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Russell Bedford 
International 36th Annual 
Global Conference 

 
As you are aware, the Russell 
Bedford International 36th 
Annual Global Conference 
will be held in Sydney, 
Australia from Wednesday 23 
October to Sunday 27 
October 2019.   

 
Camphin Boston is delighted 
to be the host this year and is 
looking forward to welcoming 

you soon to Sydney. We are 
also pleased to announce the 
recent promotion of Rob 
Cooper to Director in our 
Audit and Assurance team.    

 
Please find the contact details 
of our partners and directors 
below:  

 
 Managing partner, Mark 

Edwards: 
mark.edwards@cambos.com
.au 
 

 Partner, Greg Boston: 
greg.boston@cambos.com.au 

 
 Partner, Justin Woods: 

justin.woods@cambos.com.a
u 

 
 Director - Tax Consulting, 

Melanie Lam: 
melanie.lam@cambos.com.au  

 
 Director - Audit & 

Assurance, Rob Cooper: 
rob.cooper@cambos.com.au 
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AUSTRALIA INTERNATIONAL TAX   

Hybrid Mismatch Rules: 
 

Further to the 
Multinational Anti-
Avoidance Law 
(“MAAL”) (effective from 
1 January 2016) and 
Diverted Profits Tax 
(“DPT”) (effective from 1 
July 2017) as mentioned in 
our September 2018 
edition, the new Hybrid 
Mismatch Rules will 
apply to income years 
starting on or after 1 
January 2019 and will 
form part of the series of 
international measures 
introduced by the 
Australian federal 
government to combat 
base erosion and profit 
shifting (“BEPS”).  

 
The Hybrid Mismatch 
Rules implement the 
Organisation for 
Economic Cooperation 
and Development’s 
(“OECD”) BEPS Action 
Plan (Item 2). They aim to 
prevent multinational 
groups from gaining an 
unfair competitive 
advantage by avoiding 
income tax or obtaining 
double tax benefits 

through exploiting the 
different tax treatment of 
an entity or instrument 
under the laws of 2 or 
more tax jurisdictions.  

 
Broadly, the Hybrid 
Mismatch Rules will 
apply to payments 
between related parties or 
parties under a structured 
arrangement that give rise 
to:  

 
 Deduction / non-

inclusion mismatches: 
where the payment is 
deductible in 1 
jurisdiction but non-
assessable in the other 
jurisdiction.  

 Deduction / deduction 
mismatches: where the 
payment is deductible 
in both jurisdictions. 

 Imported hybrid 
mismatches: where 
receipts are sheltered 
from tax directly or 
indirectly elsewhere in a 
group of entities or a 
chain of transactions.  

 
To neutralise the 
mismatch outcome, the 
rules will operate to 

cancel tax deductions or 
include amounts in 
assessable income.  

 
Unlike the MAAL and 
DPT, the Hybrid 
Mismatch Rules do not 
have a de minimis 
threshold. 

 
The legislative enactment 
of the above BEPS 
measures in recent years, 
in conjunction with the 
automatic exchange of 
information between the 
tax authorities in different 
countries through the 
Country-by-Country 
Reporting measure 
applicable to significant 
global entities (“SGE”) 
(effective from 1 January 
2016), and the Common 
Reporting Standard 
requiring financial 
institutions to report 
certain financial account 
information of non-
residents (effective from 1 
July 2017), have created a 
difficult landscape for 
multinational groups, 
whether small or large, to 
engage in tax avoidance 
behaviours in Australia.   
 

 

“...prevent 
multinational 
groups from gaining 
an unfair 
competitive 
advantage...” 

 

FINANCIAL REPORTING   
 

ASIC’s Focus Areas 
 

The Australian Securities 
& Investments 
Commission (“ASIC”) has 
released its focus areas for 
the 30 June 2019 financial 
reports of listed entities 

and other entities of 
public interest. The main 
area of scrutiny by the 
Australian regulator is in 
the area of new 
accounting standards, 
however there are several 
additional areas that 

continue to be of concern 
on reviewing companies’ 
financial reports.  

