By Mimi Song



Intragroup services are common transactions for multinational groups. Anintragroup
service is when one entity in a multinational group, often the parent company, offers
support to another entity.

That support could be inthe form of humanresources, finance, legal, marketing, or
any otherneeded service thatis not a central part of the business. Intragroup services
cancreate cost savings forthe overall group and serve legitimate business purposes.
Generally, they involve services that an entity would have topayan outside provider
fororhire employees to perform.

Most countries require taxpayers to demonstrate that theirintercompany
transactions, including theirintra—group services transactions, are atarm’slength. The
pricing of intragroup services in cross-border, related-party transactions is often the
subject of tax authority scrutiny.

Tax authorities focus onthese transactions because they’re aware thatif a group
member pays alittle more or alittle less for the service, the multinational group could
manipulate where its profits are reported and thus where its taxes are paid.

Thisisbecause a shiftinthe price forintragroup services could increase or decrease
the tax deductions of the entity making the payment and correspondingly increase or
decrease the amount of income recognized in the country where the service provider
islocated.

Tax authorities will therefore carefully review intragroup transactions to ensure that
they have been priced toreflect fairmarket value for the services provided and not
priced in such away to shift profits out of the local country’s taxreach.






There are two methods for chargingintragroup services: the direct charge method and the
indirect charge method. The direct charge method is used when services can be identified as

directly benefiting a particular company in the group, thus allowing the costs to be directly
assigned.

The indirect charge methodis used when the proportion of the value of the servicesrendered
to each entity cannot be quantified exactly, and an estimate is needed. The indirect charge
methodrequiresidentifying allrelevant costs and allocating them among all recipients using
allocationkeys.

Allocation of costs must be commensurate with the benefit the recipient derives. Whichever
allocation methodis chosen, it mustlead to aresult that anindependent enterprise would
have been preparedto accept.



The IRS introduced the services cost methodin 2007 (Rev. Proc. 2007-13) to minimize
thecompliance burden of commonintercompany services that warrant low

markups. This unique method allocates costswithout a markup. Using the services cost
methodis the taxpayer’s choice. The IRS won’timpose the method if the taxpayer
prefers toemploy a markup or other arm’slength approach.

To use the services cost method, services must qualify as “covered services,”
accordingtotheIRS. The IRS has a blacklist, alist of services that don't qualify, and a
whitelist, alist of services that do.

There are more than 100 specified covered services on the whitelist, provided by the
IRSinRev. Proc. 2007-13. Whitelist services cover arange of service activitiesrelating



to payroll, accounting, recruiting, training, information technology, and more.

Blacklist services, setforthin Treas. Reg. Section1.482-9, include activities like
manufacturing, construction, research, engineering, and financial transactions.

To qualify, the median markup resulting from a comparable search must be less
than orequalto seven percent. And there can’t be an excluded category of
high-value services. In addition, the “business judgment rule” must be met. This
means that the taxpayer must determine that the service providedin the
intra—group transaction doesn’t contribute to anintegral part of the business or
give the business a competitive advantage.
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servicesinthe U.S. The CUP/CUSP method compares the price for services providedin
atransaction betweenrelated companies to the price ofthose transferredin a
comparable uncontrolled transaction.It’s the most direct method and the method
most tax authorities prefer around the globe.

The CUP methodis commonly used forintercompany transactions involving tangible

goods, intangible goods, intragroup services, and financial services when
comparability datais available.

important factorto consider when assessing this method.



Thisis the most commonly used method because of the lack of availability of
comparable uncontrolledprices and gross margin datarequired for applying other
methods such as theresale price method or the cost-plus method.

This method’s focusis on a broadlevel of product comparability and a high level of
functional comparability. It usually can be applied to any type of transaction and is
oftenusedto supplementanalysisunder other methods.This method is most
commonly used forintra-group services.



At Exactera, we believe that tax compliance is more than just obligatory
documentation. Approached strategically, compliance can be an ongoing
toolthatreveals valuable insights about a business’ performance. Our
Al-driven transfer pricing software, revolutionary income tax provision
solution, and R&D tax credit services empower tax professionals to go
beyond mere data gathering and number crunching. Our analytics home in
onhow a company’s tax positionimpacts the bottom line. Tax departments
thatembrace ourtechnology become avalue-add part of the business. At
Exactera, we turn tax datainto businessintelligence. Unleash the power of
compliance. See how at exactera.com.
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