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Taxation in the SpotlightTaxation in the Spotlight
Increased attention of mainstream media on corporate tax affairs
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Focus on International Taxation

• Governments looking to counter profit-

shifting – EU, G8, G20 agendas

• Civil society raising profile of MNE tax • Civil society raising profile of MNE tax 

planning and avoidance

• NGOs stressing impact on developing 

countries

…. transfer pricing one of a number of issues



Focus on transfer pricing

• Component of OECD’s “Base Erosion and 

Profit Shifting” initiative

• Pressures from emerging economies

• Major issue for multinational enterprises

• Developing country issues - Pillar of “Task 

Force on Tax and Development”

• UN Manual on the practical application of the 

arm’s length principle



OECD Approach to Transfer Pricing 

1995 Guidelines
• Internationally agreed approach to minimise 

double taxation and double non-taxation

• Based on arm’s length principle, found in • Based on arm’s length principle, found in 
OECD and UN Model Conventions, and 
country domestic legislation

• Centrality of “Comparability”

• Specified transfer pricing methods 

• Applicable to all forms of related party 
transactions in all industries



Country Transfer Pricing Rules

Aim to:

• Protect country tax-base

• Reinforce investment climate, by providing 
predictability of treatment and avoid double 

• Reinforce investment climate, by providing 
predictability of treatment and avoid double 
taxation 

Normally:

• Require MNEs to use arm’s length terms

• And, where they do not, provide government 
with powers to make profit adjustments



Why Arm’s Length Principle?

• Basis of international consensus

• Neutrality – aims to replicate the conditions of 

the marketthe market

• Non-discrimination between MNEs and non-

MNEs



Pressures on the Arm’s Length 

Principle
• Planning/avoidance aspects – marketed 

schemes

• Perceived complexity • Perceived complexity 

• Country capacity issues

• Lack of data on comparables

• Emerging country challenges

• E-commerce



OECD Initiative - Technical

• BEPS

• Simplification – including safe harbours

• Work on intangibles – stress on substance• Work on intangibles – stress on substance

• Initiatives to increase availability of 

comparables data

• Creating a more transparent environment 

• Documentation



BEPS:  Developing a Global Action Plan

Comprehensive 

ACTION PLAN on BEPS

to be developed by June 2013

� to provide countries with instruments, domestic and international, 

aiming at better aligning rights to tax with real economic activity

� based on in-depth analysis of the identified pressure areas with a view 

to provide concrete solutions to realign international standards with 

the current global business environment

� requiring “out of the box” thinking as well as ambition and 

pragmatism to overcome implementation difficulties
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OECD Initiatives - Dialogue

• Tax and Development Programme

• Global Relations programme• Global Relations programme

• Global Forum on Transfer Pricing

• Tax Inspectors Without Borders



Arm’s length principle – where next? 

• No realistic alternative in the current 

environment

• But needs flexibility in changing climate• But needs flexibility in changing climate



Other approaches?

• Unitary approach – Global Formulary 

Apportionment

• Fixed margin approach • Fixed margin approach 



Directions..  

• Substance

• Focus on countering avoidance

• Increased transparency 

Balance between anti-avoidance measures and • Balance between anti-avoidance measures and 
pure application of the arm’s length principle

• Simplification measures

• Holistic approach

• Addressing comparables

• Challenges of the digital economy


