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Undoubtedly you’ve noted the rapid 
devaluation of the euro relative to the U.S. 
dollar, but what does that mean for your 
business?  

If you are a multinational enterprise who 
engages in controlled, intercompany 
SSLLL transactions (sales, services, leasing, 
loans and licensing), you need to 
proactively address transfer pricing issues. 

Example 
Suppose a USD (U.S. distributor) buys 
inventory from EM (Euro Manufacturer), 
in a controlled intercompany transaction. 
Assume also (unrealistically, but let’s keep 
the math simple) that (1) in Month One, 
the USD-euro exchange rate is 1:1; but (2) 
in Month Two, the Euro deflates to a 1:2 
exchange rate (one USD buys two euros).  

Obviously, USD can buy euro-sourced 
inventory in Month Two for substantially 
less than in Month One. Suppose further 
that generally there is a lag period in the 

supply chain, specifically, between ordering 
and the production cycle. Numerous 
different questions should, and in 
intercompany transactions, do arise.  

Questions to consider 
• Whom between USD and EM should 

(or must) bear the currency risk in the 
supply chain? 

• Should either company hedge, or at 
arm’s length, should they have hedged? 
And if so, under what terms and 
conditions? 

• What if USD had sent an advance 
payment to EM? Or, may USD delay 
payment? 

• What if EM is a contract manufacturer? 
Should it bear any currency risk? Why or 
why not? 

• May USD simply wait to pay for the 
inventory in Month Two (or beyond), or 
for tax-planning purposes, should it (or 
may it)? 

• What planning opportunities are 
available to proactively account for 
currency risk? 
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• How would the respective U.S. and 
European governments view an 
intercompany arrangement where one 
company, but not the other, bears all of 
the currency risks? 

The general rule of transfer pricing says 
that controlled transactions must achieve 
arm’s-length results. But what arm’s-length 
results would, should and could occur in 
transactions where currency fluctuations 
are present? What answers (i.e., tax 
positions) are acceptable to different taxing 
jurisdictions? Or conversely, what tax 
positions relating to currency risks are 
“uncertain” — and are disclosures 
necessary? 

Tax professional standards 
statement 
This document supports Grant Thornton 
LLP’s marketing of professional services, 
and is not written tax advice directed at the 
particular facts and circumstances of any 
person. If you are interested in the subject 
of this document we encourage you to 
contact us or an independent tax advisor to 
discuss the potential application to your 
particular situation. Nothing herein shall be 
construed as imposing a limitation on any 
person from disclosing the tax treatment or 
tax structure of any matter addressed 
herein. To the extent this document may 
be considered to contain written tax advice, 
any written advice contained in, forwarded 
with, or attached to this document is not 
intended by Grant Thornton to be used, 
and cannot be used, by any person for the 
purpose of avoiding penalties that may be 
imposed under the Internal Revenue Code. 


	An idea worth considering | July 20, 2010
	Example
	Questions to consider
	Tax professional standards statement


