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I. Introduction

1. Background

1.

Chapter VI and IX of the OECD Transfer Pricing Guidelines (“TPG”) recognise economic
valuation techniques as useful for determining the transfer pricing consequences of a
transfer of intangibles, rights in intangibles or the transfer of a business/part of a business
(an ongoing concern)*?. The JTPF agreed to evaluate whether there are strengths and
weaknesses of the various valuation methods when used for transfer pricing purposes and
to identify advantages, obstacles and pitfalls in the practical application of these methods
in the TP*,

A scoping paper (DOC: JTPF/013/2015/EN) was discussed at the meeting in October
2015 and a study was commissioned to Deloitte Belgium which identified the areas for
consideration as elaborated in sections Il — V below.

The objective of this report is to build a bridge between general practice of economic
valuation and transfer pricing. It is therefore addressed to both, valuation experts having to
apply their expertise in the context of transfer pricing and transfer pricing practitioners
who are faced with the application of economic valuation methods.

I1. Applying Economic valuation in the context of transfer pricing

Differences between valuation for TP and general valuation

In the context of transfer pricing and depending on the facts and circumstances, valuation
techniques may be used by taxpayers and tax administrations as part of one of the five
OECD transfer pricing methods or as a tool that can be usefully applied in identifying an
arm's length price>. However, when applied in the context of transfer pricing it is
necessary to apply them in a manner that is consistent with the Arm's length principle
(ALP) and the principles of the TPG®. This requirement may create differences between
valuation for the purpose of transfer pricing and general valuations which could stem from
the scope of the valuation exercise, the interest of the stakeholders, differences in the
concepts (e.g. the need to apply a two-sided approach) or the scope of intangibles to be
valued. In this context the TPG conclude that valuation made for accounting purposes
should be used with caution’.

For discussion:

Do you agree with the following recommendations, which aim to explain the meaning of the
term "caution™?

Avre there aspects which you would like to be added?

1 Chapter IX paragraph 9.94 TPG

2 Paragraphs 6.153 ff. of the Guidance on transfer pricing aspects of intangibles (Chapter VI TPG 2015)
3 Paragraph 2.4 JTPF Program of Work 2015 -2019 (doc. JTPF/005/FINAL/2015/EN)

4 For a glossary of the terms used it is referred to Appendix 8 of the Deloitte study

5 paragraph 6.153 OECD TPG (2015)

6 paragraph 6.154 OECD TPG (2015)

7 paragraph 6.155 OECD TPG (2015)




The following general aspects should be considered when using a valuation which is made for
different purposes than for transfer pricing:

- Are the two parties to the transaction regarded as broadly similar to typical market
participants or not? (This may have impact on financial forecasts for the two parties, on tax
rates considered, etc.)

- Are the assets or the business/part of a business to which the valuation applies comparable
to what is considered to be transferred under transfer pricing principles (with reference to
perimeter, scope, treatment of goodwill etc.)?

- Are there specific transfer pricing principles that are different from general valuation
approaches to take into account (in particular, is the two-sided approach likely to result in a
different value)?

- Are the stakeholders’ interests likely to bias the valuation and how can the valuation inputs
be objectivised (and what level of objective support has been provided in the existing TP /
non-TP valuation)

- What is the level of documentation required, both in terms of providing a sufficient
background on the transaction and documenting the methodology or methodologies chosen as
being the most appropriate as well as the assumptions made for application of such
methodology or methodologies.

In case a valuation was made for other purposes than for transfer pricing, its consistency with
the ALP and the principles of the TPG should be documented.

2. Valuation approaches and methods

2.1 Valuation Methods often relevant in the context of transfer pricing

5. Revised Chapter VI of the OECD TPG regards the application of income based valuation
techniques, especially valuation techniques premised on the calculation of the discounted
value of projected future income streams or cash flows derived from the exploitation of
the intangible being valued (Discounted Cash Flow Methods, “DCF”) as particularly
useful when applied properly.

6. Valuation techniques based on discounting future economic benefits of the subject of
valuation® are:

¢ Relief-from-royalty method, sometimes referred to as royalty savings method
e Premium profit method, sometimes referred to as royalty savings method and
e Excess earnings method.