 
New Accounting 
Standards 

 
The last few years have 
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seen significant changes 
to the reporting standards 
adopted by businesses. 
Adoption of the 
Australian Accounting 
Standards Board (“AASB’) 
Standard 9 “Financial 
Instruments” and AASB 
Standard 15 “Revenue 
from Contracts with 
Customers” have both 
come into effect for the 
2019 financial year, and 
companies are expected to 
have all the required 
disclosures included in 
their financial reports, in 
addition to correctly 
recognising and 
measuring the relevant 
transactions and balances 
impacted by these new 
standards. 

 
AASB Standard 16 
“Leases” comes into effect 
for companies with 
reporting periods 
commencing on or after 1 
January 2019. Although 30 
June 2019 financial reports 
do not need to adopt the 
new standard, ASIC does 
expect that companies 
should have performed 
sufficient analysis of their 
lease agreements to be 
able to quantify the 
impact of the new 
standard. 

 
Changes to the conceptual 
framework are also 
coming into effect for 
periods beginning on or 
after 1 January 2020. ASIC 
expects that financial 

reports will contain an 
appropriate description of 
the expected future 
impact of the new criteria 
for recognition of assets, 
liabilities, income and 
expenses. 

 
Additional Focus areas 

 
1. Impairment testing and 

asset values 
a. Evaluation of a 

company’s goodwill, 
intangibles, and 
property, plant and 
equipment. 

b. Consideration of 
cash flows and 
reasonability of 
projections 

c. Appropriate 
evaluation of cash 
generating units 
 

2. Accounting policy 
choices 

a. Revenue recognition 
b. Expense deferral – 

particularly those 
relating to internally 
developed intangible 
assets 
 

3. Off-balance sheet 
arrangements 

a. Determination of 
control 
(consolidation) 

b. Joint arrangements 
c.Structured entities 

 
4. Tax Accounting 

a. Understanding the 
difference between 

tax and accounting 
treatments 

b. Impact of any recent 
tax legislation 
changes 

c.Recoverability of any 
deferred tax assets 
 

5. Key disclosures 
a. Operating and 

financial review 
b. Non-IFRS financial 

information 
c.Estimates and 

accounting policy 
judgements 

 
Although the ASIC’s 
primary area of focus is 
on listed companies, non-
reporting entities that are 
required to submit 
financial reports should 
consider the impact on 
their financial reporting, 
particularly in light of the 
proposed changes to 
remove Special Purpose 
Financial Statements as an 
option for large 
proprietary, unlisted 
public, and small foreign-
controlled companies. 
 
 

AUSTRALIA 

(Continued) 

“AASB Standard 16 
“Leases” comes into 
effect for companies 
with reporting 
periods commencing 
on or after 1 
January 2019.” 
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 CHINA AIMS TO OPTIMIZE BUSINESS ENVIRONMENT 

“…it now takes less 
than nine days in 
Shanghai and 
Beijing to start a 
business …” 

 

CHINA 

In September 2019, 
"Optimizing Business 
Environment Policy 
Version 2.0 Navigation 
Manual" was officially 
released in Beijing, which 
was expected to help 
China’s business 
environment continue to 
optimize. To respond to 
the worsening economic 
environment both in 
China and abroad, China 
has in recent years issued 
a series of policies and 
measures, in order to 
effectively promote the 
construction of a fair and 
just, open and transparent 
business environment. 
 
According to the Business 
Environment Assessment 
Report 2019 issued by the 
World Bank in 2018, 
China’s overall business 
environment assessment 
has jumped to the 46th 
place among 190 
economies worldwide, up 
50 places from 2013, and 
China becomes one of the 
economies with the 
greatest improvement in 
business environment. 
 
