
When companies work to-
gether, each party contrib-
utes its unique strengths and 

skills to achieve common goals. These 
collaborations, whether they involve 
sharing resources, providing financial 
assistance, or leveraging each other’s 
expertise, help the entire group thrive. 

While these contributions among relat-
ed parties are indeed undeniable benefi ts 
of being a member of a group of compa-
nies, they can be problematic during a tax 
audit by the Bureau of Internal Revenue 
(BIR). Related party transactions (RPTs) 
are generally considered a red fl ag by the 
BIR. In fact, in the background section of 
Revenue Regulation (RR) 19-2020, which 
requires the submission of Information 
Return on Transactions with Related Par-
ties, the BIR states that transactions with 
related parties have been subject to abuse 
by taxpayers intending to evade taxes by 
concluding transactions between them at 
unreasonable prices. It further states that 
signifi cant risks arise when RPTs are not 
conducted at arm’s length. The BIR has to 
protect the tax base, and it is, therefore, fair 
enough on the BIR’s part to require proper 
disclosures of RPTs and ensure that these 
RPTs are conducted at arm’s length. 

From my experience in handling BIR 
tax audits, below are some related party 
transactions that have been commonly 
questioned by the BIR. 

 1. Services rendered by non-resi-
dent foreign corporations

Examples of these are management 
services such as the services rendered 

by the groups’ head of operations or 
head of fi nance. Another example is the 
marketing services of the head o�  ce in 
pursuing and winning global clients. 

Although the BIR will normally not 
inquire about the pricing policy of these 
purchases, the BIR normally construes 
these services as rendered in the Philip-
pines, and hence, subject to fi nal with-
holding taxes and withholding VAT.  

For cases like these, the taxpayer and 
its foreign related party should be able 
to document the nature of these ser-
vices clearly in their contracts, invoices, 
and other supporting documents. If 
possible, a transfer pricing document 
can be presented to show the nature 
of these transactions.  In cases where 
these transactions are recurring issues 
during tax audit and the taxpayer has 
di�  culty in explaining the nature and 
exemption from tax, if any, it is highly 
encouraged that an International Tax 
Affairs Division (ITAD) Ruling be se-
cured from the BIR. In cases where a 
tax exemption or a lower tax rate un-
der a tax treaty has been availed of by 
the non-resident, then a Request for 
Confirmation (RFC) shall be submit-
ted to the BIR. In these ways, it will be 
much easier to explain to the BIR the 
taxability of these income payments to 
non-resident related parties.

2. Services rendered to non-resi-
dent foreign corporations

A significant number of companies 
in the Philippines have an arrangement 
where the Philippine entities sell or ren-
der, primarily or exclusively, their prod-
ucts and services to their non-resident 
foreign related parties. 

During a tax audit, the BIR normally 
 inquires about the pricing policy, such 
as the mark-up rate imposed by the 
Philippine taxpayer on their related 
 parties, and recomputes the sales that 
should have been earned by the Philip-
pine taxpayer. 

As an example, if the mark-up rate 
of a BPO company is 5% of cost and 
expenses, the BIR will pick up the total 
of cost and expenses from the taxpayer’s 
books and multiply it by 105% to come 
up with the sales or revenue per tax 
audit. The excess of the sales or revenue 
per the BIR’s re-computation over the 
actual amount declared in the income 
tax return and VAT return will result in 
undeclared sales or revenue subject to 
defi ciency income tax and VAT.  In re-
cent months, the BIR, during tax audits, 
has been requiring taxpayers to submit 
the transfer pricing documentation 
(TPD) covering the services rendered to 
foreign related parties.

Apparently, the contracts, invoices, 
and computations are not su�  cient for 
some BIR officers to come up with the 
analysis on related party transactions. 
Taxpayers who have not prepared their 
TPD are forced either to pay penalties or 

rush to prepare TPD. On the other hand, 
taxpayers who have prepared their TPD 
have generally had much easier dealings 
with these kinds of issues during tax audit.

3. Allocation of expenses or reim-
bursement-at-cost 

Normally these are expenses in-
curred by related parties for the ben-
efit of the group. Examples of these 
are software subscriptions and other 
technology costs, and allocation of rent 
and utilities for an office space leased 
by a related party occupied by two or 
more related parties. In some sense, it 
may be referred to as a pass-through 
cost because the related party was only 
an agent between the taxpayer and the 
third-party service provider. However, 
depending on the specific facts and 
circumstances of each case, the party 
initially paying the expenses on behalf 
of the group should charge an appropri-
ate arm’s length markup for its function 
in arranging and paying for the acquired 
services on behalf of its related parties.