7. In addition the following methods are considered as relevant®:

8 for a short non binding description of the methods and non binding and illustrative examples examples see
Annex 2A and 2B of the Deloitte study




e Historical cost method
e Replacement cost method
e Residual value method

2.2 Choice of an appropriate economic valuation method and complementary use of
valuation standards

8. The variety of methods theoretically available raises the question which methods should
be used after the use of economic valuation was considered useful for a specific
transaction.

For discussion:
Do you agree with the following recommendation?

In case the application of an economic valuation method is considered useful, the actual use
of economic valuation method as well as the choice of the method should take the following
aspects into account:

- the potential strengths, weaknesses, opportunities and threats of each method as described
in Annex A™

- the appropriateness of the method in view of the facts and circumstances of the transaction
under review

- the availability of reliable information needed to properly apply the method, and

- whether the complexity and the compliance burden linked with applying the
method/obtaining the relevant information is proportionate to the transaction under review.

As with transfer pricing methods in general, this report does not require either the tax
administration or the taxpayer to perform an analysis under more than one method. A method
chosen should only be challenged if it can be demonstrated that the application of another
method is clearly more reliable.

9. At present there is a multitude of IP valuation standards set by different standardization
bodies**. The report, however, also concludes that the contents and recommendations of
these different standards and guidelines are not contradictory in themselves. When applied
to transfer pricing a standard to be used for applying an economic valuation method will
have to be acceptable by both MS.

° for a short description of the methods and examples see Annex 2A and 2B of the
Deloitte stud

19 for a general overview of potential strengths, weaknesses, opportunities and threats
and an exemplary overview of methods without any claim to completeness and binding
force it is referred to section 3.5.1 and Appendix 2A and 2B of the Deloitte study

1 for a general overview of the national and international standards see Appendix 3 of
the Deloitte study. An exemplary overview on potential strengths, weaknesses,
opportunities and threats and an overview of standards without any claim to
completeness and binding force it is referred to section 3.7.3.




For discussion:
Do you think a certain standard can be recommended?
Do you think international standards should be preferred to local standards?

If not, would you agree to a recommendation that a valuation using a non-domestic valuation
standard should not be rejected for the simple reason of not being the local standard?

I1I. Practical application of economic valuation methods

1. General information about the transaction to which economic valuation
methods are applied

10. Before elaborating on the practical application of the respective valuation techniques in
the context of transfer pricing it should be recalled that at the outset a thorough factual and
functional analysis should be performed to understand the transaction under review. This
analysis forms the basis for deciding whether in the specific facts and circumstances
valuation techniques may be used.

For discussion:
Do you agree with the following recommendation?

For analysing the transaction to which an economic valuation method may be applied the
following information should be available:

- the functional and risk profile before and after the transfer

- the relevant contracts

- an explanation of business and all other reasons for restructuring
- information on the business and market strategy

- relevant factual details surrounding the transaction

- all information that is important to determine the value of the transferred IP correctly and
all historical quantitative information behind these assets (costs to develop, former
acquisition value if assets were acquired even if long time ago, etc.)

- a description of options realistically available to the parties.

2. Key parameters for economic valuation methods

2.1 General

11. Although there are various economic valuation methods and standards it is important to
note that from a content perspective they, are quite homogeneous throughout Europe, as
well as in the leading third countries (including the US), in the sense that they are built on
some common parameters.




12. Key parameters for applying the methods are (i) financial projections of future cash flows
including growth rates, (ii) royalty rates, (iii) routine returns, (iv) discount rates and (v)
the useful life of intangibles and terminal values. These parameters are of different
relevance when applying the valuation methods addressed in this report.

