
Tax Insights  
from Transfer Pricing 

www.pwc.com 

 

 

Transfer pricing – Treasury function 
considerations in the post-BEPS 
environment 

December 5, 2017 

In brief 

Changes to the global transfer pricing environment post-BEPS have required taxpayers and practitioners 

alike to reconsider transfer pricing policies for intra-group operational transactions. The impact of these 

changes on intra-group treasury transactions is no different. However, the challenges for the latter are 

amplified due to a combination of the ultra-low interest rate environment and a wide dispersion in cash 

management policies that tax authorities observe upon audit review. As a result, traditional treasury 

pricing mechanisms now need to be reviewed to assess the impact of the evolving regulatory and 

controversy developments. 

 

In detail 

Intra-group treasury 
transactions and group finance 
companies that intermediate 
these transactions operate 
under different models. These 
vehicles manage typically on 
behalf of the capital suppliers a 
multitude of different risks, 
each of which impacts the 
underlying transfer pricing for 
the intermediated funding and 
servicing transactions. 

Regardless of the specific 
characterization of the central 
treasury vehicle, its activities 
could span a wide spectrum of 
roles, including: 

 Provision of intra-group 
funding; 

 Raising external financing; 

 Intermediating long-term 
funding and pooling cash;  

 Investing excess cash; and 

 Hedging. 

The reward to the central 
treasury function typically 
requires an assessment of the 
nature, complexity, size, and 
frequency of transactions being 
intermediated and managed. 
Invariably it requires an 
analysis of the risks under 
management and the associated 
risk management substance, 
capital, and policy mechanisms. 

The old world… 

Traditional methods for pricing 
treasury transactions rely on 
widely available transactional 
comparables based on the 
specific terms associated with 
the transaction and the 

characteristics of the borrower 
or issuer. For instance, a central 
treasury function may apply a 
pricing grid where the rate on 
any new loan is determined by 
assessing the creditworthiness 
of the borrower (commonly 
using industry-specific ratios as 
a proxy for creditworthiness), 
while deposits are priced based 
on market-based deposit indices 
or commercial paper pricing 
evidence. This traditional, 
‘transactional’ pricing approach 
has allowed groups to centralize 
pricing policies, using market 
data, and defend the pricing of 
such transactions in an efficient 
and effective manner.  

…and the new one 

Over the past few years there 
have been several shifts in the 
commercial and resulting 
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transfer pricing landscape impacting 
the application of traditional treasury 
pricing models: 

 Significant decline in interest rates 

globally; 

 Growth in cash balances 

maintained by multinational 

enterprises; and 

 Transfer pricing guidance and case 

law developments around cash 

pooling and treasury transactions 

disclosure. 

First, the significant decline in interest 
rates has squeezed the spread 
available for central treasury 
intermediation. For existing intra-
group cash pooling arrangements 
many groups have ‘zero-rate’ floors, 
meaning cash pool participants are 
not charged to deposit in the pool. 
This contrasts with market 
experience, where central treasury 
vehicles have to invest surplus funds 
(especially euro-denominated funds) 
in short- and medium-term deposits 
earning negative yields. 

At the same time, market 
uncertainties (such as Brexit) and 
opportunities (through 
merger/expansion) led groups to 
build up cash reserves to provide 
financial buffers. As a result, central 
treasury vehicles manage large cash 
reserves, with limited mechanisms 
available to generate positive returns 
in the short-term investment market. 

Finally, as a result of the Organisation 
for Economic Co-operation’s 
(OECD’s) Base Erosion and Profit 
Shifting (BEPS) initiative, combined 
with evolving tax jurisprudence, 
taxpayers need to carefully analyze 
whether the split of system profits (or 
cash pool/treasury transactional 
pooling benefits) is fully aligned with 
the division of risk and responsibility.  

The other relevant aspect of the 
OECD’s BEPS program is the new 
Action 13 disclosure requirements. 
When applicable, MNEs must 
articulate in their Master file what the 
financing strategy is, and how that 
plays out in the transfer pricing 
policies for financial transactions. 
This raises the focus on ensuring 
policies are consistent, robust, and 
supportable.  These documentation 
requirements have to be navigated in 
the context of ongoing controversies 
in the treasury space wherein tax 
authorities are often taking divergent 
views on the role of the central 
treasury vehicle, role of funding, 
capital, and risk, and the principles 
that should underlie the pricing of the 
relevant transactions.  Such audits of 
historical transactions are often 
setting precedent in specific locations 
that may or may not be consistent 
with the regulatory developments. 

Supplementary approach 

As a result of the above, taxpayers 
need to address specific treasury-
related transactions and analyze the 
related risks and pricing in their 
transfer pricing policy framework. 
Supplementary methodologies may be 
required to corroborate or replace 
traditional approaches. The noted 
liquidity, cash management and the 

capital market dynamics are 
impacting the terms, cost, size, and 
nature of a group’s funding profile, 
and resulting returns from treasury 
intermediation. 

For example, where central treasury 
vehicles have obtained external long-
term funding, and part of this funding 
has also been used to provide a cash 
buffer, the following questions arise: 

 If group entities are only 

borrowing short term from 

treasury, should a liquidity 

premium be imposed for access to 

central funding? 

 What risk-management functions 

are required in a central treasury 

vehicle to avail of (a share of) 

group pooling benefits? 

 If certain funding is ring-fenced to 

fund acquisitions, does a blended 

cost of funding model still apply to 

all participants? 

These questions are simply the tip of 
the iceberg as central treasury policies 
are updated to navigate the 
commercial reality of capital market 
developments, while ensuring the 
correct intra-group allocation of risks 
and reward under updated transfer 
pricing precedent and guidance. 
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The takeaway 

The changing commercial and transfer 
pricing landscape — which forms the 

backdrop for determining the 
appropriate reward for group treasury 
functions and related financial 
transactions — suggests that taxpayers 

should evaluate their existing treasury 
transfer pricing models to be 
confident in the robustness of their 
existing approaches.   
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