Simplified red tape makes 
business easy 
 
The reform of registered 
capital registration 
system, the integration of 
multiple certificates, and 
the separation of 
certificates and business 
license have been 
implemented 
successively, making 
business start-up much 
easier. For example, it 
now takes less than nine 
days in Shanghai and 
Beijing to start a business, 

reaching the average level 
of OECD high-income 
economies. At present, 
Beijing has fully 
implemented the service 
mode of "one window 
processing" for new 
enterprises, which 
provides "service 
package" for enterprises 
with one-off issuance of 
business license, official 
seal, and the tax invoicing 
system. For the start-up of 
qualified new enterprises, 
one-window processing, 
one-time submission and 
one-day completion have 
been achieved. 
 
At the same time, the 
State Administration of 
Taxation issued a notice 
to promote the 
optimization of tax 
deregistration procedures, 
which was implemented 
from 1 July 2019. The note 
calls for further 
simplifying tax 
deregistration procedures 
and reducing the 
documents and 
information needed. 
 
Reduced tax burden 
increases business’s 
chance of survival 
 
A series of tax-cut policies 
have been implemented 
in this year.  In January, 
the inclusive tax reduction 
and exemption policy for 
small and micro 
enterprises has been 
implemented; in April, 
the value-added tax rate 
for manufacturing 
industry was reduced 
(from 16% to 13%); in 
May, the social insurance 
premium rate was 

reduced (the enterprise 
contribution rate for 
pension was reduced to 
16%); and in July, the real 
estate registration fee was 
reduced or exempted. In 
the first half of this year, 
A cumulative new tax 
cuts and fee reductions of 
117.09 billion yuan were 
achieved, of which 103.87 
billion yuan were tax cuts. 
 
Fairer competition 
attracts more foreign 
investment 
 
Drawing on the 
international policy 
framework for attracting 
foreign investment, China 
has released 65 policy 
measures in terms of 
investment freedom, 
investment convenience, 
investment promotion 
and investment 
protection. 
 
In March this year, the 
Foreign Investment Law 
was deliberated and 
adopted, making it clear 
that both domestic and 
foreign-funded 
enterprises shall be 
treated equally. The 
management model of 
pre-establishment 
national treatment with a 
negative list was 
introduced and the list 
keeps "slimming down". 
Last year, China abolished 
the restriction on the 
foreign share ratio of 
special purpose vehicles 
and new energy vehicles. 
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In August 2019, in light of 
unfavourable economy 
outlook of the Hong Kong 
market for the rest of the 
year, the Hong Kong 
Government revised 
downwards the real 
growth forecast for 2019 
to below 1 per cent. 
 
To counter the 
challenging external and 
local economic 
environment, the 
Government also 
proposed a package of 
measures to support 
enterprises, especially 
small and medium 
enterprises (SMEs), to 
safeguard jobs and relieve 
people's financial burden.  
 
Support enterprises and 
safeguard jobs 
 

(a)    Waive 27 groups of 
government fees and 
charges for 12 months 
to benefit a wide 
range of sectors from 
maritime, logistics, 
retail, catering, 
tourism, construction, 
to agriculture and 
fisheries; 
 

(b)    Reduce rental by 50% 
for 6 months for most 
short-term tenancies 
of government land 
for community and 
business use, public 
market stalls, 
government agency’s 
catering 
establishments and 
stores, public cargo 
working areas 
stalls/facilities in the 

government managed 
wholesale markets; 

 
(c)    Implement a fee 

review moratorium on 
government fees and 
charges set on a cost 
recovery basis with 
immediate effect until 
end of 2020; 

 
(d)   Enhance the 

Dedicated Fund on 
Branding, Upgrading 
and Domestic Sales 
and the SME Export 
Marketing Fund with 
additional fund 
injections to better 
support enterprises in 
exploring business 
opportunities, 
promoting sales and 
participating in 
government organized 
business missions for 
market development;   

 
(e)   Introduce a new loan 

guarantee product 
under the SME 
Financing Guarantee 
Scheme with 90% 
guarantee by the 
Government to help 
individuals looking to 
set up new businesses, 
businesses with 
relatively less 
operating experience, 
as well as 
professionals seeking 
to set up their own 
practices; 

 
(f)    Continue to explore 

room for increasing or 
expediting minor 
works projects both to 
meet public needs and 

to create more 
employment 
opportunities for the 
construction sector; 

 
(g)   Assist, through the 

Employees Retraining 
Board, unemployed/ 
under-employed 
workers in trades 
suffering from the 
downturn to upgrade 
their skills with 
special training 
programs to increase 
their competitiveness 
and provide special 
allowance.  