The issues herein normally include 
whether the reimbursement received 
is considered income subject to taxes. 
Revenue Memorandum Circular (RMC) 
No. 76-2020 states that it is necessary 
to submit to the BIR a formal written 
agreement/contract to prove that these 
are legitimate expenses, in addition to 
other documents to substantiate the 
same (e.g., receipts, proof of payment, 
etc.). To prove that the transaction is 
legitimate and necessary is one thing, 
and to prove that the transaction has 

been conducted at arm’s length is an-
other thing.

The above transactions are just a few 
examples of the transactions between re-
lated parties. There are many more, such 
as the use of brands, use of know-how 
and technology, and the grant of loans 
or advances, etc., which are normally 
employed by groups of companies to 
maximize their operations. These groups 
should not be disheartened though when 
related party transactions are questioned 
during a tax audit as the BIR is also pro-
tecting the tax base. Considering the 
risks and costs of a tax audit, there are 
several ways to manage these risks, such 
as confirming the tax consequences of 
the arrangements through an ITAD Rul-
ing or Request for Confirmation. The 
role of transfer pricing documentation 
should also not be played down because 
those who prepare it now might reduce 
the burden when the tax audit comes.

Let’s Talk TP is an offshoot of Let’s 
Talk Tax, a weekly newspaper column of 
P&A Grant Thornton that aims to keep 
the public informed of various develop-
ments in taxation. This article is not in-
tended to be a substitute for competent 
professional advice.
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MAKILALA MINING Co., Inc., a 
subsidiary of Australia-based Cel-
sius Resources Ltd., said it obtained 
a $76.4-million loan from the Philip-
pine sovereign wealth fund to support 
preliminary work on its copper-gold 
project in the Cordillera Administra-
tive Region.

The company said funds from the 
Maharlika Investment Corp. (MIC) 
investment will support its Maalinao-
Caigutan-Biyog Project.

MIC will fully finance the up-
dating of the feasibility study and 
front-end engineering design for 
the project in Kalinga province, it 
added.

The miner said the government’s 
investment arm will also “partially” 
fund early development activities, 
including main access road construc-
tion in coordination with Kalinga 
province and skills training for the 
Balatoc community.

“The proceeds of the facility mark 
a critical milestone in the project’s 
funding, enabling immediate com-
mencement of work with the initial 
funding amount of $10 million,” the 
company said.

It said the works will no longer re-
quire direct funding from the parent 
company. 

“Discussions on the additional 
equity funding required are ongoing, 
given total estimated capital expendi-
ture of the project,” Makilala said.

“ We look forward to updating 
investors once binding equity agree-
ments have been fi nalized.”

MIC Chief Executive Officer, Ra-
fael D. Consing, Jr. said the wealth 
fund envisions the Maalinao-Cai-
gutan-Biyog Copper-Gold project as 
a benchmark for the government’s 
push to encourage the industry to 
look “beyond responsible mining.” —
Kyle Aristophere T. Atienza

THE Department of Agricul-
ture (DA) said on Monday that 
it ordered the Bureau of Plant 
Industry (BPI) to inspect on-
ion warehouses to determine 
whether the harvest is being 
withheld from the market.

The DA said the onion har-
vest is expected to begin this 
month, with fresh supplies be-
ing counted on to ease prices. 

The DA said it suspects the 
harvest might not be reaching 
the markets. 

“Last Friday, I directed the 
Bureau of Plant Industry and 
its team to visit all the onion 
cold storage facilities across 
the country and inspect 
whether newly harvested 
onions are being kept there 
instead of being sold,” Agricul-
ture Secretary Francisco Tiu 
Laurel, Jr. said in a statement.

“If they are, that’s wrong. On-
ions are typically stored toward 

the middle or end of the harvest 
season, not at the start. This 
clearly points to price manipu-
lation — it’s hoarding,” he added.

The BPI is likely to com-
plete its inspection and deliver 
a report by the end of the week.

Earlier this month, Mr. Lau-
rel authorized imports of 3,000 
metric tons of red onions and 
1,000 metric tons of white on-
ions to address any shortages 
that may arise before the harvest. 

Onion prices remain high, 
with DA price monitors re-
porting red onions selling for 
between P140 and P240 per 
kilo, and white onions fetching 
P130-P150. 

A month ago, red onion 
prices were P140 per kilo.

The BPI has said that the 
early harvest will add around 
33,000 metric tons to avail-
able supply by March. — Kyle 
Aristophere T. Atienza
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THE Automotive Body Manufac-
turers Association of the Philip-
pines (ABMAP) said it supports 
the Department of Transpor-
tation’s (DoTr) decision to go 
forward with modernizing the 
jeepney fl eet, citing the need to 
improve safety and air quality.