Financial Routine Useful life
S Royalty Discount rate | and terminal
projections return value

1. Relief from Limited (sales/ Required na Required Required

royalty turnover only)
= 2. Premium profit Limited (sales . .
u%‘ method hturnover) n.a. n.a. Required Required
‘é 8 Required

= .
S s 3. Excess earnings Full forecast n.a. (asset returns Required Required
g e method are used
- instead)
Required

3 4. Historical cost n.a. n.a. n.a. (Capitalisation | n.a.
2 rate)
2 —
_E 5. Replacement cost l(;:&')md (costs n.a. n.a. Required n.a.
% Required
2 . Full detailed (based on ) .
3 6. Residual value forecast n.a. functional Required Required
®) returns)

2.2 Financial projections and growth rates

13. The reliability of a valuation using financial projections depends on the accuracy of
projections of future cash flows or income on which the valuation is based. A key
challenge is therefore to assess the reasonableness of a financial projection. The TPG
regard projections which are made for non-tax purposes as more reliable than projections
made for tax purposes. Furthermore, they provide general guidance on how to assess the
accuracy of financial projections and assumptions regarding growth rates'. The creation
and review of a financial projection may be based on different sources of information
which are either used directly or as a source for increasing the objectivity and addressing
the challenges identified. An exemplary overview is provided in Annex B 1.

For discussion:
Do you agree with the following recommendations?

A reviewer should be provided with data on which the financial projection is based e.g.
management accounts as well as with information supporting the assumptions made including
growth rates,.

Paragraph 6.178 TPG provides that it may be necessary to evaluate and quantify the effect of
taxes on the projected cash flows. Figure 38 (for MS) and figure 42 (for the major trade
partners) of the Deloitte study indicate that there are different practices.

12 paragraphs 6.163 - 1.169 OECD TPG (2015)




Do you think the JTPF should provide additional guidance, e.g. by taking into account
guidance issued by major trade partners*3?

2.3 Royalty rate to be taken in the relief from royalty method

14. Some economic valuation methods require the determination of a royalty rate. The TPG
provide the general requirement that when economic valuation methods are used in
transfer pricing it is necessary to apply them in a manner which is consistent with the ALP
and the principles of the TPG™. For the determination of a comparable royalty rate
different sources of information may be used, either directly or as a source for addressing
the challenges identified. An exemplary overview is provided in Annex B 2.

For discussion:
Do you agree with the following recommendation?

In cases where the economic valuation method requires the determination of a comparable
royalty rate, the following general aspects should be taken into account:

- Exclusivity of the right— parties that have the exclusive right to exclude others from using
the intangibles do not have the same degree of market power or influence as parties holding
non-exclusive rights;

- Extent and duration of legal protection — for some intangibles that have limited useful life
(e.g. patents), the duration of the legal protection affects the expectation of the parties of the
future benefits;

- Geographic scope — global rights may prove more valuable than geographically limited
rights;

- Useful life — the useful life is impacted by the rate of technological change in a certain
industry and by the development of similar or potentially improved products; the useful life is
also linked to expected future benefits from the use of intangibles,

- Stage of development — generally intangibles relating to products with established
commercial viability are more valuable than those related to products whose commercial
viability is not yet established; for partially developed intangibles, the likelihood that the
development will lead to future benefits must be evaluated;

- Rights to enhancements, revisions, updates — having access to updates, enhancements can
make the difference between deriving short- or long-term advantages from the intangibles;

- Expectation of future benefit — in cases where a significant discrepancy is observed between
the anticipated future benefit of using one intangible as opposed to another, it is difficult to

B3 e.9. US Treas. Reg. 1.482-7(g)(4)(i)(G) state that “In principle, the present values ... should be determined by

applying post-tax discount rates to post-tax income...”
14 paragraph 6.154 OECD TPG (new)




consider the intangibles as being sufficiently comparable in the absence of reliable
comparability adjustments; moreover, actual and potential profitability of products or
potential products must be considered.

Furthermore, when performing a comparability analysis, the existence of risks related to the
likelihood of obtaining future benefits from the intangibles should be considered, especially
taking into account the following types of risks:

- Risks related to the future development of the intangibles;

- Risks related to product obsolescence and depreciation of the value of the intangibles;
- Risks related to infringement of the intangible rights; and

- Product liability and similar risks related to the future use of the intangibles.

Royalty rates in non-TP valuations should be used with caution.

