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Snapshot 

 
This article outlines transfer pricing focus areas for the Australian Taxation Office (ATO) within the insurance 

sector, drawn from the ATO’s published findings on Streamlined Tax Assurance (STA) reviews which have recently 

been concluded for the period up to June 2020 as well as a roundtable discussion with the ATO and taxpayers 

within the insurance industry facilitated by Deloitte. The discussion was attended by members of the ATO’s 

Investment Industry Strategy team and Economist Practice. 1 

 

 

 

1 This article represents the views and interpretations of Deloitte Tax Services Pty Ltd only. 
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General observations 

One of the observations noted by the ATO was that there has been an increase in the number of “low assurance” 

ratings recorded for transfer pricing matters between reviews conducted up to January 2019 and June 2020. The 

ATO has commenced its “Next Action” reviews of taxpayers who received a “low assurance” or “red flag” rating 

as a result of a STA review. As such, it will be important for taxpayers to address any concerns expressed by the 

ATO in order to ensure a timely resolution of the Next Actions review and reduce the likelihood of the matter 

progressing to audit.  

The ATO outlined its expectations for taxpayers in relation to the preparation of transfer pricing documentation 

whilst caveating that it is difficult to obtain “high assurance” given the complexities of transfer pricing 

arrangements within the insurance sector. Notwithstanding this, it is clear that documentation is the first step 

towards lowering the risk profile of a taxpayer’s transfer pricing arrangements and reducing the likelihood of audit 

activity. Accordingly, taxpayers should achieve an appropriate balance between the preparation of robust 

documentation that meets the ATO’s expectations whilst being practical and economical. As such, taxpayers 

should consider Advance Pricing Arrangements (APAs), as a potentially effective means of ensuring that transfer 

pricing outcomes will not be disputed by the ATO (and an international revenue authority in the case of bilateral 

APAs).   

Observations in relation to the Top 1,000 STA reviews 

The ATO has published its updated findings from STA reviews covering 799 taxpayers from the inception of the 

program (July 2016) to the end of June 2020. The ATO previously published a Top 1,000 Tax Performance Program 

(Income Tax) Findings Report outlining its findings as at March 2019.  

Overall assurance ratings did not significantly change since the March 2019 Findings Report (for reviews completed 

up to the end of January 2019) with 56% of the reviews completed up to the end of June 2020 resulting in a 

medium level of assurance.  

Figure 1: Comparison of overall assurance ratings (January 2019 vs June 2020)2 

 

According to the ATO, 17 insurance companies were reviewed within the Top 1,000 program. The ATO indicated 

that the outcomes of these reviews were consistent with the broader Top 1,000 population i.e. more than half of 

the taxpayers reviewed within the insurance space had a medium overall level of assurance.  

 

 

 

2 Australian Taxation Office, <https://www.ato.gov.au/Business/Large-business/In-detail/Findings-report-Top-1,000-
(income)-tax-performance-program/?page=1#Top_1_000_tax_performance_program>, last modified 2 October 2020.  

https://www.ato.gov.au/Business/Large-business/In-detail/Findings-report-Top-1,000-(income)-tax-performance-program/?page=1#Top_1_000_tax_performance_program
https://www.ato.gov.au/Business/Large-business/In-detail/Findings-report-Top-1,000-(income)-tax-performance-program/?page=1#Top_1_000_tax_performance_program
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Observations in relation to transfer pricing arrangements  

Transfer pricing was the most common area under review with nearly 80% of the Top 1,000 taxpayers disclosing 

international related party dealings.  

According to information published on the ATO’s website, there was a significant shift in assurance ratings for 

transfer pricing arrangements between reviews conducted up to January 2019 and June 2020. Specifically, there 

was an increase in the number of “low assurance” observations for transfer pricing arrangements with 

approximately 35% of the arrangements reviewed receiving a low assurance rating. Furthermore, transfer pricing 

and related party financing had the highest percentage of low assurance ratings out of all common review areas.  

Figure 2: Comparison of assurance ratings across common focus areas (January 2019 vs June 2020)3 

 

The ATO is particularly focused on transfer pricing arrangements within the insurance and reinsurance sectors 

with a specific focus on the following cross-border transactions:  

• Reinsurance arrangements;4 
• Collateralised reinsurance arrangements; 
• Management and administration service fees; 
• Attribution of profits to permanent establishments; 
• Research & development service fees; and 
• Payment of license fees. 

 

One of the key observations made by the ATO was that it is often difficult to obtain a high level of assurance that 

transfer pricing outcomes within the insurance sector are consistent with the arm’s length principle. This is largely 

 

 

3 Australian Taxation Office, <https://www.ato.gov.au/Business/Large-business/In-detail/Findings-report-Top-1,000-

(income)-tax-performance-program/?page=4#Transfer_mis_pricing>, last modified 2 October 2020. 
4 During the roundtable discussions, the ATO noted that 12 out of the 17 insurance companies under review had reinsurance 

transactions. Furthermore, 8 out of the 12 taxpayers reviewed received a low assurance rating for their reinsurance 
arrangements and 4 received a medium level of assurance. 

https://www.ato.gov.au/Business/Large-business/In-detail/Findings-report-Top-1,000-(income)-tax-performance-program/?page=4#Transfer_mis_pricing
https://www.ato.gov.au/Business/Large-business/In-detail/Findings-report-Top-1,000-(income)-tax-performance-program/?page=4#Transfer_mis_pricing
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due to the substantial volumes and technical complexities of the cross-border transactions entered into by insurers 

and reinsurers. 

