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Abstract: Associated enterprises integrated into business groups may use the capital 
resources of the group. When setting the remuneration for their use, they must ensure 
that prices between them are set according to the rules of the Organisation for 
Economic Co-operation and Development (OECD). The core document is the Transfer 
Pricing Guidance on Financial Transactions. Based on the results of a qualitative 
analysis (content and contextual analysis of the document), the aim of the article is to 
systematize the procedures used to determine the transfer price in financial 
transactions such as loans and borrowings where the parties are related parties 
(hereinafter referred to as "intra-group loans"). The decision-making process is 
illustrated by means of a flow chart that establishes the basic decision framework, or 
the individual steps leading to the selection of an appropriate transfer pricing method 
for intra-group loans. 
 
Keywords: Cost of debt, credit rating, cup method, debt, economic models, interest 
rate, transfer price. 
 

 
1 Introduction 
 
The integration of an enterprise into a business group brings 
significant competitive advantages. Business groups are better 
able to cope with the imperfections of the external capital 
market, which are the limited availability of capital and the high 
cost of corporate financing (1). Hence, unlike independent 
enterprises, associated enterprises can share common resources 
within the group (2, 3, 4), take loans from related parties, take 
bank loans guaranteed by related parties (3), etc. The sharing of 
the group's capital resources takes place in the so-called internal 
capital markets. It is particularly used in situations where 
external financing is unavailable or involves high costs (5). 
Associated enterprises can also draw financial guarantees from 
other group members and more easily raise funds in external 
capital markets, i.e. from unrelated and independent lenders. 
Some businesses use internal capital markets to reduce costs, for 
others it may be a means of raising any funds at all. In all cases, 
the merged companies have to deal with the issue of setting the 
interest rate correctly. The Organisation for Economic Co-
operation and Development (hereinafter referred to as the 
"OECD") is also looking into the accuracy of the valuation, with 
the aim of preventing profit shifting to other countries. The 
outcome of its work is the Base Erosion and Profit Shifting 
(hereinafter referred to as the "BEPS") project, which makes 
recommendations against tax avoidance. In this regard, the 
OECD has issued guidelines on transfer pricing in debt financing 
(6). The OECD's initiative contributes not only to avoiding profit 
outflows to other countries, but also to reducing capital outflows 
to countries with lower capital taxation (7). 

As such, the issue of transfer pricing is regulated by the OECD 
Transfer Pricing Guidelines for Multinational Enterprises and 
Tax Administrations (hereinafter referred to as the "OECD 
Transfer Pricing Guidelines") and requires associated enterprises 
to determine remuneration in accordance with the arm's length 
principle. The guidelines are the main methodological material 
for setting transfer pricing (8) and are a comprehensive and 
globally recognised standard (9). In the case of loans, the arm's 
length principle is applied to determine the amount of interest, 
which must correspond to a price agreed between independent 
parties. The key in this context is the determination of the credit 
rating. An assessment of the borrower's creditworthiness by an 
independent lender or rating agency. For some companies, credit 
ratings are publicly available, but most companies have to carry 
out multiple assessments to determine or estimate them. The 
importance of debt financing in the context of the international 
environment is evidenced by the inclusion of related standards in 

the OECD Action Plan against BEPS. This project aims to 
prevent the shifting of profits to other countries - including in the 
context of abusive debt financing. Transfer prices, which are 
used to value transactions between related parties, are an area of 
tax risk that is subject to tax audits. Through international data 
exchange, tax administrations can identify risky businesses at 
minimal cost (10). A proper understanding of the rules 
contributes to reducing the number of tax disputes and 
increasing legal certainty in resolving these tax matters (11). 
 
2 Literature review 
 
In some countries, the OECD rules on transfer pricing are 
directly incorporated into national tax laws. However, this is not 
the case in the Czech Republic. Here, the statutory regulation of 
transfer pricing is regulated in only one statutory provision, 
namely Section 23(7) of Act No. 586/1992 Coll., on Income 
Taxes, as amended (12, 13). The Czech Tax Administration 
publishes information on the OECD guidelines, in particular 
provides their translation into the national language. Basic 
definitions and concepts on transfer pricing must be sought in 
European legislation. The main idea of transfer pricing is to 
negotiate a price between associated enterprises in accordance 
with the arm's length principle. The price agreed shall not differ 
from the price agreed between independent enterprises.  

