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Abstract: At a time when the world economy is being affected by the COVID-19 pandemic, we
are more aware than ever of the importance of the sustainability of public finances. This paper
outlines its importance by discussing transfer prices and their fiscal associated risks. In the current
economic context, marked by the crisis and by an increasing pressure from the control authorities
on companies, no matter how important the theoretical research, it cannot capture very well the
pulse of practical activity. Under these conditions, empirical studies are becoming increasingly
important, requiring an approach to practical economic reality. In order to analyze the way in which
companies that carry out transactions with affiliated parties approach the transfer prices and the
risks related to them, we conducted an empirical, quantitative research using the CAWI method
(Computer Assisted Web Interviewing) and the questionnaire. The research results demonstrate an
awareness by the responding companies of the importance of transfer pricing and their risks, the
transactions most prone to control in this area being those of financing within the group, followed
equally by management services, consulting, assistance and transactions with goods. In the face of
legislation that leaves room for interpretation and a high number of controls on transfer pricing, a
small number of companies participating in the research have used the Advance Price Agreement as
a tool to reduce the tax risk associated with transfer pricing. Companies also face uncertainty about
how ongoing global tax reforms will affect them in the coming period.

Keywords: transfer pricing; empirical research; affiliated companies; fiscal authorities

1. Introduction: Transfer Pricing and Sustainability of Public Finance

Transfer prices are defined in the Fiscal Code [1] as the prices at which “tangible or
intangible goods are transferred or services are provided” between companies that are part
of the same group, also called affiliates.

According to the definition of the Organization for Economic Co-operation and De-
velopment [2], which outlines the relevant legislation, transfer prices are “prices at which
an enterprise transfers physical goods, intangible assets or provides services to affili-
ated enterprises”.

In the Report on the macroeconomic situation for 2020 and its projection for 2021-2023 [3],
prepared by the Government of Romania—M inistry of Public Finance, among the strategic
objectives on short and medium term of ANAF in the field of tax evasion and tax fraud
reduction, we can find the making of tax inspections in compliance with the BEPS Plan (Base
Erosion Profit Shifting) and the ATAD Directive (European and international regulations on
preventing and combating tax evasion), as well as increasing controls on transfer pricing.

From the idea above, in 2020 the MFP (Ministry of Public Finance) Order no. 3281/2020
modified the format of the informative statement 394—regarding deliveries/provisions
made on the national territory by persons registered for VAT purposes, by reporting in the
form the transactions with affiliated persons made in the reporting period [4]. The amended
format of the declaration helps tax authorities make it easier to identify taxpayers who are
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involved in related party transactions and can be selected for a possible tax inspection. The
purpose stated in the report approving the amendment of Declaration 394 is to extend the
risk analysis to multinational companies, which have registered a development in Romania
recently and hold a significant percentage of the value of transactions.

The measures taken aimed at intensifying control actions in the field of transfer
pricing, which was achieved, as shown by the data published by ANAF in the Activity
Report for 2019 [5] and the Report on the macroeconomic situation on year 2021 and its
projection for the years 2022-2024, elaborated by the Government of Romania—Ministry
of Finance [6]. We observed an increase of 135.42% in 2020 (RON 158.2 million) compared
to 2019 (RON 67.2 million) in the additional fiscal obligations established representing
profit and accessories tax; respectively, an increase of 79.2% in tax loss occurred as a result
of controls in the field of transfer pricing (year 2020: RON 981.1 million, year 2019: RON
547.5 million).

In the current period, when control authorities are interested in increasing revenue
collected to budgets and transfer pricing is an area of interest, it is important for managers
to know the main types of transactions verified by authorities and the risks associated with
them. Only through proper management of related party transactions can risks be reduced
and adjustments proposed by supervisory authorities avoided.

At a time when the world economy is being affected by the COVID-19 pandemic, we
are more aware than ever of the importance of the sustainability of public finances. In
times of crisis, there is a strong test for the sustainability of public finances, i.e., for the
government’s ability to effectively manage risky situations (which can generate economic
or social imbalances) without major interventions on expenditures, revenues or budget
deficit [7]. The government, through the fiscal-budgetary policy measures taken, aims to
ensure economic macro-stabilization, which is a premise of a viable economic growth.

Romania’s general consolidated budget for 2021 is achieved on a cash deficit of
7.16% of Gross Domestic Product (GDP). According to the opinion of the Fiscal Council
of Romania on the State Budget Law, the Social Insurance Budget Law for 2021 and the
Fiscal-Budgetary Strategy 2021-2023 [8], a budgetary consolidation necessarily involves an
increase in budget revenues in various ways, such as streamlining collection, diversifying
the tax base, reducing the opportunities used by some taxpayers to evade paying taxes and
duties, reducing tax evasion and fraud, and optimizing tax rates and taxation, respectively.

