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ACCOUNTING OF CONTROLLED
TRANSACTIONS

Introduction. In the context of economic
globalization, the role of international groups of
companies (MNE Group). States are improving
tax control over the payment of MNE Groups’
taxes, in particular, much attention is given to
the rules of transfer pricing (TP). The TP rules
are becoming more and more complex and it is
important for enterprises to build an effective
management system of the transfer pricing of the
company and develop a policy on transfer
pricing to minimize tax risks from the transfer
pricing.

Problem. The accounting of controlled trans-
actions (CT) is an important element of the
management system of the company’s TP. In
order to conduct TP analysis, prepare reports on
TC and manage tax risks from the TP of the
enterprise, it is necessary to provide a quality
information base for accounting of CT.

The aim of the article is to determine the tasks
of accounting for CT and to develop proposals for
improvement of its methodology.

Methods. The author used such methods and
approaches as systems and comparative analy-
sis, analysis, synthesis, generalizations, systems
and logic. The information base is the regulatory
framework of Ukraine and scientific works of
domestic and foreign scientists.

Results. For the TP purposes, the status of a
non-resident counterparty of the company should
be established at the stage of planning the eco-
nomic relations. For this purpose, a method of
studying the status of a non-resident counterparty
is proposed. For complete and timely identification
of CO, the recommenddations have been developed
to improve the accounting of CO by introducing
additional sub-accounts of accountting and app-
lying of analytical sections for them.
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Bemyn. B ymosax enobanizayii ekonomiku
3pocmac  ponb  MIJCHAPOOHUX 2PYN  KOMNAHIl
(MTI'K). [epoicasu 60ockonanowoms nooamko-
8uti KoHmponv 3a cnaamor nooamxie MKT,
30Kpema Genuxa yeaza NpuolisEmbCs NPaeUiam
mparcgheproco yinoymeopenns (TL]). I[lpasuna
TL] cmaroms dedani ckraoHiwumu, i 015 nionpu-
EMCME 8ANCIUBO NODOYOOBYBAMU eQHEeKMUBHY CUC-
memy ynpaeninua TL] nionpuemeéa ma po3spo-
oumu nonimuxy 3 TL], wob minimizysamu
nooamxkosi pusuxu 3 TL].

Ilpoonema. Byxeanmepcokuil 00TIK KOHMPO-
mosanux onepayiti (KO) € sasxcnusum enememom
cucmemu ynpaeninua TL[ nionpuemcmea. [[ns
npoeedenns ananizy TL], niocomosxu 36imrHocmi
3 TL] ma ynpaéninua noOamKoSUMU PUSUKAMU
3 TL] nionpuemcmea HeoOXioHo 3abe3neyumu AKiCHy
iHghopmayinny 6azy obnixy KO.

Mema cmammi — euznauumu 3a60anHs OOIKY
KOHMPONbOBAHUX ONEPayili ma po3pooumu npo-
no3uyii Wooo 00CKOHANEHHS 11020 MEMOOUKU.

Memoou. Buxopucmano cykynicmo memooie
ma nioxoo0ig: CUCIMEMHO20 Ma NOPIBHATLHOZ0 AHA-
J3Y, AHANI3Y, CUHME3Y, V3a2aIbHEeHb, CUCHIEeMHUL
ma noeiunuil. Ingpopmayiiinoio ocHo8o € Hopma-
MueHo-npasosa baza Yxpainu ma Haykosi npayi
BIMYUSHAHUX | 3aKOPOOHHUX VHEHUX.

