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"A standard widely recognized in the licensingratere is that the licensor and the licensee

share the net profit in ratio of 25 percent andp&cent, respectively.”
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"1.1 This Chapter provides a background discussibthe arm's length principle, which is
the international transfer pricing standard that OB member countries have agreed, should
be used for tax purposes by MNE groups and tax m@dtrations... ... 1.3 When transfer
pricing does not reflect market forces and the arlahgth principle, the tax liabilities of the
associated enterprises and the tax revenues dfdeecountries could be distorted.

Therefore, OECD member countries have agreed thattdx purposes the profits of
associated enterprises may be adjusted as necessacgrrect any such distortions and

thereby ensure that the arm's length principlesits$ied."
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"9.9 The relevant question under Article 9 of thE@D Model Tax Convention and the
arm’s length principle is whether there are comalis made or imposed in a business
restructuring that differ from the conditions thatould be made between independent
enterprises... ... 9.68 In order to determine whethearat's length the restructuring itself
would give rise to a form of compensation, it isesdial to understand the restructuring,
including the changes that have taken place, hay tiave affected the functional analysis
of the parties, what the business reasons for dmel @nticipated benefits from the
restructuring were, and what options would haverbelistically available to the parties".
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"9.147 There will also be cases where before-ateraiomparisons can be made because the
transactions prior to the restructuring were not ntwlled, for instance where the
restructuring follows an acquisition, and where @&tjments can reliably be made to account
for the differences between the pre-restructurimgantrolled transactions and the post-

restructuring controlled transactions.”

D020 ,NPYPNAN NN NN MND NN NI TIIRY PNND NPOYN NN NN OMDIAPN NNINA
:DPOYN MNYN DMV DX MDY DMAWN DPRY DINIPOM

"9.54 In order to determine the arm’s length congadion payable upon a restructuring to
any restructured entity within an MNE group, aslvesl the member of the group that should
bear such compensation, it is important to identify transaction or transactions occurring
between the restructured entity and one or morerothembers of the group. This analysis
will typically include an identification of the fations, assets and risks before and after the
restructuring. It may be important to perform arakation of the rights and obligations of
the restructured entity under the pre-restructuriagrangement (including in relevant
circumstances those existing under contract andneeroial law) and of the manner and

extent to which those rights and obligations chaagj@ result of the restructuring”.

N’NAY DY9VNIS A

OECD -nmnn (1
NI NP 12 MIDN ONDA NPOYI YN O>POY NN MY DR PNAY > 7152 ,OECD -n nynind oxnna

MM D01 Yy SPOYN MaANN MY NN PN v (armrs length) ©MMYn dnda PN O
DM20N ,DVWANYN DN DY0N ,MYNIANND NPIPNAN DY MM : DININ OOIPOYN DNPIVIPN
:NPPOYN NMHVIVONI NPHIYIN MDOIN ,OMINN DINRIND NN DYV DITTINNY

Office: +972.77.507.0590 B Cell: +972.52.598.1668 B www.intrinsicvalue.co.il B roip@intrinsicvalue.co.il




Intrinsic Value &

Independent Business Appraisers

Recognize. Measure. Present the Result.

"The determination of whether the conditions madénposed in a business restructuring
transaction are arm’s length will generally be infted by a comparability analysis, and in
particular by an examination of the functions pemfied, assets used and risks assumed by the

parties, as well as of the contractual terms, eenitccircumstances and business strategies™
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"9.93 Business restructurings sometimes involve tthasfer of an ongoing concern, i.e. a
functioning, economically integrated business umhe transfer of an ongoing concern in this
context means the transfer of assets, bundledthatlability to perform certain functions and bear
certain risks. Such functions, assets and risks malpde, among other things: tangible and
intangible property; liabilities associated with ldong certain assets and performing certain
functions, such as R&D and manufacturing; the cdlyato carry on the activities that the
transferor carried on before the transfer; and aegource, capabilities, and rights. The valuation
of a transfer of an ongoing concern should reflatit the valuable elements that would be
remunerated between independent parties in compa@irumstances. For example, in the case
of a business restructuring that involves the tfansf a business unit that includes, among other
things, research facilities staffed with an expeced research team, the valuation of such
ongoing concern should reflect, among other thinlys,value of the facility and the value (if any)
of the workforce in place that would be agreed ugbarm’s length.

9.94 The determination of the arm’s length compgomisdor a transfer of an ongoing concern
does not necessarily amount to the sum of the agpaaluations of each separate element that
comprises the aggregate transfer. In particularthié transfer of an ongoing concern comprises
multiple contemporaneous transfers of interrelassdets, risks, or functions, valuation of those
transfers on an aggregate basis may be necessaaghteve the most reliable measure of the
arm’s length price for the ongoing concern. Valoatmethods that are used, in acquisition deals,
between independent parties may prove useful toinglthe transfer of an ongoing concern

between associated enterprises.
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9.95 An example is the case where a manufactuchyity that used to be performed by M1, one
entity of the MNE group, is re-located to anothetity, M2 (e.g. to benefit from location savings).
Assume M1 transfers to M2 its machinery and equmpmaventories, patents, manufacturing

processes and know-how, and key contracts with lieuppand clients. Assume that several
employees of M1 are relocated to M2 in order toisassl2 in the start of the manufacturing

