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President’s Message  

 
The levy of taxes on a person or a business relating to cross border transactions is subject to 
tax laws of different countries. Due to globalisation, determination of levy of taxes has 
become a major aspect of international trade and commerce. Large number of Countries has 
Tax treaties and DTAA which have increased in the recent times and regular amendments 
are there due to enhanced exposure of countries to international trade. 
 
Transfer Pricing refers to the rules or methods of pricing transactions amongst entities in the 
same group. In today's world, International Taxation and Transfer Pricing goes hand in hand. 
Both the subjects are of utmost importance in the current scenario. 
 
Tax authorities closely monitor international transactions taking place due to increase in cross 
border transactions and inter-company transfers. Transfer Pricing regulations have in place 
tougher documentation norms. Non-compliance with the rules and regulations attract harsh 
penalties. Hence, it is very much important for entities in cross border trade to understand 
and follow the rules and guidelines relating to international transactions 
 
Cost Accountants have been playing a key role in the areas of international taxation and 
transfer pricing with the skills and knowledge they possess. Cost Accountants have an 
excellent grasp and understand of the nitty and gritty of both international taxation laws and 
transfer pricing. I hope this publication will be of immense benefit of Cost Accountants and 
other stakeholders to understand the subject in a lucid manner. 
 
I compliment the efforts of the contributors to this publication. 
 
With warm regards, 

 
CMA Balwinder Singh  
President  
April 25, 2020 
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Vice President’s Message  

I am pleased to share that the Tax Research Department of the Institute has come 
out with the “Revised Edition on International Taxation and Transfer Pri cing” to 
provide necessary information and guidance to all the stakeholders working in this 
field.  

International transactions across the borders are growing rapidly. Cross border 
transactions involve complexities and understanding different taxation rule s to carry 
on the activities. The Organisation for Economic Co -operation and Development 
(OECD) has been working on the subject and issuing guidelines on how to treat these 
transactions from taxation point of view.  

Transfer pricing involves the assignment  of costs to transactions for goods and 
services between related parties. Cost Accountants can play a pivotal role in this area 
with their expertise and knowledge in both international taxation and transfer pricing.  
The revised edition of this book has d ealt with all these aspects and shall help 
organizations in understanding and managing the various risks and rules relating to 
taxation on international transactions and Transfer Pricing. This would improve the 
operational and financial performances of the  enterprises and make the functioning of 
transactions smoother.  

I would like to acknowledge the hard work of resource person and continued efforts 
of the Tax Research Department in releasing this revised guidance note for the 
benefit of all the members an d other stakeholders.  

With best regards,  

 
CMA Biswarup Basu  
Vice - President  
April 25 , 2020  

My best wishes to the endeavors of the Tax Research Department.



Chairman’s Message

Commercial transactions between the different parts of the multinational groups may 
not be subject to the same market forces shaping relations between the two independent 
�Ð�‹�”�•�•�ä�����•�‡���’�ƒ�”�–�›���–�”�ƒ�•�•�ˆ�‡�”�•���–�‘���ƒ�•�‘�–�Š�‡�”���‰�‘�‘�†�•���‘�”���•�‡�”�˜�‹�…�‡�•�á���ˆ�‘�”���ƒ���’�”�‹�…�‡�ä�����Š�ƒ�–���’�”�‹�…�‡���‹�•���•�•�‘�™�•���ƒ�•��
�ò�–�”�ƒ�•�•�ˆ�‡�”���’�”�‹�…�‡�ó�ä

���—�’�’�‘�•�‡���ƒ���…�‘�•�’�ƒ�•�›�������������–�†�ä���Š�ƒ�•���’�—�”�…�Š�ƒ�•�‡�†���‰�‘�‘�†�•���ˆ�‘�”��`���s�á�r�r�r���ƒ�•�†���•�‘�Ž�†���‹�–���–�‘���‹�–�•���ƒ�•�•�‘�…�‹�ƒ�–�‡�†��
�…�‘�•�’�ƒ�•�›�������������–�†�ä���‹�•���ƒ�•�‘�–�Š�‡�”���…�‘�—�•�–�”�›���ˆ�‘�”��`���t�á�r�r�r���™�Š�‘���‹�•���–�—�”�•���•�‘�Ž�†���‹�•���–�Š�‡���‘�’�‡�•���•�ƒ�”�•�‡�–���ˆ�‘�”��
` �v�á�r�r�r�ä�����ˆ�������������–�†�ä���•�‘�Ž�†���†�‹�”�‡�…�–�Ž�›���‹�•���‘�’�‡�•���•�ƒ�”�•�‡�–�á���‹�–���™�‘�—�Ž�†���Š�ƒ�˜�‡���•�ƒ�†�‡���ƒ���’�”�‘�Ð�‹�–���‘�ˆ��` �u�á�r�r�r�ä�����—�–��
�„�›���”�‘�—�–�‹�•�‰���‹�–���–�Š�”�‘�—�‰�Š�������������–�†�ä�á���‹�–���”�‡�•�–�”�‹�…�–�‡�†���‹�–���–�‘��`���s�á�r�r�r���’�‡�”�•�‹�–�–�‹�•�‰�������������–�†�ä���–�‘���ƒ�’�’�”�‘�’�”�‹�ƒ�–�‡��
�–�Š�‡���„�ƒ�Ž�ƒ�•�…�‡�ä�����Š�‡���–�”�ƒ�•�•�ƒ�…�–�‹�‘�•���„�‡�–�™�‡�‡�•�������������–�†���ƒ�•�†�������������–�†�ä���‹�•���ƒ�”�”�ƒ�•�‰�‡�†���ƒ�•�†���•�‘�–���‰�‘�˜�‡�”�•�‡�†��
�„�›���•�ƒ�”�•�‡�–���ˆ�‘�”�…�‡�•�ä�����Š�‡���’�”�‘�Ð�‹�–���‘�ˆ��`���t�á�r�r�r���‹�•�á���–�Š�‡�”�‡�„�›�á���•�Š�‹�ˆ�–�‡�†���–�‘���–�Š�‡���…�‘�—�•�–�”�›���‘�ˆ�������������–�†�ä�����Š�‡��
goods is transferred on a price (transfer price) which is arbitrary or dictated (`���t�á�r�r�r�����„�—�–��
not on the market price (`�� �v�á�r�r�r���ä�� ���Š�—�•�á�� �–�Š�‡�� �‡�ˆ�ˆ�‡�…�–�� �‘�ˆ�� �–�”�ƒ�•�•�ˆ�‡�”�� �’�”�‹�…�‹�•�‰�� �‹�•�� �–�Š�ƒ�–�� �–�Š�‡�� �’�ƒ�”�‡�•�–��
�…�‘�•�’�ƒ�•�›���‘�”���ƒ���•�’�‡�…�‹�Ð�‹�…���•�—�„�•�‹�†�‹�ƒ�”�›���–�‡�•�†�•���–�‘���’�”�‘�†�—�…�‡���‹�•�•�—�ˆ�Ð�‹�…�‹�‡�•�–���–�ƒ�š�ƒ�„�Ž�‡���‹�•�…�‘�•�‡���‘�”���‡�š�…�‡�•�•�‹�˜�‡��
loss on a transaction

Globalisation and the rapid growth of international trade has made inter-company 
�’�”�‹�…�‹�•�‰�� �ƒ�•�� �‡�˜�‡�”�›�†�ƒ�›�� �•�‡�…�‡�•�•�‹�–�›�� �ˆ�‘�”�� �–�Š�‡�� �˜�ƒ�•�–�� �•�ƒ�Œ�‘�”�‹�–�›�� �‘�ˆ�� �„�—�•�‹�•�‡�•�•�‡�•�ä�� ���Š�‡�� ���������� �•�–�ƒ�•�†�•�� �ˆ�‘�”��
�–�Š�‡�����”�‰�ƒ�•�‹�œ�ƒ�–�‹�‘�•���ˆ�‘�”�����…�‘�•�‘�•�‹�…�����‘�‘�’�‡�”�ƒ�–�‹�‘�•���ƒ�•�†�����‡�˜�‡�Ž�‘�’�•�‡�•�–�ä ���–�•���‰�‘�ƒ�Ž���‹�•���–�‘���’�”�‘�•�‘�–�‡���–�Š�‡��
�‡�…�‘�•�‘�•�‹�…���™�‡�Ž�ˆ�ƒ�”�‡���‘�ˆ���‹�–�•���•�‡�•�„�‡�”�•�ä�����–���…�‘�‘�”�†�‹�•�ƒ�–�‡�•���–�Š�‡�‹�”���‡�ˆ�ˆ�‘�”�–�•���–�‘���ƒ�‹�†���†�‡�˜�‡�Ž�‘�’�‹�•�‰���…�‘�—�•�–�”�‹�‡�•��
�‘�—�–�•�‹�†�‡���‘�ˆ���‹�–�•���•�‡�•�„�‡�”�•�Š�‹�’�ä

���–���‹�•���•�›���’�Ž�‡�ƒ�•�—�”�‡���–�‘���’�—�„�Ž�‹�•�Š���–�Š�‹�•���„�‘�‘�•�ä�����‡���Š�ƒ�˜�‡���–�”�‹�‡�†���–�‘���ˆ�‘�…�—�•���‘�•���’�”�ƒ�…�–�‹�…�ƒ�Ž���ƒ�•�’�‡�…�–�•���™�Š�‡�”�‡�˜�‡�”��
�’�‘�•�•�‹�„�Ž�‡�� �‘�•�� ���•�–�‡�”�•�ƒ�–�‹�‘�•�ƒ�Ž�� ���ƒ�š�ƒ�–�‹�‘�•�� �ƒ�•�†�� ���”�ƒ�•�•�ˆ�‡�”�� ���”�‹�…�‹�•�‰�� ���—�”�� �Š�‘�’�‡�� �‹�•�� �–�Š�ƒ�–�á�� �™�‹�–�Š�� �–�Š�‡��
�ƒ�•�•�‹�•�–�ƒ�•�…�‡���‘�ˆ���–�Š�‹�•���„�‘�‘�•�á���–�Š�‡���•�–�ƒ�•�‡�Š�‘�Ž�†�‡�”�•���…�ƒ�•���ƒ�’�’�”�‘�ƒ�…�Š���‹�•�–�‡�”�æ�…�‘�•�’�ƒ�•�›���’�”�‹�…�‹�•�‰���‹�•�•�—�‡�•���™�‹�–�Š��
�‰�”�‡�ƒ�–�‡�”���…�‘�•�Ð�‹�†�‡�•�…�‡�ä

Jay Hind…!!!