Pesynomamu oocnioxncennsn. /[na yineu TI]
cmamyc KOHmpazeHma — Hepe3uoeHma Ha nio-
npueMcmei mae Oymu 8CMAHOBIEHO HA emani
NIAHYBAHHS 20CHOO0APCHKUX GIOHOCUH, OIS YbO2O
3aNPONOHOBAHO MEMOOUKY OOCHIONCEHHS YbO2O
cmamycy. /[na noguoi ma ceoeuacHoi ioenmu-
@irayii KO po3pobneno pekomenoayii 3 600CKo-
HAEHHsL IX 0OMIKY UISIXOM 8NPOBAONCEHHSL 000am-
KOBUX CYOPaxyHKie Oyxeanmepcvko2o 00Ky O
007IKY Ma 3aCmMocCy8aHHs AHATIMUYHUX PO3DI3I6
07l HUX.
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Conclusions. The author proposed methodology
of accounting for CO that will ensure the imple-
mentation of qualitative TP analysis as well as
proper TP reporting will allow to automate the
process of its preparation. Prospects for further
research are the formation of organizational and
methodological aspects of the accounting policy
of the enterprise for CO accounting and prepa-
ration of TP reports.

Keywords: transfer pricing management;
accounting, controlled transactions; transactions
with non-residents.

Bucnoseku. 3anpononosana memoouxa ooiky
KO oacmo 3mocy 3abesneyumu saxichuil auaniz
3 TL], nognomy 36imnocmi 3 TL], asmomamuszysamu
npoyec it niocomoeku. Ilepcnexmueamu nooaiv-
WIUX HAYKOBUX OOCTIOAHCEHD € (DOPMYBAHHS OP2aHi-
SAYITHUX MA MEMOOUHHUX ACNEKMI6 00MIK080I noJii-
muxu nionpuemcmea wjodo oonixy KO ma nioeo-
moeku 38imnocmi 3 T1].

Kniouoei cnoea: ynpasniHHs TpaHchep-
HUM I[IHOYTBOPEHHSIM; OyXTraJTepChbKUi OOJIIK,
KOHTPOJILOBaHI OTepallii; ornepartii 3 Hepe3uIeH-
TaMH.

JEL Classification M41

Introduction. Foreign experts Gomez C. and Aguirre D. offered the
concept of "transfer pricing management" as the process that consists of a set
of measures that start with the detection and analysis of CT, analysis of
compliance of arm’s length principle, preparation of financial statements and
accounting transactions to ensure reliable monitoring, support and conti-
nuous analysis of the process "from start to finish" in order to reduce the risk
of tax adjustments and the likely impact of tax risks [1]. Ukrainian scientist
A. Kasych has built a cycle of TP as a system of formation and TP
documentation and also proposed a program for the TP implementation at the
company [2]. Researchers believe that the TP management at the company is
a complex and multi-level process, which consists of developing a TP
strategy, planning, identifying major risks, monitoring and TP reporting.
Accounting of CT and TP reporting play an important role here.

As CT accounting is an information base for the CT identification,
preparation of TP reporting, making management decisions on the TP stra-
tegy, the question of organization of CT accounting has huge scientific and
practical importance.

Problem. If the company has to apply the rules of tax legislation on
TP while carrying out CT, as well as to ensure accurate preparation of TP
reports on time and minimize the TP risks, it needs to build a complex
multilevel system of CT administrative support.

The aim of the article is to define the task of the CT accounting as
well as to develop proposals for improving the organization and metho-
dological approaches to the CT accounting to ensure information support of
TP management at the company.

Methods. The conceptual and methodological basis of the study are
the scientific works of foreign and native scholars on the organization and
methods of accounting for CT, legislative framework of Ukraine. A variety
of methods and approaches are used to ensure the conceptual unity of the
study, in particular systematic and comparative analysis, synthesis and
generalizations.
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Analysis of recent researches and publications. The scholars
highlight that Ukrainian legislation does not contain any recommendations
on the organization of CT accounting, so each company can organize accoun-
ting in this area at its discretion and in accordance with its needs [3].

Significant contribution to the development of accounting for cont-
rolled operations has been made by such native scientists as I. Karpenko [3-5]
N. Lokhanova [6], N. Solodko [7], N. Rogova [8], I. Bolbotenko [9], who studied
the theoretical and methodological problems of accounting framework for
CT recording in accounting.

