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NGAs Now Mandatory to Use eTRA 

REVENUE REGULATIONS NO. 1-2013 issued on January 23, 2013 
further expands the coverage of taxpayers required to file 
tax returns and pay taxes through the Electronic Filing and 
Payment System (eFPS) to include National Government 
Agencies (NGAs) in the mandatory use of the Electronic Tax 
Remittance Advice (eTRA).

Currently, the following taxpayers are already mandated to 
make use of the eFPS:

   a.

   b.

   c.
   d.

   e.

   f.

   g.

Now that eTRA System, a sub-system of the eFPS, has been 
developed, the base of taxpayers mandated to use eFPS is 
expanded to include all NGAs since the latter makes use of 
the TRA in settlement of their withholding tax liabilities 
arising from the use of funds being released by the 
Department of Budget and Management (DBM). Through the 
eTRA System, the NGAs can access the eFPS, file their tax 
return electronically and accomplish the eTRA on-line, 
provided the prescribed enrollment to the eFPS has already 
been complied with.

The BIR shall issue a Notification Letter to all NGAs, including 
their branches and extension offices located nationwide 
which have their own disbursement functions, to inform 
them that they are mandated to use the eFPS in filing the 
required returns and in paying the taxes due thereon. The 
Head Office of the concerned NGA shall be responsible in 
providing the BIR with the list of all its branches/field or 
extension offices located nationwide which have their own 
disbursement functions, with information as to their 
respective business addresses, agency codes and Taxpayer 
Identification Numbers (TINs)

All NGAs notified thru the Notification Letter shall enroll in 
the eTRA System by enrolling first with the BIR’s eFPS 
facility. As part of the enrollment procedure, NGAs shall be 
required to submit to the Revenue District Office (RDO) 
where they have registered the names of two (2) authorized 
officers designated to file the required tax returns pursuant  

Large Taxpayers duly notified by the Bureau of Internal 
Revenue (BIR);
Top 20,000 Private Corporations duly notified by the 
BIR;
Top 5,000 Individual Taxpayers duly notified by the BIR;
Taxpayers who wishes to enter into contract with 
government offices;
Corporations with paid-up capital stock of Ten Million 
Pesos;
PEZA-registered entities and those located within 
Special Economic Zones; and
Government Offices, in so far as remittance of withheld 
VAT and business tax is concerned.

to Section 52 (A) of the Tax Code. In addition, NGA shall also 
enroll with any Authorized Agent Bank (AAB) where it 
intends to pay through the bank debit system, in cases of 
remittance of withheld taxes on funds not coming from the 
DBM or the payment of internal revenue taxes thru cash and 
not thru TRA.

NGAs mandated to file electronically thru the issuance of 
the Notification Letter shall file their tax returns 
enumerated under Section 2.12 of this Regulation, via the 
eFPS, whether or not payment shall make use of eTRA.

The staggered filing of returns allowed for withholding 
agents/taxpayers enrolled in the BIR eFPS facility shall not 
apply in the case of the NGAs. All tax returns must be 
electronically filed (e-filed) following the due dates 
prescribed in the table under Section 7 of this Regulation. 
Payment of the tax due must also be made on the same day 
the return is e-filed by accomplishing on-line the TRA.

The use of eTRA as payment is limited only to the NGAs’ tax 
liabilities arising from the use of funds coming from the 
DBM. NGAs’ tax liabilities arising from the use of funds other 
than those coming from DBM based on the NGAs Annual 
Budget, as approved under the General Appropriation Act 
(GAA) must be paid using cash through the bank debit 
system of the AAB where the NGA shall enroll for this 
purpose. A separate tax return must be accomplished for 
these tax liabilities since a particular fund is required to 
have a separate branch code. In the absence of a separate 
branch code of the fund, the NGA shall secure the same from 
the concerned RDO following existing procedures in 
registering.

The concerned RDO shall conduct the mandatory briefing to 
the concerned NGAs on the eTRA System. Notified NGAs are 
required to attend the said briefing on eTRA, which is a 
pre-requisite for enrollment in the eFPS.

