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On 14 November 2011, Ernst & Young’s Hong Kong Financial Services 
Transfer Pricing (FSTP) team hosted a transfer pricing seminar discussing 
the impact of recent regulatory change on transfer pricing in the region. 
Chaired by James Badenach, Ernst & Young’s Asia Pacific Banking & 
Capital Markets Tax Leader, the session started with Phil Rodd from 
Ernst & Young’s Hong Kong Regulatory Advisory team introducing recent 
regulatory developments and their application in the Asia region, including 
Basel III, the UK Independent Commission on Banking and the US Dodd 
Frank Act. Once introduced, Stephen Labrum, Patrick Cheung, Samuel 
Gordon, Justin Kyte, Jonathan Thompson and David Elwell from our FSTP 
teams in Hong Kong, New York, London and Tokyo, respectively, discussed 
the impact these developments are having on banking groups’ FSTP 
policies. 

The specific TP areas discussed included funds transfer pricing, the 
compensation of capital and risk transfer arrangements, living wills, 
transfer pricing for loss-making affiliates and transfer pricing for cost 
allocations. The following provides a very brief summary of the topics 
discussed. For further information on these topics or the seminar, please 
contact your Ernst & Young representative or any of the authors listed at 
the bottom of this Alert. 

Funds transfer pricing

The proposed introduction of minimum liquidity standards, plus an 
increased focus on liquidity by virtually all international banking 
organizations, makes funds transfer pricing one of the most discussed 
and important areas of transfer pricing at the moment. Many groups are 
currently evaluating their funding frameworks to ensure that the funding 
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costs/interest rates charged 
to related party borrowers are 
consistent with the arm’s length 
standard and are considered 
reasonable versus local entities’ 
onshore funding profiles. Our 
panel discussed the key questions 
currently being asked including the 
determination of credit ratings for 
borrowing entities when operating 
in a subsidiary structure, ensuring 
funding matches the underlying 
business needs and treatment of 
the costs of liquidity pools being 
retained at head office level. The 
panel provided insights from a 
range of projects performed in 
Europe, the United States and Asia 
with a focus on how this will impact 
transfer pricing in the region, going 
forward. 

Compensation of capital and 
risk transfer arrangements

The compensation of capital has 
long been an interesting topic of 
transfer pricing conversation in 
the Asia Pacific region. Historic 
challenges by the National Tax 
Authority in Japan, the expansion 
of Asia-based traders booking 
onto centralized trading books 
and increasing incorporation of 
banking branches in Asia mean that 
the issue is likely to continue for a 
while. 

As was discussed on our panel, 
recent APA applications in Japan 
plus the impact of regulatory 
change defining more specifically 
the role of capital and the levels 
that must be maintained, provide 
an opportunity for groups to review 
their capital charging mechanisms 
to ensure consistency with the 
arm’s length standard. Based on our 
experiences, interesting questions 
still remain around loss-protection 

arrangements and the potential 
movement of risk management 
from a compliance reporting 
role to a higher value function. 
However, regulatory developments 
and data may provide groups with 
a robust starting point for the 
development of suitable TP policies 
for compensating the cross-border 
provision of capital.

Recovery and resolution plans

As a key component of both the 
UK Independent Commissioners 
report on Banking, plus Dodd Frank 
in the United States, significant 
financial services institutions will be 
required to prepare a recovery and 
resolution plan. Commonly known 
as a “Living Will,” the agreement 
will explain how the group will 
arrange itself so it can be allowed 
to fail safely, quickly and without 
destablizing the financial system 
and exposing taxpayers to risk of 
loss. Given the ever increasing 
level of related party transactions 
within banking groups, transfer 
pricing, particularly in the event 
of losses, plays a key role in the 
development of a Living Will. This 
development has a strong link to 
centralized booking structures, as 
closer scrutiny will be applied by 
regulators to test the capacity of 
booking locations to bear risk. 

Transfer pricing for loss-making 
affiliates

Banking groups in Asia are 
increasingly facing pressure from 
tax authorities and regulators 
regarding the level of profit 
generated by onshore banking 
businesses. Despite losses often 
being driven by external factors, 
transfer pricing comes under 
scrutiny as tax authorities seek to 

deny cost allocations or increase 
revenue shares to the local 
country in an attempt to maintain 
profitability. 

Our panel explored the concept of 
being able to use transfer pricing 
in an arm’s length manner to help 
manage this issue proactively. 
Discussion focused on the use, 
application and risks of ”contingent 
services arrangements” as outlined 
in the US, regulations or the more 
broadly defined “network support 
payments” where it may be possible 
to structure transfer pricing to 
support loss-making affiliates 
because the local operation is 
considered beneficial to the group 
as a whole. 