Foreign scientists M. Uyar [10] and P. Sikka [11] studied the pecu-
liarities of TP accounting. J.McKinley and J. Owsley [12] studied the impact
of TP on the financial reports of enterprises.

However, the organization of accounting for controlled transactions
requires detailed research. The review of scientific publications revealed the
existence of discussion and the need for additional development of accoun-
ting methods for CT, organization of document circulation and revision of
accounting policies of the enterprise for effective development of TP mana-
gement process of the company.

According to N. Lokhanova, in order for the TP system to function
effectively and not carry constant risks for the company with the possibility
of having significant penalties under strict tax control, a well-established
system of management and financial accounting is necessary to ensure access
to trustworthy information for all units that are directly involved in signing
and executing contracts with contractors within affiliated entities [6].

The results of the research. I. Karpenko has outlined the theoretical
aspects of determining the tasks of CO accounting [4; 5], in view of which
the following tasks of accounting for CT are offered:

« providing reliable and high-quality information about the CT, which
is carried out at the enterprise by external (tax control body) and internal
users of accounting information;

« timely, complete and reliable documentation of transactions that can
be considered "controlled";

o timely, reliable and complete recording of accounts of the transac-
tions, that can be considered "controlled;

o reliable and complete determination of CT of the company, their
volume and profitability;

« providing complete and reliable information for the TP analysis;

e qualified preparation and timely submission of reports and docu-
mentation on TP, which is determined by tax legislation;

« formation of a quality information base for planning, organization, regu-
lation, analysis and control of the TP management system of the enterprise;

o providing complete and reliable information for the identification,
assessment and risk management of the company’s TP.

In order to effectively manage the TP tax risks of the enterprise, it is
important to build a quality system of accounting and analytical support of
CT accounting.
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I. Karlova suggested the following stages of CT accounting — study of
transactions for the presence of transfer price usage; recording of conducted
accounting transactions in which transfer prices were used; control over the
formation of prices in CT; checking the correctness of recording of sales
revenues, income and taxation; presenting information about CT in financial
statements [13].

However, it is not always obvious that the TP rules are applied to this
accounting transaction while carrying out CT. Thus, at the stage of planning inter-
group operations, it is possible to make a preliminary list of CT with related
parties. In the case of transactions with non-residents who are not related parties,
the need of applying the TP rules may not be established at once. Accordingly,
the company’s accounting system must be built in such manner that allows
punctual and accurate identification of CT and their volume.

Practitioners and taxpayers agree that in most cases companies make
the following mistakes while identifying CT:

« establishing the status of a non-resident;
« calculating of the cost criteria of CT;
« qualification of accounting transactions (impact on the object of taxation).

The question arises how the enterprise should account of information
on transactions that may be treated as controlled. A number of native scholars
emphasize the need of introducing separate sub-accounts for the accumu-
lation of information for the purposes of TP. Thus, N. Litvinenko offers to
account intra-group transactions on account 682 "Intercompany settlements",
using a system of analytical accounts for intra-group and intra-accounting
payments applying a hierarchical approach. The author also believes that it
is reasonable to account separately the inventories received from related
parties, as well as income generated in intragroup transactions [14]. N. Goylo
offered to amend the Instruction on the application of accounts chart of
accounting of assets, capital, liabilities and accounting operations of
enterprises and organizations by creating additional sub-accounts to present
intercompany settlements:

o 185 "Long-term intercompany account receivable";

363 "Intercompany accounts receivable";

« 551 "Intercompany long-term receivables and payments for settlements";
o 633 "Current intercompany liabilities";

and to use analytical sections for them by name of counterparties,
types of contracts, settlement documents, currency [15].