From the perspective of transfer pricing, the sustainability of public finances is ensured
through actions undertaken both by ANAF and by companies that carry out transactions
with related parties.

In the context of limited budgetary resources, the intensification of control actions
in the field of transfer pricing is a priority action for ANAF Romania, which has a series
of easy-to-use reporting tools for identifying fiscal risk in the field of transfer pricing and
initiating controls, such as: information in the financial statements on related parties and
income tax, transactions with related parties reported to the Bucharest Stock Exchange,
Country by Country Reporting, Statement 394, Reporting information on cross-border
reporting arrangements (DAC6).

Companies can contribute to ensuring the sustainability of public finances by raising
awareness of the importance of transfer pricing, compliance with relevant legislation,
compliance with the market value principle, avoiding actions to shift profits between tax
jurisdictions with different tax rates so as to ultimately minimize tax for profit, as well as
through the correct preparation of reports. Due to the transfer pricing legislation, which
is very controversial compared to the tax legislation, the preparation and provision of
specific reports can be a financial burden for the company; however, at the same time, they
contribute to increasing transparency and creating a favorable image in relation to the
general public.

The goal of this paper is to analyze, in the spirit of sustainability of public finance,
the way in which companies that carry out transactions with affiliated parties approach
transfer prices and their associated risks. The paper is organized as follows: the next
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of the respondents consider the
fiscal risk associated with transfer
pricing as having the greatest
impact on the company
(Figure 10)

section depicts a brief literature overview, Section 3 explains the research methodology,
Section 4 presents the results of the empirical research (Figures 1-15), Section 5 tries to
identify some limits of the research and Section 6 concludes the paper.

We present below the results of this empirical research, which is based on the answers
received to 70 questionnaires, out of the 95 sent online:

91.50%

of the companies participating in the research consider the issue
of transfer pricing to be important and very important for them

(Figure 6)

52.86% Top affiliated companies issues (Figure 11):

I. Legislation that leaves room for interpretation
I1. Costs of preparing transfer pricing
documentation
III. Double taxation

44.30%

of the companies participating in 71.00%

the research periodically update the
transfer pricing documentation
(Figure 12)

of the responding companies state that they have
a transfer pricing policy (Figure 8)

80.00%
of the surveyed companies have so far not resorted to an
advance price agreement (Figure 14)

Figure 1. The main conclusions of the research.

2. Literature Overview

As defined by the European Commission [9], public finance sustainability, also referred
to as fiscal sustainability, is the ability of a government to sustain its current spending,
tax and other policies in the long run without threatening the government’s solvency or
without defaulting on some of the government’s liabilities or promised expenditures.

Through some of its practices, transfer pricing affects the capacity to extract taxation
from the economy, and thus, implicitly, public finance sustainability. Davies et al. [10]
studied tax avoidance through transfer pricing. They found no evidence of tax avoidance
if disregarding tax haven destinations and showed that the cumulative tax losses from
transfer pricing is quite large. Nonetheless, by appropriately targeting enforcement, a
significant increase in revenues may be achieved.

At the same time, companies are aware about the government concern in the field
of transfer pricing and about the increased focus of tax authorities on profit transfers and
all fiscal aspects of intra-group transactions. Bloomberg Tax [11], acknowledging that
COVID-19 disrupted and further complicated the never-simple world of transfer pricing,
outlines what tax departments need to do to prepare for scrutiny by tax authorities hoping
to squeeze revenue out of transfer pricing in 2021.

According to ICAEW [12], a solution for achieving sustainable public finances is re-
building public trust and confidence in governments. People with the technical knowledge
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and skill in accountancy can help governments regain control of public finances. Policy
makers should consider more attentively the importance of financial risk and reporting
standards (issues addressed by our research).

Recently, several studies have been carried out on transfer pricing. Large-scale studies
are those performed by large audit firms, which have rich experience in this direction. We
exemplify in this sense the accounting company Ernst & Young, which, with a periodicity
of 2-3 years, radiographs the transfer prices globally. Its latest study is for 2019, entitled
“Transfer Pricing and International Tax Survey-How profound change, transparency and
controversy are reshaping a critical business function” [13], which includes 700 responses
from people with leadership positions in taxation and transfer pricing in America, Europe
and Asia-Pacific. These types of surveys played a particularly important role in identifying
key trends as well as the risks and opportunities associated with transfer pricing.

