coal fired power plants account-
ed for a 57.5% share of gross power generation; 
renewable energy 23.4%; natural gas 17.7%; 
and oil 1.4%. — Ashley Erika O. Jose

China offers to participate in 
PHL transition to nuclear power 

THE GOVERNMENT has allocated P326.97 million to 
support onion production this year, with the bulk of the 
package going to cold storage facilities, the Presidential 
Communications O�  ce said in a statement.  

Some P240.575 million will go towards construct-
ing seven cold storage facilities in Pangasinan, Nueva 
Vizcaya, Bataan, Nueva Ecija, and Occidental Mindoro, 
the Palace said.

Cold storage allows onion growers to maintain 
inventories in the event the crop is not sold out at the 
time of harvest, for release into the market as needed 
when the harvest is over.

The rest of the package includes P69.949 million 
for support services, including the provision of seed, 
seedlings and other inputs. 

Some P3 million was allocated for irrigation network 
facilities and P1.9 million for extension support, educa-
tion and training, it added.

Onions in the Philippines have become expensive, 
with retail prices peaking at P700 per kilo last month. 
On Tuesday, the government imposed a suggested 
retail price of P125 per kilogram of medium and large 
imported red onions for distribution in the capital 
region’s wet markets.

Separately, 10 farmers’ cooperatives and associa-
tions from the Mimaropa region (Mindoro, Marinduque, 
Romblon, and Palawan) received grants amounting to 
P40 million under a Department of Agriculture (DA) 
program, benefi ting 7,800 members.

Under the program, known as the Sagip Sibuyas 
Project, organizations can use grants of up to P5 million 
for working capital “to cover the cost of procuring 
onions directly from farmers, hauling and delivery to 
markets and cold storage facilities, and storage rental,” 
the Palace said.

It said the DA is helping these organizations bring 
their produce to market directly, to customers like fast 
food chains and other institutional buyers. — Kyle 
Aristophere T. Atienza

Palace announces 
over P300 million in 
funding to support 
onion producers

THE United Nations (UN) represen-
tative in the Philippines said the 
government needs to prepare its 
budget in a manner that would help 
it better achieve the UN’s sustainable 
development goals (SDGs).

“Improving the integration of cli-
mate and environmental sustainability 
into national planning processes and 
private sector business models is an 
imperative,” UN Resident Coordinator 
for the Philippines Gustavo Gonzalez 
said at a briefi ng on Wednesday. 

The UN recommends use of 
the Integrated National Financing 
Framework (INFF), which uses tools 
such as budget tagging to ensure 
that programs and projects are 
aligned with the SDGs. 

The Philippines is currently build-
ing its own INFF.

“The concept of INFF is opera-
tional in 86 countries, including the 
Philippines. It aims at unlocking a 
wide range of resources for fi nancing 
that can accelerate the achievement 
of SDGs and linking together policies 
for planning, budget and fi nancing,” 
Mr. Gonzalez said.

There is a funding gap of around 
$3.7 trillion annually to support projects 
designed to meet the SDGs by 2030.

National Economic and Develop-
ment Authority (NEDA) Under-
secretary Joseph J. Capuno said 
that the Philippines should have a 
functioning fi nancing framework on 
or before 2030.

“The urgency for such a frame-
work is underscored in the PDP 
(Philippine Development Plan). At 
their core, the SDGs and PDPs are 
bound by shared ambitions. Most if 
not all PDP chapters cohere with the 
SDGs,” he said.

“(The framework) should be an-
chored on the PDP. I see this project 
as a way of catalyzing support to the 
PDP,” Mr. Gonzalez added.

Australian Embassy Secretary 
for Development Georgina Harley-
Cavanough said that government 
budgets are at the core of sustain-
able development.

“It’s a tool that mirrors govern-
ment priorities and is instrumental to 
ensure accountability,” she added.

Lisa Kurbiel, head of the Joint 
SDG Fund, said that the framework 
must be institutionalized. 

“It will need to be monitored and re-
viewed and adjusted to realities. These 
will include forging new partnerships 
and allies. Government counterparts, 
private sector, and civil society are allies 
in this battle,” she added.

The framework calls for budget 
tagging, a process for identify-

ing, measuring, and monitoring 
allocations for various government 
programs aligned with SDG goals.

Council for the Welfare of 
Children Executive Director Angelo 
M. Tapales said: “When local govern-
ment units craft their investment 
plans, they’d have projects for 
children, but because of the lack of 
funds, some of these projects are not 
implemented.”

“If local government units imple-
ment this framework… children will 
be ensured of programs, activities and 
projects aligned to SDG goals as these 
would be budgeted for,” he added.

“Eventually we hope to have a sys-
tem to ensure e� ective allocation of 
public and private resources for SDG 
investments and increase the owner-
ship of each stakeholder towards our 
collective agenda,” he added. 

Congressional Policy and 
Budget Research Department 
Deputy Secretary-General Romulo 
Emmanuel Miral, Jr. said that the 
budget tagging exercise should be 
implemented at the start of the plan-
ning stages of the budget.

“The more logical thing would be 
to look at the goals and targets and 
what would be the programs to help 
obtain the targets,” he added.

Ms. Harley-Cavanough said the 
government may need to look at its 
existing systems and processes, such 
as information management, that 
need to be revised to adhere to the 
framework.

“Processes will have to be changed 
and we’ll have to look whether the 
processes in place are su�  cient. The 
government will have to look into how 
these existing mechanisms can be 
used (or) changed. Not one project 
will serve just one SDG, it cuts across 
several. We are also working on 
formulating the budget convergence 
guidelines in line with SDG implemen-
tation,” O�  cer-in-Charge Director 
Reverie Pure G. Sapaen of NEDA’s 
Governance sta�  added.

“In government, we recognize the 
critical role of the private sector in 
expanding fi nancing of SDGs. We are 
also mapping private sector initiatives 
across the country. We have a map 
of projects they have been imple-
menting as well as the SDGs they are 
working on and the regions they are 
focused on,” Ms. Sapaen added. 

Ms. Harley-Cavanough said this 
will also create greater oversight from 
civil society and the private sector. 

“That gives an opportunity for 
others to play their part in imple-
menting SDGs,” she added. — Luisa 
Maria Jacinta C. Jocson

UN: Consider SDGs
in budget planning
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