2.4 Routine returns

15. Some economic valuation methods require the determination of routine returns. The TPG

provide the general requirement that when economic valuation methods are utilised in
transfer pricing it is necessary to apply them in a manner which is consistent with the ALP
and the principles of the TPG®. For the determination of a comparable routine returns
different sources of information may be used, either directly or as a source for addressing
the challenges. An exemplary overview is provided in Annex B 3.

2.5 Discount rate

16. A critical element of all economic valuation methods is the discount rate which converts

e.g. a stream of projected cash flows into a present value. It takes into account the time
value of money and the risk of uncertainty of the anticipated stream. The TPG stress that
the specific circumstances and risks associated with the facts of a given case and the
particular cash flows in question should be evaluated in determining the appropriate
discount rate. The TPG state that neither taxpayers nor tax administrations should assume
that a discount rate based on Weighted Average Costs of Capital ("WACC") or any other
approach should always be used. For the determination of a discount rate different sources
of information may be used, either directly or as a source for addressing the challenges
identified. An exemplary overview is provided in Annex B 4.

For discussion:

The message behind the statement on the use of WACC is that neither this approach nor any
other approach should be automatically regarded as superior. Therefore and in light of the
importance of the discount rate it is suggested to recommend that the determination of the
discount rate needs to be explained. Do you agree with the following recommendations?

15 paragraph 6.154 OECD TPG (new)




When using a discount rate in the context of an economic valuation for the purpose of transfer
pricing it should be demonstrated

- how the discount rate was calculated,

- why this calculation is regarded as appropriate to the facts and circumstances of the case,
and

- which information was used to calculate the discount rate.

However, the TPG mention only the WACC formula. Which other kind of formulas do you
think could be relevant in this context?

Do you think more guidance should be provided for cases where the use of WACC or another
formula has been established as being appropriate?™®

2.6 Useful life

17. The determination of the useful life of the item which is valued is one of the critical
assumptions supporting a valuation model. In the context of transfer pricing is a question
to be determined on the basis of all relevant facts and circumstances. A further issue in
transfer pricing is that in cases where a two-sided valuation is needed the useful life would
have to be evaluated from the perspective of both, the transferor and the transferee. For
the determination of the useful life, different sources of information may be used, either
directly or as a source for addressing the challenges identified. An exemplary overview is
provided in Annex B 5.

For discussion:

The application of economic valuation methods is complex and highly fact specific and often
based on assumptions rather than on tangible evidence. One avenue to take is to require
proportionality as an important aspect when considering the application of economic
valuation methods (see above section). Another aspect to consider is whether there maybe
potential for simplifying the methods®.

Do you have concrete suggestions on how the application of economic valuation methods in
the context of transfer pricing may be simplified?

3. Two-sided vs. one sided valuation

18. As a general principle, a comparability analysis focussing only on one side of a
transaction generally does not provide a sufficient basis for evaluating a transaction

16 potential input on the calculation of the discount rate observed by Deloitte in their EU
wide practice are summarized in Annex 4

17 paragraphs 6.174 - 6.177 OECD TPG (2015)

18 At the October 2015 JTPF meeting MS were concerned that a simplified approach to be
developed may become the norm, NGMs supported the development of such
simplification mechanisms.




involving intangibles.” Consequently the TPG conclude that depending on the facts and
circumstances of the individual cases the calculation of discounted cash flow needs to be
estimated from both perspectives of the transaction. Further, the arm's length price will
fall somewhere within the range of present values evaluated from the perspectives of the
transferor and transferee.”

For discussion:

In practice different approaches could be applied to determine the arm's length price within
the range like a fixed rule, e.g. the mid-point or anther technique, e.g. bargaining analysis.

Avre there other approaches that could be used?

Do you think a certain approach should be recommended e.g. the mid-point (as a rebuttable
presumption)?

IV. Legislative measures

19. The OECD concludes that valuation techniques may be used by taxpayers and tax
administrations as part of one of the five transfer pricing methods described in Chapter 11
or as a tool that can be usefully applied in identifying an arm’s length price.

