
A European telecom company had
acquired a number of companies sit-
uated in emerging markets in the

Americas and in the Asia-Pacific region.
Over time the European principal company
started to provide IP, best practices, know-
how, and other services and technical sys-
tems to the local companies, enhancing
their abilities.

The company’s HQ had been charging
management fees to the local companies
for some years, but local tax authorities and
minority shareholders (often in the form of
the state) refused to accept the deductibili-
ty of the fees, as they held that the rendered
services were at best burdensome or unus-
able and their value non-existent.

While the services and IP provided by
the HQ enabled the local companies to
generate higher profits, it placed a cost bur-
den on the principal. Due to the specific cir-
cumstances and tax losses carried forward,
a low tax rate applied to the European prof-
its, while taxes were due in the American
and Asian countries. Additionally, the local
telecom companies had minority share-
holders participating in their profits.

Expert survey and benefit test
NERA systematically analysed the situa-
tion, assessed the value of the IP and non-
routine services, and determined a price
that independent parties in the same situa-
tion would have agreed upon.

Like many real-life situations, the busi-
ness structure was complex and highly inte-
grated, so NERA found that the most
reliable way of determining the value was
via expert surveys, which were conducted
via the internet, telephone, and in person
with experts from the HQ and the local
entities.

Through the survey, NERA was able to
identify:
• The type of IP and non-routine services

rendered by the principal;
• The value of the IP in terms of addition-

al revenue and cost savings (benefits);
• The contribution of each of the parties

towards this value for the determination
of the share in economic ownership; and

• The bargaining power of the involved
parties.
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The final price for the IP and services
could then be derived from these factors for
each entity: The maximum willingness to
pay for the recipient of the service is the
benefit that it can realise from the service
beyond what it could have achieved inde-
pendently in a stand-alone setting. The
actual price in any transaction will usually
be less than this, as independent parties
will try to gain some benefit from a deal,
with their ability to do so being captured by
the respective bargaining positions.

Price assessment
The benefits, contributions, periodical
effects, bargaining power, and revenue dif-
fered for each local company, but with the
data gathered through the survey NERA
could assess a fair price individually for
each local company. The fair price was
transformed into a percentage royalty of the
revenues in the local countries, effectively
leading to a multiple of the originally
charged fees.

Because all the different contributions
and benefits were derived in collaboration
with stakeholders from both sides of the
transaction and because the local contribu-
tion was documented and acknowledged in
detail, the new corporate charges were
accepted by even the most reluctant tax
authorities and minority shareholders.

As a result, profit is now aligned with
actual value generation and taxes are
reduced significantly.
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