 
Relieve people's burden 
 

(a)    To further reduce 
salaries tax, tax under 
personal assessment 
and profits tax for the 
Year of Assessment 
2018/19 by 100% 
(previous proposal 
was 75% reduction) 
subject to a ceiling of 
$20,000.  About 1.43 
million taxpayers (of 
which 1.33 million 
taxpayers will have all 
taxes waived) will 
benefit from a further 
saving of $1.84 billion. 
 

(b)    Provide an extra 
allowance to social 
security recipients, 
equal to one month of 
the standard rate 
Comprehensive Social 
Security Assistance 
(CSSA) payments.  
Similar arrangements 
will apply to 
recipients of the 
Working Family 

“…measures are 
proposed to support 
small and medium 
enterprises and 
relieve people’s 
burden…” 

 

HONG KONG MEASURES TO SUPPORT SMES AND THE PUBLIC 



6 

 
 
 
 

“…proposed 
measures are subject 
to enactment of 
legislation and 
approval of funding 
…” 

 

Allowance and 
individual-based 
Work Incentive 
Transport Subsidy;  

 
(c)    Provide a subsidy to 

kindergarten, primary 
and secondary day-
school students in 
Hong Kong at $2,500 
per head in the 
2019/20 school year;  

 
(d)   Pay one month's rent 

for lower income 
tenants living in the 
public rental units;  

 
(e)   Provide a one-off 

electricity charge 
subsidy of $2,000 to 
each residential 
electricity account; 

 
(f)    Invite the Community 

Care Fund to consider 
providing a one-off 
living subsidy for low-
income households 
not living in public 
housing and not 
receiving CSSA; 

 
(g)   Hong Kong Housing 

Authority, Airport 
Authority Hong Kong, 
Construction Industry 
Council, Hong Kong 
Science and 
Technology Parks 
Corporation as well as 
the Cyberport are also 
formulating relief 
proposals. 

 
 

 
 
Timing for 
implementation 
 
The relief measures will 
be implemented as soon 
as completing certain 
vetting requirements such 
as the vetting by the 
Legislative Council 
(LegCo) or passing of 
amendment ordinance or 
approval of funding, 
where required, by the 
LegCo. 

HONG KONG 

(Continued) 

At the beginning of July, 
the National Tax Agency 
(NTA) in Japan had 
issued the transfer pricing 
regulation about the latest 
tax reforms. 
  
Japan has recently 
introduced its tax reforms 
intending to bring its 
treatment of transfer 
pricing in line with the 
guidelines contained in 
the OECD final report 
arising from the BEPS 
project. The 
improvements also 
implement the OECD 
guidance on hard-to-value 
intangibles (HTVI) and its 
views on the shifting of 
profits. The reforms 
contain several changes, 

including: 
 
• clarifying the definition 

of intangible assets  
 adopting discounted 

cash flow (DCF) as a 
method of transfer 
pricing  

 extending the statute of 
limitations from six to 
seven years  

 formalizing the use of an 
interquartile range 

  
In particular, two of the 
changes, DCF method and 
the treatments for HTVI, 
are significant impacts for 
transfer pricing taxation 
legislation. After imposed 
tax by the NTA and 
double taxation have 
happened, it will be so 

difficult to reach some 
agreement by each the 
Competent Authority 
(CA) under the Mutual 
Agreement Procedures 
(MAP) to avoid double 
taxations. I focus on those 
matters and explain them 
in this article. 
 