20. It appears that only one country’s regulations®, i.e. the US, actually lay down detailed
rules on the application of valuation methods to intangibles for transfer pricing purposes.
The other countries’ laws may contain corporate finance valuation guidelines, but not
specific to transfer pricing purposes. Similarly, the transfer pricing regulations in the nine
trade partners do not explicitly refer to valuation of intangible assets (besides the reference
and acceptance of the OECD guidelines). The same applies to all EU Member States with
the exception of Germany.

21. When the scoping paper was discussed at the October 2015 JTPF meeting it was
concluded that assessing whether legislative changes are necessary in MS would go
beyond the role of the JTPF which is working on practical solutions rather than on
legislative aspects.

For discussion:

Instead of assessing MSs' legislative framework and an eventual need for legislative
measures, do you agree with the following general recommendation?

MS are recommended to ensure that their transfer pricing legislation allows the use of
economic valuation methods as part of one of the OECD transfer pricing methods and as a
tool that can be usefully applied in identifying an arm's length price (including measures
which are designed to simplify the application).

9 paragraph 6.112 OECD TPG (2015)
20 paragraph 6.157 OECD TPG (2015)

! see section 5 of the Deloitte study on the use of economic valuation methods for
transfer pricing which also contains a description of the US regulations and the German

10




V. Capacity building

22. Economic valuation is an interdisciplinary study drawing upon law, economics, finance,
accounting and investment. This makes it a rather complex exercise. Applying economic
valuation methods in the context of transfer pricing is a rather new field which requires
sufficient capacities in the tax administrations and on the side of taxpayers.

For discussion:
Do you agree with the following recommendation?

MS and taxpayers should ensure that sufficient resources are available for assessing when the
application of economic valuation methods would be appropriate in the context of transfer
pricing.

In case economic valuation methods are applied tax administrations and taxpayers should be
in a position to apply them properly and to review their proper application to the facts and
circumstances of the case.

The following approaches may be considered for building capacity:

- provide training for staff by using internal or external resources

- employ new staff with the required skills

- create the possibility to hire external experts in case expertise is needed to apply or review
the application of economic valuation methods

- make skilled personnel available to local/regional entities or tax offices

11




Annex A: SWOT Analysis of economic valuation methods for TP

purposes

1. Analysis of strengths and weaknesses

Method

Strengths

Weaknesses

1. Relief from
royalty

- Strongly reflects economic value at
time of valuation

- relatively easy to use
- Key inputs rely on the market data

- Amount of data required rather
limited

- often a lack of appropriate
benchmarks and market data

2. Premium
profit method

- Strongly reflects economic value at
time of valuation

- relatively easy to use
- Key inputs rely on the market data

- Amount of data required rather
limited

- often a lack of appropriate
benchmarks

3. Excess
earnings method

- Strongly reflects economic value at
time of valuation

- due to reliance on individual
company data benchmarking may
only be needed for objectivizing

- high reliance on individual
data with limited possibilities
to objectivize the result

- more complex to use due to
the need for constructing
financial models

- no direct connection to third
party transactions

4. Historical cost

- high degree of objectivity due to
reliance on actual costs

- relatively easy to use

- no need for benchmarking due to
reliance on actual historical costs

- Amount of data required rather
limited

- Less connected to economic
value at time of valuation

- no direct connection to
market data and observation

12



5. Replacement
cost

- medium degree of objectivity due
to reliance on costs

- relatively easy to use

- Amount of data required rather
limited

- Less connected to economic
value at time of valuation

- Often difficult to benchmark
or observe costs required for
replacement on the market

- Limited connection to
market data

6. Residual value
method

- Strongly reflects economic value at
time of valuation

- due to reliance on individual
company data benchmarking may
only be needed for objectivizing

- high reliance on individual
data with limited possibilities
to objectivize the result

- more complex to use due to
the need for constructing
financial models

- no direct connection to third
party transactions

2. Analysis of opportunities and threats

profit method

intangibles (brands, trademarks),
e.g. for trademarks, where a
branded product is priced clearly
differently than a non-branded
product (or more generally there is
clear distinction between forecast
for product containing the
intangible and one without).