In 2020, KPMG Company published the results of a study called “Transfer Pricing
and Trade Compliance Survey” [14], which included over 110 companies of various sizes
and belonging to different industries. This study provides information on how compa-
nies handle, manage and react to transfer price adjustments from a fiscal and customs
perspective.

Another recent study, “International Tax Survey Priorities and challenges facing multinationals-
2019/2020” [15], belongs to the company Baker Tilly International and had respondents
from North America, Latin America, EMEA (Europe, Middle East, Africa) and APAC
(Asia-Pacific). The study focused, in addition to transfer pricing, on other issues facing
multinational companies. Of the 10 subjects of the study, two make direct reference to
transfer pricing: compliance obligations and disputes with the authorities. This study also
compiled a list of the 10 topics addressed. Within the top-ranked ones, the obligations to
comply with transfer pricing are in 2nd place, and disputes with transfer pricing authorities
are in 3rd place. In the survey on transfer pricing compliance obligations, respondents were
asked to rate the level of importance of transfer pricing compliance challenges for their
business. Regarding the disputes with the authorities in the field of transfer pricing, the
respondents were asked to classify the challenges related to the settlement of the disputes
with the authorities.

A scientific study entitled “Transfer pricing: Strategies, practices, and tax minimiza-
tion” [16], conducted in collaboration with the Tax Executives Institute (TEI), with the
involvement of 219 directors, demonstrates the role that transfer prices play in minimizing
taxes, as well as the interest of multinationals to comply with international tax law.

The analysis of 274 publicly listed companies in Indonesia showed that sales trans-
actions with related parties negatively influence the value of the company. In addition,
corporate social responsibility reporting has the role of reducing the negative influences
of related party transactions. Debts between related parties have a positive influence on
the value of the company, proof that the market perceives loans between related parties as
beneficial. Regulators should pay more attention to transfer pricing reports that tend to
become abusive [17].

In Romania, too, we have identified studies in the field of transfer pricing, conducted
by large audit and tax consulting companies. Relevant in this sense is the study conducted
in 2018 and 2020 by the company PKF Finconta and called “Transfer prices in Romania” [18],
which aimed at identifying the evolution of the important issues in the field of transfer
prices in Romania.

Taking into account the recent steps taken by the control authorities in the field of
transfer pricing, we considered it appropriate to conduct a topical empirical research,
with companies operating mainly in the Sibiu area, in different sectors of activity, various
sizes and structure of capital, but which have something in common: they carry out
transactions with related parties in crisis conditions generated by the COVID-19 pandemic
and, at the same time, have to be prepared at any time for a possible control in the field of
transfer pricing.
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3. Research Methodology

To achieve the set objectives, we conducted an empirical, quantitative research. As a
research method we chose to use the questionnaire, and as a quantitative research technique
we used CAWI (Computer Assisted Web Interviewing).

This study did not require the review and approval of the Ethics Committee for the
following reasons: the questionnaire was anonymous, and the respondents completed it by
entering each individually the computer application People friendly forms and surveys,
available at https:/ /www.typeform.com/ (accessed on 2 January 2021). Accessing the ap-
plication implies consent. In the centralized situation of the received answers, the name of
the respondent company cannot be identified, which guaranteed the respondents’ privacy.

We developed a heuristic research, but considering it not only as a research method
based on discovering new knowledge, but also an art to discover the opinions of our
respondents. Our research involves not only a simple interpretation of the questionnaire
results, but also the way of conceiving those questions, a strategy based on experience,
practice and observation of facts.

Of course, this kind of heuristic method is not guaranteed as being optimal, but
sufficient for immediate objectives and for finding solutions for specific issues.

Quantitative research aims to obtain objective information from representative samples
of subjects and is used in order to obtain concrete conclusions, which can be reported
numerically to the target population. The essence of quantitative research is to use a theory
to understand the verified problem [19].

So, we opted for the CAWI method of distributing the questionnaire, considering the
conditions under which the study can be performed with minimal risks in the epidemio-
logical context related to the pandemic caused by the appearance and spread of the new
coronavirus (COVID-19). Through this online method of conducting the study [20], the
respondent downloads the questionnaire from the site indicated in the email and com-
pletes it electronically, not requiring the physical presence of the interviewer. The main
advantages of this method are:

- There are no limitations in the use of presentation materials: audio, video, images,
graphics, etc.;

- Offers the possibility to study delicate, sensitive, personal topics, which would hardly
be obtained in the presence of the interviewer;

- Can communicate with respondents whose attitude is relatively evasive;

- Ensures convenience for the respondent;

- The geographical boundaries of communication are exceeded;

- The information is easily collected and processed;

- Financial and time costs are low.

