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Public consultation on taxation: Revisions to Chapter VII of the OECD Transfer Pricing Guidelines	

Simmons & Simmons LLP welcomes the opportunity to provide comments on the OECD's consultation issued on 1 June 2026 regarding the proposed revisions to Chapter VII of the OECD Transfer Pricing Guidelines for Multinational Enterprises and Tax Administrations, January 2022 (“OECD Guidelines”) concerning intragroup services (the "Consultation").
Simmons & Simmons LLP is a leading international law firm which advises an international client base of all sizes which includes major financial institutions, multinational corporate groups, investment funds and asset managers. We advise our client base extensively in relation to a broad range of transfer pricing matters on a global basis including the UK. 
As highlighted in these responses, our key comments are as follows:
i. We welcome the OECD's continued efforts to ensure that the OECD Guidelines remain relevant in light of evolving business models, digitalisation and the growing importance of data, technology and other intangible assets in the context of the provision of intragroup services. Given it has been nearly three decades since Chapter VII was last revisited and there has been significant tax authority audit activity concerning intragroup services which has led to new business models and pricing approaches, it is important that the OECD Guidelines reflects the current practices of all affected parties. We particularly support the proposed updates to the benefit test, including the recognition that benefits may arise over an extended period and that unsuccessful outcomes should not automatically lead to a conclusion that no service was provided. However, further guidance would be helpful on the documentation required to demonstrate the benefit test, particularly to ensure a proportionate approach that balances audit requirements with practical record-retention challenges faced by taxpayers.
ii. We support the OECD’s continued emphasis on aligning allocation keys with expected benefit or service usage. However, determining and documenting appropriate allocation keys remains one of the most challenging aspects of intragroup services in practice. Given the diversity of industries and operating models, we favour a principles-based approach supported by additional practical examples rather than prescriptive rules. Further examples relevant to sectors such as financial services, including for banking and asset management businesses, would be particularly valuable, as traditional allocation keys such as headcount or turnover do not always provide the most reliable measure of benefit. 
iii. The reference to selection of other transfer pricing methods such as the profit split method in the context of intragroup services is helpful as it reflects the often complex fact patterns in multinational groups where one party provides services, another assets and a third manages economically significant risks. However, further examples on the circumstances where such alternative method may be appropriate and the practical implications of the implementation of that method (e.g. data availability, complexity and loss splits) would be helpful to address certain key issues commonly debated with tax authorities during tax audits.
iv. We believe further guidance would be valuable in relation to modern business transformation projects, particularly AI-driven initiatives and the use of AI in delivering intragroup services. Additional examples would help distinguish between activities undertaken by a parent company in its capacity as shareholder and those that provide chargeable benefits to group entities, for example.
v. We also consider additional guidance on stock-based and share-based compensation to be a priority. These arrangements create practical challenges relating to timing, accounting treatment, valuation and cost allocation. In our experience, there is no universally correct approach, and the treatment of share-based compensation requires a careful analysis of the relevant facts and circumstances. Further guidance on the interaction between employee share plans and intragroup service charging mechanisms would improve certainty for both taxpayers and tax authorities while supporting more consistent transfer pricing outcomes.
This response is divided into two sections. The first section provides our general observations on the proposed revisions to Chapter VII, including areas where we believe additional clarification would be beneficial. The second section contains our responses to the specific questions raised in the Consultation. Our responses below reflect our own comments on the proposed amendments being considered under the Consultation, as well as those expressed by our clients during discussions.
We would be pleased to participate in any further formal or informal discussions regarding the subject matter of the Consultation and would welcome the opportunity to contribute to future stakeholder engagement on the revisions to Chapter VII.
General observations on the Consultation
In our view, the proposed changes reflect the evolution of commercial, business and operational practices relevant to intragroup services since the existing guidance was introduced. The increasing importance of digitalisation, data-driven business models, use of artificial intelligence, platform-based businesses and highly integrated global operating structures has created new challenges in the identification, valuation and pricing of intragroup services. Against this backdrop, the OECD's efforts to modernise and clarify the guidance are both timely and appropriate. However, we believe it is important to balance this with the need for multinational groups to be able to identify and manage the pricing of intragroup services in a practical manner. For example, adopting a granular approach to analysing the transactions and their pricing will require more resource and time from taxpayers when many tax and finance teams are already operating at capacity. 
We particularly welcome the inclusion of 22 practical examples and clarifications that reflect contemporary business practices. As multinational enterprises continue to develop functional profiles to leverage technology and human resource capability across multiple jurisdictions, further guidance can help promote a baseline for the consistent application of the arm's length principle across jurisdictions.