- potentially to use for intangibles
that will save costs in the future

Method Opportunities Threats
1. Relief from - potential to be used for - typically not used for
royalty intangibles with "me too" features, | intangibles with unique
for which reliable comparables can | features, for which reliable
be found comparables do not exist
- potentially to use for intangibles
where comparability can be
justified by strong references
2. Premium - potential to be used for marketing | - typically not used when price

premium assessment involves
subjectivity (e.g. when there
are no clear generic alternatives
to branded products, etc.)

3. Excess
earnings method

- potential to be used for customer
contracts, customer relationships

and in process research and

- typically not used when
definition of "contributory
assets" is not clear

13



development projects

- typically not used when it is
difficult to identify all assets
and the return attributable to
each of them - high possibility
of overlap

- Typically very limited use in
valuation for transfer pricing
purposes due to a disconnect
with functional and risk
analysis (return on contributory
assets and not economic returns
on functions)

4. Historical cost

- potential to be used for internally
generated intangibles with no
identifiable income streams (e.g.
self-developed software, websites)
- potentially to use for intangibles
in early stages of development, that
have not yet resulted in a final
product (e.g. early stage
pharmaceuticals)

- typically not used for complex
intangibles

- typically not used for fully
developed intangibles that are
already generating income
streams

- typically not used for high-
valued marketing intangibles
whose value rely on popularity
with consumers

5. Replacement
cost

- potential to be used for
intangibles that can be replaced
with quantifiable resources (e.g.
software)

- potentially to use for intangibles
in early stages of development, that
have not yet resulted in a final
product (e.g. pharmaceuticals)

- typically not used for complex
intangibles

- typically not used for fully
developed intangibles (that are
already generating income
streams)

- typically not used for high-
valued marketing intangibles
whose value rely on popularity
with consumers

6. Residual value
method

- potential to be used for
intangibles with unique features

- potentially to use when reliable
financial projections are available
- potentially to use for unpatented
technology or customer relations
(for which cost- and market- based
approaches deem irrelevant)

- typically not used when
definition of "routine function”
is not clear

- typically not used when it is
difficult to identify all routine
functions and to find reliable
comparables in order to asses
profitability for each of them -
high possibility of overlap

- difficult to use reliably when
the forecast is highly uncertain

14



Annex B: Internal and external sources of parameters

1. Financial projections

Source

Main challenges

Potential solution(s) to challenges

NMananamant nrniections /
financial forecasts

I imitad awvailahility nf nraiectinne for other
niirnneae and acnariallv nf ralevant
(senmantad) financial nraiactinne

. | Incartainty nf nrniartinne and ag g

. Prafarrad 11ce nf intarnal fareracte rreatad far nnn-tay niirnneec .

. Challanna reacnnahilihy nf nrniactigng: question growth rates including long-
term nrowth nrafitahilitv each vear

. Comnarienn with indiictr/ nr comnatitnre and cnmnarahlec and raniiest for

M~ nmnanvs Adatahacac:
Riiraaiivran Niils'e Amadaiie

('\r_h.ic Inral Aatahacag (Iocal’
editions of Amadeus)

inductrny avaranac enarifically to the financial
projections in question

internal rnncaniianca limitad arciiraryy and | . adl . £ H i ini
quiectinnahla raacnnahilitv nf nraiactinne evnlanatinns of deviations; finally, potential adjustments based on joint
. | Inraliahilitv/ nf nrnierte hacad nn linear dicriiecinn . . S e - -
nrowith ratas and past performance due to . Fnriic nn I_zn\/ arnnnmin and finanrial indiratnre far mncnnnhlhf\_/ r*l‘_mr\lz
uncertainty' P P u - Keep caution In using linear growth rates and past performance indicators.
Daacnnahilitvy r\hnr\'k or
"‘f‘"""‘;‘_:ﬂfif"’:‘“‘fﬁ*h h . Challenne and aceacemeant nf nrniartinne haced nn aconomic and financial
~nmnatitare’ data nraani . - . - . . lipdiratare (indiictrv faracacte / indiictris aynectatinn
"'_F"I' retru ﬁ‘"“m”c‘“ n terms arﬁ*l‘llgr:rl“l?rclflrl\f/\ldz?nd appllcablllty of competitors !p(‘rncc_r*hnnlz nf nrniectinne with comnatitare' data S)
external |0 arowin rate, etc. U nnlirahilif nf data fram camnatitare andiop [ Cross-chacle and challanne of the forecast provided, based on Company's
or recnrd nf achiaviamant nf fararact