The questionnaire is a logical sequence of questions [21], with which we gathered
information on the awareness of companies that conduct transactions with related parties
of the importance of transfer pricing and their risks and includes a number of 14 questions.
The questionnaire on transfer pricing and related risks was completed using the computer
application, People friendly forms and surveys, available at https://www.typeform.com/
(accessed on 2 January 2021).

Between November 2020 and December 2020, a number of 95 questionnaires were sent
to affiliated companies from the private and public sector, which operate mainly in the Sibiu
area of Romania. Answers from 70 questionnaires were received from companies whose
general characterization data are presented in Figures 2-5 below. What characterizes the
elaborated questionnaire is the anonymity and the fact that all the answers are confidential.
The main elements specific to this questionnaire are:

- Questions were included both in closed format (single answer and multiple answer)
and in open format;
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- The open format questions concerned general information such as the function of the
respondent within the company and the field of activity of the company; the rest of
the questions were in closed format;

- There was a grading question where respondents were asked to give grades from 1
(lowest impact) to 3 (highest impact), in order to facilitate its completion as much as
possible and to be able to quantify the answers;

- To certain questions where there were 5 possible answers, respectively 4 variants
were delimited (depending on the pursued objective), on a scale of values from 1
to 5, according to the Likert Scale, where 1 represents the maximum level of agree-
ment, 5 the maximum level of disagreement, 3 the neutral value, and 2 and 4 are
intermediate levels of agreement or disagreement. The respondent can choose only
one answer option.

The group directly interested in the transfer prices and the risks related to them
were established, to whom the questionnaire is addressed, in particular companies that
have transactions with related parties, regardless of the size of the company or the capital
structure (Romanian, foreign or mixed).

From a methodological point of view, the survey research technique involves the use
of the sample as a research tool. The sample is a part of the population or community,
which is extracted to reflect the main features of the general population [22]. The sample is
made on the basis of specific procedures, in order to ensure representativeness, such as:
random surveys, guided surveys, mixed surveys, simple surveys or multistage surveys.
In our study we opted for a sample built by the random survey procedure, in which
each member of the population has equal chances to be selected. In order to establish the
statistical population of the companies included in the sample, a documentation activity
was performed by:

- Analysis of the financial statements submitted to the Sibiu National Agency for
Fiscal Administration, in order to identify the companies that reported for 2018
revenues from affiliated entities, respectively expenses in relation to affiliated entities
(ANAF website);

- Analysis of the nominal list of large taxpayers administered by the General Direc-
torate for Administration of Large Taxpayers (ANAF website) to identify those in
Sibiu County;

- Discussions and analyses with representatives of local audit and accounting companies;

- Analysis of companies using the site www.listafirme.ro (accessed on 2 November 2020);

- Information collected from the Bucharest Stock Exchange website, www.bvb.ro (accessed
on 2 November 2020), regarding the transactions with the affiliated parties reported
by the listed companies.

The main characteristics of quantitative research are: objectivity, deducibility and
generalization [23]. Taking into account the characteristics of the statistical population, we
established the composition of the sample so that the results obtained can be extrapolated
to the whole group. A number of 95 questionnaires were sent, the volume of the sample
being 95 respondents from the private and public sector. The structure of the sample is
shown in Table 1 below:
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Table 1. Sample structure.
Questionnaires Questionnaires Received
The Company’s Turnover Sent-Number No. Percentage
1. Less than 500 thousand euros 11 15.71%
2. 500 thousand-1 million euros 6 8.57%
3. 1-10 million euros 95 29 41.43%
4. More than 10 million euros 24 34.29%
Total 70 100.00%

Source: Own processing.

The response rate to the questionnaires is 74% of the total sample initially established,
which leads to the idea that the results obtained are considered relevant and can be extended
to the entire statistical population.

4. Empirical Research

The empirical research carried out between November 2020 and December 2020 aims
to analyze the way in which companies operating mainly in the Sibiu area of Romania
and conducting transactions with related parties, regardless of company size or capital
structure (Romanian, foreign or mixed), address prices transfer and the risks associated
with them.

The transfer price adjustments established by ANAF following tax inspections per-
formed on different companies (see Table 2 below) create the impression that companies
that have transactions with related parties give low importance to transfer prices and the
risks associated to them. Our objective is to verify whether or not this is the case.

