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Executive Summary

Background

Analysis




The Problem

high compliance costs of transfer
pricing and its increasing

Shall we make TP more complex
in all areas or try to switch to
the simplification in some areas
aiming to decrease TP
compliance costs in both sides?
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Definition - TP
Guidelines, 2013, 2017

A Safe Harbour relieves eligible taxpayers from
certain obligation otherwise imposed by a
country’s general transfer pricing rules...

A Safe Harbour substitutes simple obligations...

A Safe Harbour can exempt a defined category
taxpayers/transactions from the application of
TP rules...
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Approach
before
2013




Approach before 2013 -
TP Guidelines, 2010

Safe Harbours are generally not compatible with
the enforcement of transfer prices with the arm’s
length principle.....

...the use of safe harbours is not recommended...



SH in practice in EU

Usually for:
- SMEs
- small transactions

- low value adding services \
-

Very rarely for: .' i ,;" ‘ '

- financial transactions e ‘
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Advantages of SH

Decrease in TP disputes, More certainty
MAP cases

Decrease in costs

Higher efficiency and
effectiveness

Increase in adm. simplicity
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Disadvantages of SH cr.qc o tax revenues

Risk of double taxation

Detailed design and

Investment and trade & " updates of SH
distortions
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Compliance costs of TP

Some major findings on compliance costs of taxation:
1) compliance costs are significant and high --> it represents
46 % of incurred costs in case of SMEs

2) compliance costs are regressive i.e. SMEs face the
disproportionately high compliance costs of taxation than LEs

3) compliance costs are not reducing over time

4) compliance costs are significantly higher in case of
internationalization of group

Drivers for compliance costs of taxation:

« Changes of tax system or taxes and complexity of tax
system or tax regulation

- Simple tax system --> lower compliance costs of taxation
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‘ ]
Determination of ‘A Y
compliance costs of TP -
cost indicator

Table 5: Determination of compliance costs of transfer pricing for Medium-sized - based on the costs
indicator

: : Compliance costs
Cnmphmte_ costsfor | Compliance costs Comporatetax collec- | of fur pecing
representative sam- | for whole group of Gk
¢ M tionin 2015 corporate tax
ple Medium.sized mil EUR ;
@EURperyear) | (o mil EUR) (m mil. EUR) collection

@%)
Czech 6,430 3903 10.69

21
Republic 7704 676 3,630 1231
" 181 3 5
Rsuml; 5632 T2 y 128
epublic 185 1399 557

7439 9269 3 15.79
gy 5556 11034 asels 1330
A) Calculation based om the median values of mdrvidual spread of costs set m questionnaire.
B) Calculation based onthe highest values of mdividual spread of costs setin
1) Average exchange rate CZKEUR for 201515 CZK 27.283 per IEL‘R,Cmpomcmcuﬂm for 2015 is CZK 99.6 billion.
1) Average exchange rate PLN/EUR for 2015 is PLN 4.18 per | EUR. Corporate tax collection for 2015 is PLN 24 330 mil

(Source: own calculation, MF Czech Republc, MF Slovak Repubbe, MF of Poland).
A
. ,

Country
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Determination of
compliance costs of TP -
time indicator

Table 6: Determination of compliance costs of transfer pricing for Medium-sized - based on the time indi- 4 ,f "/
cator ,l rrry
Compliance : e
costs for Corporate tax C‘;ﬁ;’:};;ﬂ;nf
N | -comem corporate tax collec-
tion
(n %)

Comphance costs for repre-
sentative sample . o
; of Medium- 2015
(m EUR/pes you) szed | (omi EUR)*
(in mil. EUR)
210*14.6=3,066 186.1 510

276%14.6=4,0296 2446 36307 6.70

205*1226=25133 716 294

26071236 =3,1876 584 S ERE

204*264=53856 671.1 11.44

268*264=7,075.2 831.6 Spea 15.02
* See explanation above m table 5.

(Source: own calculation, MF Czech Republic, MF Slovak Republic, MF of Poland).
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Profitability across time and
services

TP services

Profitability
- all
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Profitability
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TP services - suitable for SH?

Typical TP services:
- transport
=[]

- marketing and PR

- legal

» accounting
management
R&D

HR

back office
Other services???? - manufacturing, wholesale,
construction, accommodation and food...




Profitabilitv - all sectors

Profit margin in % EBIT margin in %
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Profitability - services

Mark-up margin (median) in %

- - -
EBIT margin (median) in %
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SH for
services

ecommendation
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SH 'for services -~ yes or no?

Rules for its determination

Complex TP
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SH for services
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Rules

- set by TA based on the detailed analysis
- No. of tax audits in a year
- No. of hours spend and costs
- category of transactions/taxpayers
(size and type)

- SH shall take into account
- industry specificity
- industry comparability

- economic cycle and other aspects




Rules

« Complex TP analysis and
approach should be namely
applied in transactions
covering IP and where
taxpayers make unique and
valuable contributions to

the transactions .
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Conclusion

Who is really winner?
« Taxpayer
- Tax authority

Well designed SH can:
- reduce compliance costs and
administration costs

- increase certainty
- improve effectiveness.
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