The BIR, through its Information Systems Group, shall 
generate report of NGAs’ remitted withheld taxes using TRA 
based on the cutoff dates to be defined under a separate 
revenue issuance. The report generated shall be submitted 
by the BIR’s Revenue Accounting Division to the Bureau of 
Treasury and shall be used by the latter in recording and 
crediting the same as BIR’s tax collections.

For the pilot roll-out of the eTRA, the Withholding Tax 
Division shall conduct the eTRA briefing with the selected 
NGAs. All NGAs which will not be given Notification Letter 
shall continue to file their tax returns manually by 
accomplishing the appropriate tax returns and attaching 
thereto the corresponding TRAs before having received 
these documents by the RDOs where the NGAs are 
registered. RDOs shall process these tax returns and report 
the collections thru TRAs following existing procedures.

Revenue Regulations No. 1-2013 
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Transfer Pricing Guidelines for Cross 
Border and Domestic Transactions 
between Associated Enterprises

REVENUE REGULATIONS NO. 2-2013 issued on January 23, 
2013 prescribes the transfer pricing guidelines, particularly 
the guidelines in applying the arm’s length principle for 
cross-border and domestic transactions between 
associated enterprises, which are largely based on the arm’s 
length methodologies set out under the Organization for 
Economic Cooperation and Development Transfer Pricing 
Guidelines.

In the Philippines, there is a domestic transfer pricing issue 
when income are shifted in favor of a related company with 
special tax privileges such as Board of Investments (BOI) 
Incentives and Philippine Economic Zone Authority fiscal 
incentives or when expenses of a related company with 
special tax privileges are shifted to a related company 
subject to regular Income Taxes or in other circumstances, 
when income and/or expenses are shifted to a related party 
in order to minimize tax liabilities.

Per Section 50 of the Tax Code, the Commissioner of Internal 
Revenue is authorized to distribute, apportion or allocate 
gross income or deductions between or among two or more 
organizations, trades or businesses (whether or not 
incorporated and whether or not organized in the 
Philippines) owned or controlled directly or indirectly by the 
same interests, if he determines that such distribution, 
apportionment or allocation is necessary in order to clearly 
reflect the income of any such organization, trade or 
business. Thus, the Commissioner is authorized to make 
transfer pricing adjustments, in line with the purpose of 
Section 50 to ensure that taxpayers clearly reflect income 
attributable to controlled transactions and to prevent the 
avoidance of taxes with respect to such transactions.

The arm’s length principle requires the transaction with a 
related party to be made under comparable conditions and 
circumstances as a transaction with an independent party. 
It is founded on the premise that where market forces drive 
the terms and conditions agreed in an independent party 
transaction, the price of the transaction would reflect the 
true economic value of the contributions made by each 
entity in that transaction. Essentially, this means that if two 
associated enterprises derive profits at levels above or 
below the comparable market level solely by reason of the 
special relationship between them, the profits will be 
deemed as non-arm’s length. In such a case, tax authorities 
that adopt the arm’s length principle can make the 
necessary adjustments to the taxable profits of the related 

parties in their jurisdictions so as to reflect the true value 
that would otherwise be derived on an arm’s length basis.

The application of arm’s length principle would, first and 
foremost, involve the identification of comparable 
situation(s) or transaction(s) undertaken by independent 
parties against which the associated enterprise transaction 
or margin is to be benchmarked. This step is commonly 
known as “comparability analysis”. It entails an analysis of 
the similarities and differences in the conditions and 
characteristics that are found in the associated enterprise 
transaction with those in an independent party transaction. 
Once the impact of these similarities or differences in the 
transfer price have been determined, the arm’s length 
price/margin (or a range) can then be established using an 
appropriate Transfer Pricing Method (TPM).

In the application of the arm’s length principle the following 
3-step approach, discussed in detail in Sections 6, 7, and 8 of 
these Regulations, may be observed. 

   Step 1:   Conduct a comparability analysis.
   Step 2:  Identify the tested party and the appropriate
                 transfer pricing method.
   Step 3: Determine the arm’s length results.

These steps should be applied in line with the key objective 
of transfer pricing analysis to present a logical and 
persuasive basis to demonstrate that transfer prices set 
between associated enterprises conform to the arm’s length 
principle.

