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UNCLASSIFIED

MODULE 5 ON CONDUCTING SIMULTANEOUS TAX EXAMINATIONS

The complete manual currently consists of the following Modules:

General Module - General and legal aspects of exchange of information
Module 1 - Exchange of information on request

Module 2 - Spontaneous exchange of information

Module 3 - Automatic (or routine) exchange of information

Module 4 - Industry-wide exchange of information

Module 5 - Simultaneous tax examinations

Module 6 - Tax examinations abroad

Module 7 - Country profiles regarding information exchange

Module 8 - Information exchange instruments and models

The purpose of the Manual is to provide tax officials dealing with exchange of information for tax
purposes with an overview of the operation of exchange of information provisions and some technical
and practical guidance to improve the efficiency of such exchanges.

The manual can be used for training and to design or update domestic manuals. The modular approach
allows countries to choose only the parts that are relevant to their specific exchange programs.
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OECD MANUAL ON THE IMPLEMENTATION OF EXCHANGE OF INFORMATION FOR
TAX PURPOSES

MODULE ON CONDUCTING SIMULTANEOUS TAX EXAMINATIONS

1. INTRODUCTION

1. This module is designed to provide competent authority officials, tax examiners and other
relevant tax administration staff practical direction regarding the effective conduct of simultaneous tax
examinations. It is intended to provide guidance to tax administrations that do not presently have any
guidelines regarding the conduct of simultaneous tax examinations and to complement, rather than
substitute, any other procedures that tax administrations may have in place. Officials are encouraged to
refer to this module when carrying out simultaneous tax examinations.

2. Competent authorities are also encouraged to refer to this module when conducting exchange
of information training for relevant tax administration staff, including tax examiners and auditors
assigned to simultaneous tax examinations.

3. The OECD Model Agreement for the Undertaking of Simultaneous Tax Examinations and
Guidelines for Inter-Nordic Simultaneous Audits were taken into account when developing this module.

4, Countries may wish to consider negotiating bilateral or multilateral Memoranda of
Understanding, working arrangements or any other similar instruments with other countries, to facilitate
the efficient conduct of simultaneous tax examinations. This module, together with the OECD Model
Agreement for the Undertaking of Simultaneous Tax Examinations, for example, could be used as a
basis for developing a suitable instrument in this regard.



2. BACKGROUND - WHAT IS A SIMULTANEOUS TAX EXAMINATION?

5. A simultaneous tax examination is an arrangement by two or more countries to examine
simultaneously and independently, each on its territory, the tax affairs of taxpayers (or a taxpayer) in
which they have a common or related interest with a view to exchanging any relevant information which
they so obtain.

6. As a compliance and control tool used by tax administrations, simultaneous tax examinations
are effective in cases where international tax avoidance and evasion is suspected. The examination can
relate to both direct and indirect taxes. They assist in revealing exploitation or abuse of existing laws
and procedures in individual countries. Simultaneous tax examinations also ensure high levels of
efficiency regarding the exchange of information between tax jurisdictions and enable a comprehensive
review of all relevant business activities. Simultaneous tax examinations may reduce the compliance
burden for taxpayers by co-ordinating enquiries from different States' tax authorities and avoiding
duplication. They can also play a role in averting double taxation and thus prevent the need to
subsequently resort to a mutual agreement procedure under a provision similar to Article 25 of the
OECD Model Tax Convention.

7. Several countries that have been carrying out simultaneous tax examinations for a number of
years report that they are a useful and productive control tool'. There is a growing interest in particular
in multilateral simultaneous tax examinations given the increasing multilateral dimension of tax evasion
schemes and the need for international co-operation between tax administrations.

8. Other forms of international tax co-operation could be considered whilst carrying out a
simultaneous tax examination. For example, it could be advisable to have a tax official from one of the
participating countries present during a simultaneous tax examination. The module on tax examinations
abroad should be referred to in these situations.

! For example, the tax authorities in the Nordic countries have been working with multilateral simultaneous tax
examinations for several years and have achieved positive results concerning both direct taxes and VAT.
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9.

