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Managing Intercompany Transactions

In treasury management, the term intercompany refers
to financial transactions or activities that occur between
different entities within the same corporate group. These
transactions can include intercompany loans, transfers of
funds, investments, trades (sales of service or products),

or any other financial arrangements between subsidiaries,

parent companies, or sister companies within the same

corporate structure.

Managing intercompany transactions is essential for
ensuring efficient cash management, optimizing liquidity,
managing exposures, and maintaining proper accounting
and financial reporting within the corporate group. It
involves monitoring cash flows, reconciling accounts, and

adhering to transfer pricing regulations and tax laws to

ensure compliance and accurate financial reporting.

COMPONENTS

The components of intercompany transactions typically involve various financial activities and
instruments that occur between entities within the same corporate group. These collectively contribute
to managing financial relationships and optimizing the allocation of resources within a corporate group

while complying with regulatory requirements and ensuring accurate financial reporting.
Some common components include:

1. Intercompany Loans: Loans from one entity to another. They can be short-term or long-term and

may involve interest payments and repayment terms.

2. Inhouse Bank (IHB): An internal structure where an entity serves to centralize a number of treasury

functions, among which include intercompany funding, FX risk management and hedging.

3. Intercompany Transfers: Transfer of funds, assets, or inventory between entities. These can
relate to cash, goods, services, or other assets. Intercompany transfers often drive the necessity
for Intercompany loan/investment or IHB structures to demonstrate an arms-length relationship

among entities.

4. Intercompany Investments: Investments made by one entity in another can take the form of equity
investments, such as purchasing shares of stock, or debt investments, such as purchasing paper
issued by another group entity.
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5. Intercompany Reconciliation: Reconciling accounts and transactions between entities to ensure
accuracy and consistency in financial reporting. It includes matching transactions, resolving

discrepancies, and adjusting for intercompany eliminations in consolidated financial statements.

6. Transfer Pricing: Pricing of goods, services, or intellectual property transferred between
intercompany entities. Establishing transfer prices that reflect fair market value is paramount for

complying with tax regulations and avoiding transfer pricing disputes with tax authorities.

7. Intercompany Hedging: Some corporate groups engage in intercompany hedging activities to
manage risks such as currency exchange rate fluctuations or interest rate changes. These hedging
transactions involve derivatives or other financial instruments to mitigate risk exposures across

different entities within the group.

8. Intercompany Guarantees: An entity may provide guarantees for the obligations or liabilities of
another. These guarantees can take various forms, such as performance guarantees or financial

guarantees, and may impact the risk profile and creditworthiness of the entities involved.

BEST PRACTICES

Managing intercompany transactions effectively involves implementing various best practices to ensure

transparency, compliance, and efficient resource allocation within the corporate group.

Best practices include:

1. Clear Intercompany Policies: Develop comprehensive intercompany policies and procedures that
outline roles, responsibilities, and guidelines for conducting intercompany transactions. These
policies should cover transfer pricing methodologies, documentation requirements, and approval
processes. ltisimportantto consider mind and management when entities are in different tax
jurisdictions.

2. Centralized Treasury Management: Centralized treasury management functions to oversee and
coordinate intercompany transactions. This streamlines processes, improves visibility, and enhances
control over cash flows, liquidity, and financial risks. Ensure that both sides of the transactions are
reporting their exposure on a monthly basis. Confirm all FX exposures are reported and managed
according to the company’s FX policy. It may be necessary to physically transfer cash to settle

interest or principal obligations.

3. Intercompany Agreements: Document intercompany transactions through formal agreements
or contracts that specify terms, conditions, and pricing mechanisms. Be mindful that these
reflect current market conditions and include provisions for dispute resolution, termination, and
compliance with regulatory requirements.

4. Transfer Pricing Documentation: Implement transfer pricing documentation to support the
pricing of intercompany transactions based on arm's length principles. Maintain documentation
that demonstrates the economic substance of transactions and justifies pricing decisions to tax

authorities.
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5. Regular Reconciliation and Settlement: Conduct regular reconciliation of intercompany accounts
to identify and resolve discrepancies in balances and transactions. Establish processes for timely
settlement of intercompany balances to minimize financial risk and ensure compliance and accurate
financial reporting.

6. Automate Intercompany Processes: Utilize treasury management systems (TMS) or enterprise
resource planning (ERP) systems with intercompany functionality to automate transaction
processing, reconciliation, and reporting. Automation improves efficiency, reduces errors, and
enhances data integrity. Consider a bank or a treasury system that can manage the netting process
to assist with the settlement of intercompany transactions, streamline FX, and reduce trading and
transaction costs.

7. Monitor Compliance with Regulatory Requirements: Stay informed about relevant tax regulations,
accounting standards, and transfer pricing guidelines that impact intercompany transactions.

Ensure compliance with local and international regulations to mitigate legal and financial risks.

8. Provide Training and Awareness: Train employees on policies, procedures, and regulatory
requirements governing intercompany activities. Foster awareness of the importance of accurate

record-keeping, documentation, and compliance with internal controls.

9. Regular Review and Audit: Conduct periodic reviews and audits of intercompany transactions
to assess compliance with policies, identify areas for improvement, and mitigate potential risks.

Independent audits assure the reliability and integrity of intercompany financial information.

10. Proactive Communication: Cultivate open communication and collaboration among intercompany
stakeholders, including finance, tax, legal, and operational teams. Encourage proactive dialogue to
address issues, share best practices, and facilitate alignment with corporate objectives.

11. Reporting and Performance Measurement: Define and develop meaningful metrics that support

overall objectives and establish processes for measuring and reporting on performance.
12. Treat with the Same Diligence as External Debt: Ensure proper documentation is in place that

mirrors current market conditions and credit rating of entities involved, documents are executed in

proper jurisdictions, compliance is done, and any breaches are addressed.

By implementing these best practices, organizations can enhance transparency, efficiency, and
compliance in managing intercompany transactions, resulting in optimizing financial performance and
mitigating risks within the corporate group.
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