activity so relocated. Assume such a transfer wdnddregarded as a transfer of an ongoing
concern, should it take place between independaniies. In order to determine the arm’s length
remuneration, if any, of such a transfer betweesoamted enterprises, it should be compared
with a transfer of an ongoing concern between imtejent parties rather than with a transfer of

isolated assets."
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WACC= Ke* E/(E+D) + Kd (1-T)*D/(E+D)
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MNVYN 2571V 915 NT NV .N1aNN no»nwn vOR (Standard Industrial ClassificatipBIC Code-n
230 (MH2NN TN DORNN2 MPND MH2NY NYATI NNXIVN N0 qpwnn) Size Premium orvnis
5TNN N0 NP1 1272 Duff & Phelpsn »aioan »maxnn 1pmmm snvn moayn N1an 1oy Apnna
Specific -ny N2WNN TYINY 115 ,N12ND NINRNNT DTHN NPINLVP NV ,27NINI NPNDN MHIN 2P

.ONVN TIYN DY PO INYT NPIYD DRNNA NWIT XV NODIN 9pwnn) Premium

%9 DY NYANN Y MW NV IR NN PNAY X0 ,DCF -n noow »9 Sy m»yan »nw ndyvnd Junna
MNNNA IVAND DD NIIAND MNYTH RPN MIIN TPANNYN NNNI NNAY W 7D OWD 52901071 DOV
MY N DXTHN MIAN DY DPMND DXIVNI PNAY INPA YN .NIAND GP°NY PP NMNNINT MDY

. on 70 EBITDA j;pw
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1 79UNN Y999 19nY
YNY2 D02, 0NN ,DXOPNIIY ,DIPINNT NN SNYI MY MIIYN YINYA INHKNNM 199 MY Y9599 NIw»N TIVN
MTIAY YD) NOXOW/PAIY DY DY MNPOYL DIINN NMA1NNM 0X02) ,0»NI13N P2 172N SPNN ,DOUNMN

-y ESOP,nysom 191902 230 MK ,D082IvW0 D3 ,0°1570 )0 O PWon Nnnm (PPA nvoa nydy on»
PP, NP2, NN MMNNM N (Effectiveness Testsih»aoopan mip 12y 1171 MXNIVND N ,409A
P2 ,0YONIY MNNIVN NPNY NNNNND I P2, INNN ONYD NDHNR IIIXD NN MNYD MWD .MNILD
NMIYY IIXY 17991 MIONM MY DNV NIRIPY MWD 80 (US GAAP ooxpr Ny (IFRS o»mind

10N P2 ,0%9) TIVHN NHIMPY P2 .MINK NPPOY NPRNIVN NMTVNI DMVAYH DYIIXD NYT NN ,MNVN DN
.D»DINA DN DI NI ITIVNA,NIAYN NI ITIVN ORIV NPV NPNDY MIIN

$NIDID 3199 913 913939 Y DYV MV T>9¥1M NYOVWN VI \9NY

MNNNN DY 193953 19999 13 NVIDANNN (NMVXNI) BA NN ,0poy HYMna (Ny»ovsna) MBA NN Sya
Monon L(QFV) »1mind Yo "y 7aynd 1onona L(CFV) »1ixn oo "My TAynd NoNona prinn [ pmmna
J(CRA) »NIVUN 120 INIWPRD 1onon ,(MRA) v "m0 anvprd Nonon ,(FEM) »55557 »01»a vooTins
DN MDD INWVPNI NINON L(IRA) MypPYn M50 INIVPNRI N5PDN ,(ORA) D»5I1vaN 019D INIVPRI NINDN
0033990 DINIVPNRN MYA I3%9¥Nn NowH Dyvn 0D (PRA 0o oMo INILVpNd N1onom (LRA)
03990 NMINY MMYN NN oyLun (FRM) 010119 01570 Hnd mmNs»a Nonon Yy (IAVFA ) dxwria

J{IARM ) ©9990 251315 sHNIwrn 1NN ayvn (CRM) 7001 00150 Hmand nonom (GARP)
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9N MNYN TP TV IMIEPNN 131903 YV99 \9NY

DXINNY DXTINN MY NOIYNA NNIN YYD 0N SN MY IDIYN — DN MY D557 NIw»N TIvN DY DOya
MITNA NN LINMIN NVIDININ HY IN 71)9DY NN D1VLDIVD DIDONM NPVLIOVLLDI NXIN ,NN »/VNI
990N 122 MY MOV 01D MN'T NN NN ,ANNR NTIPRN NYYINRA 51NN NVNPI DMNDIPD DN

,NPWOY NDYY 974 HY PONIVIN NINPIAD DMDDN DI DINNA IPNN Y PIPYNR NNTPRN NHYINa NHIHIO
DINN YN DM S, (OrIw Russell Bedfordoys) 4%29—n%9 112wnn »X17 T9wH02 MW MDIYN DIND WX
NIV DY OUNT VDLTIN DD YN ,NV/Ya PO DI MINIVPR WY PY NIANOY  PIn WY
DNPA OXPON DI DMDIVY DXPYWIN) TIY M) MM DINNL OXONPA NXINI 119N 13 NVIDININI NMYPYN

DNV DOPOIN DM JPIWID TIY MIMIT MYIN MINA Y09 MO
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