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Grant Thornton International Ltd 

welcomes the opportunity to 

comment on the OECD public 

discussion draft on the use of  profit 

splits in the context of  global value 

chains issued on 16 December 2014. 

We appreciate the work that the 

OECD has undertaken on the wider 

BEPS project and would like to 

make the following comments on 

the guidance released on 

transactional profit split methods.  



  

Introduction  

Application of the transactional profit split method to test an 

intercompany transaction is a subjective and complex area, and we 

fully appreciate the acknowledgement for further guidance in this 

area and the interrelations with the other BEPS Action Points. If 

increasingly more reliance is going to be placed on the use and 

application of the profit split method, then further guidance on 

how to apply this method under different scenarios would be 

helpful. We would welcome further guidance through the use of 

more examples that are akin to real life practical scenarios. We feel 

strongly that taxpayers should take a pragmatic, rather than 

formulaic, approach in applying the transactional profit split 

method. We would prefer the guidance to present considerations 

and examples, but not be a series of mechanical steps that need to 

be followed rigidly in the application presented. 

     We have documented our comments on the existing guidance 

on transactional profit splits (Part III, Chapter II) in Appendix A. 

Our responses to the OECDõs questions in regards to profit splits 

are included in Appendix B. 

Appendix A 

Comments on the existing Part III, Chapter II  

We recognise the discussion draft on the use of profit splits in the 

context of global value chains is interrelated to other OECD 

BEPS discussion drafts that have been released. Namely, 

Action 1: Address the tax challenges of the digital economy and 

Action 8: assure that transfer pricing outcomes are in line with 

value creation: intangibles. Tax authorities are increasingly looking 

at where, and by whom, value is created in a business' global value 

chain through the use of risk assessment techniques and the 

requirement for taxpayers to complete a country by country 

reporting (CbCR) template. It is evident that there is a common 

theme that the use of the profit split method will increasingly be 

applied to test transactions where parties involved are, for 

example, highly integrated or where they both own/fund 

intangible assets. More specifically, the 'Action 8 ð assure that 

transfer pricing outcomes are in line with value creation: 

intangibles' discussion draft places a high importance on the profit 

split method for intangible related transactions (over the other 

transfer pricing methods). We would welcome and appreciate 

further guidance on the application of the use of profit split 

methods to help taxpayers in implementing and applying profit 

split analyses, especially if businesses are increasingly expected to 

move towards using the profit split method to test intercompany 

transactions. We discuss the specifics of where we would welcome 

further guidance below.  



  

The application of the profit split method in practice can be 

subjective and complex. We appreciate that the selection of the 

'most appropriate methodology' should be used when testing 

intercompany transactions. But historically the profit split method 

has been treated as a method of 'last resort'. This appears to be 

associated with the ambiguity that lies around applying the profit 

split method and the limited examples available. We would 

welcome any wording to be removed in the guidance which could, 

potentially, act as a deterrent from using this methodology. Our 

suggestion of further practical examples in the form of an Annex 

could help encourage the use of this method where it is considered 

most appropriate. In the same light, the profit split method should 

not unduly be favoured or used as a first port of call where other 

methods could be appropriate. 

     Profits splits, particularly those applying a contribution analysis, 

are not always more difficult to apply reliably than one-sided 

methods. We have found them to be a practical solution for 

businesses of all sizes in certain circumstances, as they are quite 

scalable with respect to analysis time and cost. They can be applied 

to multilateral transaction chains, in the appropriate circumstances, 

where the alternative could be several applications of one-sided 

methods and extensive benchmarking. 

     We have noted increased consideration given to profit splits in 

tax authority examinations and competent authority settlements. 

Profit splits can also sometimes serve as a ôreasonablenessõ check 

against the outcomes of one sided methods or of proposed tax 

authority adjustments. A profit split analysis can be useful for 

explaining why it may be reasonable for an entity to achieve a 

result above or below a range of comparables. For example if 

profits are lower due to extensive discounting required to obtain 

or maintain a significant customer in a given market and it may be 

expected that the discount be shared by both a manufacturer and a 

distributor. We would caution though against making these kinds 

of corroborative checks the norm, simply because the costs of 

compliance would be too burdensome.  

