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Proposed Accounting and Legislative Directions for
Developing Accounting Disclosure on Related Transactions to
Reduce Tax Evasion Methods

Miss. Marteen botros Elkes Ashak
marteen.botros@aun.edu.eq

Abstract:

The research aims to identify the shortcomings in both the Egyptian
Accounting Standard No. 15 "Disclosure of Related Parties” and the
current Egyptian tax legislation regarding the pricing of related
transactions, which companies may exploit to practice tax evasion and
reduce their tax liabilities. Additionally, it proposes suggestions to
develop the accounting disclosure items concerning related parties of
multinational companies, ensuring comprehensive disclosure of all
relationships significantly impacting the company’s results, financial
position, and cash flows, and related important transactions. The research
also proposes guidelines for pricing related transactions that could be
subject to tax evasion, which are not included in the application guide for
statement 30 of the Income Tax Law No. 91 of 2005.

The research adopted the inductive approach by reviewing and
analyzing studies, research, and scientific references related to the
research topic, and the deductive approach in formulating applicable
suggestions.

The research concluded that it is essential to develop the concepts
governing the accounting recognition of related parties. This should
include the concepts of control and joint control over the decision-
making rights, whether current or potential voting rights, in addition to
contractual rights. It should not require the company to have significant
influence over other entities to exercise control, whether individually or
jointly. Instead, it should focus on bearing or receiving a share of returns
through non-binding participation in decision-making related to
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significant activities. This approach allows for a comprehensive
understanding of all transactions and related parties impacting the
company's results.

The researcher recommended expanding the scope of disclosure of
related transactions in the financial statements to include the following
detailed disclosures rather than in aggregate form:

- Disclosure of the ownership structure, decision-makers, and the
composition of the group of companies following the parent company to
ensure greater transparency in the financial statements.

- Disclosure of all operational, financial, and financing transactions, as
well as the value and volume of transactions conducted through netting
agreement and permanent establishments.

- Disclosure of the nature and value of transactions related to shared cost
allocation and the recovery of expenses incurred by the company on
behalf of the related party.

- Disclosure of transactions related to intangible assets and the approach
used in pricing these transactions to achieve neutral price.

Additionally, the guidance for statement 30 of Law No. 91 of 2005
lacks any instructions on the pricing of transactions involving intangible
assets, business restructuring operations, permanent establishments, or
agreements on shared cost allocation. This necessitates that the Egyptian
Tax Authority issue guidelines or instructions regarding the pricing of
these transactions to assist companies in determining neutral price for
these transactions and to aid the authority in verifying the rationality of
such pricing. This can be achieved by utilizing the instructions issued by
the Organisation for Economic Co-operation and Development (OECD,
2022), which the authority previously relied on when issuing the revised
version of the aforementioned application guide in 2018, as it is a
translation of those instructions.

Keyword: Related Parties Transaction,Tax Evasion, Egyptian accounting
standard No.15 of 2019, Egyptian Tax Legislation,
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