OECD Transfer Pricing 
Guidelines & Japanese 
selection of DCF method 
 
OECD Transfer Pricing 
Guidelines for 
Multinational Enterprises 
and Tax Administrations 
(Guidelines) allow using 
valuation techniques. 
Paragraph 6.153 of the 
Guidelines says 
that valuation techniques 

PROBLEMS OF NEW JAPANESE TRANSFER PRICING REGULATIONS 
 
 

JAPAN 
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What is digital service? 

 Any service that is delivered or subscribed over the internet or other electronic network and 
which cannot be obtained without the use of information technology and where the delivery 
of the service is essentially automated 

Who are the consumers? 

  Any person who fulfils any two of the following:                                                            
(a) makes payment for digital service; 
(b) acquires digital services using an IP address in Malaysia or an international    mobile 

phone country code assigned to Malaysia; 
(c)  resides in Malaysia                                              

MALAYSIA SERVICE TAX ON IMPORTED DIGITAL SERVICES 

JAPAN may be used by taxpayers 
and tax administrations as a 
part of one of the five OECD 
transfer pricing methods 
described in Chapter Ⅱ, or as 
a tool that can be usefully 
applied in identifying an 
arm’s length price. In Japan, 
the DCF method became 
as one of the transfer 
pricing methods. 
  
However, it is primarily 
used to estimate the 
discounted value of 
projected future cash flow 
in some terms by discount 
rates. Therefore, new 
regulations say it becomes 
the last resort. 
  
By those treatments, 
Japanese transfer pricing 
taxation legislation has 
changed that had been 
keeping the most 
appropriated method, 
which was recommended 
by Guidelines since 2011.  
 

Difficulties of avoiding 
double taxation by 
Mutual Agreement 
Procedures 
  
For example, when 
double taxation imposed 
by the NTA happened, 
the MAPs negotiates to 
prevent it. However, the 
counterpart country’s tax 
rules do not have such 
evaluation method or 
technics. There is some 
room not to reach an 
agreement on the matter. 
  
NTA Implementation by 
HTVI 
  
The new Japanese tax rule 
and regulations about 
HTVI are as same 
frameworks as the 
Guidelines. Focusing on 
some problems, CAs 
discuss some double 
taxation with other 
country’s CAs, which 
does not have any HTVI 

approach rule. During 
talking about HITV in the 
BEPS project, some 
countries rejected to 
adopt HTVI 
consideration, because the 
use of HITV means the 
adoption of hindsight was 
used by taking ex-post 
results. Having 
negotiations by the NTA’s 
CAs with such countries’ 
CAs, it will be so severed 
negations. After all, there 
are possibilities not to 
agree to avoid double 
taxation.  
 
We think that the NTA 
impose carefully by using 
HTVI, but in cases which 
applied such as M & A. If 
so, it means taxable 
income becomes a large 
amount of double 
taxation will accrue.  
 
We should keep eyes on 
the NTA activities. 
 
 

(Continued) 

With effect from 1 January 
2020, registered foreign 
service providers 
providing digital services 
to consumers in Malaysia 
is required to charge 6% 

service tax on the digital 
services. 

Below are some salient 
points pertaining to 
service tax on digital 

services extracted from 
the Guide on Digital 
Services recently 
published by the Royal 
Malaysian Customs 
Department: 

“…adopting 
discounted cash 
flow (DCF) as a 
method of transfer 
pricing …” 
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Who is a foreign service provider? 
  person who is outside Malaysia providing any digital service to consumers in Malaysia 

includes any person who buys and sells goods or services (whether or not digital services) 
using an online platform 

  includes also any intermediary who makes transactions for digital services on behalf of any 
person 

What kind of service is considered as digital service? (the list is not exhaustive) 

  online licensing of software, updates and add-ons website filters, firewalls, provision of 
mobile applications 

  provision of music and live streaming services 
  online advertisement platform 
  search engine and social media services 
  database and hosting (e.g. website hosting, online data warehousing and cloud storage 

services) 
  internet based telecommunications services (e.g. VOIP) 
  online training 

What is the basis of charge? 