N.Solodka offered a method according to which the transfer of assets
and liabilities between companies of the Group takes place on a separate
account 32 "Intercompany settlements" and with sub-accounts for settle-
ments on: a) non-current assets; b) finished products, c) goods/stocks; d)
works/services; dividends and loans [16]. The scientist proposes to sup-
lement acting Chart of accounts with additional sub-accounts for separate
goods accounting that are involved in intercompany transactions:
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« 28.0 Goods for sale in a group;
¢ 28.0.1 Actual value of the goods;
« 28.0.2 Intragroup markup on goods [16].

[.Karpenko considered the option of dividing business entities into
several levels, in particular by level of relations: related and unrelated per-
sons; by types of operations: controlled and uncontrolled [4].

However, most proposals from the scientists are aimed at improving
the method of accounting of transactions with related parties. In our opinion,
while developing the methodology of CT accounting, it is also important to
take into consideration the accounting of settlements with non-residents that
are not related parties, but transactions with which will be controlled if they
are subject to the threshold criteria of UAH 10 million. These are transactions
with non-residents under commission agreements and non-residents that are
registered in low-tax jurisdictions and are included in the List of the Cabinet
of Ministers of Ukraine (hereinafter-CMU) Ne 1045 (hereinafter-List of
Countries) [17] or whose organizational and legal forms are included in the
CMU List Ne 480 (hereinafter the List of Organizational Legal Form) [18].

In addition, both at the stage of planning a business transaction and at
the stage of its recording in the accounts, it is not always possible to deter-
mine whether it meets the criteria of controlled transaction. Therefore, at the
stage of transaction recording in the accounts it is reasonable to have the
separate accounts of mutual settlements which can be defined further as
controlled for the purpose of their identification for the further analysis.
Business transactions with all non-residents require careful analysis. So, the
company should organize the processes of collection, preparation, registra-
tion and compilation of accounting information on transactions with non-
residents to ensure prompt, complete and accurate identification of all
transactions that could be classified as controlled transactions.

In order for the company’s accounting system to contain the maximum
information for the TP analysis, reporting with TP in an automated way and
for correct identification of all CT, we offer the following stages of orga-
nization of CT accounting:

1. To modify the Chart of Accounts by introducing sub-accounts
to record the transactions that may meet the CT criteria.

2. To introduce appropriate analytical breakdowns on the introduced
sub-accounts.

3. To create classifiers in the information accounting system of the
company for the completeness of data about:

« signed agreements;
« non-resident counterparties;
« goods supplies, and services;

4. To assess the status of non-resident counterparties according to the
proposed methodology.

5. To check the status of relationship with contractors in accordance
with the TP rules.
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Modification of the current Chart of accounts implies creating
additional sub-accounts for separate accounting of:

« fixed assets, intangible assets, goods and supplies that are obtained in
intercompany transactions or from non-residents, organizational and legal
form of which (hereinafter - OLF) is included in the List of OLF, or that are
tax residents of countries included in the List of countries;

« mutual settlements with related parties or non-residents, OLF or
jurisdiction of the tax residence which is included in the List of OLF or the
List of countries;

e income and expenses in transactions where it is necessary to prove
compliance of the price with the "arm length" principle;

« currency exchange differences that arise from settlements with related
parties or non-residents who are registered in "low-tax" jurisdictions or
whose OLF is included in the OLF List.

Thus, it is proposed to amend the Instruction on the application of the
Plan of Accounts for assets, capital, liabilities and business operations of
enterprises and organizations [19] by introducing additional sub-accounts for
accounting to reflect transactions with non-residents (7able I). To identify
non-residents whose OLF is included in the List of OLF, or who are tax
residents of the countries included in the List of countries, it is advisable to
use the term "risky".