3. LEGAL BASIS

Simultaneous tax examinations will be accompanied by a request for information and are

conducted under either:

10.

i)  The exchange of information article of a bilateral tax convention such as one modelled
on Article 26 of the OECD Model Tax Convention with respect to taxes on income and
capital; or

ii) Article 8 of the joint Council of Europe and OECD Convention on Mutual
Administrative Assistance in Tax Matters; or

iii)  Article 12 of the Nordic Convention on Mutual Assistance in Tax Matters?; or

iv) Article 8b of EU Council Directive 77/799/EEC on Mutual Assistance as amended by
Council Directive 2004/56/EC93/2003; or

v)  Atrticle 12 of the EU Council Regulation on administrative cooperation in the field of
VAT 1798/2003.

vi)  Provisions in tax information exchange agreements modelled on Article 5 of the CIAT
Model Agreement on the Exchange of Tax Information.

Any exchange of information which follows from such examinations will be made through the

competent authorities as defined in the instruments listed above. The competent authority will then
provide the response to the information request that accompanied the request for a simultaneous tax
examination. Any additional information which may be forseeably relevant to another country can be
exchanged spontaneously.

2 The parties to the Convention are Denmark, Finland, Greenland, Iceland, the Faroe Islands, Norway and Sweden.
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4. OBJECTIVES - WHEN TO CONSIDER A SIMULTANEOUS TAX EXAMINATION

11. Simultaneous tax examinations can be used to determine a taxpayer's correct liability and to
facilitate an exchange of information in cases where, inter alia:

— apparent tax avoidance techniques or patterns involving substance versus form transactions,
controlled financing schemes, price manipulations, cost allocations or tax shelters are
suspected,;

— unreported income, and tax evasion involving money laundering, kickbacks, bribes, illegal
payments, etc. is suspected;

— tax avoidance or evasion schemes involving low tax jurisdictions are suspected,;
— consumption tax risks (triangular delivery operations, reverse charges etc) are identified,;

— costs are shared or charged and profits are allocated between taxpayers in different taxing
jurisdictions or more generally transfer pricing issues are involved:;

— multinational business practices, complex transactions, examination issues and non-
compliance trends are identified that may be particular to an industry or group of industries;
and

—  profit allocation methods in special fields such as global trading and new financial instruments
are used.



5. ALLOCATION OF RESPONSIBILITIES

12. Simultaneous tax examinations will be conducted separately within the framework of national
law and practice by tax administration officials of each country using the available exchange of
information provisions.

13. Tax administrations should consider appointing staff to the following positions to ensure
simultaneous tax examinations are carried out effectively and consistently.

Simultaneous Tax Examinations Coordinator

14. The simultaneous tax examinations coordinator has overall management and co-ordination of
the tax administration’s simultaneous tax examination compliance program. For practical purposes and
where possible, the simultaneous tax examinations coordinator should be properly authorised or
delegated to exchange information as a competent authority. In this regard the simultaneous tax
examinations coordinator is responsible for:

— identifying suitable cases for simultaneous tax examination, liaising with their counterparts in
other countries and agreeing with them on which cases will be examined under the
simultaneous tax examination procedure;

— establishing effective networks with the relevant tax administration personnel that will be
conducting simultaneous tax examinations and convening meetings if and when necessary
with key personnel (e.g. meetings to identify suitable cases for simultaneous tax examination
with key audit staff);

— Nominating a designated representative who will have the functional responsibility for
directing and coordinating the case selected for simultaneous tax examination, through
consultation with other tax administration compliance personnel;

— Only if considered practicable, organising for the appropriate authorised or delegated
competent authority status for designated representatives;

— establishing procedures for exchanging information with other countries in all simultaneous
tax examination cases;

— exchanging information with other countries in all simultaneous tax examination cases, if
authorised or delegated to exercise the powers of the competent authority (including attending
meetings where information is likely to be exchanged), or, ensuring properly authorised and
delegated competent authority staff will be involved at the earliest possible opportunity to
exchange the information;

— reporting on activities carried out regarding simultaneous tax examinations to tax
administration compliance managers and tax treaty partners; and

— co-ordinating the delivery of awareness training for relevant tax administration staff on these
and other relevant tax administration-specific guidelines, and co-ordinating the conduct of
reviews of completed simultaneous tax examinations to ensure they are carried out in
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accordance with relevant procedures governing the conduct of simultaneous tax
examinations®.

