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This exam paper has three parts: Part A, Part B and Part C. 

You need to answer five questions in total. 

You must answer: 

• Both questions in Part A (25 marks each) 

• One question from Part B (20 marks) 

• Two questions from Part C (15 marks each) 

Further instructions 
• All workings should be made to the nearest month and in appropriate monetary currency, 

unless otherwise stated. 

• As you are using the on-screen method to complete your exam, you must provide 
appropriate line breaks between each question, and clearly indicate the start of each new 
question using the formatting tools available. 

• Marks are specifically allocated for clarity of presentation of your answers. 

• The time you spend answering questions should correspond broadly to the number of 
marks available for that question. You should therefore aim to spend approximately half 
of your time answering Part A, and the other half answering questions in Parts B and C. 

• The first 15 minutes of the exam is reading time. You will be allowed to annotate the 
question paper during this time; however, you will not be permitted to start writing or 
typing your answer. The Presiding Officer will inform you when you can start answering 
the questions. 

• Although references and short quotes from the OECD Transfer Pricing Guidelines 
can be included in your answer, you will not benefit from any extra marks by 
copying from the OECD Transfer Pricing Guidelines directly. 
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PART A 
 

You are required to answer BOTH questions from this Part. 
 

1. AgMaster is a multinational group of companies operating in the agricultural chemical 
products industry. The group’s principal business operations are the manufacturing and 
distribution of a broad portfolio of agricultural chemical products, and AgMaster is 
considered a market leader within the industry. 
 
AgHeadCo 1 is the head company within the AgMaster group, and resident in Country 
A. AgHeadCo 1 has legal ownership of intellectual property including tradenames, 
manufacturing know-how and patents. AgHeadCo 1 also performs manufacturing, 
research and development, marketing and distribution functions. 
 
AgSub 1 is a related subsidiary of AgHeadCo 1, and resident in Country B. AgSub 1 
performs marketing and sales/distribution functions. AgSub 1 purchases finished goods 
from AgHeadCo 1 and AgSub 3, as well as a third party resident in Country B. AgSub 1 
distributes a diverse range of chemical products to both related and third party 
wholesalers in Country B and other jurisdictions. 
 
AgSub 2 is a related subsidiary of AgHeadCo 1, resident in Country C. AgSub 2 performs 
marketing, sales and distribution functions. AgSub 2 purchases finished goods from 
AgHeadCo 1 and AgSub 3, as well as a third party resident of Country C. AgSub 2 
distributes a diverse range of chemical products to both related and third party 
wholesalers in Country C and other jurisdictions.  
 
AgSub 3 is a related subsidiary of AgHeadCo 1, resident in Country D. AgSub 3 performs 
a contract manufacturing function on behalf of AgHeadCo 1 for a specific chemical 
product in addition to marketing, sales and distribution functions to third party customers. 
AgSub 3 purchases finished goods from AgHeadCo 1. AgSub 2 recently developed a 
business relationship with ChemPower which led to the development of a new end 
product manufactured by AgSub 3 on behalf of AgHeadCo 1 for distribution in Country 
D. 
 
ChemPower Ltd is a third party, resident in Country E, that supplies AgSub 3 with the 
key active ingredient, Nitrozan (for which it holds legal ownership of the intellectual 
property) to contract manufacture the end product, for sale to third party customers. 
AgMaster has a legal agreement in place with ChemPower, under which ChemPower 
invoices AgMaster for the purchase of the Nitrozan and ChemPower supplies the 
physical product to AgSub 3. AgMaster has an arrangement in place with AgSub 3 that 
compensates AgSub 3 at cost plus 5%, leaving AgMaster with the gross profit from the 
sales to end customers in Country D. 
 