Cost allocations

The transfer pricing of cost 
allocations remains a hotly debated 
topic in the region with many tax 
authorities challenging allocations. 
Our panel discussed our extensive 
experience in this area including 
the need to focus on examples 
of service from both the service 
provider and the service recipients’ 
perspectives, the application of 
mark-ups on support services 
and practical ways to help defend 
cost allocations in an audit in the 
region. The panel also discussed 
operational structures to help 
rationalize cost charging structures, 
the level of documentation that is 
recommended and audit defense 
strategies. 

Contact details

Should you have any questions on 
any of the above or wish to discuss 
these topics further, please do 
not hesitate to contact any of the 
authors of this Alert or your usual 
Ernst & Young contact.
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For additional information with respect to this Alert, please contact the following:

Ernst & Young (China) Advisory Limited, International Tax Services – Transfer Pricing, Hong Kong
•	 James Badenach	 +852 2629 3988	 james.badenach@hk.ey.com
•	 Patrick Cheung	 +852 2846 9905	 patrick.cheung@hk.ey.com
•	 Justin Kyte	 +852 2629 3880	 justin.kyte@hk.ey.com
•	 Jonathan Thompson	 +852 2629 3879	 jonathan.thompson@hk.ey.com

Ernst & Young (China) Advisory Limited, Financial Services – Advisory, Hong Kong
•	 Philip Rodd	 +852 2846 9028	 philip.rodd@hk.ey.com

Ernst & Young LLP (United Kingdom), International Tax Services – Transfer Pricing, London
•	 Stephen Labrum	 +44 20 7951 5603	 stephen.labrum@uk.ey.com

Ernst & Young Shinnihon Tax, International Tax Services – Transfer Pricing, Tokyo
•	 Samuel Gordon	 +81 3 3506 2411	 samuel.gordon@jp.ey.com

Ernst & Young LLP (United States), International Tax Services – Transfer Pricing, New York
•	 David Elwell	 +1 212 773 7911	 david.elwell@ey.com

Ernst & Young, Global Financial Services, Transfer Pricing Leaders
Germany
•	 Ulf Andresen, Frankfurt	 +49 6196 996 27133	 ulf.andresen@de.ey.com

Hong Kong	
•	 Patrick Cheung, Hong Kong	 +852 2846 9905	 patrick.cheung@hk.ey.com

Japan
•	 Sam Gordon, Tokyo	 +81 3 3506 1259	 samuel.gordon@jp.ey.com

United Kingdom
•	 Steve Labrum, London	 +44 20 7951 5603	 slabrum@uk.ey.com
•	 Oliver Davidson, London	 +44 20 795 11571	 odavidson@uk.ey.com

United States
•	 Chris Faiferlick, Washington, DC	 +1 202 327 8071	 chris.faiferlick@ey.com
•	 Barbara Mace, New York	 +1 212 773 2502	 barbara.mace@ey.com	

mailto:James.badenach@hk.ey.com
mailto:Patrick.cheung@hk.ey.com
mailto:Justin.kyte@hk.ey.com
mailto:Jonathan.thompson@hk.ey.com
mailto:Philip.rodd@hk.ey.com
mailto:Stephen.Labrum@uk.ey.com
mailto:Samuel.Gordon@jp.ey.com


4 International Tax Alert  Transfer pricing

www.ey.com

© 2011 EYGM Limited. 
All Rights Reserved.

EYG no. CM2579

This publication contains information in summary form 
and is therefore intended for general guidance only. It 
is not intended to be a substitute for detailed research 
or the exercise of professional judgment. Neither EYGM 
Limited nor any other member of the global Ernst & 
Young organization can accept any responsibility for 
loss occasioned to any person acting or refraining from 
action as a result of any material in this publication.  On 
any specific matter, reference should be made to the 
appropriate advisor.

About Ernst & Young
Ernst & Young is a global leader in 
assurance, tax, transaction and advisory 
services. Worldwide, our 152,000 people 
are united by our shared values and an 
unwavering commitment to quality. We 
make a difference by helping our people, 
our clients and our wider communities 
achieve their potential.  

Ernst & Young refers to the global 
organization of member firms of  
Ernst & Young Global Limited, each of 
which is a separate legal entity.  
Ernst & Young Global Limited, a UK 
company limited by guarantee, does 
not provide services to clients. For more 
information about our organization, please 
visit www.ey.com.

About Transfer Pricing/TESCM
We bring you a global perspective on 
transfer pricing and tax effective supply 
chain management (TESCM), based on 
our long-standing experience of what 
really works. We help you configure your 
supply chain effectively and design and 
implement sustainable transfer pricing 
policies. Our multi-skilled teams support 
you in implementing proactive, pragmatic 
and integrated strategies that address tax 
risks and help your business achieve its 
potential. It’s how Ernst & Young makes a 
difference.