  Service tax is charged on any digital service provided by a foreign service provider to any 
consumer in Malaysia 

 
Who is liable to be registered? 

  Foreign service provider whose turnover in Malaysia has exceeded RM500,000 

Filing and payment of service tax 

  File service tax return using the prescribed DST-02 Form on a quarterly basis according to its 
taxable period 

  Service tax is due and payable not later than the last day of the month following the end of 
the taxable period 

 
 
 

“…registered 
foreign service 
providers providing 
digital services to 
consumers in 
Malaysia is 
required to charge 
6% service tax…” 

MALAYSIA 

(Continued) 

The Commissioner of 
Internal Revenue has 
issued Revenue Audit 
Memorandum Order 
("RAMO") No. 1-2019 
also known as the 
"Transfer Pricing Audit 
Guidelines" to provide 
standardized audit 
procedures and 
techniques in the conduct 
of audit of taxpayers with 
related party and/or 
intra-firm transactions.  
 

Coverage 
 
The guidelines will apply 
to controlled transactions 
or transactions between 
related parties where at 
least one party is taxable 
in the Philippines. It will 
cover the sale, purchase, 
transfer and utilization of 
tangible and intangible 
assets, provision of intra-
group services, interest 
payments, and 
capitalization. 

Based on the guidelines, 
the permanent 
establishment (PE) will 
be treated as a separate 
and distinct enterprise 
from its head office, as 
well as with other 
branches or subsidiaries 
within the group for tax 
purposes. 
 
Conduct of Audit 
 
The transfer pricing audit 
will be governed by the 

TRANSFER PRICING AUDIT GUIDELINES PHILIPPINES 
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PHILIPPINES 

” … may make an 
adjustment to reflect 
the arm’s length price or 
interest rate for that 
transaction by 
substituting or 
imputing the price or 
interest…” 

(Continued) 

same rules of regular 
audits. A Letter of 
Authority (LOA) will 
also be served. The 
guidelines provide three 
(3) phases of the transfer 
pricing audit. 

The Bureau of Internal 
Revenue will require the 
taxpayer to submit within 
five (5) working days from 
receipt of notice, various 
information/proofs, in 
prescribed formats, on the 
following: 

a.   Information about the 
related party 
transactions; 

b.   Segmented financial 
statements; 

c. Supply chain 
management analysis 

d. Functions, assets, and 
risks (FAR) analysis; 

e. Characteristics of the 
business; 

f. Comparability 
analysis; 

g. Transfer pricing 
method use;  

h. Comparables used in 
applying the arm’s 

length principle; and 
i. Determination of the 

fair prices/profits in 
the related party 
transactions. 

 
The implementation of 
audit on transfer pricing 
comprises of the following: 
 
a.   Determination of the 

characteristics of the 
taxpayer's business; 

b.   Selection of the 
transfer pricing 
method; and 

c.    Application of the 
arm's length 
principle. 

 
The preparation of transfer 
pricing audit report 
includes the following: 
 
a.   Executive summary; 
b.   Factual background 

and functional 
analysis of the 
taxpayer and the 
related party 
transaction/s at issue; 

c.    Summary of 
taxpayer’s proposed 
economic analysis for 

the related party 
transaction/s at issue; 

d.  Critique of taxpayer's 
methodology and 
analysis for the 
related party 
transaction/s at issue; 

e.    Revenue Officer’s 
determination of 
arm's length price 
based on economic 
analysis; and 

f.    Summary and 
conclusion. 

 
In instances where the 
Revenue Officer has 
found that a price in a 
controlled transaction is 
not compliant with the 
arm's length principle, he 
may make an adjustment 
to reflect the arm’s length 
price or interest rate for 
that transaction by 
substituting or imputing 
the price or interest. 

The Revenue Officers are 
required to make and 
submit a report upon 
completion of the audit 
or investigation.  
 