CMA Rakesh Bhalla

���Š�ƒ�‹�”�•�ƒ�•���������‹�”�‡�…�–�����ƒ�š�ƒ�–�‹�‘�•�����‘�•�•�‹�–�–�‡�‡

25th�����’�”�‹�Ž���t�r�t�r�ä
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�ƒ�•�†���…�‘�•�’�Ž�‡�š���‹�•�•�—�‡�•���‡�•�‡�”�‰�‹�•�‰���ˆ�”�‘�•���–�”�ƒ�•�•�ƒ�…�–�‹�‘�•�•���‡�•�–�‡�”�‡�†���‹�•�–�‘���„�‡�–�™�‡�‡�•���–�™�‘���‘�”���•�‘�”�‡���‡�•�–�‡�”�’�”�‹�•�‡�•��
�„�‡�Ž�‘�•�‰�‹�•�‰���–�‘���–�Š�‡���•�ƒ�•�‡���•�—�Ž�–�‹�æ�•�ƒ�–�‹�‘�•�ƒ�Ž���‰�”�‘�—�’�ä��

���•���–�Š�‡���’�”�‘�…�‡�•�•���‘�ˆ�����”�ƒ�•�•�ˆ�‡�”���’�”�‹�…�‹�•�‰�á���†�‡�ƒ�Ž�‹�•�‰���ƒ�–���ƒ�”�•�ï�•���Ž�‡�•�‰�–�Š���‹�•���–�Š�‡���„�ƒ�•�‹�…�’�”�‹�•�…�‹�’�Ž�‡�â���–�Š�‹�•���•�‡�ƒ�•�•���–�Š�ƒ�–��
�–�Š�‡�� �ƒ�’�’�”�‘�’�”�‹�ƒ�–�‡�� �–�”�ƒ�•�•�ˆ�‡�”�� �’�”�‹�…�‡�� �‹�•�� �–�Š�‡�� �’�”�‹�…�‡�á�� �™�Š�‹�…�Š�ƒ�•�� �‹�•�†�‡�’�‡�•�†�‡�•�–�� �–�Š�‹�”�†�æ�’�ƒ�”�–�›�� �™�‘�—�Ž�†�� �Š�ƒ�˜�‡�� �ƒ�Ž�•�‘��
�’�ƒ�‹�†�ä�� �	�‘�”�� �‹�–�•�� �•�‡�•�„�‡�”�� �•�–�ƒ�–�‡�•�á�–�Š�‡�� ���������� �•�–�‹�’�—�Ž�ƒ�–�‡�•�� �–�Š�ƒ�–�� �ƒ�•�›�� �…�”�‘�•�•�æ�„�‘�”�†�‡�”�� �•�‡�”�˜�‹�…�‡�•�� �ƒ�•�†�� �•�—�’�’�Ž�‹�‡�•��
�•�—�•�–�� �„�‡�ƒ�…�•�•�‘�™�Ž�‡�†�‰�‡�†�� �ˆ�‘�”�� �–�ƒ�š�� �’�—�”�’�‘�•�‡�•�� �‘�•�Ž�›�� �‹�ˆ�� �–�Š�‡�� �…�‘�•�†�‹�–�‹�‘�•�•�� �ˆ�‘�”�� �–�Š�‡�•�‡�� �•�‡�”�˜�‹�…�‡�•�ƒ�•�†�� �•�—�’�’�Ž�‹�‡�•��
�…�‘�”�”�‡�•�’�‘�•�†���–�‘���–�Š�‡���ƒ�”�•�ï�•���Ž�‡�•�‰�–�Š���’�”�‹�•�…�‹�’�Ž�‡�ä�����ˆ���–�Š�‹�•���…�‘�•�†�‹�–�‹�‘�•���‹�•�•�‘�–���ˆ�—�Ž�Ð�‹�Ž�Ž�‡�†�á���–�Š�‡���–�ƒ�š���ƒ�—�–�Š�‘�”�‹�–�‹�‡�•���ƒ�”�‡��
�ƒ�—�–�Š�‘�”�‹�œ�‡�†���–�‘���‹�•�…�”�‡�ƒ�•�‡���–�Š�‡���’�”�‘�Ð�‹�–�•���ƒ�–�–�Š�‡���‡�š�’�‡�•�•�‡���‘�ˆ���–�Š�‡���–�ƒ�š�’�ƒ�›�‡�”�ä�����Š�‹�•���‹�•���ƒ�’�’�Ž�‹�…�ƒ�„�Ž�‡���‹�”�”�‡�•�’�‡�…�–�‹�˜�‡��
�‘�ˆ���–�Š�‡���•�‹�œ�‡���‘�ˆ�–�Š�‡���…�‘�•�’�ƒ�•�›���‘�”���–�Š�‡���Ð�Ž�‘�™�•���‘�ˆ���‰�‘�‘�†�•���‘�”���•�‡�”�˜�‹�…�‡�•���™�‹�–�Š�‹�•���–�Š�‡���‰�”�‘�—�’�ä�����•���‘�”�†�‡�”�–�‘���ƒ�˜�‘�‹�†��
�†�”�ƒ�™�„�ƒ�…�•�•�á�� �ƒ�Ž�Ž�� �‰�”�‘�—�’�•�� �‘�”�� �…�‘�•�’�ƒ�•�‹�‡�•�� �™�‹�–�Š�� �•�—�’�’�Ž�‹�‡�•�� �ƒ�•�†�� �•�‡�”�˜�‹�…�‡�•�„�‡�–�™�‡�‡�•�� �˜�ƒ�”�‹�‘�—�•�� �—�•�‹�–�•�� �•�Š�‘�—�Ž�†��
�–�ƒ�•�‡�� �‹�•�–�‘�� �ƒ�…�…�‘�—�•�–�� �–�Š�ƒ�–�� �ƒ�Ž�Ž�� �–�Š�‡�� �•�—�’�’�Ž�‹�‡�•�� �‘�”�•�‡�”�˜�‹�…�‡�•�� �™�‹�–�Š�‹�•�� �–�Š�‡�� �‰�”�‘�—�’�� �ƒ�”�‡�� �’�”�‘�’�‡�”�Ž�›�� �”�‡�•�—�•�‡�”�ƒ�–�‡�†�ä��
�	�‘�”���–�Š�‹�•���’�—�”�’�‘�•�‡�á�–�Š�‡���…�‘�•�†�‹�–�‹�‘�•�•���‘�ˆ���–�Š�‡���’�ƒ�”�–�‹�‡�•���‹�•�˜�‘�Ž�˜�‡�†���•�Š�‘�—�Ž�†���„�‡���•�‡�‰�‘�–�‹�ƒ�–�‡�†���ƒ�–���ƒ�”�•�ï�•�Ž�‡�•�‰�–�Š���ƒ�•�†��
�’�—�–���†�‘�™�•���‹�•���ƒ���™�”�‹�–�–�‡�•���ƒ�‰�”�‡�‡�•�‡�•�–�ä

���‘�� �†�‡�ƒ�Ž�� �™�‹�–�Š�� �–�Š�‡�� �ƒ�„�‘�˜�‡�� �‹�•�•�—�‡�•�� �‡�š�’�‡�”�–�‹�•�‡�� �‹�•�� �”�‡�“�—�‹�”�‡�†�� �‹�•�� ���•�–�‡�”�•�ƒ�–�‹�‘�•�ƒ�Ž���ƒ�š�ƒ�–�‹�‘�•�ä�� ���”�‡�ƒ�•�� �Ž�‹�•�‡�á��
�‹�•�–�‡�”�•�ƒ�–�‹�‘�•�ƒ�Ž�� �–�ƒ�š�� �’�Ž�ƒ�•�•�‹�•�‰�á�� �–�Š�‡�� �’�”�‡�’�ƒ�”�ƒ�–�‹�‘�•�� �‘�ˆ�–�”�ƒ�•�•�ˆ�‡�”�� �’�”�‹�…�‹�•�‰�� �’�‘�Ž�‹�…�›�� �†�‘�…�—�•�‡�•�–�ƒ�–�‹�‘�•�� �ƒ�•�†��
�•�—�’�’�‘�”�–�‹�•�‰�� �„�‡�•�…�Š�•�ƒ�”�•�‹�•�‰�•�–�—�†�‹�‡�•�á�� �…�‘�•�†�—�…�–�‹�•�‰�� �”�‹�•�•�� �”�‡�˜�‹�‡�™�•�� �ƒ�•�†�� �”�‡�•�‘�Ž�˜�‹�•�‰�� �–�”�ƒ�•�•�ˆ�‡�”�� �’�”�‹�…�‹�•�‰��
�†�‹�•�’�—�–�‡�•�ƒ�”�‡���–�‘���„�‡���•�–�”�‡�•�•�‡�†���—�’�‘�•�ä�����•�‘�™�Ž�‡�†�‰�‡���‘�•�����”�‘�•�•���„�‘�”�†�‡�”���–�”�ƒ�•�•�ƒ�…�–�‹�‘�•�•�á�����•�™�ƒ�”�†�ƒ�•�†���‘�—�–�™�ƒ�”�†��
�‹�•�˜�‡�•�–�•�‡�•�–�á�����•�˜�‡�•�–�•�‡�•�–���•�–�”�—�…�–�—�”�‡�•�á�����š�’�ƒ�•�•�‹�‘�•���‘�ˆ���„�—�•�‹�•�‡�•�•�ƒ�…�–�‹�˜�‹�–�‹�‡�•���‹�•�–�‘���‹�•�–�‡�”�•�ƒ�–�‹�‘�•�ƒ�Ž���ƒ�”�‡�•�ƒ�á���–�Š�‹�•��
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P R E F A C E

The main objective of transfer pricing law in international transactions is to 
ensure that transactions between associated enterprises take place at a 
price as if the transaction was taking place between unrelated parties.

An ‘international transaction’ in the context of transfer pricing law shall 
include a transaction between two or more associated enterprises, either 
or both of whom are non-residents wherein there is purchase, sale or lease 
of tangible or intangible property, or there is provision of services, or there is 
lending or borrowing of money.

It becomes important to note here that a transaction entered into by 
an enterprise with a person other than an associated enterprise shall be 
deemed to be an international transaction entered into between two 
associated enterprises, if: (i) there exists a prior agreement in relation to 
the relevant transaction between such other person and the associated 
enterprise, or (ii) the terms of the relevant transaction are determined in 
substance between such other person and the associated enterprise 
where the enterprise or the associated enterprise or both of them are non-
residents irrespective of whether such other person is a non-resident or not.

There are many minute details in these aspects of the above which are 
needed to be handled carefully. Thishand book provides the general 
guidance on a range of transfer pricing issues. Technical material is updated 
�Z�L�W�K�� �W�K�L�V�U�H�Y�L�V�H�G�� �H�G�L�W�L�R�Q���� �3�U�R�I�H�V�V�L�R�Q�D�O�V�� �G�H�D�O�L�Q�J�� �L�Q�� �W�K�L�V�� �À�H�O�G�� �Z�R�X�O�G�� �V�X�U�H�O�\�� �À�Q�G��
this publication an easy source of reference during their professional 
deliberations.

Here, we would also like to thank and acknowledge the immense 
contributions of �&�0�$�� �0�U�L�W�\�X�Q�M�D�\�� �$�F�K�D�U�M�H�H without whose hard work, toil 
and guidance the handbook could have never acquired its shape. The 
department is indebted to him for his contributions.
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�7�K�H���,�Q�V�W�L�W�X�W�H���R�I���&�R�V�W���$�F�F�R�X�Q�W�D�Q�W�V���R�I���,�Q�G�L�D

25th April 2020



TAXATION COMMITTEES 2019 - 2020

Indirect Taxation Committee

Chairman

CMA Niranjan Mishra

Members

l.	 CMA Rakesh Bhalla

2.	 CMA P. Raju Iyer

3.	 CMA V. Morali

4.	 CMA H. Padmanabhan

5.	 CMA (Dr.) Ashish P. Thatte

6.	 CMA B.M. Sharrna (Co-Opted)

7.	 CMA (Dr.) Sanjay Bhargave (Co-Opted)

8.	 CMA VS. Datey (Co-Opted)

Permanent Invitees

CMA Balwinder Singh	 -	 President

CMA Biswarup Basu	 -	 Vice-President

Secretary

CMA Rajat Kumar Basu, Addl. Director

Direct Taxation Committee

Chairman

CMA Rakesh Bhalla

Members

1.	 CMA P. Raju Iyer

2.	 CMA Niranjan Mishra

3.	 CMAV. Murali

4.	 CMA Paparao Sunkara

5.	 CMA (Dr.) Ashish P. Thatte

6.	 CMA Rakesh Sinha (Co-opted)

7.	 CMA Ajay Singh (Co-opted)

8.	 CMA Rajesh Goyal (Co-opted)

Permanent Invitees

CMA Balwinder Singh	 -	 President

CMA. Biswarup Basu	 -	 Vice-President



�&�2�1�7�(�1�7

�&�K�D�S�W�H�U ������

	 Transfer Pricing – Background	 1 - 16

�&�K�D�S�W�H�U ������

	 Transfer Pricing – International Taxes	 17 - 24

�&�K�D�S�W�H�U ������

	 Oecd Model on Transfer Pricing	 25 - 38

�&�K�D�S�W�H�U ������

	 Transfer Pricing Method	 39 - 46

�&�K�D�S�W�H�U ������

	 Transfer Pricing in India	 47 - 50

�&�K�D�S�W�H�U ������

	 Statutory Rules and Regulations under the	 51 - 62
 	 Income Tax Act

�&�K�D�S�W�H�U ������

	 �%�D�V�H���(�U�R�V�L�R�Q���	���3�U�R�À�W���6�K�L�I�W�L�Q�J����bEps)	63 - 88

�&�K�D�S�W�H�U ������

	 �6�L�J�Q�L�À�F�D�Q�W���&�D�V�H���6�W�X�G�L�H�V���R�Q���7�U�D�Q�V�I�H�U���3�U�L�F�L�Q�J	��������������

�&�K�D�S�W�H�U ������

	 Transfer Pricing Documentation and	 95 - 106
	 Country by Country Report	

�&�K�D�S�W�H�U ��������

	 Audit Format	 107 - 116





INTERNATIONAL TAXATION AND TRANSFER PRICING	 1

What is Transfer Pricing?