In testing whether the arm's length principle has been respected, 
the nature of the transaction is assessed. A functional analysis is 
carried out to define the transaction, followed by a comparative 
analysis. Transactions are of two types, dependent and 
independent. For a dependent transaction, a comparable 
transaction is sought. A comparable transaction is a transaction 
of a similar nature entered into between independent enterprises. 
The meaning of each definition is as follows (14): 
 
i. Associated enterprises. Two enterprises shall be deemed to 

be associated if one of the enterprises of one State 
participates, directly or indirectly, in the management, 
control or assets of an enterprise of the other State, or if the 
same persons participate, directly or indirectly, in the 
management, control or assets of an enterprise of one State 
and of an enterprise of the other State. 

ii. Independent enterprises. Neither enterprise participates in 
the management, control or assets of the other enterprise. 
The enterprises do not have the same persons in 
management and control functions. 

iii. Dependent transaction. Transactions between associated 
enterprises. 

iv. Comparable transaction. There are no significant 
differences between the dependent and independent 
transactions or sufficiently precise adjustments can be 
made to eliminate the effects of such differences. 

v. Functional analysis. The objective is to accurately define 
the financial transaction, assessing functions and risks. In 
particular, the creditworthiness of the borrower is assessed. 

vi. Comparative analysis. Comparison of a dependent 
transaction with an independent transaction. The 
comparative analysis provides information for selecting an 
appropriate transfer pricing method (8).  

The obligation to determine the arm's length price between 
related parties generally applies to debt instruments. The 
definition of debt instruments in the Czech Republic is contained 
in Act No. 89/2012 Coll., the Civil Code, as amended 
(hereinafter referred to as the "CCC”). Debt instruments may be 
a loan, a borrowing, a sale and a credit (15). This article focuses 
on the most common financial instruments, which are loans and 
borrowings. Loans are regulated by section 2395 et seq. CCC, 
the contracting parties are the lender and the borrower, the object 
is the funds, the remuneration is the interest (9). The loan is 
regulated in Section 2390 et seq. CCC. The contracting parties 
are the lender and the borrower, the object is the return of an 
item of the same kind, and interest may be agreed (9). A loan is a 
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very common type of transaction between related parties. 
Determining the normal level of interest is a very challenging 
task and is the result of a number of related analyses. A key 
aspect for the valuation of the interest rate between associated 
enterprises is the determination of the credit rating (6). 

2.1. Interest rate and credit rating 
 
The interest rate is determined from the lender's perspective, 
based on the borrower's credit rating. A borrower's credit rating 
reflects the likelihood that the borrower will not pay interest or 
principal when due (16). Currently, banks often use credit 
ratings from credit rating agencies, either directly or as a 
benchmarking tool for internal rating models (17). A credit 
rating reflects the creditworthiness of an enterprise. There are 
quite a few definitions of the creditworthiness of a borrower 
(18). 

Credit rating tells about an enterprise's ability to obtain credit, 
and to properly repay it (18).  With the growth of financial 
markets, modeling financial investments is becoming 
increasingly complex and finding a suitable model for interest 
rate is the biggest challenge (19). The reputation of credit rating 
agencies took a hit during the global financial crisis of 2007-
2008, when it became clear that credit rating agencies were 
systematically mispricing risk (20). Moreover, rating SMEs is 
also a challenge for financial institutions (21). Their regression 
models used to predict default risk may not work well due to 
limited or missing data (21). The solution was the development 
of a long-term rating model by Moody's, but this focuses mainly 
on industrial and retail companies (22). 

The factors determining creditworthiness vary across sectors 
(23). Researchers can focus on these industries to identify the 
factors determining their creditworthiness and can explore an 
exclusive technique for determining the credit rates applicable to 
the industry (23). 

