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Transfer Pricing Documentation and  
Country-by-Country Reporting 

Many countries recently introduced, or are in the course of introducing, more 

specific transfer pricing documentation requirements for Multinational 

Enterprises (“MNEs”). These include the requirement to prepare and file a 

Country-by-Country Report (“CbCR”).  

These requirements largely follow the recommendations of the OECD, issued 

in the 2015 Final Report on Action 13, which outlines a three-tiered approach 

to transfer pricing documentation. Several countries have implemented 

according regulations that will be applicable already as of FY 2016. Many 

others have announced that they will implement the recommendations 

effectively as of 2017 or shortly thereafter. 

Elements of the OECD Guidance 

The OECD recommends countries to implement transfer pricing 

documentation requirements based on three pillars: a Master file, a Local file 

and a Country-by-Country Report (“CbCR”). Compared to earlier guidance, 

the new documentation package requires much more detail on the overall 

operations of MNEs and on the location where profits are generated. This 

reflects the emphasis that the OECD BEPS project has placed on "value 

creation" (in view of concerns that operations may be disconnected from the 

location where profits are reported). 

The resulting documentation, and especially CbCR, will be used by tax 

authorities as a risk assessment tool, for example to determine the focus of an 

audit. As such, MNEs should strategically consider what information is 

required and what story the different elements will tell. 

Master File and Local File 

According to the OECD, the master file "should provide an overview of the 

MNE group business, including the nature of its global business operations, its 

overall transfer pricing policies, and its global allocation of income and 

economic activity in order to assist tax administrations in evaluating the 

presence of significant transfer pricing risk." The information required – all 

relating to the MNE as a whole – can be grouped in five categories: a) 

organisational structure; b) business description; c) intangibles; d) 

intercompany financial activities; and (e) financial and tax positions.  

This will include for example a description of the supply chain for the group’s 

five largest products and/or service offerings, a list and brief description of 

important inter-company service arrangements and a general description of 

the overall strategy for the development, ownership and exploitation of 

intangibles (including location of principal R&D facilities and R&D 

management), as well as a list and brief description of the existing unilateral 

advance pricing agreements (APAs) and other tax rulings relating to the 
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allocation of income among countries. Another important addition to the 

current standard of transfer pricing documentation is the emphasis on a 

written functional analysis describing the principal contributions to value 

creation by the individual entities within the group. 

In contrast, the local file "focuses on information relevant to the transfer 

pricing analysis related to transactions taking place between a local country 

affiliate and associated enterprises" and will encompass – amongst others – a 

detailed description of the business strategy pursued by the local entity 

including an indication whether the local entity has been involved in or 

affected by business restructurings or intangibles transfers. Further, this file 

needs to contain a copy of APAs and other tax rulings to which the local tax 

jurisdiction is not a party and which are related to the described controlled 

transactions. 

Switzerland is currently not expected to implement transfer pricing 

documentation rules requiring the creation of a master file or local file. The 

concept may nonetheless be adopted for Swiss documentation purposes. 

Swiss MNEs will most likely have to produce both a master file and a local file 

for their subsidiaries, based on the respective local requirements. In this 

context, it will be important to identify differences in implementation of said 

requirements in local legislation. 

Country-by-Country Reporting (CbCR) 

For reporting years starting on or after 1 January 2016, CbCR requirements 

will apply in many countries to entities that are part of a MNE with 

consolidated revenues of € 750 million and more. MNEs which do not (yet) 

meet the threshold are still well advised to run a similar analysis, as tax 

authorities may nonetheless to look into the respective factors on a domestic 

level. 

Switzerland will adopt CbCR in a Federal Act, based on the Convention on 

Mutual Administrative Assistance in Tax Matters and the Multilateral 

Competent Authority Agreement (MCAA) on the Exchange of CbCR. The 

legal basis can be expected to enter into force in 2018 resulting in a first 

automatic exchange of CbCR in 2020 (covering FY 2018 as summited by the 

end of 2019). 

In the interim, MNE's may opt for voluntary exchange of CbCR, in order to 

avoid filing directly (or via a surrogate entity) in countries where the 

requirement is already in force. This approach was officially endorsed by the 

OECD in their June 2016 guidance (specifically mentioning Japan, 

Switzerland and the United States). The federal tax administration will transmit 

the reports based on tax treaties containing an exchange of information 

clause. 

CbCR Readiness 

For MNEs, it is important to realize that CbCR requires choices to be made. 

As such, it is critical to start early with a “dry-run” of the CbCR, in order to be 

able to analyze and amend the outcomes using different variables, where 

possible. Due to the high-level nature of the OECD guidance, there is 

considerable room for interpretation regarding the individual items. The 

following aspects may need to be considered: 

 Status tracking – MNEs should track the effective dates of the respective 

documentation requirements in each of the jurisdictions in which they 

operate; also to identify any discrepancies that may arise. 
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 Surrogate filing – If the country of the ultimate parent entity of the MNE 

does not require CbCR for 2016, it may be prudent to select a surrogate 

entity that will file the CbCR.  

 Voluntary filing– Some countries, such as Switzerland, are willing to 

accept voluntary CbCR filings covering 2016.  

 Data source determination – For various items, MNEs have some 

flexibility in selecting data sources (e.g., local GAAP, IFRS, US GAAP, 

etc.). However, once a certain approach has been taken, the taxpayer will 

be expected to prepare the CbCR in a consistent manner. 

 Permanent Establishments (PEs) – Generally all data relating to a PE or 

branch needs to be reported in the jurisdiction of the PE, except for stated 

capital and accumulated earnings. This may create a mismatch in 

reported data, which may need to be explained. 

 Reporting date of information – With regard to activities or data of MNEs 

that are only concerning part of the financial year (for example, as a result 

of a merger or liquidation), it should be assessed to what extent this data 

must be disclosed in the CbCR. 

 Red Flags and Pre-Emptive Explanations – MNEs should evaluate the 

messages that the CbCR may imply. In certain cases, they may want 

include an explanation in the CbCR or further explain the results in the 

transfer pricing documentation or even in the annual report (where public 

reporting requirements are enacted). 

Recommendations 

As a result of the increased transfer pricing documentation requirements, 

including the requirement to file a CbCR in Switzerland, MNEs will have to 

review their annual compliance processes. Addressing the new requirements 

will likely be time consuming and complex. Given the technical and 

interpretational questions involved, it is important for MNEs to address CbCR 

within the framework of their overall tax strategy.  

MNEs should also anticipate questions that could be raised regarding their 

“value chain” as described in the new documentation, and how this ties up 

with the details provided in the CbCR. A review by an independent advisor, 

who can compare the outcome to that produced by other clients, will provide 

useful input before the underlying storyline is in "set in stone". As indicated 

above, MNEs that do not yet meet the threshold may still consider to run a 

"light version" of CbCR in order to assess the likelihood of tax authorities 

challenging their structures based on the respective indicators.  

Last but not least, in view of ever increasing transparency requirements, 

MNEs may choose to proactively communicate their tax strategy and how 

they contribute to the tax revenues in the countries in which they operate. A 

proactive explanation of the group's value chain and the resulting transfer 

pricing arrangements may be an opportunity to preempt unwarranted 

criticisms that may arise from an uninformed interpretation of CbCR data. 

Moreover, countries have started to implement documentation requirements 

also in the area of tax governance or tax strategy processes. Consistency 

between the different sources of information will be crucial. 
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