You are required to:  
 
1) Perform a functional analysis, characterising the AgMaster group entities 

with regard to functions, assets and risks.                                                                     (10) 
 

2) Propose appropriate transfer pricing methodologies, giving consideration to 
the 2017 OECD Transfer Pricing Guidelines.                                                                 (10) 
 

3) Describe comparability issues that may arise with a transfer pricing analysis 
for the AgMaster group.                                                                                                                (5) 
 

Total (25) 
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2. Jervax Ltd is multinational group of web hosting service companies, headquartered in 
Country X (in which the corporate tax rate is 30%). 

 
As part of a growth strategy and business restructuring initiative, Jervax’s management 
has set up a new subsidiary (Jervax Sub1), resident in Country Y, a low-tax jurisdiction, 
in order to provide web hosting services to both related and third parties in the Asia 
Pacific region. In addition, Jervax Sub1 has recruited a team of highly technical staff, 
some possessing doctorates, to develop an innovative web hosting program and network 
named Hostbuddy. The directors of Jervax Ltd have legally registered Hostbuddy’s 
intellectual property in Country X.  
 
Jervax Ltd charges Jervax Sub1 a license fee for the use of the intellectual property to 
sell the services to related and third parties in Country Y. The license fee is charged at a 
rate of 15% of sales. Jervax Sub1 negotiates and concludes contracts with related and 
third party customers in Country Y for the web hosting services.  
 
You are required to explain the transfer pricing issues and implications for the 
Jervax group, with regard to the arm’s length principle and the 2017 OECD 
Transfer Pricing Guidelines.                                                                                                                 (25) 
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PART B 
 

You are required to answer ONE question from this Part. 
 
3. Company A, located in Canada, owns the worldwide business name of a line of packaged 

food products, Suprafoods, which it manages globally. This line of foods has five baked 
products, which all differ marginally with regard to ingredient characteristics. Company A 
is regarded as a market leader in the organic food market. Company A has issued 
licences for the use of its product name, and sources the raw materials to manufacture 
the product in its Canadian factories. 

 
Company A uses three distributors to sell the same brand product for the same price: 

 
• Company B, a group company, promotes the Suprafoods brand by advertising 

extensively in Europe at a high cost to Company B. It operates under an exclusive 
trademark licence agreement with Company A, under which Company B is 
required to defend the trademark from law suits and make legal challenges against 
infringements in Europe. It also controls development of the brand. Company B 
sells the products marketed as Suprafoods in Europe, with a warranty for faulty 
products. A royalty fee of 5% is paid to Company A. Under a distribution agreement 
Company B buys the products at a special volume discount on sales price. 

 
• Company C, another group company located in a concessionally taxed jurisdiction, 

has a non-exclusive trademark licence agreement with Company A to sell the 
products marketed as Suprafoods in Asia, and offers product warranty. It conducts 
no advertising. A royalty fee of 10% is paid to Company A, which receives no buyer 
discount for the purchases of product which it on-sells. 

 
• Company D, an independent distributor, also sells the products marketed as 

Suprafoods in a number of countries in Asia, although no product warranty is 
provided for products as the customers have to make a claim for defective 
products directly to the manufacturer. A royalty fee of 5% is paid to Company A. It 
receives no buyer discount, but has prompt delivery terms in its distribution 
contract with Company A. 

 
You are required to: 

 
1) Advise the group distributors, Company B and Company C, of the 

appropriate transfer pricing method that would apply to each of their cross-
border activities relating to Company A, and explain the considerations that 
should be taken into account in determining an arm’s length price.               (10) 

 
2) How would you determine whether the amount of royalties paid reflects an 

arm’s length price, based on the above facts and internationally accepted 
transfer pricing principles? Provide your reasoning.                                              (10) 
 

You are not required to refer to any specific country’s tax laws in your answer. 
 

Total (20) 
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4. Treasury Co is a member of a multinational group, FiveSuns, that provides financial 

services to other subsidiaries in the global group. Treasury Co is a resident of a 
jurisdiction noted for its banking secrecy, and FiveSuns is headquartered in a country 
with a 30% corporate tax rate. 
 