The creditworthiness of the borrower is crucial in determining 
the credit risk. An important indicator for assessing the 
creditworthiness of a borrower is the establishment of a credit 
rating (6). It is the most important factor in lending (16). There 
are three main rating agencies in the market, namely Moody's, 
Standard and Poor's and Fitch Ratings (20, 24). Information 
from public sources, but also obtained non-publicly, is used to 
determine ratings (22). Artificial intelligence can be used to 
determine credit ratings, which can work with large amounts of 
data (22). Moody's scale starts with Aaa (highest rating) and 
ends with C (worst rating (25, 22). Standard and Poor's uses 
ratings from AAA to D (25), as does Fitch (24). A limitation is 
that companies can obtain different ratings. For example, the 
methodologies of Standard and Poor's and Moody's do not match 
(25). Comparisons of these methodologies are described in more 
detail in, for example, Jiang (26), Solilová et al. (24). 

3 Research problems and goal 
 
The issue of transfer pricing in financial transactions is described 
in the OECD Transfer Pricing Guidelines. The document 
contains instructions and describes the different methods. 
Specifically, the issue of financial transactions is dealt with in 
Chapter X entitled Transfer pricing aspects of financial 
transactions. This chapter is in text form without visualizations. 
The graphical layout contributes to a clearer understanding of the 
rules. To date, no specific manual has been issued by the Czech 
tax administration on these guidelines. The only step was the 
publication of the Czech translation of the guidelines in February 
2020. The issue affects a large number of taxpayers as sharing of 
capital resources between related parties is a common 
occurrence. At the same time, it is a complex and complicated 
subject. 

The aim of this paper is to provide a comprehensive framework 
and to contribute to a better understanding of the rules using 
visualization of the results. Using a flow chart, the decision-
making process is visualized, identifying the steps and 
procedures that lead to the selection of an appropriate method for 

determining the transfer price for intra-group loans. It is 
therefore also an output with application potential. 

4 Methods 
 
Associated enterprises that take out or grant intra-group loans 
need to look carefully at transfer pricing issues and get the 
interest rate right. They have to work with a large amount of 
information, which they obtain using numerous analytical tools. 
The decision-making process is described in the OECD Transfer 
Pricing Guidelines in their in sub-provisions, see Table 1. Both 
the borrower and the creditor involved in the intra-group 
transaction evaluate the information. As each party has different 
objectives, their views on the evaluation of the transaction may 
not be identical. The objective of the lender is to provide 
financial resources to a borrower who will be able to repay the 
loan properly and on time. The borrower's objective is to obtain 
financial resources at the lowest cost. Both parties must be able 
to prove, in the event of a tax audit, that the interest rate has been 
determined in accordance with the rules of the OECD Transfer 
Pricing Guidelines. The correct determination of the interest rate 
is preceded by the selection of an appropriate valuation method. 

Point 
Table 1: Assumptions for correct interest valuation 

Key provisions  
10.51. The transaction is evaluated from the perspective 

of the borrower and the lender. Their valuations 
need not be identical. 

10.54. The lender's objective is to prevent the risk of 
default on the amount owed. The lender's interest 
is in proper and timely repayment. 

10.58. The borrower's objective is to obtain credit at the 
lowest cost. 

10.88. The selection of an appropriate valuation method 
is a prerequisite. 

 
Source: own elaboration (6) 

The paper is designed as exploratory. Its objective is to describe 
and evaluate procedures to determine the appropriate method for 
determining the interest rate as a remuneration for the use of 
intra-group loans. The subject of the research was Chapter X of 
the OECD Transfer Pricing Guidelines. It was subjected to 
content and contextual analysis of the text. The paper does not 
deal with credit default swaps, which are used to value 
guarantees provided by related parties. 

The aim is to graphically capture the decision-making process of 
selecting an appropriate interest rate valuation method, 
presenting a tool to better understand the linkages and context. 
The visualization of the individual steps undoubtedly contributes 
to a better understanding. The entire decision-making process in 
determining the interest rate is depicted in the form of a decision 
tree, which is classified as a flow chart. Decision trees are one of 
the most intuitive decision-making methods and are widely used 
in economic practice (27). The advantage of decision trees is the 
simplicity of their application. They are also clear and easy to 
understand. Table 2 shows the patterns used. Microsoft Visio 
software (28) was used to create flowcharts. 