However, taxpayers can help alleviate this difficulty by improving the understanding of revenue authorities where 

specialist knowledge in the insurance field may be limited. This starts with providing accurate and detailed 

information within transfer pricing documentation reports. Accordingly, taxpayers who prepared robust transfer 

pricing documentation were more likely to receive a higher assurance rating as a result of a STA review and 

reduce the likelihood of being selected for a Next Actions review.  

The ATO offered the following recommendations to improve the strength of transfer pricing documentation 

reports: 

• Documentation should accurately delineate and describe the transactions entered into by the taxpayer 
with its related parties. In this respect, documentation can be improved by explaining why a particular 
transaction was entered into, identifying key decision makers in relation to the transaction, describing the 
negotiating power of the parties involved, and including a detailed analysis of the functions performed, 
assets used, and risks assumed by the parties to the transaction; 

• Actuarial reports can be relied on to support transfer pricing outcomes. However, the documentation 
report needs to clearly explain why the findings in the actuarial report support the arm’s length nature of 
the taxpayer’s transfer pricing outcomes; 

• Where taxpayers have incurred sustained losses, there should be a detailed explanation as to why those 
losses were incurred particularly where the taxpayer has ceded risk to its offshore related parties via 
retrocession arrangements; 

• Taxpayers should make every effort to identify appropriate internal comparable agreements to inform the 
arm’s length conditions for their reinsurance transfer pricing arrangements in particular, with the ATO 
noting that broker quotes should not be relied on as comparable uncontrolled prices as they do not reflect 
the outcomes of executed transactions; and 

• It is beneficial to compare the overall profitability outcomes of the line of business via the Transactional 
Net Margin Method (measured on a return on capital and/or relevant profit level indicator such as the 
combined ratio) against those of independent comparable companies. 

 

In addition, the attribution of assets and profits in the context of branches/ permanent establishments would need 

to be carefully considered in light of Australia’s transfer pricing laws including the application of Australia’s double 

tax treaties and interaction with domestic laws on the taxation of insurance and related products.  

The following points may serve as practical guidelines for taxpayers: 

• Taxpayers who have incurred sustained losses (or experienced declining margins) should invest relatively 
more time and effort to document and support their transfer pricing outcomes for the business lines where 
the losses occurred. In this respect, the documentation should demonstrate that the taxpayer’s transfer 
pricing arrangements did not contribute to the loss position. Where the taxpayer has sustained losses 
associated with a line of business covered by reinsurance arrangements with its related parties, the 
documentation should demonstrate that the losses would have been even greater without the recoveries 
received under the reinsurance arrangements;  

• Documentation should highlight where a taxpayer’s reinsurance arrangements have been reviewed by the 
regulatory bodies (e.g. the Australian Prudential Regulation Authority (APRA)). Whilst this does not replace 
the requirement to prepare transfer pricing documentation, it may provide additional assurance to the 
ATO; and  

• Ultimately, the degree of detail and comprehensiveness required within documentation will depend on the 
materiality of the transfer pricing risk as measured against the taxpayer’s overall tax position. 
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Implications for taxpayers going forward 

Taxpayers will be automatically selected for a Next Actions review if they received an overall low assurance rating 

or a red flag rating in their STA report. As such, it will be important for taxpayers who received a low assurance 

or red flag rating to address and resolve the issues noted in their assurance reports. If the taxpayer chooses to 

adopt the ATO’s recommendations in the assurance report, the more likely the Next Action engagement can be 

resolved within a shorter time frame, exposure to penalties can be reduced, and the less likely the matter will 

progress to an audit.5 

As noted above, taxpayers should consider APAs as a potentially effective means of ensuring that transfer pricing 

outcomes will not be disputed by the ATO (and an international revenue authority in the case of bilateral APAs). 

Bilateral APAs, which involve agreement between two revenue authorities, are also an effective means of reducing 

the risk of economic double taxation. Previously, the negotiation of bilateral APAs could be very lengthy as 

compared to unilateral APAs, however the timelines to completion for both types of APAs are now very similar. 

Deloitte can work with taxpayers to help them understand the potential advantages/ disadvantages of the APA 

program and whether it is an appropriate solution.  

Deloitte will continue to consult with the ATO in relation to ongoing transfer pricing issues faced by taxpayers 

within the insurance industry. 

  

 

 

5 The form of the Next Actions engagement will be set out in a formal notification received by the taxpayer. While this will 

typically be a risk review, it can also include an audit. Australian Taxation Office, https://www.ato.gov.au/Business/Large-
business/Top-1,000-Next-Actions-Program/#Howyoureselected, last modified 3 December 2020. 

https://www.ato.gov.au/Business/Large-business/Top-1,000-Next-Actions-Program/#Howyoureselected
https://www.ato.gov.au/Business/Large-business/Top-1,000-Next-Actions-Program/#Howyoureselected
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