Table 1

Recommended changes to the Instruction on application for Plan of Accounts
for accounting of assets, capital, obligations and business transactions of the
enterprise and organizations for accounting transactions with non-residents

Transactions with non-residents
Account other non- related "risky" non- Wlth fon-
residents parties residents reS{de.nt
commissioner

151 "Major construction" 151-2 151-3 151-4 n/a
152 Acquisition (manufacturing) of fixed assets 152-2 152-3 152-4 n/a
154 Acquisition (creating) of intangible assets 154-2 154-3 154-4 n/a
281 "Goods in stock" 281-2 281-3 281-4 n/a
282 "Goods in trade" 282-2 282-3 282-4 n/a
283 "Goods in comission" n/a n/a n/a 283-3
362 "Settlements with foreign buyers" 362-1 362-2 362-3 n/a
373 "Calculations on accrued income" 373-2 373-3 373-4 n/a
39 "Deferred expenses" 39-2 39-3 39-4 n/a
474 "Provision of other expenses and payments" 474-2 474-3 474-4 n/a
632 "Settlements with foreign suppliers" 632-1 632-2 632-3 632-4
684 "Calculation on accrued interests" 684-2 684-3 684-4 n/a
702 "Income from the sale of goods" 702-2 702-3 702-4 702-5
703 "Income from work and service" 703-2 703-4 703-5 n/a
714 "Income from operating exchange differences" 714-1 714-2 714-3 714-4
744 "Income from non-operating exchange differences" 744-1 744-2 744-3 n/a
84 "Other operating expenses" 84-2 84-3 84-4 n/a

902-2 902-3 - sold | 902-4 - sold 902-5
902 "Cost of sold goods" n/a 902-6 - 902-7 - a

bought bought
Source: developed by the author.
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As the report on the CT requires detailed information about CT, it is
important to introduce the following analytics for accounting sub-accounts
that are made to present the transactions, which can be controlled:

« name of the counterparty;

« dates and numbers of contracts;

« dates and numbers of primary documents (acts of work performed and
custom declaration);

« settlement currencies;

e goods, their parties and UKT ZED codes.

The developed approach to the use of analytical sections is given
in Table 2.

Table 2
The developed analytical breakdowns for accounts 36-38
Analytical Analytical sub- Analytics 1| Analytics 2 Analytics 3 Analytics 4
sub-account account 2 level Name of ) Agreement Details of primary documents Currenc
1 level counterparty | Ne and date p Y Y
362-2-0 for goods Date+ number of custom declaration
362-2 362-.2-1 — for applicable | applicable Date+ number of the Act of performed works applicable
services
362-3 — for goods Date+ number of custom declaration
362-3 362—.3—1 — for applicable | applicable Date+ number of the Act of performed works applicable
services
373-3 n/a . . .
3734 a applicable | applicable [n/a applicable
39-3 n/a licabl licabl Datet number of the Act of performed licabl
39-4 n/a apphicable | applceable | o rks/invoice apphicable
474-3 n/a licabl licabl Datet number of the Act of performed licabl
474-4 n/a apphicable | applceable | o rks/invoice apphicable
632-2-0 for raw
materials applicable | applicable | Date+ number of custom declaration applicable
632-2-1 — for goods
632-2 632-2-2 — for . . Date+number of the Act of performed works .
. applicable | applicable applicable
services
632-2-3 — for fixed . . Date+ number of custom declaration .
assets applicable | applicable applicable
632-3-0 — for raw Date+ number of custom declaration
materials applicable | applicable applicable
632-3-1 — for goods
632-3 632-3-2 — for . . Date+tnumber of Act of performed works .
. applicable | applicable applicable
services
632-3-3 — for fixed . . Date+ number of custom declaration .
assets applicable | applicable applicable
. . Date+invoice number of Act of performed .
632-4 n/a applicable | applicable works/invoice applicable
684-3 n/a . . date +invoice number .
6344 a applicable | applicable applicable

Source: developed by the author.