Table 2. Evolution of transfer pricing adjustments.

Additional Tax Obligations Reduction of Fiscal

Year Established (Profit and Accessories Losses—Million Lei
Tax)—Million Lei
2010 13.8 5.9
2011 66.6 188
2012 11 100
2013 4 72
2014 28 60
2015 192 334
2016 87 428.1
2017 60 316.4
2018 * 149.3 237.7
2019 67.2 547.5
2020 ** 158.2 981.1

Source: own processing of the data provided by ANAF press releases, Annual Performance Reports, www.anaf.ro
(accessed on 2 November 2020) and [24]. * For the year 2018, we obtained data related to the period January—
November 2018 from the “Budget fiscal strategy for the period 2019-2021" elaborated by the Romanian Govern-
ment. The month December 2018 was estimated quantitatively based on information related to January—November
2018 [25]. ** Report on the macroeconomic situation for 2021 and its projection for 2022-2024, prepared by the
Government of Romania-Ministry of Finance [6].
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The purpose of this research is to answer the question: are affiliated companies
aware of the importance of transfer pricing and associated risks and are they acting
accordingly for their proper management? Using the computer application, People friendly
forms and surveys, we generated in Excel a summary with the answers received. These
were interpreted according to the own professional reasoning and theoretical knowledge,
doubled by practical experience, using the computer application mentioned above and by
making graphic images. The descriptive analysis of the results of the questionnaire was
performed based on the data and information stated above.The following graphs present
general data of characterization of the companies that participated in the research:

An important share in the sample is represented by companies with Romanian capital,
followed by those with foreign and mixed capital (Figure 2).

10.00%

®m Romanian = Foreign = Mixed

Figure 2. Structure of the company capital.

According to the information presented above, 75.7% of the affiliated companies
participating in the study have a turnover of more than EUR 1 million, 15.7% of the
companies have a turnover of less than EUR 500 thousand, while the companies with a
turnover between EUR 500 thousand and EUR 1 million represent 8.6% of the surveyed
companies (Figure 3).

More than 10 million
I 0%

euros

1-10 million etiros _1.40%

500 thousand euros — 1 - 8.600%
million euros i N

Less than 500 thousand
5.70%
cros B 15705

Figure 3. Turnover of the company.
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The questionnaires were completed in a percentage of 82.86% by staff with expertise
in the financial-accounting field, and in the case of 11.43% by the administrator. Only in
the situation of 5.71% of the companies, the questionnaires were filled out by other people
(Figure 4).

Financial, accounting I 3 .4.3%
Economic manager I 31 .43 %
Administrator I 11.43%
Financial Director I 8.57%
Manager (financial, treasury) I 8.57%
Others I 5.71%

Tax consultant Wl 2.86%

Figure 4. Function of the person who completed the questionnaire.

Companies operating in the field of production represent 34.29% of the surveyed
companies. The fields of activity trade and services are equal, each holding 12.86%,
followed by constructions with a percentage of 11.43% and by companies in the field of
tourism, agriculture/food industry with 5.71% each. The other fields of activity represent
17.14% (Figure 5).

Production 34.29%
Trade 12.86%
Services (fmamal, accov.mti.ng, IT) 12.86%
Building 11.43%
Others 7.14%

Touriam 5.71%
Agrictﬂtum/?oodmdustr}-' —— 5.7 %

Transport s 4,299
Health . 2.86%
Natuwral gas extractionand drilling e 5 8459,

Figure 5. The field of activity of the company.

The results of the detailed analysis of the questionnaires are presented as follows:

1.  Inthe context of the increasing number of transfer pricing controls, how important
do you consider the issue of transfer pricing for your company?

A total of 91.50% of the companies participating in the research consider the issue of
transfer pricing to be important and very important for them. Only 7.10% of the surveyed
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companies consider the transfer prices to be insignificant for them, while 1.40% cannot
comment on this issue. Interestingly, none of the companies surveyed consider transfer
prices to be at all important (Figure 6).

7.10% 1.40%

m Very
important
® Important

m Little

important
m | cannot

say

Figure 6. Importance of transfer prices.

The data presented demonstrate an awareness of the importance of transfer pricing by
affiliated companies, which can help increase the sustainability of public finances. Aware-
ness is a first step towards a responsible, ethical, less opportunistic behavior. Companies
need to move from using transfer pricing as a tax manipulation tool, through which they
move profits to low-tax jurisdictions, to using them as a strategic planning tool.

