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Are you being caught in between an Intra-Group
Services (IGS) Arrangement and a Cost

Contribution Arrangement (CCA)?

Defining IGS and CCA

To set the right footing for the discussion, let us
first examine the salient features of IGS and
CCA from the following aspects:

1. Commercial rationale giving rise to the
different arrangements.

2. Transfer pricing methodologies commonly
accepted by the authorities.

Cost Contribution
Arrangement (CCA)

Commercial arrangement: CCA is
a contractual arrangement among
members within a group of
companies to share common costs
and risks of developing, producing
or obtaining assets, services or
rights.

Transfer Pricing: Cost sharing
method by allocating the total costs
amongst members participating in
the arrangement depending on the
extent of the interests of each
participant in those assets, services
or rights.

Examples: Joint research project to
produce a product, joint
development of intellectual property
rights, cross sharing of services, etc.



What are the
transfer pricing
ISSUes associated
with IGS and
CCA?




What are the transfer pricing issues associated with IGS
and CCA?

Both IGS and CCA are associated with shared services arrangements
between members within the same group of companies. At times, there
is a blur line between them, so much so that the same may be
perceived differently under different pairs of eyes. By and large, the
Inland Revenue Board of Malaysia (IRBM) has keen eyes to ensure
that a CCA arrangement remains as such. A slight crossing over by
CCA to the IGS zone will alert them right away. Why is that so?

From the tax lens, there is a clear distinction between an IGS and a CCA:

. IGS represents a value added . CCA is aresource sharing
arrangement — arrangement —
The service provider is expected to earn Costs are being shared without a
an arm’s length profit margin. requirement to impose an arm’s

length profit mark-up.

Tax Case on CCA vs IGS

As highlighted, a cost sharing arrangement under CCA between related companies can be
construed as a provision of services (IGS) arrangement by the IRBM. A recent High Court case
may shed more light on the IRBM’s position with regards to the subject matter.

Background information:

» Shell People Services Asia Sdn Bhd (SPSA) was engaged in providing shared services to its
related companies within the Shell Group.

+ Separately, SPSA has also entered into a contractual arrangement for the cross sharing of
services and resources with other shared service providers within the Shell Group, i.e. a CCA.

* During a tax audit, the IRBM was of the view that the cost sharing arrangement has close
resemblance to an IGS arrangement instead of a CCA, and re-characterised the same as an
IGS arrangement.

* The additional tax payable on the “deemed profit mark-up” and penalties imposed by the IRBM
for the YAs 2012 to 2016 totaled RM15.6 million.
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Relevant provisions under the ITA:

. The IRBM has invoked the transfer pricing provisions under Section
140A of the ITA in allowing it to substitute prices set on transactions
between associated persons for failure to observe the arm’s length
principle.

. The normal route is for SPSA to appeal the IRBM’s additional
assessment to the SCIT pursuant to Section 99 of the ITA. However,
instead of SCIT, SPSA submitted an application for a judicial review to
the High Court. A judicial review seeks to challenge the lawfulness of a
decision made by the IRBM, rather than the technicality of the subject

matter under dispute.

Response from the High Court:

» The High Court rejected SPSA’s
application for judicial review,
and asked that SPSA to make
its appeal to the SCIT.

«  There was no further discussion
relating to the issue at hand, i.e.
CCAVvs IGS.




Example of a CCA — A Simplified View

Taiwan Malaysia Singapore
Co Co Co

Expert in Expert in Expert in
production R&D of market
technology product intelligence

» Contribution from all 3 companies

» Benefits to be reaped by all 3 companies

The 3 companies entered into CCA
— Jointly develop a new product

A CCA arrangement is entered into between 3 companies within a group of companies located in
Taiwan, Singapore and Malaysia. The CCA involves a joint development of a technology product.
Each participant has its own expertise, and all agreed to contribute to a common project that will
see benefits being reaped in the future for all of them upon the successful launch of the product in
the market.

Considerations from the transfer pricing documentation perspective:
. Clearly specify the objective of formation of a CCA, and the roles and responsibilities of each
of the participants.

. Value and cost analysis to demonstrate the contributions and benefits of each participant, and
subsequent allocation of the shared costs.



Key Takeaways

Characterisation has been increasingly scrutinized
by the IRBM in tax audit cases, as seen from
SPSA’s case whereby the IRBM has not accepted
the characterisation by SPSA with respect to the
purported CCA adopted by SPSA with its related
companies.

Drawing from the above, your ability to properly

characterise a service transaction as a CCA as

opposed to an IGS has a consequential impact on

the defensibility of the pricing of the controlled
insaction during a tax audit.

As a guide, you need to get ready at
least the following to defend your

position:

1. To keep proper documentation as 3. To employ an appropriate
evidence to substantiate the transfer pricing method to
essence of the transactions. support the transfer prices

adopted.
To explain the commercial To align “substance” to “form”,
rationale behind the CCA or meaning that actions taken should
IGS, supported by sound correspond to the written
gualitative and quantitative agreement between the parties

analyses. involved in the CCA or IGS.
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About Us

About Crowe Malaysia

Crowe Malaysia is the 5" largest accounting firm in Malaysia and an
independent member of Crowe Global. The firm in Malaysia has 14
offices, employs over 1,300 staff, serves mid-to-large companies that
are privately-owned, publicly-listed and multinational entities, and is
registered with the Audit Oversight Board in Malaysia and the Public
Company Accounting Oversight Board in the US.

About Crowe Global

Ranked 8" largest accounting network in the world, Crowe Global has
over 250 independent accounting and advisory firms in 130 countries.
For almost 100 years, Crowe has made smart decisions for
multinational clients working across borders. Our leaders work with
governments, regulatory bodies and industry groups to shape the future
of the profession worldwide. Their exceptional knowledge of business,
local laws and customs provide lasting value to clients undertaking
international projects.

Crowe Malaysia PLT is a member of Crowe Global, a Swiss verein. Each member firm of Crowe Global is a separate and independent legal entity. Crowe Malaysia and
its affiliates are not responsible or liable for any acts or omissions of Crowe or any other member of Crowe Global and specifically disclaim any and all responsibility or
liability for acts or omissions of Crowe Global or any other Crowe member.
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