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Overview

1. What is transfer pricing and why is it important?
2. Significant transfer pricing issues faced by insurers
- Reinsurance and distribution
- Branding and other IP
- Business Restructuring
- Financial Transactions
- Central services
3. Implementation
4. A view from the industry — Irina Diakonova



What is transfer pricing and why is it important?

« Intra-group pricing for goods, services, intangibles
« Risk of double taxation

« The Arm’s Length Principle
- Key foundation of the OECD Model Tax Convention

« Guidance from OECD Transfer Pricing Guidelines
- Adhered to in tax rules of OECD countries

« US Transfer Pricing Regulations — More prescriptive
« Transfer pricing offers key benefits — Not just a tax risk!
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Reinsurance & distribution

Reinsurance

« Generally the most visible transfer pricing issue for insurance companies
« Often the issue with largest amount of tax at stake
« Generally poorly understood by tax authorities

« Very different transfer pricing methods required for non-proportional vs.
proportional reinsurance
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Reinsurance & distribution

Insurance Transaction Flow (1/2)

Outwards business
Ceding Commission

Insurer (*) Reinsurer

Risk Transfer

(*) Ceding insurance company
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Reinsurance & distribution

Insurance Transaction Flow (2/2)

Inwards business

Sales Commission

Insurer
Inv. Returns

Sub

Advisor

Premiums

Inv. Mgmt. Fees Asset Sub Advisory Fees

Manager
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Reinsurance & distribution

Distribution

 May be a key value driver (or KERT) for the business depending on
business line

o Often assumed that underwriting is the key function; however, some
Insurance is ‘sold’ rather than ‘bought’.

 Payment Protection Insurance

Super Profits

Offshore underwriter/onshore marketing

‘Entrepreneur’ considered to be offshore

Limited contemporaneous documentation of pricing

e Cost plus for routine marketing?

e Profit split / entrepreneur model for marketing where commoditised?
 Recent ruling on DSG case
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Branding and other IP

Charging for brand use

What creates a brand? How can the brand benefit the
business?

With existing employees?

With

—-Loential employees?
W.

Who to pay? _ _
Who is the owner of the brand and _ Do any of these benefits require that
should thus be paid? a fee be paid for using the brand?
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Other Considerations:

Are the businesses profitable?

Is the brand still adding value? Is it generating additional value through
retained margins in the current business environment?

Does the brand substitute for financial strength?
Is there other intellectual property which should also be considered?
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Business Restructuring

General - TP issues in the context of Business Restructuring

 The nature of Business Restructuring — cross border redeployment of functions,
assets, risks — typically consisting of conversion of fully — fledged distributors into
limited-risk distributors or commissionaires for a related party principal

o History — 2005 — Joint Working Group (1 and 6)

« ENnd 2007 - OECD decided unresolved/ uncertain TP issues — Working Party 6 to
address (WP1 to address PE threshold issues)

 Key issue —is the generally intended re-allocation of profits from Business
Restructuring consistent with the arm’s length principle?

 Recently released discussion draft of 19 September 2008 — four sections:-
- Special consideration for risks
- Arm’s length comparison for the restructuring itself
- Remuneration of post-restructuring controlled transactions
- Recognition of actual transactions undertaken
* Article 9 not Article 7 relevance
 Relevance to/impact on insurance sector
« OECD seeking comments by 19 February 2009
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Financial Transactions

Benchmarking approaches

Considerations Benchmarking
- Creditworthiness
Interest - Size of loan RoC Credit rating
- Alternative funding Altman Z Yield curve
SENE - Assumption of risk CUPS Parent CoF
- Probability of default

- Capital markets approach
- Notching

- Parental support

- Governmental support

- Regulatory support

Debt to Equity
Capital structure
Would versus Could
Industry norms

e At

Transaction Market
IMPACT Sector | | Country

Industry ratios
Bank covenants
Credit rating

Thin
Capitalisation

Type Conditions
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Central Services

Central Services — Where Is the “Value Added”?

» Central services companies in insurance businesses

« Providing services/staff/bearing all costs
« TP depends on the facts and functions performed

« Accounting o Payroll
* HR Employment
 Legal
W i
| | | | |
AR i.i! w Mw
TR Pt Tty 0" ﬂ w
Support staff All staff All staff/assets/bills
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Central Services

Central Cost Allocation

Appropriate recharge
method?

Swiss Parent
Company

Group Service
Company

French branch German branch Dutch Branch
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The Transfer Pricing Function

KEY AREAS

KEY CONSIDERATIONS

TRANSFER PRICING PROCESS

Transfer Pricing Function and Organisation
Accountability and Control

TRANSFER PRICING STRATEGY

Identification and Prioritisation
Approach and Work-plan

RISK MANAGEMENT

Risk Mitigation
Controversy Management Protocols

METHOD SELECTION

Selection of Transfer Pricing Methods
Integration with Other Transfer Pricing Policies

POLICY FORMULATION

KERT / Functional / Business Analysis
Economic Analysis and Benchmarking

POLICY IMPLEMENTATION

Work plan for implementation

Review and communication with stakeholders

DOCUMENTATION MANAGEMENT

Documentation Structure
Maintenance Policy and Procedures
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Implementation

Stakeholders and Key Issues

 Statutory vs management accounts

* Revenue definition

» Recharges of all relevant costs e.g. bonuses
« Inclusion of finance costs in cost allocation

« One off adjustment left in place

« Non payment of outstanding balances

« Documented transaction vs. default policy

+ Movement of personnel/ role

« Terminology
» Mismatches in information

creating permanent
establishment risk

« Definition of headcount or data

« Changes to headcount and « Undetected transactions or
working patterns data

+ Impact on TP policy Stakeholder « Errors in inter-company
changes e.g. capital agreements

requirements

« Can you actually do what
your TP policy dictates you
should do?

« Ownership of IP or assets
under question

e Buy in/ Buy out policy

« Risk of creating permanent establishments  Internal controls

through movement or actions of personnel Impact on regulatory and commercial issues
« VAT « FIN 48 and other requirements
¢ WHT and other tax issues




Implementation

Implementation support
How do | manage successful implementation?

Questions to ask

TRANPSnggEPSFgC'NG « Have chosen transfer pricing methods been applied consistently on a
global basis?

TRANSFER PRICING * What framework is in place to identify transfer pricing risks and what
SRS systems are used to manage transfer pricing on an ongoing basis?

» Have transfer pricing methods been implemented in an integral way?
RISK MANAGEMENT

* What level of quality, consistency and robustness is the data which has

been used in implementing the policy?
METHOD SELECTION

» Does the transfer pricing tax reconcile with the management & statutory
accounts?

POLICY FORMULATION

» Are protocols and steps for transfer pricing adjustments reviewed
regularly and are adjustments reconciled with intercompany
POLICY IMPLEMENTATION differences?

 Are transfer pricing adjustments settled and invoiced as relevant?

DOCUMENTATION :
MANAGEMENT  Are there protocols in place for system upgrades and/or replacements?

* How is the transfer pricing documentation managed?
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