The arm’s length principle is based on a comparison of the 
prices or margins adopted or obtained by related parties 
with those adopted or obtained by independent parties 
engaged in similar transactions. For such price or margin 
comparisons to be meaningful, all economically relevant 
characteristics of the situations being compared should be 
sufficiently similar so that: a) none of the differences (if any) 
between the situations being compared can materially 
affect the price or margin being compared, or b) reasonably 
accurate adjustments can be made to eliminate the effect of 
any such differences.

A comparability analysis should examine the comparability 
of the transactions in three (3) aspects, namely: a) 
characteristics of goods, services or intangible properties; 
b) analysis of functions, risks and assets; and c) commercial 
and economic circumstances.

The tested party is the entity to which a TPM can be most 
reliably applied to and from which the most reliable 
comparables can be found. For an entity to become a tested 
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party, the BIR requires sufficient and verifiable information 
on such entity.

The selection of a TPM is aimed at finding the most 
appropriate method for a particular case. Accordingly, the 
method that provides the most reliable measure of an arm’s 
length result shall be used. For this purpose, the selection 
process should take into account the following:

  a.

  b.

  c.

  d.

Taxpayers must demonstrate that their transfer prices are 
consistent with the arm’s length principle. The main purpose 
of keeping adequate documentation is for taxpayers to be 
able to (i) defend their transfer pricing analysis; (ii) prevent 
transfer pricing adjustments arising from tax examinations; 
and (iii) support their applications for MAP. Taxpayers who 
have not prepared adequate documentation may find their 
application for MAP rejected or that the transfer pricing 
issue would be much more difficult to resolve.

The BIR does not require transfer pricing documents to be 
submitted when the tax returns are filed. However, such 
documents should be retained by the taxpayers and 
submitted to BIR when required or requested to do so. In 
general, transfer pricing documents must be 
retained/preserved within the period specifically provided 
in the Tax Code as the retention period, unless a different 
period is otherwise legally provided. However, it is to the 
best interest of the taxpayer to maintain documentation for 
purposes of MAP and possible transfer pricing examination.

The transfer pricing documents must be contemporaneous. 
It is contemporaneous if it exists or is brought into 
existence at the time the associated enterprises develop or 
implement any arrangement that might raise transfer 
pricing issues or review these arrangements when 
preparing tax returns. The details of transfer pricing 
documents include, but are not limited to, the following:

  a.  Organizational structure
  b.  Nature of the business/industry and market conditions

the respective strengths and weaknesses of each of the 
transfer pricing methods;
the appropriateness of the method considered in view 
of the nature of the controlled transaction, determined 
in particular through a functional analysis;
the availability of reliable information (in particular on 
uncontrolled comparables) in order to apply the 
selected method and/or other methods; and
the degree of comparability between controlled and 
uncontrolled transactions, including the reliability of 
comparability adjustments that may be needed to 
eliminate material differences between them.

  c.  Controlled transactions
  d.  Assumptions, strategies, policies
  e.  Cost contribution arrangements
  f.  Comparability, functional and risk analysis
  g.  Selection of the transfer pricing method
  h.  Application of the transfer pricing method
  i.  Background documents
  j.  Index to documents

Revenue Regulations No. 2-2013

Guidelines in Accounting and 
Recording of Deposits and Advances 
for payments of pertinent expenses 
not covered by MCN 89-2012

This Circular is being issued to provide guidelines to be 
observed in accounting and recording of deposits/advances 
for the payment of the pertinent expenses received by 
taxpayers other than General Professional Partnership (GPP) 
covered by RMC No. 89-2012 dated December 28, 2012.

When cash deposits or advances are received by taxpayers 
other than GPP covered by RMC 89-2012 from the 
Client/Customer, a corresponding Official Receipt shall be 
issued. The amount received shall be booked as income and 
shall form part of the Gross Receipts and shall be subject to 
Value-added Tax (VAT) or Percentage Tax (Gross Receipt Tax), 
if applicable, and shall in turn be deductible as an expense 
by the Client/Customer provided that it is duly substantiated 
by Official Receipts pursuant to Section 34 (A) (1) of the Tax 
Code.

