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In brief
When entities in multinational groups provide goods, services, intellectual property, financing, and other
benefits to each other, transfer pricing (TP) is the internal price charged for these benefits. That impacts
the level of profits/losses booked in a group’s local financial statements and hence affects the absolute
level of corporate tax payable by a group. That also impacts the level of transactional taxes these
companies pay, e.g., withholding taxes, and indirect taxes, e.g., Value Added Tax (VAT).
TP documentation refers to the package of documentation that businesses need to assemble to support
their transfer pricing arrangements to tax authorities. For businesses operating in the Middle East, is
putting into place this documentation a critical necessity? A cost-benefit analysis strongly suggests that
for multinationals operating in the Middle East, there is a net benefit in preparing and maintaining a TP
Masterfile and TP local files on a selective basis.

In detail
As a means of guiding global tax
authorities and corporate
taxpayers to prevent tax Base
Erosion and Profit Shifting
(BEPS) through TP and other
means, a package of measures
(15 actions) was published by
the Organisation for Economic
Co-operation and Development
(OECD) in 2015.
One of the most talked about
actions in the BEPS package is
Action 13, which relates to TP
documentation. In addition to
the requirement for large
multinational groups to prepare
a country-by-country (CbC) data
report, guidance also was given

by the OECD on the need for
multinational groups to prepare
a global TP Masterfile and TP
local files in the key territories
in which they operate.
For many global multinationals
operating in the Middle East,
headquartered inside and
outside the region, this has
raised a number of questions
about the need to prepare TP
documentation for Middle East
operations. Given that Middle
East countries are not OECD
members, businesses
headquartered in the region
often consider whether TP
documentation should be
prepared for any countries in
the Middle East, just as they

prepare TP documentation for
countries where they operate
that are OECD members or
otherwise have TP rules.
Similarly, businesses
headquartered outside the
region consider whether
preparing TP local files for
Middle East countries is
necessary or advisable.
Similar to the laws in many
OECD countries, domestic tax
provisions in many Middle East
countries put the onus on
taxpayers to demonstrate that
local profit outcomes are arm's
length. While generally there are
no formal TP documentation
requirements (except in Egypt),
the ambiguity of the laws, the
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lack of OECD and UN references in
law, and little local direction on
acceptable TP methods potentially
make it possible for Middle East tax
authorities to exercise a greater level
of discretion with respect to
companies that have not prepared a
basis for their TP policies.
For multinationals headquartered
outside the region in particular,
making references to either global or
regional policies and documentation
can be unproductive because local tax
inspectors may view those as having
no bearing on their local market and
hence not relevant to them. Local
audit experience also suggests that
global or regional reports — and in
particular, global comparables (data
sets used to support TP results) — can
exacerbate tax adjustment risk and in
some cases lead to arbitrary penalties
(if the tax authorities insist that there
has been an underpayment of tax).
In some cases, preparing local TP files
only upon audit also can be
counterproductive because tax
authorities in the region may take the
opportunity of delay to raise more
questions — very often on issues that
run parallel to TP issues, e.g., on
permanent establishments (PEs). In
some cases, delays in providing
information to tax authorities upon
audit can make tax authorities more
skeptical about the overall level of
profit booked locally.
In other cases, when TP
documentation is prepared only upon
audit, such recent documentation may
be dismissed as having 'no relevance'
if the transactions under audit were
years ago. Even if it is argued that the
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data contained in the recently
prepared TP documentation relates to
the time period of the transactions,
this still may be disregarded simply
because the file had been prepared
after commencement of the audit.
Another disadvantage to responding
to an audit by preparing TP
documentation instead of being
proactive is that data can become lost
and personnel relevant to years in
question can move on, with an
adverse effect on the quality of
information available in responding to
the case.
Some groups consider whether in
addition to a Masterfile, a regional file
should be prepared for the Middle
East instead of local TP files for
specific Middle East countries. One
potential disadvantage to producing a
regional report is that for a given
audit, the local tax authority in
question also has access to data
(including profit margins) made by
other operating companies in the
region, which provides a comparator
to that tax authority to argue for more
profits to be taxed in its country on
the basis that other companies in the
region make more.
Even if profit margin data is excluded
in a regional report, it still draws
attention to the group's other
operating companies in the region.
Questions may be asked about what
they do, how comparable they are to
what the company being audited does,
and why the company being audited
does not make more profit. In any
case, local tax inspectors expect detail
on the company being audited and
local market circumstances, so