Figure 
Table 2: Figures used 

Meaning  
 
 

Beginning and end 

 Decision 
 

 Process 
 

 Criterion 
 

 Method 

 
Source: own elaboration  

The decision-making process was constructed by identifying 
individual decision steps, which were then analyzed and 
evaluated. Based on the analysis of Chapter X of the OECD 
Transfer Pricing Guidelines, the main criteria were identified and 
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the solution options were assigned to them. As part of the related 
evaluation, the problematic aspects that need to be addressed 
were described in the Discussion and Conclusions section. It 
should also be taken into account that the determination of the 
transfer price is a very demanding and holistic discipline, where 
the taxpayer must take into account not only macroeconomic 
factors, but also the situation in the borrower's business sector, 
the results of competitive analysis and the analysis of the 
companies participating in the transaction. In this respect, then, 
the output below is seen as an important, albeit still partial, input 
to the decision-making process. 

5 Results 
 
A priority issue that both the borrower and the lender must 
address is whether the intra-group loan is correctly classified. 
This is the subject of the functional analysis. It assesses whether 
the borrower is exposed to the risk of default and penalties for 
late payment. In particular, in situations where it is clear that the 
borrower will not be able to repay the funds raised, the resources 
should not be classified as a loan. The funds provided should be 
in the nature of an additional contribution to strengthen the 
equity of the enterprise (6, point 10.5). The debt capacity of an 
enterprise can be measured by the size of fixed assets (asset 
tangibility) and the financial capabilities of the enterprise 
(financial constraints) (29). Unused debt capacity is a reflection 
of the financial flexibility of the enterprise and enables the 
enterprise to obtain external sources of financing (30). In case 
the debt capacity is sufficient, external sources of financing are 
preferred (31), which are mainly loans. 

If the financing transaction is correctly classified as intragroup 
debt, the process of selecting an appropriate method for interest 
rate valuation can be proceeded with. This process consists of 
two steps. First, a functional analysis is carried out to define the 
financial transaction and clarify the contractual terms (6, point 
B.3.2.). At this stage, the borrower's situation is assessed, in 
particular its creditworthiness. In the next step, a benchmarking 
analysis is carried out (6, point 10.20.), which aims at finding a 
comparable financial transaction between independent entities. 
An analysis of the financial markets is carried out, in particular 
assessing the interest rates set for borrowers with different credit 
ratings. The sub-stages of the decision process are described in 
Table 3 and illustrated in Figure 1. 

Point 
Table 3: Factors determining the choice of method  

Key factors  
1.108. Does the lender bear and control the risk? 
10.71. Has the credit rating of the enterprise been 

determined? 
10.70. Has the credit rating of the debt been 

determined? 
10.82. Is the credit rating of the group known? 
10.97. Is it possible to estimate the rating of the 

enterprise? 
10.72. Will publicly available financial tools be used 

to calculate credit ratings? 
10.104. Will economic models be used to value credit? 

10.97. Are there comparable transactions? 
10.89. Can the CUP method be used?  
10.97. Is it possible to estimate the cost of financing? 
10.98. Are the financing costs reasonable? 

 
Source: own elaboration (6) 

 
 
 
 
 
 
 
 
 
 
 
 

 
Figure 1: Decision-making flow chart 
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In determining the transfer price, the associated enterprise 
evaluates the circumstances listed in Table 3. The individual 
factors are evaluated in order:  
 

i. Does the lender bear and control the risk? If the lender 
does not bear and control the risk, it is entitled to an 
interest rate at the risk-free rate (6, point 1.108.). 

ii. Has the credit rating of the enterprise been determined? 
This rating is indicative of the creditworthiness of the 
enterprise, the independent perception of the enterprise's 
creditworthiness (6, point 10.71.). 

iii. Has a debt issue rating been established?. If there is both 
an enterprise issue rating and a debt issue rating, it is 
preferable to choose a debt issue rating that takes into 
account the specific features of the debt (6, point 10.70.) 

iv. Has the group's credit rating been established? A group 
credit rating may be used if the creditworthiness of the 
enterprise does not differ from the creditworthiness of the 
group. It can also be used to derive the credit rating of the 
enterprise, provided that the rating agency process (6, 
point 10.82.) is repeated. 

