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Introduction to global transfer pricing risk 
management 
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Type of transfer pricing risks: an example

• Economic reality = Legal reality = Accounting reality ----> Magic Triangle
• Economic reality # Legal reality # Accounting reality ----> Bermuda Triangle
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How to translate transfer pricing risks to your 
tax provision?

• Cumulative maximum transfer pricing risk exposure leads to maximum tax 
provision;

• What is the definition of 'probability'?
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How do different stakeholders deal with transfer 
pricing risks?

For Transfer Pricing (CIT)
• For Asia - Australian Tax Authorities (ATO): form 25A an d a self 

assessment screening to determine quality of your documentation
• For Europe - EU Joint Transfer Pricing Forum: European Master File 
• For USA - External Auditors: FIN48 

For Transfer Pricing (Customs value)
• For USA - Customs authorities: self-assessment program + HQ ruling –

private letter ruling
• For Europe - Customs authorities: post importation audits + AEO 

concept

• For Asia - Australian Customs Authorities consider rulings.
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How to deal with reporting requirements versus 
non-disclosure?

Disclosure and reporting issues to stakeholders include:

• What are the relevant information channels to stakeholders? (sources of 
information)

• Does a reporting into one stakeholder lead to disclosure to other 
stakeholders? (leakage of information)

• Which information can be sheltered from (certain) stakeholders? (non-
disclosure)

• What are the consequences of full disclosure? (revealing all risks)

• What are the consequences of no disclosure? (penalty regimes and other 
implications)



���������	
 ������
�����
�������
��������	��
����
� �

A practical approach to global transfer pricing risk 
management and measurement 

(discussion items) 

When preparing a global transfer pricing risk analysis, the following discussion items 
matter:

RECOGNITION PHASE
a.Full disclosure or not?
b.How to deal with record keeping?
c.Do materiality thresholds apply?
d.Do you apply your tax provision on a (a) per transaction basis (b) per taxpayer   (or 
tax consolidated position) basis (c) per business unit basis and/or (d) per   region basis?

MEASUREMENT PHASE
e. Measurement of probability (reported versus honoured)?
f. Gross provision versus netted provision position?
g. Impact on tax provision of tax treaties (bi- and/or multilateral)?
h. Impact on tax provision of audit history?
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A practical approach to global transfer pricing risk 
management and measurement (workflow process/tools)

As an illustration the following workflow processes and tools are being used in practice (as part of 
your tax control tools) to identify, manage and monitor transfer pricing risks:

a. Country and risk matrix
Allows multinationals to assess whether their global/regional transfer pricing master file supports 
the local country transfer pricing requirements. If not, a seperate country specific 
documentation/risk assessment might be required.

b. Disclosure and maintenance manual 
Ilustrates the division of responsibilities for creating, managing, monitoring, updating the layers of 
transfer pricing documentation in a multinational (e.g. functional analysis, economic analysis and 
inter-company legal agreements). It also indicates who is authorized to disclose certain transfer 
pricing documents to the relevant stakeholders.
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A practical approach to global transfer pricing risk 
management and measurement 

(workflow process/tools) (cont’d)

c. FIN48 Measurement Process Flow Diagram
The diagram provides the first steps to apply FIN48, which clarifies the application of SFAS 
No.109, which leads to a more objective determination of your tax provision relating to your global 
transfer pricing risks.

d. Customs duty risk matrix
The customs valuation methodology mostly used is the WTO “ Transaction Value” method. The 
matrix allows multinationals to use due care to ensure that commercial documents and 
information appropriately reflect the information n ecessary to determine a reasonable and fair 
value under the local rules. 
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Global Transfer Pricing risk management and 
measurement: your stepping stone to tax planning 

Recommendations to multinationals:

a. ‘Apply Best Practices’
Do consider an objective and consistent way to determine your tax provision relating to 
your global transfer pricing risks. 

b. ‘Manage expectations of relevant stakeholders'
Due to multiple stakeholders, the game of risk management has become complex.

c. ‘Considering your tax risk management is in control (CFO perspective), this    
becomes a stepping stone to global tax planning’
The application of the processes and tools allows you to go into a next round of tax 
planning, within the risk thresholds managed and monitored by yourself.
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Appendix I - Country and risk matrix 

• Risk assessment assumes that inter-company agreements are prepared and indicates the risk level if the choice is made to rely on 
a Masterfile only

• For the risk assessment, the categories low, medium or high are used. The determination is based on: a) complexity of specific 
documentation to be prepared; b) deadline for submitting documentation; c) language requirement; d) amount of penalties; e) 
audit history; f) financial performance of the local group company; and e) sophistication of the local tax administration.