“We commend Secretary (Vi-
vencio B.) Dizon’s commitment 
to moving forward with modern-
ization. The transition to Euro 
4-compliant vehicles is a neces-
sary step to ensure road safety, 
reliability, and improved air qual-
ity,” ABMAP Executive Director 
Edgar Manuel.

The DoTr, under Mr. Dizon, its 
new Secretary, has decided to pro-
ceed with the Public Transport 

Modernization Program (PTMP), 
but cited the need to resolve snags 
like vehicle financing and route 
rationalization.

“Our members are ready to 
support operators and coop-
eratives in acquiring modern, 
high-quality vehicles that meet 
global standards,” Mr. Manuel 
added.

Mr. Dizon has said that the 
program has achieved an 86% 
consolidation rate under for-
mer Transportation Secretary 
Jaime J. Bautista, the process 
by which smaller operators are 
combined to make them more 
viable entities in terms of ac-
quiring and operating modern 
jeepneys.

“We need to understand the 
issues very well. Masalimuot ang 
mga issues (the issues are com-
plex), hindi lang naman ’yan sim-
pleng pagpapalit ng mga sasakyan 
(it’s not as simple as replacing the 
vehicles),” Mr. Dizon said on the 
sidelines of the turnover of DoTr 
leadership on Monday.

Introduced by the DoTr in 
2017, the PTMP requires public 
utility vehicles (PUVs) to meet 
emission standards and form co-
operatives to facilitate efficient 
fl eet management.

“ABMAP believes this ini-
tiative will provide long-term 
benefits for drivers, passengers, 
and the transport industry as a 
whole,” Mr. Manuel said.

“We understand the concerns 
of some stakeholders, but mod-
ernization is not about eliminat-
ing traditional jeepneys — it’s 
about improving them. We need 
a transport system that ensures a 
better commuting experience for 
all Filipinos,” he added.

ABMAP has said that the is-
sues regarding fi nancing and ve-
hicle selection can be “resolved 
through constructive dialogue 
and collaboration.”

It added that the focus must 
be on refining the program’s 
guidelines, expanding financing 
options, and ensuring a smoother 
transition, and not on suspending 
the program. — Justine Irish D. 
Tabile

THE Asian Development Bank 
(ADB) said its new president, 
Masato Kanda, assumed office 
on Monday.

In a statement, the bank said 
Mr. Kanda, former special advisor 
to  Japan Prime Minister Shigeru 
Ishiba and a former Vice Minister 
of Finance, succeeded Masatsugu 
Asakawa.

He will serve as the ADB’s 11th

president and takes on the unex-
pired term of Mr. Asakawa, which 
ends on Nov. 23, 2026.

“I am deeply honored to take 
on the role of ADB president at 
this important moment for our 
region,” Mr. Kanda said. 

“With the trust of our 69 mem-
bers and strong support of our 
dedicated staff, I am committed 
to advancing ADB’s mission 
to promote sustainable, 
inclusive, and resilient 
growth,” he added.

Mr. Kanda said the ADB 
will respond to pressing 
development chal-
lenges and ensure 
that it will remain the 
“partner of choice for 
the region.”

Mr. Kanda had 
been vice minister 
of finance for interna-
tional affairs, at which 
post he oversaw market 
interventions to shore 
up a weak yen in 2024.

The chairman of the ADB 
Board of Governors, Fabio Panet-
ta, said the new president brings 
a wealth of experience and fresh 
perspective to leading the bank.

“His proven track record in 
navigating complex fi nancial chal-
lenges and fostering international 
cooperation makes him the ideal 
leader to guide us as we build upon 
our strengths and seize emerging 
opportunities,” Mr. Panetta said. 

“I am ready to harness the col-
lective expertise within our or-
ganization and work closely with 
our partners to drive transforma-
tive change, especially for those 
most in need,” Mr. Kanda said. 

“Our focus will be on prag-
matic actions that deliver real 
results, ensuring that our sup-

port creates lasting improve-
ments in the lives of people 
throughout Asia and the 
Pacifi c,” he added.

Mr. Asakawa assumed 
the ADB presidency 

on Jan. 17, 2020, and 
announced his res-
ignation effective 
Feb. 23, 2025.

T h e  A D B  i n 
September said 

lending for the 
Philippines is pro-
jected at $24 billion 
between 2024 and 
2029. — Aubrey 
Rose A. Inosante
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