
Impact of the current 
situation on intragroup 
financing

Many multinational groups are now, more than ever, forced to find ways to finance individual group 
companies. If the group has available funds or if it is able to obtain the necessary funding (e.g. a bank 
loan), the easiest way is to provide an intragroup loan. The loan should bear market interest. 

The preferred method of determining the market interest rate is the comparable uncontrolled price 
method (CUP). In practice, this is usually based on the credit rating of the borrower and the 
yield-to-maturity (YTM) of comparable publicly traded instruments, typically bonds.

In the current situation, however, even determination of the credit rating of the borrower may be 
problematic. In many industries, reliable estimates of future profits (P&L forecasts), on which credit 
ratings are usually based, will be very difficult to establish.    

Also, the average YTM of traded bonds on the European market has shown considerable volatility over 
the past month, especially for bonds with speculative credit rating (i.e. BB+ or lower). For example, 
while at the end of February 2020 the average YTM of a 10-year BB-rated euro bond was still stable 
around 2.5%, at the end of March it reached almost 6%. In the case of lower credit ratings, the 
difference is even bigger. For example, the increase for credit rating B was more than 8 percentage 
points during March. Now, on the other hand, a slight decline can be observed. Future developments 
are, nevertheless, very difficult to estimate.

The question is how to carry out a reasonable comparable analysis on the basis of such data (unreliable 
financial forecasts, extremely volatile and unpredictable market development) and to determine the 
market interest rate for the provided intragroup loan.

Whatever method you now use to determine the market interest rate, you may want to reassess 
and adjust the interest rate in the (near) future. 
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