• The risk assessments have the following meanings: 
low: rely on the masterfile; 
medium: consider if any additional work is required;
high: take additional steps asap. 

• Recommended action: fill in specific action point per country where risk assessment is medium or high.
• Timing: Fill in the timing for the implementation o f the recommended action.
• Responsible: Person responsible for the implementation. 
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Appendix II - Disclosure and maintenance manual

Document Ownership
Location (where 
records are kept)

Who Is 
Responsible for 

Updates
Intended Use

Who Decides 
Disclosure

Frequency 
of Updates

Transfer Pricing Document 
(Masterfile)

HQ (tax) HQ HQ Basis for preparing country-specific 
documentation; full disclosure only to 
country of parent company.

HQ Annually (1)

Inter-company agreements HQ (legal) All companies HQ Disclosure to all tax authorities upon 
request

Local Annually (2)

TP Policy Statement?
IPR Policy Statement?
Country-risk assessment HQ (tax) HQ HQ, with local inputs Not for disclosure NA Every 12 

months (5)
Local Documentation Country 1Local Local + HQ Local Disclosure to local tax authorities Local, with notice to 

HQ
Annually (give 
month) (6)

Local Documentation Country 2Local Local + HQ Local Disclosure to local tax authorities Local, with notice to 
HQ

Annually (give 
month) (6)

Note 1

Note 2

Note 3

Note 4

Note 5

Note 6

The update of the country-risk assessment happens during the period accounts of the most recent year are being determined. 
External auditors might - in some countries - require some sort of document(s) confirming the arm's length nature of the inter-
company transactions.

Most countries allow you (in practice) to prepare a country document applicable to more than one year (provided that 
financials are updated on an annual basis). Such a document will, however, require an update upon a shift of activities, risks 
and/or assets among the local [COMPANY] entities and their group companies.

Starting with Version 1 (finalized in [MONTH YEAR]), an annual check is required to see whether the Masterfile reflects 
[COMPANY]'s current business model in an accurate way. If so, no update will be required. Substantial changes in 
[COMPANY]'s business model will require an update to Version 2.

Updates of the legal agreements should align the "legal reality" with the "economic reality" (i.e. the [COMPANY] business 
model). Specific clauses that could require an annual update include: (a) group companies involved; (b) inter-company pricing 
clauses; (c) type of roles and activities covered.

A transfer pricing policy paper requires an update in case [COMPANY]'s business model changes substantially. Such an 
update should be made together with an update of the Masterfile.

Typically, an IPR policy will not be changed / updated unless [COMPANY]'s top management decides on changes
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Appendix III- FIN 48 Measurement Process Flow 
Diagram
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Appendix IV - Custom duty risk assessment matrix

• Customs valuation risk assessment deals with both related and unrelated party transactions. In case of related party 
transactions, risk assessment assumes that intercompany agreements are prepared and also reviewed from a 
customs duty point of view. 

• Typical risk factors would be: 
a) Absence of documentary evidence (results of periodic internal controls/testing and corrective action, 
communication with broker, intercompany communications, periodic review of pricing) b) Level of customsduty 
penalties; c) language requirements; d) lack of evidence that the payment accounts accurately reflect customs 
activity; e) absence of rulings and lack of evidence of proper implementation; f) lack of internal/external customs 
audits; g) sophistication customs authorities; h)  lack of monitoring system

• The risk categories could be low, medium or high.
Low: company has implemented a master file 
Medium: some additional work is required
High: exposure and undertake remediation steps immediately

• Timing: Identify timeframe for recommended action
• Responsible: Identify responsible persons
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