For additional sub-accounts of account 28 "Goods" that are purchased
from related parties or "risky" non-residents, we offer to keep analytical
records in the context of:

a) storage places (warehouses);

b) nomenclature of goods;

¢) UKT ZED CODES;

d) batch of goods.
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For additional sub-accounts of account 28 "Goods" that are purchased
from related parties or "risky" non-residents, we offer to keep analytical
records in the context of:

a) storage places (warehouses);

b) nomenclature of goods;

c) UKT ZED CODES;

d) batch of goods

Business transactions of the sub-account "Goods that are transferred
to a non-resident commission agent" should be presented using the following
analytical sections:

a) the name of the counterparty;

b) Contract number and date;

d) place of storage (warehouses);

b) nomenclature of goods;

c) UKT ZED CODE;

d) batch of goods.

The aim of the proposed approach is to the sections of analytics is to
ensure the introduction of all available information about the CT in the
accounting system of the enterprise at the stage of recording of BT in
accounting for further stages of TP analysis and reporting.

The application of the proposed approach with the use of analytical
sub-accounts of the second and third orders of accounts will provide an
opportunity to identify CT, analyse the TP, determine the profitability of ope-
rations and adherence to the "arm length" principle.

To ensure the correct recording of business transactions for further
analysis for the TP purposes, the company needs to identify non-resident
status at the stage of preparation for the signing a foreign trade agreement.

Particular attention should be given to the company’s accounting
department to study the residence status of the non-resident counterparty,
income tax payment and whether its form of management is included in the
List of OLF, and tax jurisdiction is in the List of countries. It is proposed to
carry out such an inspection according to the methodology given in Table 3.

Table 3

Methods of researching the status of non-resident counterparty

F{)g?ll;dg Information that needs to be checked Method of checking
The counterparty is the resident of which country receiving the certificate from the Trade register
organizational and legal form of the country of registration
. . Obtaining a certificate issued by the competent

Country where the counterparty is a tax resident authority of the jurisdiction of the tax residence
Is the organizational and legal form of the counterparty . . .

Stage included in the List of OLF? Analysis of the current version of the List of OLF

of signing Whether the country of registration of the counterparty | Analysis of the current version of the List

the agreement | is included in the List of countries of Countries
Include the obligations of the counterparty in the contract and notify within 10 calendar days in case
of a change of:
- country of legal registration
- country of tax residence
- organizational and legal form
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End of table 3
]l;lelgléldg Information that needs to be checked Method of checking
: ?
Has the countlh'y O.f residence of counterparty changed? Obtaining an extract from the Trade Register
Has the organizational and legal form of the counter- . .
of the country of registration
At the party changed?
beginning has the jurisdiction of the tax residence of the counter- | Obtaining a certificate issued by the competent
of each party changed? authority
tax year Is the organizational and legal form of the counterparty | Analysis of the List of OPF that is affective
(annually) included in the List of OLF? for the reporting period
Is the country of registration of the counterparty Analysis of the List of Countries that is affective
included in the List of Countries? for the reporting period
At the end Did the non-resident counterparty pay income tax if its Providing W.lth 2 certlﬁyate that confirms
of each o .7 . . payment of income tax issued by the competent
organizational and legal form is included in the List i, .
tax year . authorities of non-resident
of OLF? -
(annually) Information from own sources

Source: developed by the author.

According to our developed methodology for studying the status of
non-resident counterparty and analysis of its tax residency, OLF and pecu-
liarities of income tax payment must be carried out at the stage of planning
economic relations, updating the necessary information on an annual basis
and providing a contractual obligation for the counterparty that may affect
the taxation of their business transactions.

Conclusions. The author offers proposals for improving the organi-
zation and methodological approaches to CT accounting for information sup-
port of TP management at the enterprise. In particular, the introduction of addi-
tional sub-accounts has been proposed that will allow to identify all CT of the
enterprise and analytical sections to them as well as a methodology for
studying the status of non-residents for the TP purposes was developed. The
proposed approach allows to create a high-quality information base for TP
analysis, preparation of documentation and TP reporting, TP risk manage-
ment and control. Prospects for further research are the formation of orga-
nizational and methodological aspects of the accounting policy of the
enterprise for the accounting of CT and the preparation of TP reports.
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