ASSOCIATION DUES AND MEMBERSHIP FEES 

Association Dues and 
Membership Fees 
 
Prior to 2012, rulings 
issued by the Bureau of 
Internal Revenue (BIR) 
consistently held that 
association dues, 
membership fees and 
similar charges collected 
by associations from their 
members are exempt from 
taxes, since such amounts 
collected are merely held 
in trust to be used solely 
for the administrative 
expenses of the 

association and are not 
intended to result in gain 
or profit. In 2012 and 
2013, the BIR 
issued memorandum 
circulars clarifying the 
taxation of association 
dues, membership fees 
and similar charges billed 
by clubs organized and 
operated exclusively for 
pleasure, recreation, and 
other nonprofit purposes 
(recreational clubs), 
condominium 
corporations and 
homeowners’ 

associations. The 
memorandum circulars 
held that these dues and 
fees are subject to value-
added tax (VAT) and 
income tax, since the 
association is actually 
providing its members 
with benefits, advantages 
and privileges. Further, 
the BIR said the with 
respect to recreational 
clubs, which used to be 
included in the 
enumeration of exempt 
corporations in the 1977 
Tax Code, recreational 
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SINGAPORE 

” … exempted from 
having its accounts 
audited if the company 
is able to qualify as a 
small company …” 

 
 

A company with financial 
year beginning on or after 
1 July 2015 is exempted 
from having its accounts 
audited if the company is 
able to qualify as a small 
company. 
 
A company qualifies as a 
small company if: 
 
a)   It is a private 

company in the 
financial year in 
question; and 
 

b)   It meets at least 2 of 3 
following criteria 
(Quantitative Criteria) 
for immediate past 
two consecutive 
financial years: 

 
i.   Total annual   

revenue ≤ $10 
million; 

ii.    Total assets ≤ $10 

million; 
iii.    Number of 

employees ≤ 50. 
 

For a company which is 
part of a group, the 
company must qualify as 
a small company and its 
entire group must be a 
“small group” before the 
company can be 
exempted from having its 
accounts audited. 
 
For a group to be a small 
group, the group must 
meet at least 2 of the 3 
Quantitative Criteria on a 
consolidated basis for the 
immediate past two 
consecutive financial 
years. 
 
Where a company has 
qualified as a small 
company, it continues to 

be a small company for 
the subsequent financial 
years until it is 
disqualified when: 
 
a)   it ceases to be a 

private company at 
any time during a 
financial year; or 
 

b)   it does not meet at 
least 2 of the 3 
Quantitative Criteria 
for the immediate 
past two consecutive 
financial years. 

 
Where a group has 
qualified as a small 
group, it continues to be 
a small group for the 
subsequent financial 
years until it does not 
meet at least 2 of the 3 
Quantitative Criteria for 
the immediate past two 
consecutive financial 
years.  

SMALL COMPANY CONCEPT FOR AUDIT EXEMPTION 

PHILIPPINES 

(Continued) 

club was deleted in the 
same list when the 1997 
Tax Code came into effect. 
 
As a result, the 
Association of Non-Profit 
Clubs filed a case against 
the BIR that reached the 
Supreme Court. The 
Supreme Court agreed 
that the omission in the 
1997 Tax Code of 
recreational clubs from 
the list of exempt 
organizations 
demonstrates the 
deliberate intent of the 
legislature to remove the 
income tax exemption 
previously accorded to 
these clubs. As such, the 

income that recreational 
clubs derive from 
whatever source is subject 
to income tax. It is, 
however, incorrect to treat 
membership fees and 
assessment dues as 
sources of income of 
recreational clubs from 
which income tax liability 
may accrue. 
In its decision, the 
Supreme Court ruled that 
corporations, 
organizations or 
associations operating for 
the benefits of its 
members are not liable to 
taxes for the receipt of 
association dues, 
membership fees and 

similar charges from its 
members, if such fees are 
merely held in trust for 
the benefit of the 
association and its 
members. However, the 
activities of such 
associations intended to 
earn profits shall be 
subject to tax. This is 
notwithstanding the 
inclusion or non-inclusion 
of the organization in the 
Tax Code in the list of 
organizations exempt 
from tax and regardless of 
the actual use of the 
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