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Document No. 295
January 14, 2015

Mr. Andrew Hickman,

Head of Transfer Pricing Unit,

Centre for Tax Policy and Administration

Organisation for Economic Cooperation and Development

Accounting & Tax Committee
Japan Foreign Trade Council, Inc.

Comments on Discussion draft on
Action 10 (the Proposed Modifications to Chapter VII of the TP Guidelines
Relating to Low Value-Adding IGS) of the BEPS Action Plan

The following are the comments of the Accounting & Tax Committee of the Japan
Foreign Trade Council, Inc. (JFTC) in response to the invitation to public
comments by the OECD regarding the “BEPS Action 10: the Proposed
Modifications to Chapter VII of the TP Guidelines Relating to Low Value-Adding
IGS”.

The JFTC is a trade-industry association with Japanese trading companies and
trading organizations as its core members. One of the main activities of JFTC’s
Accounting & Tax Committee is to submit specific policy proposals and requests
concerning tax matters. Member companies of the JFTC Accounting & Tax

Committee are listed at the end of this document.
General Comments

1. The purpose of the Discussion Draft proposed by OECD is to define low
value-adding Intra Group Service (IGS), and to achieve the necessary balance
between the simplification of the calculation of appropriate charges for low
value-adding IGS and the need to protect the tax base of payor countries. We

are in basic agreement with the direction of this proposal.

2. In order to apply this proposal to entire MNE groups, we believe it is essential
to have the full support of all related payor and payee countries, including
non-OECD states.
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3. We request clarification on how Action 10 relates to Action 13 (such as, does
Action 13 transfer pricing documentation apply to IGS related documentation

determined in this discussion draft).

Specific Issues

Paragraph 7.15

It is problematic to view all “Centralised Services” as constituting IGS. These
include activities pertaining to the organizational structure of MNE groups that
are performed for the parent company and by sole decision of the parent company
without the consent or approval of group members. Member companies would not
willingly pay compensation for these activities, or would not undertake these

services for their own benefit.

Paragraph 7.47

For example, it is not appropriate to deem all services of corporate senior
management to not qualify for the simplified approach merely due to the

formality that the services are provided by corporate senior management.

Paragraph 7.51

The paragraph states, “simplified method would apply it on a consistent, group
wide basis in all countries in which it operates.” However, in reality, there are
various regulatory issues in certain countries such as remittances restrictions.
Moreover, some countries may not adopt Action 10 proposals and that collection of
IGS fees may not be possible. With these issues in mind, the paragraph should be
re-worded to state, “simplified method would apply it on a consistent, group wide
basis in all countries in which it operates and the method is accepted in line with
the OECD recommendation.”

Paragraph 7.52
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® In calculating cost pools, the basis of categorization should not be limited to
type of services. Other reasonable methods should be allowed, such as

categorization by companies providing the services.

® Regarding factors to be included in cost of IGS provided (such as, are only direct
costs included), clarification should be given in the commentary or by other
means to avoid differences in the understanding between the tax

administrations and taxpayers.

Paragraph 7.57

® Based on cost-plus method, a mark-up of no less than 2 percent and no greater
than 5 percent is proposed for low value-adding IGS. We request that clearer

guidance be given on the background and application of the mark-up rates.

® Regarding the mark-up on low value-adding IGS set within the range of no less
than 2 percent and no greater than 5 percent, we request clarification on
whether this range can be considered to be a safe harbor that is free of the risk

of tax audit adjustments.
® Paragraph 7.36 allows zero mark-up (that is, related costs only) in certain cases.

On the other hand, Paragraph 7.57 stipulates a mark-up range. The consistency

between the two paragraphs should be considered.

Paragraph 7.60

The paragraph states that documentation and reporting discussed should provide
sufficient evidence that the benefits test is met for low value-adding IGS. In light
of the nature of low value-adding IGS, we request that due consideration be given

to the administrative efficiency such as administrative costs.

Paragraph 7.61

® Companies electing to apply the simplified methodology are required to prepare
documentation and to make it available upon request to the relevant tax
administration. However, there are certain difficulties to prove the link between

amounts received and benefits. Moreover, it can be assumed that the
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administrative cost of responding to the requests of tax administration,
including the cost of documentation, would be very large compared to the actual
amounts received. For this reason, we request that due consideration be given to
efficiency and that mention be made of the balance with administrative costs.
We also request the inclusion of a stipulation that, related information and
documentation are to be submitted to the tax administration with jurisdiction
over the country of residence of the IGS receiving company (the parent company)
in compliance with information exchange agreements between the tax

authorities.
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