Receipts incurred, paid for and issued in the name of the 
taxpayers shall be recorded as its own expenses for income 
tax purposes. These expenses shall be claimed as deductions 
from gross income provided these are duly substantiated by 
Official Receipts/Invoices issued by third-party establish-
ments.

All Clients/Customer shall, upon payment of 
deposits/advances, withhold tax at the rate prescribed in RR 
No. 2-98, as amended, which shall be remitted/paid on or 
before the 10th day of the following month using the Monthly 
Remittance Return of Creditable Income Taxes Withheld 
(Expanded) except for taxes withheld for the month of 
December of each year, which shall be filed on or before 
January 15 of the following year pursuant to RR 2-98, as 
amended. For those filing using EFPS, the regulations 
pertaining to EFPS filer shall apply.
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An Official Receipt shall be issued for every deposit and 
advances pursuant to Section 113 of the Tax Code. The 
Official Receipt shall cover the entire amount which the 
Client/Customer pays.

For VAT Taxpayers, the VAT Official Receipt will constitute the 
Output Tax for taxpayers other than GPP and in turn, the 
input tax of its client/customer.

Upon receipt of the deposit/advances, the same shall be 
treated and recorded as outright income.

Accounting entries in the Books of the Taxpayers other 
than GPP:

a. For VAT Taxpayers
    Dr. Cr.
   Cash    xxx
   Prepaid Income Tax (Creditable) xxx
 Income    xxx
 Outcome VAT   xxx

b. For Non-VAT Taxpayers
    Dr. Cr.
   Cash    xxx
   Prepaid Income Tax (Creditable) xxx
 Income    xxx

In turn, upon making deposit/advances for the necessary 
expenses, the Client/Customer shall treat such 
deposit/advances as an outright expenses.

Accounting entries in the Books of the Client/ 
Customer:

a. For VAT Taxpayers
    Dr. Cr.
   Expense   xxx
   Input VAT   xxx
 Cash    xxx
 Withholding Tax Payable  xxx

b. For Non-VAT Taxpayers
    Dr. Cr.
   Expense   xxx
   Cash    xxx
 Withholding Tax Payable  xxx

Revenue Memorandum Circular No. 16-2013 

Tax Digest by: 
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For clarification, tax queries or if you need our 
assistance in securing BIR ruling, you may call us at 
telephone number (632)759-5090 or email us at 
aocheadoffice@rsmalasoplascpas.com
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RMC No. 2-2013 clarifies certain provisions of the RR No. 
12-2012 on the deductibility of depreciation expenses as it 
relates to purchase of Vehicles and other expenses related 
thereto, and the input taxes allowed thereof:

   •

   •

   •

   •

   •

Revenue Memorandum Circular No. 2-2013

*  *  *

Deductibility of Depreciation 
Expenses on Vehicles

RR No. 12-2012 took effect on December 17, 2012. The term 
“Vehicles” is defined as passenger vehicles of all types, 
whether by land, water or air.

RR No. 12-2012 does not apply to land vehicles purchased 
prior to its effectivity where the purchased amount 
exceed the threshold of PhP2,400,000.00. It applies 
prospectively.

Any loss that will be incurred as a result of a sale of 
Vehicles which are not allowed depreciation expenses of 
the non-depreciable Vehicles shall likewise not be 
allowed as a deduction for the gross income.

For income tax purposes, all expenses related to the 
non-depreciable Vehicles such as but not limited to 
repairs and maintenance, oil and lubricants, gasoline, 
spare parts, tires and accessories, premium paid for 
insurance covering said vehicles and registration fees 
shall not be allowed as a deduction in its entirety.

For VAT purposes, all input taxes corresponding to the 
disallowed expenses mentioned above for income tax 
purposes are likewise not allowed.

This publication should not be used or treated as professional advice. The information in this publication should not be relied to replace 
professional advice on specific matters and its contents must not be used as basis for formulating decisions under any circumstances. 
Readers for this material are advised to seek professional advise before making any business decision or you may call and ask for the full 
text.


