
 

 

 

  

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Pricing Interest Benchmarking Study 
Intercompany Financing arrangement taken by ABC Co 
 
 
 
 
 
 



 

PRICING INTEREST BENCHMARKING STUDY 
2 

 

Contents 

1 Introduction, Scope and limitations 3 

2 Financing Arrangement Overview 4 

2.1 Introduction 4 

2.2 Understanding the financing arrangement 4 

2.3 Lending Terms 4 

3 Interest Rate Analysis 5 

3.1 Overview 5 

3.2 Approach for covered transactions 5 

3.3 Selection of most appropriate transfer pricing method 5 

3.4 Credit Rating analysis 6 

3.5 Transfer pricing benchmarking analysis 8 

3.6 Search Results and post analysis adjustments 9 

3.7 Summary of search results and conclusion 12 

3.8 Conclusion 12 

4 Limitations 13 

5 List of Annexures 14 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

PRICING INTEREST BENCHMARKING STUDY 
3 

 

1 Introduction, Scope and limitations 

 

We have been engaged by ABC co and its subsidiaries (hereinafter ‘the group’), amongst others, ABC 

Co (Hereinafter ‘the Borrower’) to prepare a transfer pricing benchmarking report to document the 

intercompany transactions relating to the Intra Group financing arrangement with its subsidiaries 

(Hereinafter ‘Lender(s)’ or ‘Related Parties’). 

 

The purpose of this report is to determine the arm’s length range of interest rates to be applied for the 

intercompany financing transactions undertaken by the group. This report has been prepared in 

accordance with the internationally recognized arm’s length principle, as outlined in the 2022 

Organization for Economic Co-operation and Development (“OECD”) Transfer Pricing Guidelines for 

Multinational Enterprises and Tax Administrations (“OECD Guidelines”). We assumes no responsibility 

for transfer pricing consequences, or any other consequences, to any other person.  

 

We have asked the group to review the report and confirm that there are no material misunderstandings 

or misrepresentations of the facts gathered during its preparation. We have not independently audited 

or otherwise verified any of the facts, assumptions, or representations contained in this report. 

 

Our work has been undertaken based on the arm’s length principle and the transfer pricing methods 

outlined in the OECD Transfer Pricing Guidelines for Multinational Enterprises and Tax Administrations, 

2022. Our analysis has been limited to transfer pricing matters only. We have not considered any 

corporate tax, indirect tax, or foreign tax issues. In rendering our advice, we have relied upon the 

accuracy and completeness of the facts, assumptions, and representations contained in verbal 

communications with, and documents provided by the group. The advice represents our conclusions 

only and should not be taken as an assurance of the ultimate tax treatment. The advice is not binding 

on any tax authority and there can be no comfort that the tax authorities would not take contrary 

positions to such advice and would not be successful in sustaining such contrary positions. Please note 

that this report does not constitute full transfer pricing documentation for tax authority purposes. 
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2 Financing Arrangement Overview 

2.1 Introduction 

 

The following sections provide an overview of the financial transaction terms and outline our 

understanding of the roles and responsibilities of the participants of the financial transactions between 

the borrower and the lender(s) from a transfer pricing perspective. This includes detailing the roles and 

responsibilities pertinent to the financial arrangement, emphasizing the management of economically 

significant risks and the necessary control functions to mitigate these risks. 

 

By identifying these value-generating functions, we aim to ensure that the lender(s) and borrower are 

appropriately compensated/ charged in accordance with the arm’s length principle. 

2.2 Understanding the financing arrangement 

 

We understand that Borrower has obtained a financing arrangement from its related parties. The 

Lender(s) and Borrower belongs to the same group and due to the interrelationship between them, the 

entities constitute as related parties and as such necessitate an arm’s length test. 

2.3 Lending Terms 

 

The following table summarizes the key terms and conditions of the intercompany financial 

arrangements undertaken by the borrower with the lender(s) during the relevant financial year. 

 

Description Terms and Conditions 

Purpose of the 

Financing 

ABC co needs short-term funding to finance cash flows after significant dividend 

distribution to ABC co Inc (shareholder) 

Currency and 

Quantum of 

Loan 

The first column represents the country of the subsidiary.  

Row 1 represents the currency in which the (partial) loan is issued. 

 

Tenure of the 

Loan 

6 months 

Repayment 

Terms 

The principal should be repaid at the end of the borrowing. Borrower may repay at 

any time. Lender may require earlier repayment. 

Securities or 

subordination 

Unsecured 
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3 Interest Rate Analysis 

3.1 Overview 

 

This section summarizes the economic analysis performed to determine the arm’s length range of 

interest rates for the intercompany transactions under review. 

