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A Government Agency
Sharpens Its Focus On
Transfer Pricing Strategies

THE CLIENT: Transfer pricing strategies for tangibles, which involve charging
one division of a company for goods or services provided by
another, typically offer advantages from a taxation perspective.
Rigorous analysis is done at the corporate level to assess the
creditworthiness of the tested party and the appropriate
USERS: interest rate to set for any intercompany loan. Thisis to
validate that the controlled transaction in question satisfies
the arm’s-length principle - as if the transaction occurred
between two comparable, unrelated parties. As overseers of
tax issues, certain government agencies need to undertake
similar analysis to evaluate potential profit shifting risks by
determining if the interest charges, which are tax deductible,
actually reflect market conditions. The transfer pricing group at
this government agency wanted to utilize a range of data and
analytical tools that were popular with many companies in
order to replicate the analysis being done. The group reached
out to S&P Global Market Intelligence (“Market Intelligence”) to
discuss the firm’s capabilities in this area.

Tax authority of a major world
government

Transfer pricing group


https://corporatefinanceinstitute.com/resources/knowledge/accounting/accounting-for-income-taxes/
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Pain Points

The transfer pricing group set out several
important criteria to evaluate information
providers. This included having:

e Astrong market reputation for a
comprehensive and reliable set of services
used by many companies.

e Awell-developed and trusted methodology
for assessing the creditworthiness of a wide
range of companies — both public and
private and large and small.

e The ability to assess multiple interest rate
scenarios.

Members of the group emphasized the important
role they play in assessing and monitoring the
activities of companies with respect to transfer
pricing. Given this, they stressed the importance of
having models and analytical approaches that
were easy to understand, fully transparent, and
defendable.

This government agency’s
transfer pricing group
plays an important role in
overseeing the activities
of companies in its
jurisdiction and needed
access to trusted data and
analytical tools to evaluate
potential credit risks and
proposed interest rates for
transfer pricing

arrangements.
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The Solution

Market Intelligence discussed its Credit Analytics solution set that blends cutting-edge models
with robust data to help users reliably assess the credit risk of companies across the globe. This
includes Probability of Default Fundamental Model (PDFN), a fundamentals-driven credit risk
model that measures the likelihood of default over a number of time horizons by utilizing financial
statements, proprietary risk metrics, and one of the world’s largest financial databases. It also
includes CreditModel™, a powerful suite of over 100 statistical models that are trained on credit
ratings from S&P Global Ratings' that can help users reliably evaluate and monitor the long-term
creditworthiness of public and private, rated and unrated companies. Market Intelligence also
explained its Corporate Yield Curve offering. Together these capabilities would enable the
transfer pricing group to:

creditworthiness of time horizons. Users can evaluate the one- to five-

£ Tepclbry year default risk of public and private banks,
orsma e corporations, and REITS. PDs can be mapped to
companies quantitatively-derived credit scores (i.e., ‘bbb’) for
increased comparability. Workflows may be optimized
by accessing a pre-scored database leveraging
comprehensive, timely, and robust data on over 50
million? companies globally. Users may also determine
the default risk of a single company or a portfolio of
companies.

@a Assess the PDFN measures the likelihood of default over a number

' S&P Global Ratings does not contribute to or participate in the creation of credit scores generated by S&P Global Market Intelligence.
Lowercase nomenclature is used to differentiate S&P Global Market Intelligence PD credit model scores from the credit ratings issued
by S&P Global Ratings.

2 All coverage numbers as of March 2021
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Assess the
creditworthiness

of mid- and large-

cap companies

Evaluate interest
rates being used

by companies

CreditModel’s powerful suite of statistical models,
trained on credit ratings from S&P Global Ratings,
enables users to quickly evaluate the long-term
creditworthiness of mid- and large-cap, public and
private banks, insurance companies, and corporations
globally. The models utilize financial statement and
macroeconomic data to generate a quantitative credit
score that statistically matches a credit rating from S&P
Global Ratings. These scores can be mapped to
observed default rates (i.e., 1.2%) to quantify default
risk. Analysis can be streamlined by accessing a
database of over 58,000 pre-scored entities, going back
more than 15 years.