Designated Representatives

15. Designated representatives have responsibility for all practical aspects of the simultaneous tax
examination case being conducted, including:

overall management and team leader of the case assigned for simultaneous tax examination;

liaising with the simultaneous tax examinations coordinator;
— assembling the audit team;

— establishing prima facie whether or not there is a basis for conducting part of the audit by
computerised audit and appointing a computer services coordinator if necessary;

— determining examination periods;

— liaising with the designated representative(s) of the other country (or countries) throughout the
course of the simultaneous tax examination, including the case planning phase;

— developing case plans, and, where possible, synchronising schedules with designated
representatives of the other country (or countries);

— participating in the conduct of the simultaneous tax examination;

— ensuring everyone participating in the simultaneous tax examination receives timely
information about developments in the case;

— ensuring simultaneous tax examinations are conducted in conformance with this module and
other related guidelines, procedures and best practices imposed by their tax administration;
and

— if administratively and legally possible and warranted, attending and conducting examinations
in the other country (or countries)”.

Simultaneous Tax Examination Auditors (“Auditors”)

16. Simultaneous tax examination auditors are responsible for conducting the simultaneous audit
in accordance with the case plan developed by their team leader (i.e. their designated representative),
including identifying, compiling and analysing relevant information, interviewing taxpayers and their
representatives, taking minutes of meetings and assisting with the preparation of the final report.

Computer Services Coordinator (Optional)

17. The computer services coordinator is responsible for planning and coordinating the computer
aspects of the simultaneous tax examination. Appendix C of the Guidelines for Inter-Nordic
Simultaneous Audits provides a full description of the functions of computer services coordinators and
the Working Model for Computerised Auditing.

® These tasks may be carried out by other officials, depending on the structure and allocation of responsibilities
within the tax administration.

* Refer to Module on Tax Examinations Abroad.



6. SELECTING, CONDUCTING AND CONCLUDING A SIMULTANEOUS TAX
EXAMINATION

10 STEP PROCESS

STEP 1 - INITIAL CASE SELECTION
Tax administrations individually consider suitable cases for simultaneous tax examination

STEP 2 - AGREEMENT ON SUITABLE CASES
Agreement reached between tax administrations on which cases are deemed suitable for
simultaneous tax examination

STEP 3 - CONDUCT PRELIMINARY EXAMINATIONS

STEP 4 - TAXPAYERS CONTACTED
Taxpayers contacted and informed about simultaneous tax examination

STEP 5 - INITIAL PLANNING MEETING
Initial meeting between designated representatives to discuss coordination strategies, etc

STEP 6 - MEETINGS AND INTERVIEWS WITH TAXPAYERS

STEP 7 - FURTHER EXAMINATIONS
Post taxpayer interview phase of simultaneous tax examination

STEP 8 - FINALISATION OF CASE

STEP 9 - FINAL REPORT PREPARED

STEP 10 - PROCESS IMPROVEMENTS IMPLEMENTED
Recommended process improvements implemented by simultaneous tax examinations
coordinator




STEP 1 - INITIAL CASE SELECTION

18. Simultaneous tax examinations coordinators should, on an annual basis at least, independently
identify taxpayers they intend to propose for a simultaneous tax examination. This task will often
involve extensive liaison with relevant tax administration audit personnel.  Simultaneous tax
examinations coordinators may also arrange to meet with each other to discuss potentially suitable cases
for simultaneous tax examination.

19. The number of cases proposed by the simultaneous tax examinations coordinators should take
into account tax administration resource constraints and other factors that may reduce the tax
administrations’ ability to carry out the audits.

20. Each simultaneous tax examinations coordinator should inform its counterpart(s) of its
respective choice of potential cases for simultaneous tax examination using the selection criteria
provided below. Explanations regarding why the cases were selected should be given as should
information leading to its proposals together with any other relevant information. Information regarding
the statute of limitations applicable to the cases proposed for simultaneous tax examination should also
be provided.

Criteria for case selection
21. Any case selected for simultaneous tax examination will generally involve a taxpayer or
taxpayers having operations either through affiliates or through permanent establishments in the
participating countries. The following factors should be taken into account in addition to the factors
outlined in Part 4 of this module concerning when it may be suitable to conduct a simultaneous tax
examination:

— indication of substantial non-compliance with tax law in the participating countries;

— indication of other forms of international aggressive tax planning which, if countered
successfully, may generate additional tax yield in the participating countries;

— indication that the economic performance of a taxpayer or related taxpayers, over a period of
time, is significantly worse than it might be expected, for instance:

— the economic performance does not reflect appropriate profits when measured against sales,
total assets, etc;

— cases where the taxpayer consistently shows losses, especially long-term losses; and

— cases where the taxpayer, regardless of profitability, paid little or no tax over the relevant
period.
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