R Dr_m/_idn and dnriimant illcfifir‘mtinnc nf doviatinne n_f fm:nr‘ncf frpnr_\ indiictr
ctatictice / fararact from competitors and from the historical statistics (past
growth and profitability).
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2. Royalty rates

Source Main challenges Potential solution(s) to challenges
TErnar comparanies; |- LimIted avallabiltty of nternal comparables of- ASSEss comparability of 10entified agreements according to
Qh‘ reements o?a company In 4@any. In% rmatjon on third party agreenqents N OI]ECD_TPGp ?geogr%)hy, products 8? their profit potentlgl, market level,
t tsame (\qlrou vgl unrelatedjayailable to the Company . applications, terms of agreements, etc.)
Pnat%'esige g, ﬂ?esggnrr?e . If any agreements provided, comparability fto
A0S the studied transaction and IP in the scope 0
i Fg%terné)l compara les: this transaction.
eI G o
2: reements, K ownyto the
m anxz u]p as .
agreements o comr%etltors),
whnich are "c] the sa ?
in ustr'ygp are similar/
comparable.

extcirna

<OAVIY AN TGANTTITISATIAT AT
anraoamante hathaaan ||hra|ated
Nnartine rnviarinn tha camno
tvina nr cimilar intannihla
1indar tha cama Ar cimilar

~nndjtions, obtain the royalt
rate. vaiy

A nraomaonte Aatahacac a n
DrvalthQtat Dn\lalhlgource
1

L+NINE TD Catalyst,
LexisNexis Y

. Avallability and reltability of third party
agreements . .

. Comparability of third party agreements in
terms of characteristics of intangibles and of
rights transferred, contractual conditions,
geographical scope

. ASSESS and docy
according to OEC

I
etc.

. Cragss-check of assumed ro

required from sales generate

Ment The comparabIliy analysIs 0T external agreements
D TPG, 1.e. geographical coverage, same applications of

e.
alty rate by reference to an operating margin
%j/ frgm the L¥se of the IP P g g

3. Routine returns

Source

Main challenges

Potential solution(s) to challenges

internal

TATAFAAT SATMNAPANTA
~rAMNAa

comnanies (e.q. third party

Aictrihiitinn/maniifartiirinn

antitine narfarmina fiinatin

fAr nna antihs nf tha Cranin

and nnccihhs thair finangcjal

infarmatinn allawinna tn

aceace thair rate of return/
profitability)

- UnavallabIlity of mternal comparables ana/or
ttg?lr information necessary to calculate routine
return

- See JTPF report on the use of comparables In the EU
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extfirna

AY-ldalalk-1alal |nDhr|T|f‘a[lon OT
avtarnal ramnarahla
~rAMnaniac fa n antitiac Wlth
cama rniitina fi |nr\1‘|0na|
nrafila) tn nhtain o

benchmark for routine return.

M~ AmMmnanvs datahacaoc:
Riiraaii vian Niils'e Amadaiie

Nrhic lnral Aatahacag (local
editions of Amadeus)

L)e'rlnltlo T "Toutine ™ Tunction
Caomparabilit mterm? risks and

per oringqceo routine unctloBf
Availability of oc? comparables

. Availability of suf icient information for

assessmg comparability

Per'rorm Tunctional and risk analysIs oT tested company (In respect to routine

functlgon s) It performs
51 comFoara le Search apd compal a}blllty %natysw according to OECD
TPG an report on use of compara es
DocumenttI e search and |dent| ication.o comparzi\ble compames
(lncludlng all steps of the search and review of potential companies).