Corporate Yield Curves offer broad and consistent
coverage of credit term structures (one month to 30
years) across four currencies ($, €, £, A$) and every GICS
sector, as well as a broader non-financial corporates
sector and seven rating categories (AAA — CCC), or
aggregates with investment grade and high-yield
categories. Data is sourced directly from major buy-side
firms, credit trading desks, and trade reporting venues.
This provides robust and transparent data to drill down
and view the underlying bond constituents and prices
used in the construction of each curve.
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Key Benefits

Members of the transfer pricing group saw many benefits to subscribing to the Market
Intelligence offering, including the ability to rely on:

A well-recognized information provider trusted by companies around the world.
Arigorous methodology for PDFN that evaluates risk over a number of time horizons.

Arigorous methodology for CreditModel that employs sophisticated statistical techniques
to evaluate the relationship between financial data and credit ratings using Exponential
Density theory to achieve a high level of reliability, granularity, and predictive power.

Annual backtesting reports that provide comprehensive assessments of model
performance using data from the most recent calendar year.

A transparent approach to understand where the risk lies in a company’s fundamentals, and
where to focus attention for analysis, from both an absolute and relative perspective.

Similar transparency on the bond constituents, prices, and z-spreads used in the
construction of each yield curve, as well as minimum/maximum ranges, average and median
yields/spreads, and inter-quartile ranges.

Flexible delivery via the S&P Capital I1Q platform or Market Intelligence’s Excel® Plug-in.

Detailed user guides and technical documentation for the models, plus access to a 24x7
support group.

Click here for more information on some of data and tools discussed in this Case Study.
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Contact Us

Asia-Pacific
+852-2533-3565

Europe, Middle East & Africa
+44-207-176-1234

The Americas
+1 877 863 1306

Copyright © 2021 by S&P Global Market Intelligence, a division of S&P Global Inc. All rights reserved.

These materials have been prepared solely for information purposes based upon information generally available to the
public and from sources believed to be reliable. No content (including index data, ratings, credit-related analyses and
data, research, model, software or other application or output therefrom) or any part thereof (Content) may be modified,
reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system,
without the prior written permission of S&P Global Market Intelligence or its affiliates (collectively, S&P Global). The
Content shall not be used for any unlawful or unauthorized purposes. S&P Global and any third-party providers,
(collectively S&P Global Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content.
S&P Global Parties are not responsible for any errors or omissions, regardless of the cause, for the results obtained
from the use of the Content. THE CONTENT IS PROVIDED ON “AS IS” BASIS. S&P GLOBAL PARTIES DISCLAIM ANY AND
ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY
OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT
THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE
OR HARDWARE CONFIGURATION. In no event shall S&P Global Parties be liable to any party for any direct, indirect,
incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses
(including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in
connection with any use of the Content even if advised of the possibility of such damages.

S&P Global Market Intelligence’s opinions, quotes and credit-related and other analyses are statements of opinion as of
the date they are expressed and not statements of fact or recommendations to purchase, hold, or sell any securities or
to make any investment decisions, and do not address the suitability of any security. S&P Global Market Intelligence
may provide index data. Direct investment in an index is not possible. Exposure to an asset class represented by an
index is available through investable instruments based on that index. S&P Global Market Intelligence assumes no
obligation to update the Content following publication in any form or format. The Content should not be relied on and is
not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients
when making investment and other business decisions. S&P Global keeps certain activities of its divisions separate
from each other in order to preserve the independence and objectivity of their respective activities. As a result, certain
divisions of S&P Global may have information that is not available to other S&P Global divisions. S&P Global has
established policies and procedures to maintain the confidentiality of certain non-public information received in
connection with each analytical process.

S&P Global may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of
securities or from obligors. S&P Global reserves the right to disseminate its opinions and analyses. S&P Global's public
ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge) and
www.ratingsdirect.com (subscription), and may be distributed through other means, including via S&P Global
publications and third-party redistributors. Additional information about our ratings fees is available at
www.standardandpoors.com/usratingsfees.
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