2. Which transactions do you consider to be most prone to a control in the field of
transfer pricing? Please mark the correct answers in the options below.

The companies participating in the research consider the financing transactions within
the group as the most prone to a control in the field of transfer pricing, followed equally by
the management, consultancy and assistance services and the transactions with goods. In
third place in terms of transactions prone to transfer pricing control is the production activ-
ity, followed by transactions involving intellectual property, royalty payments, transactions
specific to financial institutions and others (Figure 7).

Financing within the group I 35
Management, consulting and assistance services I 34
Transactionsin goods I 34
Production activity NI 14
Transactions involving intellectual property IEEEEESSSS———— 1]
Royalty payments Hammmmmmsmmsss 10
Transactions spedific to financial institutions FEEEE————— 7
Others w4

Figure 7. Transactions prone to a control in the field of transfer pricing.
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Regarding the transactions that are most prone to transfer pricing control, it should be
noted that they are found in both multinational companies and small and medium-sized
companies, which carry out transactions with affiliates and report profits below those
related to the sector in which they operate. Small and medium-sized companies risk being
unprepared in their dealings with tax authorities, as they generally have a small staff
structure. In their case, it is necessary to qualify the staff involved in the management of
transfer pricing by participating in professional training courses, as well as their motivation
by rewarding the work done.

3. Isthere a transfer pricing policy within your company?

A total of 39.10% of companies stated that the group’s policy is in line with national
law, 27.50% said that they have developed a transfer pricing policy based on national law,
and 4.40% that the group’s policy is taken over without changes to national law. Only
29.00% of companies mentioned that they do not have a transfer pricing policy (Figure 8).

B The policy of the group
is taken over without
changes regarding the
national legislation

® A transfer pricing
policy is developed
based onnational
legislation

m Thegroup’s policyis
adaptedtonational
legislation

There is no transfer
prcing policy

Figure 8. Transfer pricing policy.

Although the transfer pricing policy is not a mandatory legal requirement, as is the
transfer pricing file, it is recommended to prevent possible non-compliance with applicable
legal regulations. It is assimilated to a planning element because it establishes ways of
working for all types of transactions carried out by the company with related parties and
anticipates the activity of preparing the transfer pricing file. The fact that 71.00% of the
companies participating in the study have a transfer pricing policy reinforces the idea of
awareness of the importance of transfer pricing. In most cases, the transfer pricing policy
has been developed in accordance with or adapted to national legislation, this compliance
with relevant legislation being another contributing factor to increasing the sustainability
of public finances.

4. Within your company, who has responsibilities in the field of transfer pricing (prepa-
ration and updating of documentation, monitoring of transfer pricing, etc.)?
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The local financial department has responsibilities in the field of transfer pricing in
the case of 35.70% of the companies participating in the research, while 24.30% of the
companies have outsourced the activity to a specialized company. Meanwhile, 17.20% of
the surveyed companies the transfer prices are handled by the financial department at the
mother company level, whereas in the case of 11.40% of the respondents the transfer prices
are handled by both the local financial department and that of the mother company, and
11.40% do not know who should have responsibilities in this area (Figure 9).

Local finandal department 35.70%

The activity is outsourced to a specialized
company

24.30%

The financial department at the mother

17.20%
company level

Both the local finandal depastment and that

111 10,
of the mother company 11.40%

I do not know 11.40%

Figure 9. Duties in the field of transfer pricing.

As expected, attributions in the field of transfer pricing have the financial departments
or specialized companies to which this activity is outsourced. It is a positive aspect, because
through their technical expertise and knowledge in the financial-accounting field, they
can contribute to increasing public confidence, which in turn contributes to increasing the
sustainability of public finances.

5. Which of the following transfer pricing issues do you think have the greatest impact
on your company? Please give each aspect listed below a grade from 1 (lowest impact)
to 3 (highest impact).

The fiscal risk associated with transfer pricing is considered to have the greatest impact
on the company, obtaining the maximum score of 3 points from a number of 37 respondents,
which represents 52.86% of the companies that responded to the questionnaire. With
medium impact on the company is transparency and exchange of information between tax
authorities, which obtained the average score of 2 points from a number of 30 respondents,
representing 42.86% of participating companies in the research. Of the three aspects
mentioned in the questionnaire, the least impact on the participating companies in the
research is that of the reputational risk. A number of 29 respondents, representing 41.43%
of the companies that responded to the questionnaire, gave the minimum score of 1 point
to this aspect (Figure 10).
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40

37
20 29
20 1
| : i II
. N

Transparency and  Fiscal risk associated = Reputational risk

exchange of with transfer prices
information between
tax authorities

Figure 10. Transfer pricing issues with an impact on the company. Note: Blue—the biggest impact;
Orange—average impact; Gray—the lowest impact.

