OECD Financial Transactions paper

Gap analysis

On 11 February 2020, the OECD issued the long awaited final
version of the Financial Transactions paper (first issued as a
non-consensus document in July 2018). The document
evaluates the following issues:

» Delineating the transaction
* Intra-group lending

» Cash pooling

* Hedging

+ Guarantees

» Captive insurance

The paper is the first to be issued by the OECD which reflects a
consensus position with respect to the treatment and pricing of
intercompany financial transactions. As such, companies need
to assess the new guidelines (which will form Chapter X of the
OECD Guidelines) against their existing group intercompany
financing policy. Areas which are likely to be of greatest interest
and impact include the application of implicit support, credit
rating methodologies (tools and application), reconciliation
against cost of external borrowing, application of the most
appropriate terms and conditions for the transaction and interest
rate pricing (including appropriate adjustments).
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The new Chapter will form the foundation for local application of
financial transactions transfer pricing rules (in particular in
territories which bring the OECD Guidelines into their local
legislation directly) and also for bilateral disputes and resolution
on a go forward basis. It is therefore important that companies
are considering the impact now as tax authorities begin to
implement and apply this new framework and the principles
within. In some cases these guidelines will reflect a step change
in the way groups currently approach transfer pricing for intra
group financial arrangements, requiring significant overhauls of
their policies for such arrangements.

Alongside the new OECD chapter, the abolition of LIBOR in 2021
is prompting businesses to review their external and internal
financing arrangements and so there is opportunity to
concurrently address the LIBOR abolition alongside bringing intra
group policies into line with the Guidelines.

We have extensive experience having worked with a wide variety

of groups on assessing their financial transactions transfer pricing
policies and shaping practical, sustainable, defendable solutions,

in particular in areas such as:

» Defining a group credit scoring policy for loan/guarantee
pricing purposes, taking into account implicit support and
sovereign credit rating nuances

» Developing pricing grids/frameworks which allow flexibility
for duration, credit rating, currency etc. for intercompany
group loan and guarantee pricing

» Determining the key terms, conditions and covenants to be
included in intercompany legal agreements (and reflecting
market changes such as the upcoming LIBOR replacement)

» Shaping cash pooling, hedging and captive insurance policy
frameworks taking into account the functional activities,
underlying risks and assets at risk

» Supporting with the implementation (including legal support),
documentation (including for Master File purposes) and
defence of such arrangements.



The most important first step for companies will be to analyse their existing financial transactions transfer pricing policy against the
new OECD framework. We will collaborate with you to perform a desktop assessment of your existing policy and risk assess which
areas need immediate remediation, along with providing recommendations as to potential options for adapting your existing approach.

4. Intragroup Financing Policy Gap Analysis

#4.1 _Intragroup loan policy

4.2 Cash pooling arrangements

Current policy

Current poliey Summary of guidance Summary of guidance

‘Accurate Delineation ol doss ot s g i For cach deration of Souchectomhposl oo o e
of Transaction win i oubow x bRy daftlh . miror thoseonthe  poolm e sppropriate share
elineation o the onseveen under local legisation shou i il i S Sl

transaction i.e. thin ind equity. In doing so undertaken. which more al|gned m. service and

consideration shouldbe given If relevant, work should be M e
considerations. to Lhe debl capacity of the No undertaken to delineate the entrepreneurial med&ls Suggests.
borro e of the loan, transaction and provide nalysis for
rrowwer to repay ocumentry exidence on the e
the loa.u and various other conclusions (5.5, ma oeripens (. entropreneurial model should be
factors relevant for certain applied.
Jusiadiction). Characterisation of cash Mo review of balances cansxdmmn of whether o ‘An exercise should be undertaken
A functional analysis of the “The fanctional profile of UK ool header (oidahiyeieions,  seticyntinhi Batkia g o
lender should orm partof e Treasury Co Ltd supports the by size/duration short l"“‘""“s shoul
delineation proces continued receipt of the full i insead ofcah
Goudconider heprofleot o meomeswartiwins @) €@ | 00 pooligtransactions o
No balances in the future and extract

the lender and its ability to
itiate and monitor the
transaction.

lending activity. This should be
‘monitored on an ongoing basis.

these from the pools proactiely.

Cross guarantees Cross n ly Yes None

Consideration of ‘No consideration Each party would be expeced Tn practice focus should be on charged for cash pool  required, but since there may be no °
options realistically  currently o em\sxder the optio the options available to the cross guarantees incremental changes to the
available to each borrower. Consideration should creditworthiness of the participants,

Jength and only entr nto No  begivento the purpose of the

transactions if there is no debt and use of funds rather

better option to meet their than merely the capacity to take

] goal on the debt.

Global / regional contacts

Bob Ritter
Partner
Americas FT TP
Leader | Leader

T +1 65 1 233 3390 T: +61 2 8266 3974

E: robert.ritter@us.pwc.com E: edwin.baghdasarayan@pwc.com

Dan Pybus
Director
EMEAFT TP
Leader

T. +44 7754 953461

E: daniel.j.pybus@pwc.com

Edwin Baghdasarayan
Partner
Asia/Pac FT TP

David Ledure

Partner
Global FT TP
Co-ordinator

T. +322 710 73 26
E: david.ledure@pwc.com

Greek contacts

Agis Moschovakos
hgl Partner ‘
‘\h

T: +30 210 687 4692
E: antonia.plataki@pwc.com

Antonia Plataki
Senior Manager

Dimitris Arampatzis
Senior Manager

T: +30 210 687 4516
E: dimitrios.arampatzis@pwc.com

T: +30 210 687 4544
E: agis.moschovakos@pwc.com

Dimitris Tzavaras
Senior Manager

A

T: +30 210 687 4578
E: dimitrios.tzavaras@pwc.com

¥

Tasos Karmas
Manager

T: +30 210 687 4009

E: anastasios.karmas@pwc.com

This content is for general information purposes only, and should not be used as a substitute for consultation with professional advisors.

© 2020 PricewaterhouseCoopers Business Solutions AE. All rights reserved. PwC refers to the Greece member firm, and may sometimes refer to the PwC network. Each member firm is a separate legal

entity. Please see www.pwc.com/structure for further details.
200207-092754-LM-OS