Treasury Co is responsible for fundraising on global markets from different commercial 
institutions, and may also issue bonds under its articles of incorporation. In the last 
financial year, Treasury Co contracted with a consortium of banks to borrow $3 billion at 
a rate of LIBOR + 3%, which is consistent with its AAA credit rating (which is the same 
as the group’s credit rating). 
 
Treasury Co on-lends to group companies operating in countries in which it is difficult to 
raise finance, at a fixed 14% rate set by company directors. The credit rating of these 
borrowing companies is generally lower than the group credit ratings, and Treasury Co 
often demands a financial guarantee from the FiveSuns parent at a fee of 5% of 
borrowings. Also, when borrowings are provided in a currency other than its functional 
US dollar currency, Treasury Co hedges the risk with the FiveSuns parent. 
 
As the newly appointed tax adviser to the FiveSuns group, you are required to: 

 
1) Advise the FiveSuns board of directors on whether the group’s transfer 

pricing approach meets international arm’s length standards with respect to 
intragroup lending, the imposition of guarantee fees and hedging policies. 
Your advice should be supported, where possible, by relevant case law.   (15) 
 

2) Make recommendations on any measures which should be put in place to 
improve intragroup financing arrangements.                                                                  (5) 
 

Total (20) 
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PART C 
 

You are required to answer TWO questions from this Part. 
 
5. You are required to answer the following: 
 

1) What general restrictions exist on the exchange of information by tax 
authorities under tax treaties between countries?                                                       (4) 
 

2) What is the OECD Multilateral Convention (the MLI) to Implement Tax Treaty 
Related Measures to Prevent Base Erosion and Profit Shifting (BEPS), and 
how does it relate to the OECD’s wider BEPS initiative and the operation of 
tax treaties?                                                                                                                                          (6) 
 

3) Are the MLI arbitration avenues open to all taxpayers who lodge a Mutual 
Agreement Procedure request that is not resolved by the applicable 
Competent Authority within two or three years? Explain your answer.           (5) 
 

 Total (15) 
 
 
6. You have been asked by a multinational organisation to outline the overall transfer 

pricing documentation and Country-by-Country Reporting requirements that 
emerged from Action 13 of the OECD/G20 Action Plan on Base Erosion and Profit 
Shifting (BEPS), and their use by tax administrations, specifically in relation to:  

 
1) Master file.                                                                                                          (5) 

 
2) Local File.                                                                                                                         (5) 

 
3) Country-by-Country Reports.                                                                            (5) 

 
Total (15) 

 
 
7. You are required to explain the implications resulting from the following transfer 

pricing terms being applied: 
 

1) ‘Comparability adjustments’, including in your answer an example of an 
appropriate area of adjustment.                                                                                               (6) 
 

2) ‘Low value adding intra- group services’.                                                            (4) 
 

3) Audits that are conducted on a ‘simultaneous’,’ joint’ or ‘multilateral’ basis. 
(5) 

 
Total (15) 
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8. You have been approached by a new client to provide advice in relation to the potential 
implementation of an Advance Pricing Agreement (APA) and Cost Contribution 
Arrangement (CCA). 

 
You are required to: 
 
1) Provide a detailed description of the concept of an APA and the different 

types of APAs available, and outline the key advantages of entering into an 
APA.                   (7) 
 

2) Explain the concept of a CCA, how the arm’s length principle can be applied 
to a CCA, and documentation considerations for a CCA.                                         (8) 
 

Total (15) 
 
 
9. The treatment of permanent establishments in the field of transfer pricing has undergone 

significant change as a result of the OECD Base Erosion and Profit Shifting (BEPS) 
project. 

 
You are required to explain the important changes to the 2017 OECD Model Tax 
Convention, specifically in relation to Articles 5 and 7, and outline the implications 
from a transfer pricing perspective for multinational companies.                                 (15)      

 