At the same time, we believe it is important that Chapter VII retains a principles-based approach. We appreciate the challenge in providing prescriptive guidance for every scenario particularly as provision of services, assets and the management of economically significant risks is more integrated than ever before.  Accordingly, while practical examples are helpful by way of illustration of key principles, we believe the guidance should remain sufficiently flexible to accommodate future developments. In the following sections, we provide our observations on the specific topics covered by the Consultation.
Benefit test 
We welcome the additional guidance provided on the application of the benefit test and believe that this is one of the most valuable aspects of the proposed revisions. In particular, we strongly support the clarification that a benefit refers to any economic or commercial value derived from an activity performed by another group entity and that such benefit may be realised either during or after the period in which the activity is performed. Modern business models increasingly involve investments in technology, data analytics, marketing, digital transformation and other strategic initiatives that may generate benefits over an extended period of time. Accordingly, we welcome the recognition that the timing of the benefit should not be determinative when assessing whether an intragroup service has been rendered. 
We also strongly support the clarification that the expected benefit must be assessed based on the facts and circumstances existing at the time the activity is undertaken and that the failure of an activity to deliver the anticipated outcome should not, in itself, lead to the conclusion that no intragroup service has been provided. This reflects commercial reality. Independent enterprises frequently incur costs in pursuit of anticipated commercial benefits that ultimately do not materialise, and the absence of a successful outcome does not negate the fact that services were performed and the costs incurred in doing so. Given that a tax authority will often approach these issues with the benefit of hindsight, it is helpful to move more towards a question of what benefit was reasonably expected when the service in question was undertaken.
The clarification that the benefit test should be applied individually at the level of each recipient entity makes practical sense, particularly from a recipient jurisdiction tax authority perspective. The example involving centralised market research and data analytics activities provides a particularly useful illustration of how the benefit test should operate in modern business environments It provides guidance on how to delineate between entities that receive a benefit from centralised data analytics and market research services and those that do not. For example, it may help determine whether distribution entities benefit from centralised data analytics services, whereas manufacturing entities do not. Applying the same reasoning to other categories of centralised services can also help distinguish between entities that receive a benefit and those that do not, thereby supporting a more accurate allocation of service costs across the group.
As multinational groups increasingly leverage data-driven insights across multiple jurisdictions, it is important to recognise that not all entities within a group will necessarily derive a direct benefit from a particular activity and the timing of realisation of that benefit for each relevant entity may also differ. 
The Consultation clarifies the additional documentation which may be required by multinational groups to demonstrate that the benefit test has been satisfied for a particular service. This aligns with our experience in tax audits and the type of evidence requested from taxpayers. However, we would appreciate if further guidance could reflect the principle of proportionality when addressing the types and volume of documentation that multinational groups should retain and which tax authorities may request during a transfer pricing audit. In practice, document retention policies vary significantly between organisations and jurisdictions which impact the availability of emails, internal approvals, meeting minutes or similar records that may potentially be used to evidence that the benefit test has been met. In addition changes in personnel within the business, finance and tax teams also impact the audit trail and a group’s ability to capture the rationale for certain decisions having been taken at a particular point in time. Therefore, it would be helpful to provide further clarification regarding the types of documentation that would be expected to support the benefit test, depending on the nature of the service. 
For example, in the case of the provision of centralised IT and finance support where the recipient entities also have relevant expertise but perform different functions, email correspondence may be more helpful to demonstrate the distinction and benefit of the service provided centrally. On the other hand, in the case of a franchise agreement for the use of brand and intangibles, meeting minutes and presentations may be more relevant to demonstrate how the brand was used and the benefit derived by the recipient. Such guidance, through building out the 22 examples included to reference the types of documentary evidence which may be relevant in each scenario (not just a select few e.g. example 21), would help create a balance between the legitimate information needs of tax authorities and the compliance burden imposed on taxpayers, while also promoting greater consistency across jurisdictions. 
Allocation Keys
The OECD's continued emphasis on ensuring that allocation keys reflect the expected benefit received or the usage of services by the relevant group entities is an important message. However, in practice, identifying, supporting and documenting an appropriate allocation key remains one of the most significant challenges faced by multinational groups when implementing intragroup services.
The selection of allocation keys is highly dependent on the specific facts and circumstances of each business, including the nature of the services provided, the industry in which the group operates and the way value is created within the organisation. As a result, we believe that further guidance in this area would be beneficial, particularly through additional practical examples illustrating how allocation keys may be applied across different industries and service arrangements.
For example, in the asset management sector, management fee revenue, performance fee revenue or assets under management ("AUM") may provide an appropriate proxy for the benefit derived from certain centrally provided services. In the banking sector, capital deployed, risk-weighted assets or the overall asset base may better reflect the scale of activities supported by central functions. In other industries, financial metrics such as revenue, EBIT or EBITDA may provide a reasonable indication of the expected benefit derived from the relevant services.