combining information into one
regional report may not provide
significant efficiencies.
So what does this mean for
multinational businesses operating in
the Middle East? What is the best way
to manage tax risk, yet also to be
efficient and pragmatic?
Many multinational businesses
operating in the region with material
intra-group transactions at least
prepare a TP Masterfile. With the
introduction of Value Added Tax
(VAT) in the Gulf Cooperation Council
(GCC) countries, many of these
businesses have found that
preparation of a TP Masterfile has
served them in helping map intragroup transactions for VAT purposes.
Many multinational businesses also
prepare local TP files on a selective
basis. For a country like Egypt, which
has a comprehensive TP regime and
where annual local TP documentation
is mandatory, businesses routinely
prepare local TP files. For other
countries that have a corporate tax
regime and provisions in their local
tax laws on intra-group transactions,
multinational businesses also
commonly prepare local TP files.
These include countries such as
Jordan, the Kingdom of Saudi Arabia
(KSA), Kuwait, Lebanon, Oman, and
Qatar. For countries that do not yet
have a corporate tax regime, e.g., the
United Arab Emirates (UAE) and
Bahrain, local TP files would yield
limited benefit; accordingly,
preparation of local TP files for these
countries may not be advisable.
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TP rules and documentation requirements in certain Middle East countries
Country

TP rules apply
to intra-group
transactions

TP rules adhere
to arm’s-length
principle

Statutory TP
documentation
requirements

Preparation of
local TP
documentation
recommended
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The takeaway
In summary, given the above
discussion, a cost-benefit analysis for
multinationals operating in the
Middle East strongly suggests a net
benefit in preparing and maintaining
a TP Masterfile and TP local files on a
selective basis.
While most, if not all, Middle East
countries are not OECD members, the
OECD BEPS project has generated
considerable interest from the tax
authorities of a number of countries in
the region. For example, while Egypt
is not an OECD member, its TP
Guidelines follow OECD principles;
also, KSA is a G20 country, which is a
co-sponsor of the BEPS project. Both
these countries and others in the
region are actively considering the
impact of BEPS on local domestic tax
legislation and practice. It also is clear
that in some Middle East countries,
some of the longest tax and TP-related
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audits in some cases can last for many
months and even years.
Commencing discussions with tax
authorities by providing a Masterfile
and local TP documentation —
containing most of what the tax
authorities usually ask for — may
significantly lessen protracted
discussion and correspondence. A
good opening dialogue with tax
inspectors — involving robust TP
documentation that focuses on local
country operations and that
demonstrates efforts to search for
local data to support transfer prices —
can facilitate a productive dialogue
and can increase the likelihood of a
positive outcome.
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For a deeper discussion of how this issue might affect your business, please contact:
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+1 646 471 1957
horacio.pena@us.pwc.com
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pwc.com/us/subscriptions
Tune into TP Talks, PwC’s global Transfer Pricing podcast series. Listen to PwC professionals sharing perspectives
and the latest insights on today’s key transfer pricing developments around the world.
SOLICITATION
© 2017 PwC. All rights reserved. PwC refers to the PwC network and/or one or more of its member firms, each of which is a separate legal entity.
Please see www.pwc.com/structure for further details.
This content is for general information purposes only, and should not be used as a substitute for consultation with professional advisors.
PwC helps organisations and individuals create the value they’re looking for. We’re a network of firms in 157 countries with more than 195,000 people
who are committed to delivering quality in assurance, tax and advisory services. Find out more and tell us what matters to you by visiting us at
www.pwc.com

4

pwc

