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Transfer Pricing in International Context

» Differences between the transfer pricing requirements and
tax rates in different tax jurisdictions creates the
opportunity for related entities to shift income from higher
tax jurisdictions to lower tax jurisdictions.

» Tax authorities all over the world attempt to source Iin
their respective country as much taxable income as
possible.

* Transfer Pricing regulations are designed to prevent tax
avoidance among related entities.
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= [t Is Important to note that it is the economic substance of the
situation which will determine whether or not a transaction has
taken place, rather than whether an invoice is rendered.

= For example, services may be delivered through the medium of
a telephone call between executives of a parent company and
Its subsidiary.
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Arm’s Length Standard

= The arm’s length standard:

“ A controlled transaction meets the arm’s length standard if the
results of the transaction are consistent with the results that would
have been realized if uncontrolled taxpayers had engaged in the
same transaction under the same circumstances”.

» Tax authorities may reallocate income and deductions between
related parties if, in their view, income is not accurately stated due to
non-arm’s length transfer prices.
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Global Formulary Versus Arm’s Length

Arm’s Length =
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Characterization of Business and Tax Planning

= A key goal of most multinationals is to minimize the global tax
charge.

* Pricing and profit are based on the substance of a transaction.
Corporate restructuring which places important functions,
risks, tangibles and intangibles assets in jurisdictions which
have lower tax rates will result in a lower overall tax rate for the

group.

* |ncreasing functions, risks, tangible and intangibles assets will
increase profit potential. IN'TIN 71 X%




Risk-Return Relationship

Expected return is a function of the risks assumed
and resources employed

mrisk - return

Low risk
Medium risk
Moderate risk

High risk




Transfer Pricing Regulations

= Most of the countries in the world have effective documentation rules or enacted some
form of transfer pricing rules.

» Main Regulations/Guidelines:

» U.S. Transfer Pricing Regulations-Section 482 of the Internal

‘ Revenue Code. "™>%n |9n

= U.S. Documentation requirements and penalty provisions-
Section 6662 of the Internal Revenue Code. "iIT¥non |9n

= OQOrganization for Economic Cooperation and Development (“OECD”) Transfer
Pricing Guidelines.
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» |n addition, the majority of countries have their own country-specific requirements.
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BEPS

Base Erosion and Profit Shifting
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Action 1 - Addressing the Tax
Challenges of the Digital Economy

Action 2 - Neurtralising the Effects of
Hybrid Mismatch Arrangements

Action 3 - Designing Effective
Controlled Foreign Company Rules

Action 4 - Limiting Base Erosion
Involving Interest Deductions and
Other Financial Payments

Action 5 - Countering Harmful Tax
Practices More Effectively, Taking into

Account Transparency and Substance

Action 6 - Preventing the Granting
of Treaty Benefits in Inappropriate
Circumstances

Action 7 - Preventing the Artificial
Avoidance of Permanent Establishment
Status

Action 8-10 - Aligning Transfer Pricing
Outcomes with Value Creation

Action 11 - Measuring and Monitoring

BEPS

Action 12 - Mandatory Disclosure
Rules

Action 13 - Transfer Pricing
Documentation and Country-by-
Country Reporting

Action 14 - Making Dispute Resolution
Mechanisms More Effective

Action 15 - Developing a Multilateral
Instrument to Modify Bilateral Tax
Treaties
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BEPS 1.0
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Action 8-10 — Aligning Transfer Pricing Outcomes with
Value Creation

Action 13 - Transfer Pricing Documentation and
Country-by-Country Reporting
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The template on which Form XXXX, Country-by-Country Report, will be based is

provided below.

) Name of the MNE aroup: =
Fiscal year concemed:
Main business activity(ies
-— @«
- | constiuane | Tochoedioton 1 £ | | B | 3 =1z |2 |z
Tax Enillics orincorporation | 2 | €| 8 | £ | S %:“ 81 8. | 28 e
Jurisdiction | TSPOSTIN | irdifferentfrom | S | E§| = | 5 | £ =E{ 22| E| &5 25
Jurisdiction | TexJurisdiction | § | =5 5 1 £ | 2. | 281 S8 | 8| % B85
of Residence = ssls 12|22l 58l |92|B] 8|az| =
s | SEB|l &S| %2 sles Bl S| | 8= g 5
2 || S |E|£5|52]|8e || 2| 2|25 5|2
=% x |TE|la |= |wo|<s5|{aS5 | E|x| | X8| 0|0
1. %
2 =
3.
1. =
2.
3.
"Please specify the nature of the activity of the constiluent entity in the “Additionai information” section.
= Name of the MNE group:
Fiscal year concemned:
Currency used:
Tax Revenues Profit Income Income Stated | Accumulated | Number of Tangible
Jurisdiction Unrelatec Related Total {Loss) Tax Tax Capital Eamings Employees Assels
Party Party Eefore Paid Accrued other than
income (on - Cash and
Tax cash Current Cash
basis) Year Equivalents

Name of the MNE group:
Fiscal year concerned:
Additional Information. Pjease include any further bref information or explanztion you consider necessary or that
would facilitate the understanding of the compulsory information provided in the Country-by-Country Repori.
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BEPS 2.0 Two-Pillar Approach
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BEPS 2.0 Two-Pillar Approach
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BEPS 2.0 Two-Pillar Approach
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Pillar 1
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Pillar 2
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