     In addition to being a ôsense checkõ of the results obtained 

under other methods in certain circumstances, in our experience, 

the profit split method is an appropriate methodology to use in 

scenarios where both parties bring to bear valuable intangibles and 

we can easily identify the strengths behind using this methodology.  

     As mentioned above further guidance would be welcome, more 

specifically the following:  

Å More examples where multi factor/allocation keys are applied 

and where the two or more parties involved in the transaction 

have different functional and risk profiles. We appreciate the 

current examples stated in Annex II of Chapter II, as they 

clearly show the application of the profit split method, but we 

recognise they are simplistic and do not represent the true 

complexities seen with practical cases. By adding in additional 

examples it would also give further insight into applicable 

allocation keys. Based on our experience the value drivers [of a 

business] and competitive advantage of a 'group' are normally 

attributed to multiple factors. We would like to see more 

detailed examples on how to apply such a complicated method 

to such a complex issue and believe that the inclusion of 

typical case examples may prove helpful in illustrating the 

concepts of this method and its application. We have 

commented further on this point in Appendix B.  

 



  

Å Industry specific examples - the profit split method is used in 

more integrated business models, for example the financial 

services industry. As this is the case, industry specific guidance 

would be welcome. We think the 'application of profit split 

methods to the global trading' in Part III, Section C of the 

report on the 'Attribution of Profits to Permanent 

Establishments' example is helpful as it walks through different 

factors that could be used to measure relative contributions of 

the different value drivers in the industry; whilst appreciating 

that individual facts and circumstances need to be considered 

for each case. We think this would be particularly helpful for 

those taxpayers applying the profit split method for the first 

time and could increase alignment within industries. We are 

not suggesting industry norms should be definitive, but that 

they could provide useful context for taxpayers in some 

industries. 

Å Choose/implement one methodology for the application of 

accounting standards. In the absence (as is the case with 

current guidance) of standard tax accounting rules where the 

profit split application considers different entities in different 

jurisdictions it can be difficult to align different year ends, 

currencies and accounting treatments. Guidance on 

choosing/implementing one methodology for tax accounting 

standards on a global basis which is agreed in advance by tax 

administrations and applied consistently would be welcomed. 

Also in the event of an enquiry, tax authorities may ask for 

financial data to be provided in a different way to that in the 

document where the profit split analysis is set out, for their 

own ease and understanding. The determination of a standard 

approach to providing/applying financial information, before 

the profit split is carried out, could prevent further questions 

being raised by tax administrations and reduce any unnecessary 

administrative burden.   

 

Further guidance on the above may help with solving some of the 

practical difficulties in applying the profit split. Whilst we have 

suggested further guidance would be helpful, we recommend this 

is balanced without making the profit split method application a 

mechanical step-by-step process. We respect the arm's length 

principle and believe this is still the underlying principle to adhere 

to. We also want to avoid adding to taxpayers' administrative 

burden further. As the profit split method is a subjective area, we 

strongly consider it would not be appropriate to have too 

mechanical an approach for its application.  

      We think the application of the profit split method should be 

consistent year on year (assuming the facts and circumstances 

have not changed) and it should generally not change in the event 

that in one year the analysis results in a split of losses rather than 

profits in a given year. Additionally, we suggest consistency should 

ideally be maintained with the source of financials used in a profit 

split analysis and the Country by Country Reporting (CbCR) 

template (ie whether this is applying the statutory accounts, using 

the statutory accounts in both cases). From our wider experience, 

consistency of approach on a global basis is also very helpful for 

tax administrations.   

     We note there are many references in the current guidance to 

look for comparables and comparable uncontrolled prices (CUPs) 

in the first instance for a transaction where the profit split method 

may be deemed appropriate (even though the hierarchy of 

methods was removed when the 2010 guidelines were finalised). 

The current wording of the guidance almost suggests this is the 

first step before starting a profit split analysis. If this is expected to 

be the case, guidance on sources of information of where to find 

suitable comparables would be helpful. We recognise this 

information is sensitive as it will tend to involve complex 