3.2 Approach for covered transactions 

 

The analysis adopted in determining the arm’s length interest rate is as follows: 

 

• Estimation of credit rating is ‘B+’`(reference is made to appendix 1) 

• In establishing the arm’s length range of interest rates on the financial arrangement obtained 

by the borrower we adopted a pragmatic approach and performed a broad-based search. The 

analysis undertaken in this regard is outlined in the sections below. 

3.3 Selection of most appropriate transfer pricing method 

 

The first step in carrying out this analysis is to evaluate each of the methods prescribed in the OECD 

Guidelines as outlined in the previous section and determine the most appropriate/ best method. 

3.3.1 CUP Method 

 

The CUP method is transaction-based and is generally accepted as the most direct method of 

establishing an arm’s length price. 

 

Under the CUP method, the arm’s length price for a transaction between two international related 

parties (a “controlled transaction”) is determined by reference to the price for a similar transaction 

entered into by two unrelated parties (an “uncontrolled transaction”). 

 

Hence, a taxpayer could conceivably use two different types of comparable uncontrolled transactions 

to establish or review the arm’s length nature of a transaction: 

 

• An internal comparable – the Lender(s)s and/or the Borrowers enter into financing 

arrangements with unrelated parties (e.g., financial institutions) that are comparable to the 

Covered Transaction. 

• An external comparable – A comparable financing transaction exists between two independent 

parties, each unrelated to the Lender(s)s and the Borrowers. 

 

The CUP method is generally accepted as providing a more direct comparison than any other transfer 

pricing method and is usually the preferred method for determining arm’s length interest rates and arm’s 

length handling fees. 

 

Application of the internal CUP method involves identifying a comparable transaction undertaken 

between the Borrowers and/or the Lender(s)s and an independent third party under the circumstances 

comparable to the 
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Covered Transaction. In this regard, we note that none of the entities that are parties to the Covered 

Transaction has obtained financing from independent lender(s)s. As such, there are no internal 

comparable transaction available to estimate the arm’s length range of interest rates. Furthermore, 

none of the parties to the Covered Transactions pay similar handling fees to third parties. Therefore, 

there are no internal comparable were available also for the purpose of determination of handling fee. 

 

Furthermore, we note that there are external databases which contain detailed sufficient and reliable 

information regarding the third-party loan transactions and handling fees. The databases provide 

information on interest rates and handling fees charged on similar transactions between independent 

parties. These sources indicate the prevailing coupon rates and handling fees that can be compared to 

the interest rates and handling fees applied on the intercompany transaction under review. 

 

In particular, information regarding the pricing of third-party financing arrangements between 

independent parties is available on the LSEG Loan connector database, which can be relied upon in 

applying the external CUP method. 

 

The LSEG Loan Connector was considered particularly useful in identifying the arm’s length conditions 

for the intercompany transaction under review. It enables users to screen for the key terms of the related 

party financing, which are likely to have an economic impact on the interest rates. 

 

Considering the factors outlined above, we consider the CUP method using external comparable data 

to be the most appropriate method to identify the arm’s length conditions for the purposes of this 

analysis. Given the applicability of the CUP method, other transfer pricing methods have therefore not 

been reviewed further. 

3.4 Credit Rating analysis 

 

The first step in determining the arm’s length interest rate using external CUP method is to determine 

the credit rating of the Borrower or the group. Credit ratings are a common indicator of the probability 

of default. The risk of default is crucial in estimating interest rates since it is linked directly to the 

lender(s)’s expectations with the credit risk associated with such an instrument and the borrower’s ability 

to repay. Thus, the higher the perceived risks of the borrower’s default, the higher the interest rate that 

the investor requires to extend the funding.  

 

International credit ratings are assigned by independent companies such as Standard & Poor’s (“S&P”) 

, Moody’s or Fitch . These rating agencies perform an independent, in-depth analysis of an issuer or 

issue rating and provide the investing company with an assessment of the probability that a company 

will not default on its obligations. The rating system used by these agencies summarizes the credit 

standing using alphanumeric symbols. 

 

The ratings used by S&P and Moody’s range are divided between investment grade and speculative 

and range from ‘AAA’/’Aaa’, respectively, to ‘C’. The ratings are further modified by the use of +/- signs 

(S&P) or the numbers 1, 2, or 3 (Moody’s). The table below provides an overview of the credit ratings 

used by S&P and Moody’s. 
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Table: Moody’s and S&P rating categories 

 

S&P Moody’s Summary Descriptions 

Investment Grade – High credit worthiness 

AAA Aaa Obligations rated AAA/Aaa are judged to be of the highest 

quality, with minimal credit risk. 