Although the fiscal risk, i.e., the risk of being controlled in the field of transfer pricing,
is considered to have the greatest impact on the company, the other two aspects specific
to the transfer pricing that were studied are not neglected by the respondents, being
closely related to each other. Proper knowledge and management of the implications of
the three specific aspects of transfer pricing, with an impact on affiliated companies, are
contributions to ensuring the sustainability of public finances.

6.  What do you think are the biggest problems faced by companies that conduct transac-
tions with related parties?

Legislation that leaves room for interpretation ranks first in the problems faced by
companies conducting transactions with affiliated parties, followed in second place by the
costs of preparing transfer pricing documentation, and double taxation in third place. The
reporting mechanism and the increased number of controls in the field of transfer pricing
are at the bottom of the top-ranked problems faced by affiliated companies (Figure 11).

Legislation that leaves room for
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Double taxation
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I
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pricing documentation
.
i
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Increased number of controls

0 10 20 30 40 50 60

® Number of respondents

Figure 11. Top problems of affiliated companies.
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Affiliate companies consider transfer pricing legislation to be one of the biggest
problems, as it can give rise to additional financial costs or double taxation. In order to
reduce the effects of these issues, with a direct impact on public budget revenues, policy
makers should be more involved in drafting clear legislation that leaves no room for
interpretation.

7. How do you prepare the transfer pricing documentation?

A total of 44.30% of the companies participating in the research regularly update the
transfer pricing documentation. A large number of companies (28.60%) say that they have
not prepared the transfer pricing documentation, while 22.90% of those surveyed prepare
it only at the request of the control authorities (Figure 12).

m'We update it
periodically

' 4.20%

28.60% ‘

= We prepare it only
at the request of the

44.30% control authorities

= We have not
22.90% prepared the
transfer pricing
documentation

I do not know

Figure 12. Transfer pricing documentation.

Transfer pricing documentation is a set of actions that a company takes to justify
compliance with the market value principle of transfer pricing in transactions between
related parties and is completed through the transfer pricing file. This is the responsibility
of the taxpayer and should be given due weight. Through properly prepared transfer
pricing documentation, through accurate reporting, companies can help build sustainable
public finances.

8.  Have you been subject to a tax inspection in the field of transfer pricing in the last
5 years?

A total of 25.70% of the companies participating in the research have been subject to a
tax inspection in the field of transfer pricing in the last 5 years. Most respondent companies
(65.70%) have not been subject to a tax inspection in the field of transfer pricing in the last
5 years (Figure 13).
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Figure 13. Tax inspections.

Although most of the companies participating in the study have not been subject to a
tax inspection in the field of transfer pricing in the last five years, they must be prepared
in this regard, as ANAF Romania shows an intense concern for intra-group transactions
and profits transfer actions. The levers that ANAF has at its disposal for identifying
potential risks and initiating controls should not be neglected. Through the actions taken,
the Romanian tax authority is interested in collecting more amounts to the state budget.

9.  Toreduce the tax risk associated with transfer pricing, have you so far resorted to an
“Advance Price Agreement”?

A total of 80% of the surveyed companies have not yet resorted to an advance price
agreement. Only 5.70% of the companies participating in the study have so far used an
advance price agreement (Figure 14).

5.70%

*=Yes =No =Idonotknow

Figure 14. Advance Price Agreement.
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The advance price agreement is a way for taxpayers to carry out transactions of
significant value and of a complex nature with related parties, a way to protect themselves
from possible adjustments by the tax authorities. However, the vast majority of companies
participating in the study have so far not resorted to such an instrument of protection; this
is possibly due to the high costs involved in issuing a price agreement in advance and the
complicated issuance procedures.

10. Do you think that the ongoing global reforms in the field of profit taxation will affect
your company in the next period?

A total of 55.70% of the surveyed companies consider that it is possible that the global
reforms in progress in the field of profit taxation will affect the company, while 7.20%
consider that they will be affected by these reforms. At the same time, a percentage of
25.70% of those surveyed are not aware of the reforms in the field of profit taxation, and
11.40% of companies believe that they will not be affected (Figure 15).

ITam nof aware of t_i.le mfoms in the _ 25.70%
tield of profit taxation
They will not affect it - 11.40%
Yes . 7.20%

Figure 15. Impact of reforms in the field of profit taxation.