v. Is it possible to estimate the credit rating of an enterprise? 
If it is not possible to estimate the rating of the enterprise, 
the transfer price must be derived on the basis of the 
lender's financing costs (6, point 10.97.). 

vi. Which method to choose for the estimate? A variety of 
economic models and publicly available tools can be used 
(6, points 10.72. and 10.104.). 

vii. Are there comparable transactions? If there is a 
comparable transaction, the most appropriate method for 
determining the price is the comparable arm's length price 
method, known as CUP (6, point 10.89.). If there are no 
comparable transactions, the cost can be determined at the 
level of the cost of financing (6, point 10.97.). 
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viii. Are the borrower's financial costs the same or lower than 
those of other lenders? The financing costs of a lender 
cannot be claimed at any amount. Account must be taken 
of the fact that lenders seek to secure the cheapest method 
of financing in a competitive market (6, point 10.98.). 

 
A key determinant of the interest rate is whether a credit rating has 
been established for the borrower. This is an indicator that is the 
result of an assessment of not only quantitative but also qualitative 
indicators. Most often the credit rating is determined at the level of 
the business group or not at all. If the credit rating is determined at 
group level, the credit rating of the enterprise can be derived from 
it (6, point 10.82.). In this case, the effect of the enterprise's group 
membership is assessed and the implicit support provided is 
evaluated (6, point 10.78.). If the credit rating of the enterprise is 
not established and the credit rating of the group cannot be used, 
the credit rating can be established on the basis of publicly 
available instruments (6, point 10.72.). However, if a method other 
than those used by credit rating agencies is used to estimate the 
rating, the enterprise must be able to demonstrate to the tax 
authorities that it has estimated the credit rating correctly.  

In summary, the following types of credit ratings can be 
distinguished: 
 
i. Issue credit rating, which is an opinion on the 

creditworthiness of the borrower (issuer) with respect to a 
particular debt. It takes into account its specific features 
such as collateral, security and seniority level. 

ii. Enterprise credit rating, which is an opinion on the 
creditworthiness of the borrower. If the borrower has a 
publicly available credit rating published by an 
independent credit rating agency, this rating may be 
informative for the analysis of the arm’s length principle. 

iii. Group credit rating, which assesses the creditworthiness of 
the business group. A borrower may have a better 
creditworthiness due to its affiliation with a business group. 

Table 4 describes the key provisions for determining credit 
ratings and the role of multinational enterprises (hereinafter 
referred to as the “MNE”). 

Arrangements 
Table 4: Credit rating  

Type of rating  
C.1.1.2.1. Credit rating of the enterprise (The 

credit rating of an MNE) 
C.1.1.2.2. Issue credit rating (The credit rating of a 

specific debt issuance) 
C.1.1.2.3. Group credit rating (The credit rating of 

an MNE group) 

 
Source: own elaboration (6) 

If the credit rating of the enterprise is known or estimated, the 
comparable independent price (CUP) method is recommended, 
with a preference for an internal CUP if available. However, if 
there is no comparable transaction, the borrower must determine 
the cost of financing in order to value the interest rate. If no risk 
is assumed, the interest rate shall be set at the risk-free rate. The 
risk-free interest rate is also used when the lender takes the risk but 
does not control it. In this case, various rewards are added to the 
risk-free rate as risk premiums. The methods are described in more 
detail in the OECD Transfer Pricing Guidelines, see Table 5. 

Arrangements 
Table 5: Valuation methods. 

Method  
C.1.2.1. CUP method (Comparable uncontrolled 

price method) 
C.1.2.3. Financing costs (Cost of funds) 

F.1. Risk-free interest rate 
F.2. Risk-free interest rate plus risk premium 

 
Source: own elaboration (6) 

5.1 Risk-free interest rate  
 
If the lender does not bear or control the risks associated with the 
granting of the loan or borrowing, the interest rate is set at the 

risk-free rate of return (6, point 1.108.). This is a hypothetical 
indicator as there is no zero-risk investment (6, point 1.109.). 
The risk-free interest rate is an important economic variable that 
reflects the time value of money for risk-free assets (32). In this 
respect, the risk-free interest rate can be used to value the returns 
on investments with low default risk (6, point 1.110.). To 
determine the risk-free interest rate, a security should be chosen 
that was issued by the government in the same period, in the 
same currency, with the same maturity as the financial 
transaction being executed (6, point 1.111.). The risk-free rate of 
return can be considered the rate of return on government bonds 
(24). The risk-free rate of return can also be determined in other 
ways, e.g. according to interbank rates, interest rate swap rates, 
etc. (6, point 1.115.). The disadvantage of using the risk-free 
interest rate is that it is affected by financial crises (33). 
 