AA+, AA, AA- Aa1, Aa2, Aa3 Obligations rated AA/Aa are judged to be high quality and subject 

to very low credit risk. 

A+, A, A- A1, A2, A3 Obligations rated A/A are considered upper-medium grades and 

are subject to low credit risk. 

BBB+, BBB, 

BBB- 

Baa1, Baa2, 

Baa3 

Obligations rated BBB/Baa are subject to moderate credit risk. 

They are considered medium-grade and, as such, may possess 

certain speculative characteristics. 

Speculative – Lower Credit Worthiness 

BB+, BB, BB- Ba1, Ba2, Ba3 Obligations rated BB/Ba are judged to have speculative 

elements and are subject to substantial credit risk. 

B+, B, B- B1, B2, B3 Obligations rated B/B are considered speculative and are subject 

to high credit risk. 

Predominantly Speculative, Substantial Risk, or in Default 

CCC, CCC, 

CCC 

Caa1, Caa2, 

Caa3 

Obligations rated CCC/Caa are judged to be poor and subject to 

very high credit risk. 

CC Ca Obligations rated CC/Ca are highly speculative and are likely in, 

or very near, default, with some prospect of recovery of principal 

and interest. 

C Ca Obligations rated C/C are the lowest rated class of bonds and 

are typically in default, with little prospect for recovery of principal 

or interest. 

 

It can therefore be noted from the table above that investors generally consider a Ba1 rating by Moody’s 

to be consistent with a BB+ rating category by S&P. Similarly, a Ba2 rating from Moody’s is equivalent 

to a BB rating from S&P. The equivalent of a Ba3 Moody’s rating is a BB- rating on S&P’s rating scale. 

Ratings below a Moody’s Baa rating category (or S&P: BBB category) are considered below the 

investment grade, i.e., speculative grade. 

 

The first step to determine the arm’s length range of interest rates through comparable uncontrolled 

transactions is to have a similar default risk associated with the comparable transactions to the 

Borrowers of the intercompany transaction under review. As the credit rating measures the default risk, 

the first step is to evaluate the Borrower's credit rating. 

 

Estimating the credit rating 

 

As outlined previously, we used the credit rating B+, reference is made to appendix 1. 
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3.5 Transfer pricing benchmarking analysis 

 

Subsequent to the credit rating exercise, the next step in the analysis is to derive the arm’s length range 

of interest rates to be paid by the Borrower. As highlighted previously, we have performed an external 

CUP analysis available from public databases, having terms and conditions similar to that of the 

intercompany transaction under review. The interest rate charged on a loan facility of a given tenor 

issued to a borrower of certain credit quality is akin to coupon of the bonds issued for comparable tenors 

by entities with comparable credit ratings. 

 

A search was undertaken using data available in LSEG Loan Connector database (‘the database’) to 

identify corporate debt issuances comparable to the transaction under consideration. 

 

As per the OECD guidelines , comparable transaction should be similar in respect to the economically 

significant activities performed and responsibilities undertaken. 

 

The following screening criteria was used in the database to perform a comprehensive search: 

3.5.1 Database Screening 

 

We used the following Search criteria: 

 

 

3.5.2 Manual Search Criteria: 

 

As the result was wide the following additional manual filters were applied: 
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3.6 Search Results and post analysis adjustments 

Post the above screening measures, we have identified a set of comparable issuances. 

 

 

Transfer pricing loan adjustments are critical in ensuring that intercompany loan terms reflect what 

independent parties would agree upon in similar circumstances, thus complying with the arm's length 

principle. These adjustments address various factors that influence the risk and pricing of loans, such 

as credit rating, country risk, interest rate benchmarks, and collateral requirements. By making 

adjustments for elements like a subsidiary’s lower credit rating compared to its parent, additional 

country-specific risk, or the absence of typical loan covenants, the intercompany interest rate can be 

aligned with market standards. Additionally, interest rate swap adjustments may be applied to simulate 

the costs of managing interest rate exposure, further refining the loan’s alignment with comparable third-

party agreements. Together, these adjustments provide a comprehensive framework that ensures 

intercompany loan pricing remains fair, defensible, and consistent with regulatory requirements in 

transfer pricing. Here are additional adjustments undertaken in current case to create a robust 

benchmarking analysis. 

