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TRANSFER PRICING IN THE AGRICULTURAL SECTOR IN THE
CONTEXT OF THE BEPS PLAN

Ukraine has joined the BEPS Plan, which aims to force companies to tax profits
where added value is created and economic activities are carried out directly. The
global trend of combating tax evasion has been intensifying in recent years. States do
not want to put up with the reduction of tax revenues, and therefore gradually
implement in their legal systems tools to combat schemes to minimize them [1].

The BEPS (Base erosion and Profit Shifting) — Action Plan is a list of steps
developed by OECD and G20 member states to prevent tax base erosion and tax
evasion [2]. Three-level structure of transfer pricing documentation (TCO) is
recommended within the framework of the recommendations under Direction 13:
Master file; Local file; Counter-by-Country Reporting.

The submission of the Report will be mandatory for all international groups
with revenues in excess of € 750 million per year. The tax authorities of different
countries will have access to the report, on the basis of which they will be able to
formulate more specific plans for the audit of a group of companies in the respective
countries [3].

Ukraine is obliged to implement four steps out of the fifteen proposed, namely:

- step 5 "Improvement of measures to combat tax abuse”;

- step 6 "Prevention of abuse of benefits provided by bilateral agreements";

- step 13 "Recommendations on transfer pricing and disclosure documentation
by country";

- Step 14 "Improving the mutual agreement procedure by resolving disputes”.

Steps 6 and 14 provide for mandatory amendments to existing international
bilateral agreements on avoidance.

Three main methods are used to determine the specific value of transfer prices
In international practice, such as:
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1. Transfer prices based on market prices is used in cases where the unit has
both external and internal customers. This can only happen in branches and subsidiaries
of large industrial organizations, which is not typical of agricultural organizations.

2. Transfer prices based on production costs (full and variable costs). This
technique can be used in units where the centers of responsibility are the cost center,
but not in crop production and animal husbandry. Accounting must be organized as in
the centers of profit (or income). Otherwise, there can be no question of any material
interest, remuneration for the final results, and even more of responsibility for the
quantity and quality of products.

3. Contractual transfer prices. Experts suggest building transfer prices on a
contractual basis, as only such prices guarantee the organization from internal
destabilization in the management system. The general basic technique is used for their
calculation:

T, =VC+MI, 1)

where T, — the transfer price of a unit of agricultural products (services), UAH;

VC —variable costs (cost) per unit of transferred products (services), UAH; MI -
marginal income per unit of agricultural products (services), UAH

International methods used in developed countries in the management
accounting of firms are universal. But their use in agricultural organizations of Ukraine
is practically nullified not only due to the instability of market pricing, but also in
general due to the lack of market prices for certain products [6].

The calculation of the transfer price is especially important for agricultural
organizations, where separate centers of responsibility are not only separate units for
the production of livestock products, but also for complex enterprises, where the main
activities are crop production and animal husbandry. The crop industry receives
income, depending on the selling price of livestock products, in this calculation of the
transfer price [4].

It is advisable to take into account the level or amount of different types of
production costs, as well as labor intensity, quality and profitability of products, when
the optimal model of the transfer price at an agricultural enterprise is developing. In
this regard, it is advisable to calculate the transfer price separately for the product type
and non-product [6].
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