5.2 Risk-free interest rate plus risk premium  
 
The interest rate is made up of two components. The first 
component is the amount of the risk-free interest rate and the 
second is the rewards associated with the granting of the loan (6, 
point 10.96.). Various methods can be used. The most 
commonly used are the risk-free interest rate and the risk 
premium (33). Other methods related to the rate of return on 
alternative comparable investments, the cost of capital, etc. can 
also be used. The risk premium can also be determined based on 
the rating of the enterprise. If the rating of an enterprise is not 
determined, various economic models can be used. In this case, 
the interest rate is set at the risk-free rate and includes a number 
of rewards: default risk, liquidity risk, expected inflation risk, 
etc. (6, point 10.105.). The problem is that the results of 
economic models do not represent real financial transactions. 
The OECD Transfer Pricing Guidelines accept that these models 
can be used, but adjustments need to be made for comparability. 
 
5.3 Financing costs 
 
Financing costs include the lender's borrowing costs, the costs 
associated with servicing the loan, risk premium fees and a profit 
margin that includes the lender's incremental cost of the equity 
required to support the loan (6, point 10.97.). The most 
challenging task is to determine the cost of equity (24).  
 
A lender must compare its cost of a financial transaction with the 
cost of other lenders. Consideration must be given to the fact that 
the borrower would act rationally and would not choose the 
more expensive financing (6, point 10.99.). The lender must 
minimize the cost of financing. If there is a competitor in the 
market that can provide the funds more cheaply, the lender 
cannot claim higher reimbursement (6, point 10.98.). The 
disadvantage of financing costs is that this only sets an upper 
bound on the interest rate valuation (33). 
 
5.4 Comparable Independent Price (CUP)  
 
The comparable arm's length price (CUP) method is a transfer 
pricing method that compares the price of a dependent 
transaction with the price of a comparable arm's length 
transaction conducted under comparable conditions (14). This 
method is most commonly used (24, 33). The basic assumptions 
are that i) the credit rating of the borrower or the rating of the 
issue is established or estimated, ii) comparable entities exist, 
and iii) comparable transactions can be found. To determine 
comparable transactions, not only prices but also other pricing 
terms provided by related parties must be considered in a manner 
similar to independent parties (34). The method is well suited to 
the existence of a sufficiently large financial market, the 
frequency of transactions and the availability of information. 
Information on the characteristics of individual loans with 
respect to the credit rating of the borrower or the credit rating of 
the issue can be retrieved. Lenders must take into account factors 
that reduce or increase risks (6, point 10.90.). The risk is 
mitigated by the guarantees and findings provided. The risk 
increases with the riskiness of the project, longer maturity, lack 
of collateral, etc. The OECD Transfer Pricing Guidelines accept 
that there may be a spread of market rates for a given financial 
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transaction (6, point 10.91.). To determine the market rate, the 
currency of the transaction, maturity, etc. must be taken into 
account. The comparable transaction should not be linked only 
to the borrower's business. A borrower that is a member of a 
group should be compared with other borrowers that are also 
members of the group. 

The comparable price need not be determined solely by the 
credit rating of the enterprise, but may also be based on the 
return on alternative comparable investments. It may also use 
internal methods of determining a comparable independent price 
that are based on analysis of internal data. Internal methods are 
used when the loan is granted by a third independent party (33), 
i.e. different from the borrower and the lender. The advantage is 
that the method is easy to use when a comparable transaction 
between independent lenders is known (33).  