 

When an intercompany loan is established, one entity within a multinational group extends a loan to 

another group entity, often in a different country. To comply with transfer pricing rules, the interest rate 

on this loan should reflect market conditions. However, due to differences in economic environments, 

currency risks, and interest rate environments, adjustments are often needed to determine an 

appropriate arm's length interest rate. This is where currency and interest rate swap adjustments can 

come into play.  

The above result may include loan tranches which are having a floating interest rate and is not a fixed 

rate and further denominated in multiple currency. The loan being tested has a floating rate in 

multicurrency denomination. Accordingly, to have the closest proximity, we conducted interest currency/ 

rate swap adjustments (Cross Currency/Vanilla Swaps) using Eikon Swap pricing tool (‘The Tool’) to 

other currencies floating rates. 

 

This resulted in the following: 

USD 
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EUR 

 

 

JPY 

 

 

DKK 

 
 

NOK 

 

 

SEK 
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3.7 Summary of search results and conclusion 

 

Basis the above, the arm’s length range of the interest rate on loans obtained/ granted for the final set 

of comparable issuances is provided below: 

 

3.8 Conclusion 

Based on the loan benchmarking analysis, the Arm’s Length Price (ALP) for the tested party, should 

fall within a range defined by a minimum and a maximum ALP (Float rate conversion). The lower 

quartile, upper quartile is, and the median ALP, suggesting that most loans in the sample cluster around 

these values. The data suggests that a rate around the median or within this interquartile range would 

be an appropriate and market-aligned interest rate for this credit profile. This range provides a strong 

benchmark for setting a fair and arm’s length interest rate. The float rate (spread) needs to be applied 

on top of the base rate which is chosen for the loans.  

 

In example: if the EURIBOR is chosen on date ‘X’ (base rate of 2,1000 %), the median for EUR (6m) is 

applied of 353,50 (3,5350%), which results in an interest rate of 5,6350% 
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4 Limitations 

 

This report is not intended to constitute complete transfer pricing documentation or to provide assurance 

that the identified net cost-plus ranges will withstand scrutiny by the tax authorities. Rather, it is a study 

intended to identify the relevant margin trends.  

 

The present report is based on the facts as presented and on information provided by an independent 

specialized database, and it is based on similar searches. The database’s information used when 

performing the current analysis has not been independently audited, but information consistency checks 

have been applied, so the conclusion is reasonable, defensible, and objectively supportable. 

Unfortunately, there can be no guarantee that the tax authorities will agree with the objective conclusion 

of this report. 

 

Database used: 

Refinitiv Loan Connector 

In order to analyse the comparables arrangement, we have relied on the Refinitiv LPC Loan Connector. 

LPC provides a wide range of information in relation to loan transactions. This information is delivered 

via Loan Connector, a convenient, internet-based distribution platform. DealScan database 

(‘DealScan®’), which is part of the Loan Connector product, provides information on the global 

commercial loan market. DealScan provides users with access to LPC’s robust database of detailed 

terms and conditions of loans and bond transactions. The database provides information about current 

deals in the market and offers a historical perspective on deal pricing or market trends. DealScan is 

used by financial institutions and businesses worldwide, including syndicators, lender(s)s, institutional 

investors, traders, risk managers, treasurers and other market participants. 

 

Refinitiv Eikon 

Eikon provides real-time and historical financial market data and economic data, covering all sectors 

worldwide. It draws on capabilities and provides information on every asset class- from fixed income to 

equities, foreign exchange to commodities, derivatives to mortgages-integrated in one place and 

delivered in real time. It also provides the user an access to all news, analytics, communications, charts, 

execution platforms, and customer support. While we have reviewed the information contained in the 

databases and / or the relevant websites, we bear no responsibility in respect of any inaccuracies, 

omissions or changes, which may subsequently be discovered in the information contained in these 

databases. While we have reviewed the information contained in the databases and / or the relevant 

websites, we bear no responsibility in respect of any inaccuracies, omissions or changes, which may 

subsequently be discovered in the information contained in these databases. 

 

S&P Global Market Intelligence 

We have utilized the S&P Global Market Intelligence Credit Analytics tool to compute and assess the 

credit rating of the company. This platform integrates advanced quantitative credit risk models, including 

the Probability of Default (PD) models and CreditModel™, which leverage S&P Global Ratings’ data to 

evaluate both rated and unrated entities. It provides comprehensive insights into creditworthiness, 

default probabilities, and recovery expectations by combining financial data, market signals, and 

macroeconomic stress testing. The tool also enables automated financial spreading and real-time risk 

monitoring, ensuring a robust and reliable basis for credit evaluation. Source: 

https://www.spglobal.com/market-intelligence/en/solutions/products/creditanalytics 
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