We appreciate there is a delicate balance between providing helpful guidance and preserving flexibility. Allocation keys are often a source of discussion during tax audits, with tax authorities favouring different allocation methodologies which can sometimes drive vastly different results for multinational groups. Given the diversity of modern business models and industries, in our view, a principles-based approach should be retained, supported by a wider range of practical examples drawn from different sectors. In particular, we would encourage the OECD to provide additional examples relevant to financial services (covering both asset management and banking) and other highly regulated sectors, where traditional allocation keys such as headcount or turnover may not always provide the most reliable measure of expected benefit. Such guidance should focus on establishing principles and providing illustrative examples rather than prescribing allocation keys, thereby assisting both taxpayers and tax administrations in applying the arm's length principle consistently while recognising the commercial realities of different industries.
Profit Split Method proposed for intragroup services 
We understand the rationale for including a separate section on the selection of the most appropriate transfer pricing method for complex service transactions which references methods other than the transactional net margin method or cost plus. A one-sided transfer pricing method may not always be appropriate in the case of integrated business models. In particular, for data-driven services, such as data analytics and marketing solutions that are developed using significant amounts of data and specialised know-how, a profit split method may, in some circumstances, provide a more reliable outcome, as multiple parties may contribute valuable and unique functions to the creation of value.
However, based on our experience, profit split methods are often difficult to implement in practice. Many taxpayers do not possess the systems, data or resources necessary to apply a profit split methodology consistently and reliably. In addition, certain emerging data-driven services require significant investment and development efforts before they become profitable. As a result, entities contributing meaningful functions and resources to the development of such services may incur losses during the early years of the arrangement. By contrast, under a cost-plus model, the service provider would generally be expected to earn a routine return regardless of the overall profitability of the activity.
In our experience, many tax authorities remain reluctant to accept outcomes under a profit split method where the local entity is in a loss-making position, even where such an outcome is supported by the functional analysis. In practice, we have seen occasions where tax authorities have sought to replace the profit split method with a one-sided approach, such as the cost-plus method, to ensure that the local entity earns a positive, stable return contributing to tax revenues. This can create uncertainty for multinational groups and may increase the risk of tax disputes and double taxation, particularly in cases where the facts support a genuine sharing of both profits and losses among the participating entities.
The complexity of the profit split method is not addressed in the examples in the Consultation. For instance, Example 16 concludes by stating that the cost plus or transactional net margin method may not be the most appropriate method based on the facts but stops short of selecting a transfer pricing method. In addition, there are no examples which deal with a ‘loss split’ in the context of intragroup services. 
Section 2 – Specific questions raised by OECD
Commentators’ views are invited on the understanding and practical application of existing guidance in paragraph 7.10 of the OECD 2022 Transfer Pricing Guidelines. 
Whether, based on your experience, there are other activities that would commonly meet the definition in paragraph 7.9 of the OECD 2022 Transfer Pricing Guidelines that are not reflected in paragraph 7.10 of the OECD 2022 Transfer Pricing Guidelines. (Shareholder activities)
1) In our experience, paragraph 7.10 has traditionally been the primary reference point when considering shareholder activities. However, it does not capture all activities that may qualify as shareholder activities in practice. For example, a parent company may undertake a significant technology transformation project to review and modernise the operations of the group as a whole, including the adoption of AI-based tools. Such projects may involve substantial costs relating to technology assessments, implementation support, training programmes and system upgrades across group entities. Where these activities are undertaken primarily to enable the shareholder to modernise the group's overall structure, enhance the value of its investment, or maintain the competitiveness of the MNE group as a whole, rather than to meet the specific operational needs of individual subsidiaries, they could potentially be argued to be regarded as shareholder activities. 
Although the consultation document provides examples of MNEs modernising their business models through the introduction of e-commerce channels and other digital transformation initiatives, it would be beneficial to include a practical example involving an AI transformation project which is very relevant to many businesses at present. In particular, additional guidance on the allocation of the associated costs, risks and expected benefits between group entities in the context of AI-based tools would be valuable, as this remains an emerging area and is not yet a well-established or commonly understood scenario in practice.
2) In our view, the ownership-driven nature of these initiatives may, depending on the facts and circumstances, be comparable to other shareholder activities because they are undertaken in the shareholder's capacity as owner of the group and are aimed at preserving or enhancing the value of the shareholder's investment. However, care should be taken to distinguish between activities that primarily benefit the shareholder and those that provide a direct economic or commercial benefit to group entities, as the latter may constitute chargeable intragroup services under the OECD Guidelines. We expect businesses may favour a narrower approach to defining shareholder activities in this example as the benefits of AI transformation projects are likely be wide reaching for group entities. 