4., Discount rates

Source Main challenges Potential solution(s) to challenges
ADPropriateness of the discount rate (other SESSMENT 0T, TNe TUIT rate IT provided hy management (What 1S application
Information on the (%lscount parg%et%rs of WACC) that Is avalla Ié from of t%e rate provm[Ied etc.) with Ilt)he mtanglgle va?gatlon |n( han PP
ra e ?rtln uusse management (specia rlsk of the IP c% s%and assessment of various inputs for WACC calculations, if
&a Jman qé’ment for |valuec etczand more W|dely avalla |I| y of prow ed by managements.
. m?enﬁ’aW (S e ? the distount rate and ability of the company to
internal mana r&m nt,. Hhe company Justify it.
aS|s or i e%
oFec
({;\/ % ormatlon on
H:utlsatlons
PSRN GA AR Identmcatlon T potentral di erencfes DETWEEN |- SENSHIVITY ar}aly3| (change |? éne value of analyzed IP) based on the change
o A oata Parameters for the Company (i.e. relevant gr Dp a]mgters rcalcu tl% iscount rate.
rarbat neamitm and riel f roject and reflecting addl 1onal risk) an e Justificatign of the chosen parameters (and their applicability to the
vt (a1l frr ammlicatine of 1E€INdustry-wide parameters. analyzed transaction).
N ADNA fAarmiila)\ Dr\cmbly
externa ’

coarrh nn
VA industry-wide

Cinancrial Aatahacac:-

Rlnnmhara Daiitare Cap|ta|

1Q, S&P, Damodaran
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5. Useful life

Source

Main challenges

Potential solution(s) to challenges

formatlon fro

con%g act

acem

re%a}r Pgrlo de d; eed

%’evee] men 0 new

|or|uaq m]gnt Tor Tinging Tactofs
e e.d. tF% nological changes,

ah’ectl
ncflonal

economlculs?e fu

easonabmty CNECK WITh external data
publications but preference to un erstan
company, its products, markets, etc.

d

nau
ing

average da%a and

i ITh expert
E) %{ert € SpPecITICS ofv¥|e g

. |ts updates
mternalin?or oncon iag ﬂ
”B]on eacqurre y the
tion.qn the o ntial
use,o tfb {IBQD }}1 p§ ?
et e ch%%a'i g ghoptions
T T T aTTIreT T ovTare ern;e? m'rorma}ron on the USEeTul T1Te of, EXplanation and documentatjon of, Selected I1te Icluding documentation any
chiriae mantinning yseful life intangib ées in the literature and absence of any external sources and their applicability
intannihlac cimilar nradiinte S eCI I% ata aseS tOC nsu't
(far wwihich tha 1D ic icarh ang | arac eristics of jntangibles studied are
~rnncidarinn nheanratinne nf que an us an IndUStl’y Wlde InfOI‘ma'[IOFI
||_onf||| ||_fn nf |r_\1‘gnn||"\|nc in Udlnq InfOI’ma 10N on S ee ?
externalsimilar industries and markets echno logical changes, product life cycle, etc.)

econom
ear
er ub Ica

?‘t#e product

Econlit (database
aca em|( 7Itera

avagr%?e pqq !

ycee

h

may be inappropriate fo use.

18




	eu joint transfer pricing forum
	I. Introduction
	1. Background

	II. Applying Economic valuation in the context of transfer pricing
	1.  Differences between valuation for TP and general valuation
	2. Valuation approaches and methods
	2.1 Valuation Methods often relevant in the context of transfer pricing
	2.2 Choice of an appropriate economic valuation method and complementary use of valuation standards


	III. Practical application of economic valuation methods
	1. General information about the transaction to which economic valuation methods are applied
	2. Key parameters for economic valuation methods
	2.1 General
	2.2 Financial projections and growth rates
	2.3 Royalty rate to be taken in the relief from royalty method
	2.4 Routine returns
	2.5 Discount rate
	2.6 Useful life

	3.  Two-sided vs. one sided valuation

	IV. Legislative measures
	V. Capacity building
	Annex A:  SWOT Analysis of economic valuation methods for TP purposes
	1. Analysis of strengths and weaknesses
	2. Analysis of opportunities and threats

	Annex B: Internal and external sources of parameters
	1. Financial projections
	2. Royalty rates
	3. Routine returns
	4. Discount rates
	5. Useful life