Ernst & Young

Assurance | Tax | Transactions | Advisory

•	 Global Transfer Pricing, Germany
Thomas Borstell, +49 211 9352 10601

•	 Americas, United States
Bob Ackerman, +1 202 327 5944
Purvez Captain, +1 713 750 8341

•	 EMEIA, Germany 
Oliver Wehnert, +49 211 9352 10627

•	 Asia Pacific, Singapore
Luis Coronado, +65 6309 8826

•	 Japan, Tokyo
Kai Hielscher, +49 89 14331 16711

•	 Global Markets, United Kingdom 
John Hobster, +44 207 951 6438

•	 TESCM, Amsterdam
Victor Bartels, +31 88 4071378 

•	 Global Financial Services TP, London
Stephen Labrum, +44 20 7951 5603 

Transfer Pricing

•	 Argentina Carlos Casanovas +54 11 4318 1619
•	 Albania Alexandros Karakitis +355 4 24  19 574
•	 Australia Paul Balkus +612 9248 4952
•	 Austria Andreas Stefaner +43 1 211 70 1041
•	 Belgium Herwig Joosten +32 02 774 9349
•	 Brazil Gil Mendes +55 11 2112 5466
•	 Bulgaria Laszlo Szaka +359 2 8177 141
•	 Canada Sean Kruger +1 416 941 1761
•	 Chile Osiel Gonzales +56 26 761 141
•	 China Jessica Tien +86 21 22282115

•	 Colombia Gustavo Pardo +1571 651 2210

•	 Costa Rica Rafael Sayagues +1 212 773 4761
•	 Croatia Denes Szabo +36 1 451 8209
•	 Czech Republic Libor Frýzek +420 225 335 310
•	 Denmark Thomas Bjerre +45 3 587 2901
•	 Ecuador Javier Salazar +1 593 2 255 5553
•	 Egypt Seema Sharma +1 214 969 8077
•	 Estonia Ranno Tingas +372 611 4578
•	 Finland Kennet Pettersson +358 40 556 1181
•	 France Franck Berger +33 4 78 63 17 10
•	 Germany Oliver Wehnert +49 211 9352 10627
•	 Greece Aggelos Benos +30 210 288 6 024
•	 Hong Kong
•	 Hungary

Patrick Cheung
Zoltan Liptak

+852 2846 9905
+36 1 451 8638

•	 India Vijay Iyer +91 98 1049 5203
•	 India (TPC) Puja Ramasubban +91 80 6608 6895
•	 Indonesia Carlo Navarro +62 21 5289 5000
•	 Ireland Dan McSwiney +353 1 221 2094
•	 Israel Lior Harary-Nitzan +972 3 623 2749
•	 Italy Davide Bergami +39 02 851 4409
•	 Japan Kai Hielscher +81 3 3506 1356
•	 Kazakhstan Roman Yurtayev +87 727 258 5960
•	 Korea Rap Choi +82 2 3770 1001 
•	 Latvia Ilona Butane +371 704 3836
•	 Lithuania Leonas Lingis +370 5 274 2279
•	 Luxembourg Paul Leyder +352 42 124 7240
•	 Malaysia Janice Wong +6 03 7495 8223
•	 Mexico Jorge Castellon +52 81 81521829
•	 Netherlands Danny Oosterhoff +31 88 40 71007
•	 New Zealand Mark Loveday +64 9 300 7085
•	 Norway Marius Leivestad +47 24 00 23 86
•	 Peru Marcial Garcia +151 1 411 4424
•	 Phillipines Romulo Danao +63 2 894 8392
•	 Poland Aneta Blazejewska-Gaczynska +48 22 557 8996
•	 Portugal Paulo Mendonca +351 21 791 2045
•	 Romania Alexander Milcev +402 1402 4000
•	 Russia Evgenia Veter +7 495 660 4880
•	 Singapore Luis Coronado +65 6309 8826
•	 Slovak Republic Gunter Oszwald +421 2 333 39610
•	 Slovenia Denes Szabo +36 1 451 8209
•	 South Africa Karen Miller +27 21 443 0200
•	 Spain Ramón Palacín Sotillos +34 915 727 485
•	 Sweden Mikael Hall +46 8 520 592 35
•	 Switzerland Edvard Rinck +41 58 286 4250 
•	 Taiwan George Chou +86 21 2228 8888
•	 Thailand Anthony Loh +662 264 0777 
•	 Turkey Alper Yilmaz +90 212 368 53 60
•	 United Arab Emirates Seema Sharma +1 214 969 8077
•	 United Kingdom Tim Steel +44 20 7951 1149
•	 United States Bob Ackerman

Purvez Captain
+1 202 327 5944
+1 713 750 8341

•	 Venezuela Jose A. Velazquez +58 212 905 66 59
•	 Vietnam Nitin Jain +84 8 832 45252