The disadvantage of the comparable arm's length price (CUP) 
method is that it relies on the valuation of a comparable entity 
for which all information may not be publicly known (24). Also, 
the question of using the results of the benchmarking analysis 
based on annual reports is debatable (35). This is because the 
lack of uniform legislation across different countries may affect 
the selection of comparable data in the comparative analysis 
(35).  

5.5 Internal comparable price, bank offer, expert's report  
 
Enterprises that undertake both comparable dependent and 
independent transactions may use internal comparable prices 
(36). However, this price cannot be applied to financial 
transactions, due to the fact that financial transactions assess the 
riskiness of a particular borrower. It is also not possible to use 
the Valuation Law (37) and the banks' opinion (6, points 10.107. 
and 10.108.) to price interest. 

6 Discussion and Conclusion 
 
The funds provided by the related party may take the form of a 
capital surcharge or a debt instrument. A basic prerequisite for 
the valuation of interest is the correct classification of the 
financial transaction. If the loan is correctly classified, it is 
possible to proceed to the selection of an appropriate method for 
valuing the interest. The valuation methods are i) the CUP 
method, ii) cost of funding valuation, iii) risk-free interest rate 
valuation and iv) risk-free interest rate plus risk premium 
valuation. The key is to determine whether the enterprise has a 
credit rating determined by an independent entity.  

There are different methods of assessing the creditworthiness of 
a borrower. First of all, they are based on the evaluation of 
selected financial ratios, which are assigned weights of their 
significance (18). Many commercial banks use complex methods 
to assess the creditworthiness of borrowers (18). According to 
Verster et al. (17), banks take into account other parameters 
besides credit ratings when determining credit risk, such as their 
internal risk attitude, their internal corporate data, etc. 

The OECD's established standard requires associated enterprises 
to follow a similar approach in estimating credit ratings and to 
conduct multi-factor analyses. However, credit specialists' 
decisions are often based on their intuition and experience (18) 
and are burdened with subjective assessments. The OECD 
Transfer Pricing Guidelines do not take this into account in the 
context of the rules for estimating credit ratings.  

Enterprises face a number of challenges when estimating a 
corporate credit rating. Rating agencies work mostly with data 
from companies in relatively large economies and do not take 
into account conditions in the Czech Republic (24). Enterprises 
do not have a sufficient data base. A solution for the future and a 
challenge could be the creation of a suitable database or a more 
detailed guide (methodology) for determining the interest rate 
for selected basic types of transactions (e.g. the creation of a safe 
harbour).  

Some authors point out that CRA ratings should not be 
considered accurate. They are opinions about the riskiness of 
entities (17, 22) and do not serve to predict gains and losses (22). 

For many enterprises, determining credit ratings is a complicated 
task. There are many definitions and actual methods to 
determine credit rating. The rating process involves a number of 
sub-processes, evaluating multi-factor analyses (e.g. enterprise, 
group, industry), making comparisons with other companies, etc. 
However, ratings are normally set by major financial institutions 
or rating agencies that have in-house data and their staff has 
expertise. Valuation should be carried out by experts. Enterprises 
that are financially strong enough can outsource these services or 
hire qualified staff. For other enterprises, rating will be a costly 
affair. It would therefore be advisable, especially for smaller 
enterprises, to set simplified rules, so-called safe harbours. This 
institute is not established in the Czech Republic. Ištok et al. (38) 
identified twelve countries that use simplification of rules in this 
respect and derived rules for its creation. The author of the 
article believes that for certain defined standard types of 
transactions, which will not be burdened with certain specifics 
(existence of an international element, absence of guarantees, 
etc.), the instrument would be suitable for the Czech Republic. 
Setting simplified rules that would be accepted by the tax 
administration would (i) reduce costs for enterprises themselves, 
(ii) increase legal certainty in tax administration and 
(iii) simplify the implementation of tax audits.  

The issue of the valuation of financial transactions is a complex 
one and the rules introduced so far are very general. The OECD 
itself has published discussion drafts on the issue. The proposals 
set out different approaches and suggestions for solutions. All 
this suggests that there is a need to seek simplification, introduce 
methodological tools and provide guidance to businesses. This 
article, which focuses on a selected area, contributes to the above 
by presenting a guidance tool for selecting an appropriate 
interest valuation method and highlighting problematic aspects. 
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