Questions to public commentators on: Paragraph 7.59 of the OECD 2022 Transfer Pricing Guidelines provides examples of allocation keys in the context of low value-adding services: By way of examples, the allocation key for services related to people might employ each company’s share of total group headcount, IT services might employ the share of total users, fleet management services might employ the share of total vehicles, accounting support services might employ the share of total relevant transactions or the share of total assets. In many cases, the share of total turnover may be a relevant key. 
Comments are invited on: 1. Would it be useful to provide further guidance on the application of allocation keys for certain intragroup services? 2. What are the allocation keys appropriately applied in practice to specific intragroup services? 
1) From our experience, a less prescriptive approach and guidance on allocation keys would be more favourable for taxpayers. It is almost impossible to provide examples covering every type of transaction, and as business models continue to evolve, the range of services provided by taxpayers and the indicators of value are increasingly diverse. Accordingly, while practical examples are welcome and can provide useful guidance if they can cover different industries and types of services, a principles-based approach is generally preferable, as it allows taxpayers to apply allocation keys that best reflect the facts and circumstances of their specific arrangements 
Questions for commentators: Commentators are invited to provide their views on the relevant considerations regarding the treatment of stock or share based compensations in the context of intragroup services. Specifically, we seek commentators’ views on: Do you encounter challenges associated with the appropriate treatment of stock or share based compensation in relation to intragroup services? If so, please describe these challenges and whether they include timing, accounting treatment and valuation of stock or share based compensation? 
1) In our experience, stock- or share-based compensation gives rise to a number of practical transfer pricing challenges, particularly in relation to cost-based service charges.  The most common challenges relate to the following:
Timing of recognition - Different jurisdictions may recognise stock-based compensation at different points in time, such as grant date, vesting date or exercise date, which can create mismatches between the service provider and service recipient.
Accounting treatment - Accounting standards may require expenses to be recognised over the vesting period, while the economic benefit of the underlying services may be realised over a different period.
Valuation of the awards - Where the ultimate value of the award is uncertain at the time services are performed. In some cases, the accounting expense recorded by the service provider may differ significantly from the value ultimately realised by employees, leading to questions as to the appropriate amount to include within the transfer pricing cost base. 
Additional challenges arise in situations where the share-based compensation relates to employees providing services to multiple group entities, requiring an allocation of the cost between recipient entities. 
How do you address stock-based compensation as part of your transfer pricing analysis? 
In our experience, the treatment of stock-based or share-based compensation in a transfer pricing analysis requires careful consideration of the specific facts and circumstances and should not be addressed through a mechanical inclusion or exclusion from the cost base. The starting point should be to accurately delineate the controlled transaction, including identifying which entity grants the awards, which entity employs the relevant individuals, whether any recharge is made, and whether the arrangement relates to the provision of a share plan facility, administration services, or broader intra-group services. The analysis should also consider whether the relevant costs represent a genuine economic cost of the service provider and whether independent parties would take those costs into account when pricing comparable services. 
In the UK, HMRC guidance in INTM440210 to INTM440240 recognises that employee share plans may themselves constitute a separate intra-group facility for transfer pricing purposes and distinguishes between the share award element and the administration services element. 
HMRC also notes that where a cost-plus methodology is applied, it is important that the full costs of employing staff are appropriately reflected in the cost base. The guidance specifically illustrates that share option costs may be included within the cost base of a service provider and indicates that fair value determined under the relevant accounting standards will generally provide the appropriate starting point in determining those costs. 
However, recent developments in other jurisdictions demonstrate that the treatment of share-based compensation remains an area of uncertainty. In a recent Irish Tax Appeals Commission decision, the taxpayer successfully argued that a notional accounting expense relating to share-based awards granted by the parent company should not form part of the subsidiary's transfer pricing cost base because the subsidiary did not bear an economic cost, there was no recharge from the parent company, and the subsidiary had limited involvement in the operation of the share plan. The case highlights that questions of economic ownership, cost bearing, recharge mechanisms and the commercial substance of the arrangement can be critical when determining whether share-based compensation should be reflected in the transfer pricing cost base. While HMRC's published guidance appears more supportive of including such costs in a cost-plus analysis, the Irish decision illustrates that the treatment of notional share-based compensation expenses remains a developing area and one where additional guidance from the OECD would be particularly valuable.
Do you think additional guidance in relation to stock or share-based compensation would be beneficial for intragroup services?
Yes. Additional guidance would be beneficial, particularly in the context of intragroup services priced using cost-based methods. While HMRC provides specific guidance on the intragroup provision of employee share plans, and separate guidance on the pricing of intragroup services, the interaction between these two areas is not always straightforward in practice.
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