5. Limits of the Research

Although the empirical research has a very important role in taking the pulse of real
life of companies that have transactions with affiliated parties, the methods and tools of
the used empirical research have generated the emergence of some research limitations,
which we briefly present below:

> An in-depth analysis of the way in which companies approach transfer prices and
the associated risks could not be performed. Certain aspects were selected, which,
according to the own professional reasoning and theoretical knowledge, doubled by
practical experience, were considered relevant.

> We are aware that not all current issues related to transfer pricing could be addressed
in the research.

> The use of the questionnaire as a research method can generate cases of insincerity,
superficiality, omission or answers marked by desirability from the respondents.

> Although it was mentioned in the questionnaire that it is anonymous and the answers
are confidential, sending the questionnaire by email, nominally to a person, creates
the idea of controlling anonymity, which may have determined a degree of reluctance.
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> The specificity of transfer pricing is one with fiscal and reputational implications.
Using the Likert Scale on some questions can help provide answers that are not the
ones in the company’s reality, but are the ones that theoretically should be.

>  The elements of the sample included in the study were selected using the own
professional reasoning.

6. General Conclusions

Our paper, meant to sound an alarm about the impact that transfer pricing can have
on the sustainability of public finances, reveals interesting concluding remarks as a result
of the questionnaire distributed to various companies from the Sibiu area of Romania.

First of all, affiliated companies are aware of the high attention that tax authorities pay
to intra-group transactions and actions aimed at shifting profits between tax jurisdictions
with different tax rates, so as to ultimately minimize corporate tax.

As it results from the analysis of the answers received from the companies participating
in the research, a large number have a transfer pricing policy or regularly update their
transfer pricing documentation. In most cases, responsibilities in the field of transfer
pricing belong to the local financial department or the activity is outsourced to a specialized
company. We can consider the involvement of financial-accounting professionals in the
management of transfer pricing as a way to increase public confidence in governments,
which in turn contributes to increasing the sustainability of public finances.

The transactions considered by the responding companies to be the most prone to
transfer pricing control are those of financing within the group, followed equally by
management, consulting, assistance and goods transactions.

In the context of a legislation that leaves room for interpretation, and of a high number
of controls in the field of transfer pricing, we notice a small number of companies that
have used the Advance Price Agreement as a tool to reduce the tax risk associated with
transfer pricing and also an uncertainty about how the ongoing global tax reforms in the
field of profit taxation will affect companies in the next period. The issues presented have
a direct impact on public budget revenues. A clear legislation, which leaves no room for
interpretation, as well as effective communication with companies are needed to strengthen
public finances.

However, the results of the in-depth analysis of the responses obtained from the
distribution of the questionnaire demonstrated responsibility and involvement on the
part of companies conducting transactions with affiliated parties, by taking measures to
properly manage transfer pricing and the associated risks.

Although our research demonstrates a recognition of the importance of transfer pricing
by affiliated companies participating in the study, there are companies that do not have a
transfer pricing policy, possibly due to ignorance of the benefits they offer. We recall its
advantage of providing elements that are easily included in the transfer pricing file without
additional costs, either financial or time costs, as well as the contribution to creating a
responsible company image.

Even if the questionnaire results indicate that the tax risk associated with transfer pric-
ing is considered to have the greatest impact on the company, and interpretable legislation
is one of the major issues, a significant number of respondents are unaware of profit tax
reforms or have not resorted to a price agreement in advance. The cause may be the fact
that Romania has a relatively short experience in the field of transfer pricing as compared
to other countries, being an area where both companies and authorities still have much
to improve.

Entities for which the transfer pricing reporting mechanism and controls are not a
problem may not yet realize their importance, as well as the fact that transfer pricing affects
not only the fiscal company but also the performance indicators or its cash flow.

Affiliated companies contribute to ensuring the sustainability of public finances
through actions aimed at the proper management of transfer pricing from a legislative
perspective, compliance with the market value principle, fair reporting and avoiding profit
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shifting actions in order to minimize corporate tax. At the same time, ANAF Romania par-
ticipates in ensuring the sustainability of public finances through the controls it carries out
in the field of transfer pricing and which can be finalized with additional fiscal obligations
established to those controlled.

In order to keep up with the global reforms proposed by the EU and the OECD in the
field of profit taxation, companies need to find new solutions to cope with changes through:
documentation, staff training, adaptation of IT and reporting systems, and building a
favorable image in relation to the authorities and the general public. All these actions
indirectly contribute to increasing the sustainability of public finances.
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