�7�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J���� �L�Q�� �V�L�P�S�O�H�� �W�H�U�P�V���� �F�D�Q�� �E�H�� �G�H�¿�Q�H�G�� �D�V�� �W�K�H�� �S�U�L�F�H��
�F�K�D�U�J�H�G�� �E�\�� �R�Q�H�� �X�Q�L�W�� �R�I�� �W�K�H�� �H�Q�W�H�U�S�U�L�V�H�� �I�U�R�P�� �D�Q�R�W�K�H�U�� �X�Q�L�W�� �R�I�� �W�K�H��
�V�D�P�H���H�Q�W�H�U�S�U�L�V�H�����)�R�U���H�[�D�P�S�O�H�����;���,�Q�F�����K�D�V���W�Z�R���X�Q�L�W�V�����8�Q�L�W���$���D�Q�G��
�8�Q�L�W�� �%���� �8�Q�L�W�� �$�� �R�I�� �W�K�H�� �;�� �,�Q�F���� �P�D�Q�X�I�D�F�W�X�U�H�V�� �V�S�H�H�G���R���P�H�W�H�U�V�� �I�R�U��
�D�X�W�R�P�R�E�L�O�H�V���D�Q�G���8�Q�L�W���%���P�D�Q�X�I�D�F�W�X�U�H�V���D�X�W�R�P�R�E�L�O�H�V���Z�K�L�F�K���L�Q�F�O�X�G�H��
�W�K�H�� �V�S�H�H�G���R���P�H�W�H�U�V�� �S�U�R�G�X�F�H�G�� �E�\�� �8�Q�L�W���$�� �R�I�� �W�K�H�� �;�� �,�Q�F���� �1�R�Z���� �W�K�H��
�S�U�L�F�H���S�D�L�G���E�\���8�Q�L�W���%���I�R�U���W�K�H���V�S�H�H�G���R���P�H�W�H�U�V���S�U�R�G�X�F�H�G���E�\���8�Q�L�W���$���L�V��
�W�K�H���W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J�����D�Q�G���W�K�H���P�H�W�K�R�G���L�V���N�Q�R�Z�Q���D�V���7�U�D�Q�V�I�H�U���3�U�L�F�H��

�:�K�L�O�H���� �W�K�L�V�� �P�D�\�� �Q�R�W�� �D�S�S�H�D�U�� �V�L�J�Q�L�¿�F�D�Q�W�� �L�Q�� �V�P�D�O�O�� �H�Q�W�H�U�S�U�L�V�H���� �,�W�� �L�V��
�R�I���L�P�P�H�Q�V�H���V�L�J�Q�L�¿�F�D�Q�F�H���Z�K�H�Q���W�K�H���V�F�D�O�H���R�I���D�Q���L�Q�G�X�V�W�U�\���L�V���U�D�L�V�H�G����
�$�Q�R�W�K�H�U�� �T�X�H�V�W�L�R�Q�� �F�D�Q�� �E�H�� �W�K�D�W�� �Z�K�\�� �Z�R�X�O�G�� �F�R�U�S�R�U�D�W�L�R�Q�� �H�P�S�O�R�\��
�W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J�����Z�K�\���Q�R�W���F�K�D�U�J�H���D�Q�R�W�K�H�U���X�Q�L�W���W�K�H���V�D�P�H���S�U�L�F�H���D�V��
�W�K�H�\���F�K�D�U�J�H���R�W�K�H�U���F�R�P�S�D�Q�L�H�V�����R�U���Z�K�\���Q�R�W���J�L�Y�H���W�R���W�K�H�L�U���R�Z�Q���X�Q�L�W��
�I�R�U���I�U�H�H�"

�,�W���F�D�Q���E�H���H�[�S�O�D�L�Q�H�G���W�K�U�R�X�J�K���D�Q�G���D�Q���H�[�D�P�S�O�H�����O�H�W���X�V���D�V�V�X�P�H���W�K�D�W��
�8�Q�L�W���$���L�V���L�Q���D��high tax �U�D�W�H���F�R�X�Q�W�U�\�����D�Q�G���8�Q�L�W���%���L�V���L�Q���D��low tax 
�U�D�W�H�� �F�R�X�Q�W�U�\���� �8�Q�L�W�� �%�� �F�D�Q�� �F�K�D�U�J�H�� �D�� �U�D�W�H���� �O�R�Z�H�U�� �W�K�D�Q�� �W�K�H�� �P�D�U�N�H�W��
�U�D�W�H�� �I�R�U�� �W�K�H�� �V�S�H�H�G���R���P�H�W�H�U�V�� �S�U�R�G�X�F�H�G�� �E�\�� �8�Q�L�W�� �$���� �Z�K�L�F�K�� �Z�R�X�O�G��
�J�L�Y�H���D���O�R�V�V���W�R���8�Q�L�W���$���D�V���I�D�U���D�V���W�K�H���V�D�O�H���L�V���F�R�Q�F�H�U�Q�H�G�����%�X�W���8�Q�L�W���%��
�Z�R�X�O�G���P�D�N�H���S�U�R�¿�W�V���R�X�W���R�I���W�K�H���V�D�O�H�����6�L�Q�F�H���8�Q�L�W���$���L�V���L�Q���D���K�L�J�K���W�D�[��
�U�D�W�H�� �F�R�X�Q�W�U�\���� �H�Y�H�Q�W�X�D�O�O�\���� �;�� �,�Q�F���� �Z�L�O�O�� �U�H�G�X�F�H�� �W�K�H�� �W�D�[�� �E�X�U�G�H�Q�� �E�\��
�P�D�N�L�Q�J���8�Q�L�W���%���S�U�R�¿�W�D�E�O�H���D�Q�G���8�Q�L�W���$���X�Q�S�U�R�¿�W�D�E�O�H���D�V���F�R�P�S�D�Q�L�H�V���L�Q��
�O�R�V�V���D�U�H���Q�R�W���W�D�[�H�G��

�6�R���� �Z�K�L�O�H���W�K�L�V���L�V���S�U�R�¿�W�D�E�O�H���W�R���W�K�H���F�R�P�S�D�Q�\�� �L�W���L�V���W�K�H���R�Y�H�U�D�O�O���O�R�V�V��
�I�R�U���W�K�H���F�R�X�Q�W�U�\�� �Z�K�H�U�H���8�Q�L�W���$�� �L�V�� �O�R�F�D�W�H�G���D�V�� �W�K�H�\�� �D�U�H���Q�R�W���D�E�O�H���W�R��
�F�R�O�O�H�F�W���W�D�[�H�V���Z�K�L�O�H���8�Q�L�W���$�¶�V���S�D�U�H�Q�W���F�R�P�S�D�Q�\���L�V���U�H�D�S�L�Q�J���W�K�H���S�U�R�¿�W����
�6�R���� �Q�D�W�X�U�D�O�O�\���� �F�R�X�Q�W�U�L�H�V�� �Z�L�O�O�� �K�D�Y�H�� �V�R�P�H�� �U�H�J�X�O�D�W�L�R�Q�V�� �I�R�U�� �W�U�D�Q�V�I�H�U��
pricing.

�7�K�H�� �H�[�S�U�H�V�V�L�R�Q�� �³�W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�´�� �J�H�Q�H�U�D�O�O�\�� �U�H�I�H�U�V�� �W�R�� �S�U�L�F�H�V�� �R�I��
�W�U�D�Q�V�D�F�W�L�R�Q�V�� �E�H�W�Z�H�H�Q�� �D�V�V�R�F�L�D�W�H�G�� �H�Q�W�H�U�S�U�L�V�H�V�� �Z�K�L�F�K�� �P�D�\�� �W�D�N�H��
�S�O�D�F�H���X�Q�G�H�U���F�R�Q�G�L�W�L�R�Q�V���G�L�I�I�H�U�L�Q�J���I�U�R�P���W�K�R�V�H���W�D�N�L�Q�J���S�O�D�F�H���E�H�W�Z�H�H�Q��

1TRANSFER PRICING – BACKGROUND
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�L�Q�G�H�S�H�Q�G�H�Q�W�� �H�Q�W�H�U�S�U�L�V�H�V���� �,�W�� �U�H�I�H�U�V�� �W�R�� �W�K�H�� �Y�D�O�X�H�� �D�W�W�D�F�K�H�G�� �W�R��
�W�U�D�Q�V�I�H�U�V�� �R�I�� �J�R�R�G�V���� �6�H�U�Y�L�F�H�V�� �D�Q�G�� �W�H�F�K�Q�R�O�R�J�\�� �E�H�W�Z�H�H�Q�� �U�H�O�D�W�H�G��
�H�Q�W�L�W�L�H�V�� �O�R�F�D�W�H�G�� �D�W�� �G�L�I�I�H�U�H�Q�W�� �W�H�U�U�L�W�R�U�L�H�V���� �,�W�� �D�O�V�R�� �U�H�I�H�U�V�� �W�R�� �W�K�H��
�Y�D�O�X�H�� �D�W�W�D�F�K�H�G�� �W�R�� �W�U�D�Q�V�I�H�U�V�� �E�H�W�Z�H�H�Q�� �X�Q�U�H�O�D�W�H�G�� �S�D�U�W�L�H�V�� �Z�K�L�F�K��
�D�U�H�� �F�R�Q�W�U�R�O�O�H�G�� �E�\�� �D�� �F�R�P�P�R�Q�� �H�Q�W�L�W�\���� �2�U�� �L�Q�� �R�W�K�H�U�� �Z�R�U�G�V���� �S�U�R�¿�W�V��
�D�F�F�U�X�L�Q�J���W�R���W�K�H���S�D�U�H�Q�W���F�R�P�S�D�Q�\���F�D�Q���E�H���L�Q�F�U�H�D�V�H�G���E�\���V�H�W�W�L�Q�J���K�L�J�K��
�W�U�D�Q�V�I�H�U�� �S�U�L�F�H�V�� �W�R�� �V�L�S�K�R�Q�� �S�U�R�¿�W�V�� �I�U�R�P�� �V�X�E�V�L�G�L�D�U�L�H�V�� �G�R�P�L�F�L�O�H�G�� �L�Q��
�K�L�J�K�� �W�D�[�� �F�R�X�Q�W�U�L�H�V���� �D�Q�G�� �O�R�Z�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�H�V�� �W�R�� �P�R�Y�H�� �S�U�R�¿�W�V�� �W�R��
�V�X�E�V�L�G�L�D�U�L�H�V���O�R�F�D�W�H�G���L�Q���O�R�Z���W�D�[���M�X�U�L�V�G�L�F�W�L�R�Q��

�$�V���D�Q���H�[�D�P�S�O�H���R�Q���7�U�D�Q�V�I�H�U���3�U�L�F�L�Q�J�����$�Q�\���W�U�D�Q�V�D�F�W�L�R�Q���R�Q���7�U�D�Q�V�I�H�U��
�S�U�L�F�L�Q�J�� �K�D�S�S�H�Q�V�� �Z�K�H�Q�H�Y�H�U�� �W�Z�R�� �F�R�P�S�D�Q�L�H�V�� �W�K�D�W�� �D�U�H�� �S�D�U�W�� �R�I�� �W�K�H��
�V�D�P�H�� �P�X�O�W�L�Q�D�W�L�R�Q�D�O�� �J�U�R�X�S�� �W�U�D�G�H�� �Z�L�W�K�� �H�D�F�K�� �R�W�K�H�U���� �Z�K�H�Q�� �D�� �8�6��
�E�D�V�H�G���V�X�E�L�G�L�D�U�\���R�I���3�H�S�V�L�F�R�����I�R�U���H�[�D�P�S�O�H�����E�X�\�V���V�R�P�H�W�K�L�Q�J���I�U�R�P���D��
�*�H�U�P�D�Q�\�����E�D�V�H�G���V�X�E�V�L�G�L�D�U�\���R�I���3�H�S�V�L�F�R�����:�K�H�Q���W�K�H���S�D�U�W�L�H�V���H�V�W�D�E�O�L�V�K��
�D���S�U�L�F�H���I�R�U���W�K�H���W�U�D�Q�V�D�F�W�L�R�Q�����W�K�L�V���L�V���W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J��

�7�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �L�V�� �Q�R�W���� �L�Q�� �L�W�V�H�O�I���� �L�O�O�H�J�D�O�� �R�U�� �Q�H�F�H�V�V�D�U�L�O�\�� �D�E�X�V�L�Y�H����
�:�K�D�W�� �L�V�� �L�O�O�H�J�D�O�� �R�U�� �D�E�X�V�L�Y�H�� �L�V�� �W�U�D�Q�V�I�H�U�� �P�L�V�S�U�L�F�L�Q�J���� �D�O�V�R�� �N�Q�R�Z�Q�� �D�V��
�W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J���P�D�Q�L�S�X�O�D�W�L�R�Q���R�U���D�E�X�V�L�Y�H���W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J�������7�U�D�Q�V�I�H�U��
�P�L�V�S�U�L�F�L�Q�J�� �L�V�� �D�� �I�R�U�P�� �R�I�� �D�� �P�R�U�H�� �J�H�Q�H�U�D�O�� �S�K�H�Q�R�P�H�Q�R�Q�� �N�Q�R�Z�Q�� �D�V��
�W�U�D�G�H�� �P�L�V�S�U�L�F�L�Q�J���� �Z�K�L�F�K�� �L�Q�F�O�X�G�H�V�� �W�U�D�G�H�� �E�H�W�Z�H�H�Q�� �X�Q�U�H�O�D�W�H�G�� �R�U��
�D�S�S�D�U�H�Q�W�O�\���X�Q�U�H�O�D�W�H�G���S�D�U�W�L�H�V���±���D�Q���H�[�D�P�S�O�H���L�V���U�H���L�Q�Y�R�L�F�L�Q�J����

�7�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �F�D�Q�� �E�H�� �G�H�¿�Q�H�G�� �D�V�� �W�K�H�� �Y�D�O�X�H�� �Z�K�L�F�K�� �L�V�� �D�W�W�D�F�K�H�G��
�W�R���W�K�H���J�R�R�G�V���R�U���V�H�U�Y�L�F�H�V���W�U�D�Q�V�I�H�U�U�H�G���E�H�W�Z�H�H�Q���U�H�O�D�W�H�G���S�D�U�W�L�H�V�����,�Q��
�R�W�K�H�U���Z�R�U�G�V�����W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J���L�V���W�K�H���S�U�L�F�H���Z�K�L�F�K���L�V���S�D�L�G���I�R�U���J�R�R�G�V��
�R�U�� �V�H�U�Y�L�F�H�V�� �W�U�D�Q�V�I�H�U�U�H�G�� �I�U�R�P�� �R�Q�H�� �X�Q�L�W�� �R�I�� �D�Q�� �R�U�J�D�Q�L�]�D�W�L�R�Q�� �W�R�� �L�W�V��
�R�W�K�H�U���X�Q�L�W�V���V�L�W�X�D�W�H�G���L�Q���G�L�I�I�H�U�H�Q�W���F�R�X�Q�W�U�L�H�V��

�,�Q�� �W�D�[�D�W�L�R�Q�� �D�Q�G�� �D�F�F�R�X�Q�W�L�Q�J����transfer pricing �U�H�I�H�U�V�� �W�R�� �W�K�H��
�U�X�O�H�V�� �D�Q�G�� �P�H�W�K�R�G�V�� �I�R�U�� �S�U�L�F�L�Q�J�� �W�U�D�Q�V�D�F�W�L�R�Q�V�� �Z�L�W�K�L�Q�� �D�Q�G�� �E�H�W�Z�H�H�Q��
�H�Q�W�H�U�S�U�L�V�H�V�� �X�Q�G�H�U�� �F�R�P�P�R�Q�� �R�Z�Q�H�U�V�K�L�S�� �R�U�� �F�R�Q�W�U�R�O���� �%�H�F�D�X�V�H�� �R�I��
�W�K�H�� �S�R�W�H�Q�W�L�D�O�� �I�R�U�� �F�U�R�V�V���E�R�U�G�H�U�� �F�R�Q�W�U�R�O�O�H�G�� �W�U�D�Q�V�D�F�W�L�R�Q�V�� �W�R�� �G�L�V�W�R�U�W��
�W�D�[�D�E�O�H�� �L�Q�F�R�P�H���� �W�D�[�� �D�X�W�K�R�U�L�W�L�H�V�� �L�Q�� �P�D�Q�\�� �F�R�X�Q�W�U�L�H�V�� �F�D�Q�� �D�G�M�X�V�W��
�L�Q�W�U�D���J�U�R�X�S���W�U�D�Q�V�I�H�U���S�U�L�F�H�V���W�K�D�W���G�L�I�I�H�U���I�U�R�P���Z�K�D�W���Z�R�X�O�G���K�D�Y�H���E�H�H�Q��
�F�K�D�U�J�H�G�� �E�\�� �X�Q�U�H�O�D�W�H�G�� �H�Q�W�H�U�S�U�L�V�H�V�� �G�H�D�O�L�Q�J�� �D�W�� �D�U�P�¶�V�� �O�H�Q�J�W�K�� ���W�K�H��
�D�U�P�¶�V���O�H�Q�J�W�K���S�U�L�Q�F�L�S�O�H�������7�K�H���2�(�&�'���D�Q�G���:�R�U�O�G���%�D�Q�N���U�H�F�R�P�P�H�Q�G��
�L�Q�W�U�D���J�U�R�X�S���S�U�L�F�L�Q�J���U�X�O�H�V���E�D�V�H�G���R�Q���W�K�H���D�U�P�¶�V���O�H�Q�J�W�K���S�U�L�Q�F�L�S�O�H�����D�Q�G��
�������R�I���W�K�H���������P�H�P�E�H�U�V���R�I���W�K�H���*�������K�D�Y�H���D�G�R�S�W�H�G���V�L�P�L�O�D�U���P�H�D�V�X�U�H�V��
�W�K�U�R�X�J�K�� �E�L�O�D�W�H�U�D�O�� �W�U�H�D�W�L�H�V�� �D�Q�G�� �G�R�P�H�V�W�L�F�� �O�H�J�L�V�O�D�W�L�R�Q���� �U�H�J�X�O�D�W�L�R�Q�V����
�R�U�� �D�G�P�L�Q�L�V�W�U�D�W�L�Y�H�� �S�U�D�F�W�L�F�H���� �&�R�X�Q�W�U�L�H�V�� �Z�L�W�K�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J��
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�O�H�J�L�V�O�D�W�L�R�Q���J�H�Q�H�U�D�O�O�\���I�R�O�O�R�Z���W�K�H��OECD Transfer Pricing Guidelines 
for Multinational Enterprises and Tax Administrations �L�Q�� �P�R�V�W��
�U�H�V�S�H�F�W�V���� �D�O�W�K�R�X�J�K�� �W�K�H�L�U�� �U�X�O�H�V�� �F�D�Q�� �G�L�I�I�H�U�� �R�Q�� �V�R�P�H�� �L�P�S�R�U�W�D�Q�W��
details.

�:�K�H�U�H�� �D�G�R�S�W�H�G���� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �U�X�O�H�V�� �D�O�O�R�Z�� �W�D�[�� �D�X�W�K�R�U�L�W�L�H�V�� �W�R��
�D�G�M�X�V�W�� �S�U�L�F�H�V�� �I�R�U�� �P�R�V�W�� �F�U�R�V�V���E�R�U�G�H�U�� �L�Q�W�U�D�� �J�U�R�X�S�� �W�U�D�Q�V�D�F�W�L�R�Q�V����
�L�Q�F�O�X�G�L�Q�J�� �W�U�D�Q�V�I�H�U�V�� �R�I�� �W�D�Q�J�L�E�O�H�� �R�U�� �L�Q�W�D�Q�J�L�E�O�H�� �S�U�R�S�H�U�W�\���� �V�H�U�Y�L�F�H�V����
�D�Q�G���O�R�D�Q�V�����)�R�U���H�[�D�P�S�O�H�����D���W�D�[���D�X�W�K�R�U�L�W�\���P�D�\���L�Q�F�U�H�D�V�H���D���F�R�P�S�D�Q�\�¶�V��
�W�D�[�D�E�O�H�� �L�Q�F�R�P�H�� �E�\�� �U�H�G�X�F�L�Q�J�� �W�K�H�� �S�U�L�F�H�� �R�I�� �J�R�R�G�V�� �S�X�U�F�K�D�V�H�G�� �I�U�R�P��
�D�Q�� �D�I�¿�O�L�D�W�H�G�� �I�R�U�H�L�J�Q�� �P�D�Q�X�I�D�F�W�X�U�H�U�� �R�U�� �U�D�L�V�L�Q�J�� �W�K�H�� �U�R�\�D�O�W�\�� �W�K�H��
�F�R�P�S�D�Q�\�� �P�X�V�W�� �F�K�D�U�J�H�� �L�W�V�� �I�R�U�H�L�J�Q�� �V�X�E�V�L�G�L�D�U�L�H�V�� �I�R�U�� �U�L�J�K�W�V�� �W�R�� �X�V�H��
�D���S�U�R�S�U�L�H�W�D�U�\���W�H�F�K�Q�R�O�R�J�\���R�U���E�U�D�Q�G���Q�D�P�H�����7�K�H�V�H���D�G�M�X�V�W�P�H�Q�W�V���D�U�H��
�J�H�Q�H�U�D�O�O�\�� �F�D�O�F�X�O�D�W�H�G�� �X�V�L�Q�J�� �R�Q�H�� �R�U�� �P�R�U�H�� �R�I�� �W�K�H�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J��
�P�H�W�K�R�G�V�� �V�S�H�F�L�¿�H�G�� �L�Q�� �W�K�H�� �2�(�&�'�� �J�X�L�G�H�O�L�Q�H�V�� �D�Q�G�� �D�U�H�� �V�X�E�M�H�F�W��
�W�R�� �M�X�G�L�F�L�D�O�� �U�H�Y�L�H�Z�� �R�U�� �R�W�K�H�U�� �G�L�V�S�X�W�H�� �U�H�V�R�O�X�W�L�R�Q�� �P�H�F�K�D�Q�L�V�P�V����
�D�O�W�K�R�X�J�K�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �L�V�� �V�R�P�H�W�L�P�H�V�� �L�Q�D�F�F�X�U�D�W�H�O�\�� �S�U�H�V�H�Q�W�H�G��
�E�\���F�R�P�P�H�Q�W�D�W�R�U�V���D�V���D���W�D�[���D�Y�R�L�G�D�Q�F�H���S�U�D�F�W�L�F�H���R�U���W�H�F�K�Q�L�T�X�H�����W�K�H��
�W�H�U�P���U�H�I�H�U�V���W�R���D���V�H�W���R�I���V�X�E�V�W�D�Q�W�L�Y�H���D�Q�G���D�G�P�L�Q�L�V�W�U�D�W�L�Y�H���U�H�J�X�O�D�W�R�U�\��
�U�H�T�X�L�U�H�P�H�Q�W�V���L�P�S�R�V�H�G���E�\���J�R�Y�H�U�Q�P�H�Q�W�V���R�Q���F�H�U�W�D�L�Q���W�D�[�S�D�\�H�U�V��

�+�R�Z�H�Y�H�U�����D�J�J�U�H�V�V�L�Y�H���L�Q�W�U�D���J�U�R�X�S���S�U�L�F�L�Q�J���±���H�V�S�H�F�L�D�O�O�\���I�R�U���G�H�E�W���D�Q�G��
�L�Q�W�D�Q�J�L�E�O�H�V���±���K�D�V���S�O�D�\�H�G���D���P�D�M�R�U���U�R�O�H���L�Q���F�R�U�S�R�U�D�W�H���W�D�[���D�Y�R�L�G�D�Q�F�H����
�D�Q�G���L�W���Z�D�V���R�Q�H���R�I���W�K�H���L�V�V�X�H�V���L�G�H�Q�W�L�¿�H�G���Z�K�H�Q���W�K�H���2�(�&�'���U�H�O�H�D�V�H�G���L�W�V��
�E�D�V�H���H�U�R�V�L�R�Q���D�Q�G���S�U�R�¿�W���V�K�L�I�W�L�Q�J�����%�(�3�6�����D�F�W�L�R�Q���S�O�D�Q���L�Q���������������7�K�H��
�2�(�&�'�¶�V�� ���������� �¿�Q�D�O�� �%�(�3�6�� �U�H�S�R�U�W�V�� �F�D�O�O�H�G�� �I�R�U�� �F�R�X�Q�W�U�\���� �E�\���F�R�X�Q�W�U�\��
�U�H�S�R�U�W�L�Q�J�� �D�Q�G�� �V�W�U�L�F�W�H�U�� �U�X�O�H�V�� �I�R�U�� �W�U�D�Q�V�I�H�U�V�� �R�I�� �U�L�V�N�� �D�Q�G�� �L�Q�W�D�Q�J�L�E�O�H�V��
�E�X�W�� �U�H�F�R�P�P�H�Q�G�H�G�� �F�R�Q�W�L�Q�X�H�G�� �D�G�K�H�U�H�Q�F�H�� �W�R�� �W�K�H�� �D�U�P�¶�V���O�H�Q�J�W�K��
�S�U�L�Q�F�L�S�O�H�����7�K�H�V�H���U�H�F�R�P�P�H�Q�G�D�W�L�R�Q�V���K�D�Y�H���E�H�H�Q���F�U�L�W�L�F�L�]�H�G���E�\���P�D�Q�\��
�W�D�[�S�D�\�H�U�V�� �D�Q�G�� �S�U�R�I�H�V�V�L�R�Q�D�O�� �V�H�U�Y�L�F�H�� �¿�U�P�V�� �I�R�U�� �G�H�S�D�U�W�L�Q�J�� �I�U�R�P��
�H�V�W�D�E�O�L�V�K�H�G�� �S�U�L�Q�F�L�S�O�H�V�� �D�Q�G�� �E�\�� �V�R�P�H�� �D�F�D�G�H�P�L�F�V�� �D�Q�G�� �D�G�Y�R�F�D�F�\��
�J�U�R�X�S�V���I�R�U���I�D�L�O�L�Q�J���W�R���P�D�N�H���D�G�H�T�X�D�W�H���F�K�D�Q�J�H�V��

�7�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �V�K�R�X�O�G�� �Q�R�W�� �E�H�� �F�R�Q�À�D�W�H�G�� �Z�L�W�K�� �I�U�D�X�G�X�O�H�Q�W�� �W�U�D�G�H��
�P�L�V���L�Q�Y�R�L�F�L�Q�J�����Z�K�L�F�K���L�V���D���W�H�F�K�Q�L�T�X�H���I�R�U���F�R�Q�F�H�D�O�L�Q�J���L�O�O�L�F�L�W���W�U�D�Q�V�I�H�U�V��
�E�\�� �U�H�S�R�U�W�L�Q�J�� �I�D�O�V�L�¿�H�G�� �S�U�L�F�H�V�� �R�Q�� �L�Q�Y�R�L�F�H�V�� �V�X�E�P�L�W�W�H�G�� �W�R�� �F�X�V�W�R�P�V��
�R�I�¿�F�L�D�O�V���� �³�%�H�F�D�X�V�H�� �W�K�H�\�� �R�I�W�H�Q�� �E�R�W�K�� �L�Q�Y�R�O�Y�H�� �P�L�V�S�U�L�F�L�Q�J���� �P�D�Q�\��
�D�J�J�U�H�V�V�L�Y�H���W�D�[���D�Y�R�L�G�D�Q�F�H���V�F�K�H�P�H�V���E�\���P�X�O�W�L�Q�D�W�L�R�Q�D�O���F�R�U�S�R�U�D�W�L�R�Q�V��
�F�D�Q���H�D�V�L�O�\���E�H���F�R�Q�I�X�V�H�G���Z�L�W�K���W�U�D�G�H���P�L�V���L�Q�Y�R�L�F�L�Q�J��

�2�Y�H�U�� �V�L�[�W�\�� �J�R�Y�H�U�Q�P�H�Q�W�V�� �K�D�Y�H�� �D�G�R�S�W�H�G�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �U�X�O�H�V����
�Z�K�L�F�K���L�Q���D�O�P�R�V�W���D�O�O���F�D�V�H�V�����Z�L�W�K���W�K�H���Q�R�W�D�E�O�H���H�[�F�H�S�W�L�R�Q�V���R�I�� �%�U�D�]�L�O��
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�D�Q�G�� �.�D�]�D�N�K�V�W�D�Q���� �D�U�H�� �E�D�V�H�G�� �R�Q�� �W�K�H�� �D�U�P�¶�V���O�H�Q�J�W�K�� �S�U�L�Q�F�L�S�O�H���� �7�K�H��
�U�X�O�H�V���R�I���Q�H�D�U�O�\���D�O�O���F�R�X�Q�W�U�L�H�V���S�H�U�P�L�W���U�H�O�D�W�H�G���S�D�U�W�L�H�V���W�R���V�H�W���S�U�L�F�H�V���L�Q��
�D�Q�\���P�D�Q�Q�H�U�����E�X�W���S�H�U�P�L�W���W�K�H���W�D�[���D�X�W�K�R�U�L�W�L�H�V���W�R���D�G�M�X�V�W���W�K�R�V�H���S�U�L�F�H�V��
���I�R�U���S�X�U�S�R�V�H�V���R�I���F�R�P�S�X�W�L�Q�J���W�D�[���O�L�D�E�L�O�L�W�\�����Z�K�H�U�H���W�K�H���S�U�L�F�H�V���F�K�D�U�J�H�G��
�D�U�H���R�X�W�V�L�G�H���D�Q���D�U�P�¶�V���O�H�Q�J�W�K���U�D�Q�J�H�����0�R�V�W�����L�I���Q�R�W���D�O�O�����J�R�Y�H�U�Q�P�H�Q�W�V��
�S�H�U�P�L�W���D�G�M�X�V�W�P�H�Q�W�V���E�\���W�K�H���W�D�[���D�X�W�K�R�U�L�W�\���H�Y�H�Q���Z�K�H�U�H���W�K�H�U�H���L�V���Q�R��
�L�Q�W�H�Q�W�� �W�R�� �D�Y�R�L�G�� �R�U�� �H�Y�D�G�H�� �W�D�[���� �7�K�H�� �U�X�O�H�V�� �J�H�Q�H�U�D�O�O�\�� �U�H�T�X�L�U�H�� �W�K�D�W��
�P�D�U�N�H�W�� �O�H�Y�H�O���� �I�X�Q�F�W�L�R�Q�V���� �U�L�V�N�V���� �D�Q�G�� �W�H�U�P�V�� �R�I�� �V�D�O�H�� �R�I�� �X�Q�U�H�O�D�W�H�G��
�S�D�U�W�\���W�U�D�Q�V�D�F�W�L�R�Q�V���R�U���D�F�W�L�Y�L�W�L�H�V���E�H���U�H�D�V�R�Q�D�E�O�\���F�R�P�S�D�U�D�E�O�H���W�R���V�X�F�K��
�L�W�H�P�V���Z�L�W�K���U�H�V�S�H�F�W���W�R���W�K�H���U�H�O�D�W�H�G���S�D�U�W�\���W�U�D�Q�V�D�F�W�L�R�Q�V���R�U���S�U�R�¿�W�D�E�L�O�L�W�\��
being tested.

�$�G�M�X�V�W�P�H�Q�W�� �R�I�� �S�U�L�F�H�V�� �L�V�� �J�H�Q�H�U�D�O�O�\�� �P�D�G�H�� �E�\�� �D�G�M�X�V�W�L�Q�J�� �W�D�[�D�E�O�H��
�L�Q�F�R�P�H���R�I�� �D�O�O���L�Q�Y�R�O�Y�H�G���U�H�O�D�W�H�G���S�D�U�W�L�H�V���Z�L�W�K�L�Q���W�K�H���M�X�U�L�V�G�L�F�W�L�R�Q���� �D�V��
�Z�H�O�O�� �D�V�� �D�G�M�X�V�W�L�Q�J�� �D�Q�\�� �Z�L�W�K�K�R�O�G�L�Q�J�� �R�U�� �R�W�K�H�U�� �W�D�[�H�V�� �L�P�S�R�V�H�G�� �R�Q��
�S�D�U�W�L�H�V���R�X�W�V�L�G�H���W�K�H���M�X�U�L�V�G�L�F�W�L�R�Q�����6�X�F�K���D�G�M�X�V�W�P�H�Q�W�V���D�U�H���J�H�Q�H�U�D�O�O�\��
�P�D�G�H���D�I�W�H�U���¿�O�L�Q�J���R�I���W�D�[���U�H�W�X�U�Q�V�����)�R�U���H�[�D�P�S�O�H�����L�I���%�L�J�F�R���8�6���F�K�D�U�J�H�V��
�%�L�J�F�R�� �*�H�U�P�D�Q�\�� �I�R�U�� �D�� �P�D�F�K�L�Q�H���� �H�L�W�K�H�U�� �W�K�H�� �8���6���� �R�U�� �*�H�U�P�D�Q�� �W�D�[��
�D�X�W�K�R�U�L�W�L�H�V�� �P�D�\�� �D�G�M�X�V�W�� �W�K�H�� �S�U�L�F�H�� �X�S�R�Q�� �H�[�D�P�L�Q�D�W�L�R�Q�� �R�I�� �W�K�H��
�U�H�V�S�H�F�W�L�Y�H�� �W�D�[�� �U�H�W�X�U�Q���� �)�R�O�O�R�Z�L�Q�J�� �D�Q�� �D�G�M�X�V�W�P�H�Q�W���� �W�K�H�� �W�D�[�S�D�\�H�U��
�J�H�Q�H�U�D�O�O�\�� �L�V�� �D�O�O�R�Z�H�G�� ���D�W�� �O�H�D�V�W�� �E�\�� �W�K�H�� �D�G�M�X�V�W�L�Q�J�� �J�R�Y�H�U�Q�P�H�Q�W���� �W�R��
�P�D�N�H���S�D�\�P�H�Q�W�V���W�R���U�H�À�H�F�W���W�K�H���D�G�M�X�V�W�H�G���S�U�L�F�H�V��

�0�R�V�W�� �V�\�V�W�H�P�V�� �D�O�O�R�Z�� �X�V�H�� �R�I�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �P�X�O�W�L�S�O�H�� �P�H�W�K�R�G�V����
�Z�K�H�U�H�� �V�X�F�K�� �P�H�W�K�R�G�V�� �D�U�H�� �D�S�S�U�R�S�U�L�D�W�H�� �D�Q�G�� �D�U�H�� �V�X�S�S�R�U�W�H�G�� �E�\��
�U�H�O�L�D�E�O�H���G�D�W�D�����W�R���W�H�V�W���U�H�O�D�W�H�G���S�D�U�W�\���S�U�L�F�H�V�����$�P�R�Q�J���W�K�H���F�R�P�P�R�Q�O�\��
�X�V�H�G�� �P�H�W�K�R�G�V�� �D�U�H�� �F�R�P�S�D�U�D�E�O�H�� �X�Q�F�R�Q�W�U�R�O�O�H�G�� �S�U�L�F�H�V���� �F�R�V�W���S�O�X�V����
�U�H�V�D�O�H���S�U�L�F�H���R�U���P�D�U�N���X�S�����D�Q�G���S�U�R�¿�W�D�E�L�O�L�W�\���E�D�V�H�G���P�H�W�K�R�G�V�����0�D�Q�\��
�V�\�V�W�H�P�V�� �G�L�I�I�H�U�H�Q�W�L�D�W�H�� �P�H�W�K�R�G�V�� �R�I�� �W�H�V�W�L�Q�J�� �J�R�R�G�V�� �I�U�R�P�� �W�K�R�V�H��
�I�R�U�� �V�H�U�Y�L�F�H�V�� �R�U�� �X�V�H�� �R�I�� �S�U�R�S�H�U�W�\�� �G�X�H�� �W�R�� �L�Q�K�H�U�H�Q�W�� �G�L�I�I�H�U�H�Q�F�H�V�� �L�Q��
�E�X�V�L�Q�H�V�V�� �D�V�S�H�F�W�V�� �R�I�� �V�X�F�K�� �E�U�R�D�G�� �W�\�S�H�V�� �R�I�� �W�U�D�Q�V�D�F�W�L�R�Q�V���� �6�R�P�H��
�V�\�V�W�H�P�V�� �S�U�R�Y�L�G�H�� �P�H�F�K�D�Q�L�V�P�V�� �I�R�U�� �V�K�D�U�L�Q�J�� �R�U�� �D�O�O�R�F�D�W�L�R�Q�� �R�I�� �F�R�V�W�V��
�R�I���D�F�T�X�L�U�L�Q�J���D�V�V�H�W�V�����L�Q�F�O�X�G�L�Q�J���L�Q���W�D�Q�J�L�E�O�H���D�V�V�H�W�V�����D�P�R�Q�J���U�H�O�D�W�H�G��
�S�D�U�W�L�H�V�� �L�Q�� �D�� �P�D�Q�Q�H�U�� �G�H�V�L�J�Q�H�G�� �W�R�� �U�H�G�X�F�H�� �W�D�[�� �F�R�Q�W�U�R�Y�H�U�V�\���� �0�R�V�W��
�J�R�Y�H�U�Q�P�H�Q�W�V���K�D�Y�H���J�U�D�Q�W�H�G���D�X�W�K�R�U�L�]�D�W�L�R�Q���W�R���W�K�H�L�U���W�D�[���D�X�W�K�R�U�L�W�L�H�V��
�W�R�� �D�G�M�X�V�W�� �S�U�L�F�H�V�� �F�K�D�U�J�H�G�� �E�H�W�Z�H�H�Q�� �U�H�O�D�W�H�G�� �S�D�U�W�L�H�V���� �0�D�Q�\�� �V�X�F�K��
�D�X�W�K�R�U�L�]�D�W�L�R�Q�V���� �L�Q�F�O�X�G�L�Q�J�� �W�K�R�V�H�� �R�I�� �W�K�H�� �8�Q�L�W�H�G�� �6�W�D�W�H�V���� �8�Q�L�W�H�G��
�.�L�Q�J�G�R�P���� �&�D�Q�D�G�D���� �D�Q�G�� �*�H�U�P�D�Q�\���� �D�O�O�R�Z�� �G�R�P�H�V�W�L�F�� �D�V�� �Z�H�O�O�� �D�V��
�L�Q�W�H�U�Q�D�W�L�R�Q�D�O�� �D�G�M�X�V�W�P�H�Q�W�V���� �6�R�P�H�� �D�X�W�K�R�U�L�]�D�W�L�R�Q�V�� �D�S�S�O�\�� �R�Q�O�\��
�L�Q�W�H�U�Q�D�W�L�R�Q�D�O�O�\��

�,�Q���D�G�G�L�W�L�R�Q���� �P�R�V�W���V�\�V�W�H�P�V���U�H�F�R�J�Q�L�]�H���W�K�D�W���D�Q���D�U�P�¶�V���O�H�Q�J�W�K���S�U�L�F�H��
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�P�D�\���Q�R�W���E�H���D���S�D�U�W�L�F�X�O�D�U���S�U�L�F�H���S�R�L�Q�W���E�X�W���U�D�W�K�H�U���D���U�D�Q�J�H���R�I���S�U�L�F�H�V����
�6�R�P�H���V�\�V�W�H�P�V���S�U�R�Y�L�G�H���P�H�D�V�X�U�H�V���I�R�U���H�Y�D�O�X�D�W�L�Q�J���Z�K�H�W�K�H�U���D���S�U�L�F�H��
�Z�L�W�K�L�Q���V�X�F�K���U�D�Q�J�H���L�V���F�R�Q�V�L�G�H�U�H�G���D�U�P�¶�V���O�H�Q�J�W�K�����V�X�F�K���D�V���W�K�H��inter 
quartile range �X�V�H�G�� �L�Q�� �8���6���� �U�H�J�X�O�D�W�L�R�Q�V���� �6�L�J�Q�L�¿�F�D�Q�W�� �G�H�Y�L�D�W�L�R�Q��
�D�P�R�Q�J�� �S�R�L�Q�W�V�� �L�Q�� �W�K�H�� �U�D�Q�J�H�� �P�D�\�� �L�Q�G�L�F�D�W�H�� �O�D�F�N�� �R�I�� �U�H�O�L�D�E�L�O�L�W�\�� �R�I��
�G�D�W�D�����5�H�O�L�D�E�L�O�L�W�\���L�V���J�H�Q�H�U�D�O�O�\���F�R�Q�V�L�G�H�U�H�G���W�R���E�H���L�P�S�U�R�Y�H�G���E�\���X�V�H���R�I��
�P�X�O�W�L�S�O�H���\�H�D�U���G�D�W�D��

�0�R�V�W�� �U�X�O�H�V�� �U�H�T�X�L�U�H�� �W�K�D�W�� �W�K�H�� �W�D�[�� �D�X�W�K�R�U�L�W�L�H�V�� �F�R�Q�V�L�G�H�U�� �D�F�W�X�D�O��
�W�U�D�Q�V�D�F�W�L�R�Q�V�� �E�H�W�Z�H�H�Q�� �S�D�U�W�L�H�V���� �D�Q�G�� �S�H�U�P�L�W�� �D�G�M�X�V�W�P�H�Q�W�� �R�Q�O�\�� �W�R��
�D�F�W�X�D�O�� �W�U�D�Q�V�D�F�W�L�R�Q�V���� �0�X�O�W�L�S�O�H�� �W�U�D�Q�V�D�F�W�L�R�Q�V�� �P�D�\�� �E�H�� �D�J�J�U�H�J�D�W�H�G��
�R�U�� �W�H�V�W�H�G�� �V�H�S�D�U�D�W�H�O�\���� �D�Q�G�� �W�H�V�W�L�Q�J�� �P�D�\�� �X�V�H�� �P�X�O�W�L�S�O�H�� �\�H�D�U�� �G�D�W�D����
�,�Q�� �D�G�G�L�W�L�R�Q���� �W�U�D�Q�V�D�F�W�L�R�Q�V�� �Z�K�R�V�H�� �H�F�R�Q�R�P�L�F�� �V�X�E�V�W�D�Q�F�H�� �G�L�I�I�H�U�V��
�P�D�W�H�U�L�D�O�O�\�� �I�U�R�P�� �W�K�H�L�U�� �I�R�U�P�� �P�D�\�� �E�H�� �U�H���F�K�D�U�D�F�W�H�U�L�]�H�G�� �X�Q�G�H�U�� �W�K�H��
�O�D�Z�V���R�I���P�D�Q�\���V�\�V�W�H�P�V���W�R���I�R�O�O�R�Z���W�K�H���H�F�R�Q�R�P�L�F���V�X�E�V�W�D�Q�F�H��

�7�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �D�G�M�X�V�W�P�H�Q�W�V�� �K�D�Y�H�� �E�H�H�Q�� �D�� �I�H�D�W�X�U�H�� �R�I�� �P�D�Q�\�� �W�D�[��
�V�\�V�W�H�P�V���V�L�Q�F�H���W�K�H�����������V�����7�K�H���8�Q�L�W�H�G���6�W�D�W�H�V���O�H�G���W�K�H���G�H�Y�H�O�R�S�P�H�Q�W��
�R�I�� �G�H�W�D�L�O�H�G���� �F�R�P�S�U�H�K�H�Q�V�L�Y�H�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �J�X�L�G�H�O�L�Q�H�V�� �Z�L�W�K�� �D��
�:�K�L�W�H���3�D�S�H�U���L�Q�������������D�Q�G���S�U�R�S�R�V�D�O�V���L�Q�����������������������Z�K�L�F�K���X�O�W�L�P�D�W�H�O�\��
�E�H�F�D�P�H�� �U�H�J�X�O�D�W�L�R�Q�V�� �L�Q�� ������������ �,�Q�� ������������ �W�K�H�� �2�(�&�'�� �L�V�V�X�H�G�� �L�W�V��
�W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J���J�X�L�G�H�O�L�Q�H�V���Z�K�L�F�K���L�W���H�[�S�D�Q�G�H�G���L�Q�������������D�Q�G��������������
�7�K�H���W�Z�R���V�H�W�V���R�I���J�X�L�G�H�O�L�Q�H�V���D�U�H���E�U�R�D�G�O�\���V�L�P�L�O�D�U���D�Q�G���F�R�Q�W�D�L�Q���F�H�U�W�D�L�Q��
�S�U�L�Q�F�L�S�O�H�V���I�R�O�O�R�Z�H�G���E�\���P�D�Q�\���F�R�X�Q�W�U�L�H�V�����7�K�H���2�(�&�'���J�X�L�G�H�O�L�Q�H�V���K�D�Y�H��
�E�H�H�Q���I�R�U�P�D�O�O�\���D�G�R�S�W�H�G���E�\���P�D�Q�\���(�X�U�R�S�H�D�Q���8�Q�L�R�Q���F�R�X�Q�W�U�L�H�V���Z�L�W�K��
�O�L�W�W�O�H���R�U���Q�R���P�R�G�L�¿�F�D�W�L�R�Q��

Arm’s Length Principle Applied to Transfer Pricing And 
�$�W�W�U�L�E�X�W�L�R�Q���R�I���3�U�R�¿�W�V���W�R���3�(��

�7�K�H�� �D�U�P�¶�V�� �O�H�Q�J�W�K�� �S�U�L�Q�F�L�S�O�H�� �L�V�� �D�S�S�O�L�H�G�� �E�R�W�K�� �L�Q�� �W�K�H�� �F�R�Q�W�H�[�W�� �R�I��
�W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �D�Q�G�� �D�W�W�U�L�E�X�W�L�R�Q�� �R�I�� �S�U�R�¿�W�V���� �6�X�F�K�� �D�Q�� �D�S�S�O�L�F�D�W�L�R�Q��
�P�D�N�H�V���Q�R���G�L�V�W�L�Q�F�W�L�R�Q���E�H�W�Z�H�H�Q���D���E�U�D�Q�F�K���R�U���D���V�X�E�V�L�G�L�D�U�\���W�K�U�R�X�J�K��
�Z�K�L�F�K�� �D�Q�� �0�1�(�� �F�D�U�U�L�H�V�� �R�Q�� �E�X�V�L�Q�H�V�V�� �L�Q�� �D�� �F�R�X�Q�W�U�\���� �$�� �I�X�Q�F�W�L�R�Q�D�O�O�\��
�V�H�S�D�U�D�W�H���H�Q�W�L�W�\���D�S�S�U�R�D�F�K���D�V���D���Z�R�U�N�L�Q�J���K�\�S�R�W�K�H�V�L�V���X�Q�G�H�U�O�\�L�Q�J���W�K�H��
�D�S�S�O�L�F�D�W�L�R�Q�� �R�I�� �W�K�H�� �D�U�P�¶�V�� �O�H�Q�J�W�K�� �S�U�L�Q�F�L�S�O�H���� �L�V�� �I�R�X�Q�G�� �L�Q�� �D�O�P�R�V�W�� �D�O�O��
�W�D�[���W�U�H�D�W�L�H�V��

Comparability

�0�R�V�W�� �U�X�O�H�V�� �S�U�R�Y�L�G�H�� �V�W�D�Q�G�D�U�G�V�� �I�R�U�� �Z�K�H�Q�� �X�Q�U�H�O�D�W�H�G�� �S�D�U�W�\�� �S�U�L�F�H�V����
�W�U�D�Q�V�D�F�W�L�R�Q�V�����S�U�R�¿�W�D�E�L�O�L�W�\���R�U���R�W�K�H�U���L�W�H�P�V���D�U�H���F�R�Q�V�L�G�H�U�H�G���V�X�I�¿�F�L�H�Q�W�O�\��
�F�R�P�S�D�U�D�E�O�H�� �L�Q�� �W�H�V�W�L�Q�J�� �U�H�O�D�W�H�G�� �S�D�U�W�\�� �L�W�H�P�V���� �6�X�F�K�� �V�W�D�Q�G�D�U�G�V��
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�W�\�S�L�F�D�O�O�\�� �U�H�T�X�L�U�H�� �W�K�D�W�� �G�D�W�D�� �X�V�H�G�� �L�Q�� �F�R�P�S�D�U�L�V�R�Q�V�� �E�H�� �U�H�O�L�D�E�O�H�� �D�Q�G��
�W�K�D�W���W�K�H���P�H�D�Q�V���X�V�H�G���W�R���F�R�P�S�D�U�H���S�U�R�G�X�F�H���D���U�H�O�L�D�E�O�H���U�H�V�X�O�W���� �7�K�H��
�8���6�����D�Q�G���2�(�&�'���U�X�O�H�V���U�H�T�X�L�U�H���W�K�D�W���U�H�O�L�D�E�O�H���D�G�M�X�V�W�P�H�Q�W�V���P�X�V�W���E�H��
�P�D�G�H���I�R�U���D�O�O���G�L�I�I�H�U�H�Q�F�H�V�����L�I���D�Q�\�����E�H�W�Z�H�H�Q���U�H�O�D�W�H�G���S�D�U�W�\���L�W�H�P�V���D�Q�G��
�S�X�U�S�R�U�W�H�G���F�R�P�S�D�U�D�E�O�H�V���W�K�D�W���F�R�X�O�G���P�D�W�H�U�L�D�O�O�\���D�I�I�H�F�W���W�K�H���F�R�Q�G�L�W�L�R�Q��
�E�H�L�Q�J�� �H�[�D�P�L�Q�H�G���� �:�K�H�U�H�� �V�X�F�K�� �U�H�O�L�D�E�O�H�� �D�G�M�X�V�W�P�H�Q�W�V�� �F�D�Q�Q�R�W�� �E�H��
�P�D�G�H�����W�K�H���U�H�O�L�D�E�L�O�L�W�\���R�I���W�K�H���F�R�P�S�D�U�L�V�R�Q���L�V���L�Q���G�R�X�E�W�����&�R�P�S�D�U�D�E�L�O�L�W�\��
�R�I���W�H�V�W�H�G���S�U�L�F�H�V���Z�L�W�K���X�Q�F�R�Q�W�U�R�O�O�H�G���S�U�L�F�H�V���L�V���J�H�Q�H�U�D�O�O�\���F�R�Q�V�L�G�H�U�H�G��
�H�Q�K�D�Q�F�H�G���E�\���X�V�H���R�I���P�X�O�W�L�S�O�H���G�D�W�D�����7�U�D�Q�V�D�F�W�L�R�Q�V���Q�R�W���X�Q�G�H�U�W�D�N�H�Q��
�L�Q���W�K�H���R�U�G�L�Q�D�U�\���F�R�X�U�V�H���R�I���E�X�V�L�Q�H�V�V���J�H�Q�H�U�D�O�O�\���D�U�H���Q�R�W���F�R�Q�V�L�G�H�U�H�G���W�R��
�E�H���F�R�P�S�D�U�D�E�O�H���W�R���W�K�R�V�H���W�D�N�H�Q���L�Q���W�K�H���R�U�G�L�Q�D�U�\���F�R�X�U�V�H���R�I���E�X�V�L�Q�H�V�V��

�$�P�R�Q�J�� �W�K�H�� �I�D�F�W�R�U�V�� �W�K�D�W�� �P�X�V�W�� �E�H�� �F�R�Q�V�L�G�H�U�H�G�� �L�Q�� �G�H�W�H�U�P�L�Q�L�Q�J��
�F�R�P�S�D�U�D�E�L�O�L�W�\���D�U�H��

�™	 �W�K�H���Q�D�W�X�U�H���R�I���W�K�H���S�U�R�S�H�U�W�\���R�U���V�H�U�Y�L�F�H�V���S�U�R�Y�L�G�H�G���E�H�W�Z�H�H�Q���W�K�H��
parties,

�™	 �I�X�Q�F�W�L�R�Q�D�O���D�Q�D�O�\�V�L�V���R�I���W�K�H���W�U�D�Q�V�D�F�W�L�R�Q�V���D�Q�G���S�D�U�W�L�H�V��

�™	 �F�R�P�S�D�U�L�V�R�Q���R�I���F�R�Q�W�U�D�F�W�X�D�O���W�H�U�P�V�����Z�K�H�W�K�H�U���Z�U�L�W�W�H�Q�����Y�H�U�E�D�O�����R�U��
�L�P�S�O�L�H�G���I�U�R�P���F�R�Q�G�X�F�W���R�I���W�K�H���S�D�U�W�L�H�V�����D�Q�G

�™	 �F�R�P�S�D�U�L�V�R�Q�� �R�I�� �V�L�J�Q�L�¿�F�D�Q�W�� �H�F�R�Q�R�P�L�F�� �F�R�Q�G�L�W�L�R�Q�V�� �W�K�D�W�� �F�R�X�O�G��
affect prices,

�L�Q�F�O�X�G�L�Q�J�� �W�K�H�� �H�I�I�H�F�W�V�� �R�I�� �G�L�I�I�H�U�H�Q�W�� �P�D�U�N�H�W�� �O�H�Y�H�O�V�� �D�Q�G�� �J�H�R�J�U�D�S�K�L�F��
�P�D�U�N�H�W�V��

Nature of property or services

�&�R�P�S�D�U�D�E�L�O�L�W�\�� �L�V�� �E�H�V�W�� �D�F�K�L�H�Y�H�G�� �Z�K�H�U�H�� �L�G�H�Q�W�L�F�D�O�� �L�W�H�P�V�� �D�U�H��
�F�R�P�S�D�U�H�G�����+�R�Z�H�Y�H�U�����L�Q���V�R�P�H���F�D�V�H�V���L�W���L�V���S�R�V�V�L�E�O�H���W�R���P�D�N�H���U�H�O�L�D�E�O�H��
�D�G�M�X�V�W�P�H�Q�W�V�� �I�R�U�� �G�L�I�I�H�U�H�Q�F�H�V�� �L�Q�� �W�K�H�� �S�D�U�W�L�F�X�O�D�U�� �L�W�H�P�V���� �V�X�F�K�� �D�V��
�G�L�I�I�H�U�H�Q�F�H�V���L�Q���I�H�D�W�X�U�H�V���R�U���T�X�D�O�L�W�\�����)�R�U���H�[�D�P�S�O�H�����J�R�O�G���S�U�L�F�H�V���P�L�J�K�W��
�E�H���D�G�M�X�V�W�H�G���E�D�V�H�G���R�Q���W�K�H���Z�H�L�J�K�W���R�I���W�K�H���D�F�W�X�D�O���J�R�O�G�����R�Q�H���R�X�Q�F�H��
�R�I���������F�D�U�D�W���J�R�O�G���Z�R�X�O�G���E�H���K�D�O�I���W�K�H���S�U�L�F�H���R�I���R�Q�H���R�X�Q�F�H���R�I���������F�D�U�D�W��
�J�R�O�G����

�$�U�P�¶�V���/�H�Q�J�W�K���3�U�L�Q�F�L�S�O�H���$�S�S�O�L�H�G���W�R���7�U�D�Q�V�I�H�U���3�U�L�F�L�Q�J���$�Q�G���$�W�W�U�L�E�X�W�L�R�Q��
�R�I���3�U�R�¿�W�V���W�R���3�(��

�7�K�H�� �D�U�P�¶�V�� �O�H�Q�J�W�K�� �S�U�L�Q�F�L�S�O�H�� �L�V�� �D�S�S�O�L�H�G�� �E�R�W�K�� �L�Q�� �W�K�H�� �F�R�Q�W�H�[�W�� �R�I��
�W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �D�Q�G�� �D�W�W�U�L�E�X�W�L�R�Q�� �R�I�� �S�U�R�¿�W�V���� �6�X�F�K�� �D�Q�� �D�S�S�O�L�F�D�W�L�R�Q��
�P�D�N�H�V���Q�R���G�L�V�W�L�Q�F�W�L�R�Q���E�H�W�Z�H�H�Q���D���E�U�D�Q�F�K���R�U���D���V�X�E�V�L�G�L�D�U�\���W�K�U�R�X�J�K��
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�Z�K�L�F�K�� �D�Q�� �0�1�(�� �F�D�U�U�L�H�V�� �R�Q�� �E�X�V�L�Q�H�V�V�� �L�Q�� �D�� �F�R�X�Q�W�U�\���� �$�� �I�X�Q�F�W�L�R�Q�D�O�O�\��
�V�H�S�D�U�D�W�H���H�Q�W�L�W�\���D�S�S�U�R�D�F�K���D�V���D���Z�R�U�N�L�Q�J���K�\�S�R�W�K�H�V�L�V���X�Q�G�H�U�O�\�L�Q�J���W�K�H��
�D�S�S�O�L�F�D�W�L�R�Q�� �R�I�� �W�K�H�� �D�U�P�¶�V�� �O�H�Q�J�W�K�� �S�U�L�Q�F�L�S�O�H���� �L�V�� �I�R�X�Q�G�� �L�Q�� �D�O�P�R�V�W�� �D�O�O��
�W�D�[���W�U�H�D�W�L�H�V��

�7�U�D�Q�V�I�H�U���3�U�L�F�H���L�V���1�R�W���$�U�P�¶�V���/�H�Q�J�W�K���3�U�L�F�H��

�7�U�D�Q�V�I�H�U�� �S�U�L�F�H�� �L�V�� �W�K�H�� �S�U�L�F�H�� �F�K�D�U�J�H�G�� �L�Q�� �D�� �W�U�D�Q�V�D�F�W�L�R�Q���� �7�K�H�� �W�H�U�P��
�µ�W�U�D�Q�V�I�H�U�� �S�U�L�F�H�¶�� �L�V�� �X�V�H�G�� �W�R�� �G�H�V�F�U�L�E�H�� �W�K�H�� �D�F�W�X�D�O�� �S�U�L�F�H�� �F�K�D�U�J�H�G��
�E�H�W�Z�H�H�Q���W�K�H���D�V�V�R�F�L�D�W�H�G���H�Q�W�H�U�S�U�L�V�H�V���L�Q���D�Q���L�Q�W�H�U�Q�D�W�L�R�Q�D�O���W�U�D�Q�V�D�F�W�L�R�Q����
�7�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �L�V�V�X�H�V�� �D�U�L�V�H�� �Z�K�H�Q�� �H�Q�W�L�W�L�H�V�� �R�I�� �P�X�O�W�L�Q�D�W�L�R�Q�D�O��
�F�R�U�S�R�U�D�W�L�R�Q�V�� �U�H�V�L�G�H�Q�W���L�Q�� �G�L�I�I�H�U�H�Q�W���M�X�U�L�V�G�L�F�W�L�R�Q�V�� �W�U�D�Q�V�I�H�U�� �S�U�R�S�H�U�W�\��
�R�U���S�U�R�Y�L�G�H���V�H�U�Y�L�F�H�V���W�R���R�Q�H���D�Q�R�W�K�H�U�����7�K�H�V�H���H�Q�W�L�W�L�H�V���G�R���Q�R�W���G�H�D�O���D�W��
�D�U�P�¶�V���O�H�Q�J�W�K���D�Q�G�����W�K�X�V�����W�U�D�Q�V�D�F�W�L�R�Q�V���E�H�W�Z�H�H�Q���W�K�H�V�H���H�Q�W�L�W�L�H�V���P�D�\��
�Q�R�W�� �E�H�� �V�X�E�M�H�F�W�� �W�R�� �R�U�G�L�Q�D�U�\�� �P�D�U�N�H�W�� �I�R�U�F�H�V���� �:�K�H�U�H�� �W�K�H�� �W�U�D�Q�V�I�H�U��
�S�U�L�F�H���L�V���G�L�I�I�H�U�H�Q�W���I�U�R�P���W�K�H���S�U�L�F�H���Z�K�L�F�K���Z�R�X�O�G���K�D�Y�H���E�H�H�Q���F�K�D�U�J�H�G��
�L�I�� �W�K�H�� �H�Q�W�H�U�S�U�L�V�H�V�� �Z�H�U�H�� �Q�R�W�� �D�V�V�R�F�L�D�W�H�G�� �D�Q�G�� �W�K�H�� �G�L�I�I�H�U�H�Q�F�H�� �J�L�Y�H�V��
�U�L�V�H���W�K�H���W�D�[���D�G�Y�D�Q�W�D�J�H�����W�K�H���W�D�[���L�V���F�D�O�F�X�O�D�W�H�G���R�Q���W�K�H���E�D�V�L�V���R�I���D�U�P�¶�V��
�O�H�Q�J�W�K���S�U�L�F�H��

�$�L�P�V���	���2�E�M�H�F�W�L�Y�H���2�I���7�U�D�Q�V�I�H�U���3�U�L�F�L�Q�J��

1.	 Transfer pricing minimizes the tax burden or arranging 
�G�L�U�H�F�W�L�R�Q���R�I���F�D�V�K���À�R�Z��

	 �7�U�D�Q�V�I�H�U���S�U�L�F�H�����D�V���D�I�R�U�H�V�D�L�G�����U�H�I�H�U�V���W�R���W�K�H���Y�D�O�X�H���D�W�W�D�F�K�H�G���W�R��
�W�U�D�Q�V�I�H�U���R�I���J�R�R�G�V�����V�H�U�Y�L�F�H�V�����D�Q�G���W�H�F�K�Q�R�O�R�J�\���E�H�W�Z�H�H�Q���U�H�O�D�W�H�G��
�H�Q�W�L�W�L�H�V�� �V�X�F�K�� �D�V�� �S�D�U�H�Q�W�� �D�Q�G�� �V�X�E�V�L�G�L�D�U�\�� �F�R�U�S�R�U�D�W�L�R�Q�V�� �D�Q�G��
�D�O�V�R���E�H�W�Z�H�H�Q���W�K�H���S�D�U�W�L�H�V���Z�K�L�F�K���D�U�H���F�R�Q�W�U�R�O�O�H�G���E�\���D���F�R�P�P�R�Q��
�H�Q�W�L�W�\���� �,�W�V�� �H�V�V�H�Q�F�H�� �E�H�L�Q�J�� �W�K�D�W�� �W�K�H�� �S�U�L�F�L�Q�J�� �L�V�� �Q�R�W�� �V�H�W�� �E�\�� �D�Q��
�L�Q�G�H�S�H�Q�G�H�Q�W�� �W�U�D�Q�V�I�H�U�R�U�� �D�Q�G�� �W�U�D�Q�V�I�H�U�H�H�� �L�Q�� �D�Q�� �D�U�P�¶�V�� �O�H�Q�J�W�K��
�W�U�D�Q�V�D�F�W�L�R�Q���� �7�U�D�Q�V�D�F�W�L�R�Q�� �E�H�W�Z�H�H�Q�� �W�K�H�P�� �L�V�� �Q�R�W�� �J�R�Y�H�U�Q�H�G�� �E�\��
�R�S�H�Q���P�D�U�N�H�W���F�R�Q�V�L�G�H�U�D�W�L�R�Q�V��

����	 �7�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J���U�H�V�X�O�W�V���L�Q���V�K�L�I�W�L�Q�J���S�U�R�¿�W�V��

	 �:�K�D�W�H�Y�H�U���W�K�H���U�H�D�V�R�Q���I�R�U���¿�[�L�Q�J���D���W�U�D�Q�V�I�H�U���S�U�L�F�H���Z�K�L�F�K���L�V���Q�R�W��
�D�U�P�¶�V�� �O�H�Q�J�W�K���� �W�K�H�� �U�H�V�X�O�W�� �L�V�� �W�K�H�� �V�K�L�I�W�� �R�I�� �S�U�R�¿�W���� �7�K�H�� �H�I�I�H�F�W�� �L�V��
�W�K�D�W�� �W�K�H�� �S�U�R�¿�W�� �D�S�S�U�R�S�U�L�D�W�H�O�\�� �D�W�W�U�L�E�X�W�D�E�O�H�� �W�R�� �R�Q�H�� �M�X�U�L�V�G�L�F�W�L�R�Q��
�L�V���V�K�L�I�W�H�G���W�R���D�Q�R�W�K�H�U���M�X�U�L�V�G�L�F�W�L�R�Q�����7�K�H���P�D�L�Q���R�E�M�H�F�W���L�V���W�R���D�Y�R�L�G��
�W�D�[���D�V���D�O�V�R���W�R���Z�L�W�K�G�U�D�Z���S�U�R�¿�W�V���O�H�D�Y�L�Q�J���Y�H�U�\���O�L�W�W�O�H���I�R�U���W�K�H���O�R�F�D�O��
�S�D�U�W�L�F�L�S�D�W�L�R�Q�� �W�R�� �V�K�D�U�H���� �2�W�K�H�U�� �R�E�M�H�F�W�� �L�V�� �D�Y�R�L�G�D�Q�F�H�� �R�I�� �I�R�U�H�L�J�Q��
�H�[�F�K�D�Q�J�H���U�H�V�W�U�L�F�W�L�R�Q�V��
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����	 �6�K�L�I�W�L�Q�J���R�I���3�U�R�¿�W�V�����7�D�[���D�Y�R�L�G�L�Q�J���Q�R�W���W�K�H���R�Q�O�\���R�E�M�H�F�W��

	 �7�U�D�Q�V�I�H�U�� �E�H�W�Z�H�H�Q�� �W�K�H�� �H�Q�W�H�U�S�U�L�V�H�V�� �X�Q�G�H�U�� �W�K�H�� �V�D�P�H�� �F�R�Q�W�U�R�O��
�D�Q�G���P�D�Q�D�J�H�P�H�Q�W�����R�I���J�R�R�G�V�����F�R�P�P�R�G�L�W�L�H�V�����P�H�U�F�K�D�Q�G�L�V�H�����U�D�Z��
�P�D�W�H�U�L�D�O���� �V�W�R�F�N���� �R�U�� �V�H�U�Y�L�F�H�V�� �L�V�� �P�D�G�H�� �D�W�� �D�� �S�U�L�F�H�� �Z�K�L�F�K�� �L�V�� �Q�R�W��
�G�L�F�W�D�W�H�G���E�\���W�K�H���P�D�U�N�H�W���E�X�W���F�R�Q�W�U�R�O�O�H�G���E�\���V�X�F�K���F�R�Q�V�L�G�H�U�D�W�L�R�Q�V��
�V�X�F�K���D�V��

�‡	 �7�R���U�H�G�X�F�H���S�U�R�¿�W�V���D�U�W�L�¿�F�L�D�O�O�\���V�R���W�K�D�W���W�D�[���H�I�I�H�F�W���L�V���U�H�G�X�F�H�G��
�L�Q���D���V�S�H�F�L�¿�F���F�R�X�Q�W�U�\��

�‡	 �7�R�� �I�D�F�L�O�L�W�D�W�H�� �G�H�F�H�Q�W�U�D�O�L�]�D�W�L�R�Q�� �R�I�� �S�U�R�G�X�F�W�L�R�Q�� �V�R�� �W�K�D�W��
�H�I�I�R�U�W�V���D�U�H���G�L�U�H�F�W�H�G���W�R���F�R�Q�F�H�Q�W�U�D�W�H���S�U�R�¿�W�V���L�Q���W�K�H���6�W�D�W�H���R�I��
�S�U�R�G�X�F�W�L�R�Q���Z�K�H�U�H���W�K�H�U�H���L�V���Q�R���R�U���O�H�D�V�W���F�R�P�S�H�W�L�W�L�R�Q��

�‡	 �7�R�� �U�H�P�L�W�� �S�U�R�¿�W�V�� �P�R�U�H�� �W�K�D�Q�� �W�K�H�� �F�H�L�O�L�Q�J�V�� �L�P�S�R�V�H�G�� �I�R�U��
�U�H�S�D�W�U�L�D�W�L�R�Q��

�‡	 �7�R���X�V�H���L�W���D�V���D�Q���H�I�I�H�F�W�L�Y�H���W�R�R�O���W�R���H�[�S�O�R�L�W���W�K�H���À�X�F�W�X�D�W�L�R�Q���L�Q��
�I�R�U�H�L�J�Q���H�[�F�K�D�Q�J�H���W�R���D�G�Y�D�Q�W�D�J�H��

Functions and Risks

�%�X�\�H�U�V���D�Q�G���V�H�O�O�H�U�V���P�D�\���S�H�U�I�R�U�P���G�L�I�I�H�U�H�Q�W���I�X�Q�F�W�L�R�Q�V���U�H�O�D�W�H�G���W�R���W�K�H��
�H�[�F�K�D�Q�J�H�� �D�Q�G�� �X�Q�G�H�U�W�D�N�H�� �G�L�I�I�H�U�H�Q�W�� �U�L�V�N�V���� �)�R�U�� �H�[�D�P�S�O�H���� �D�� �V�H�O�O�H�U��
�R�I�� �D�� �P�D�F�K�L�Q�H�� �P�D�\�� �R�U�� �P�D�\�� �Q�R�W�� �S�U�R�Y�L�G�H�� �D�� �Z�D�U�U�D�Q�W�\���� �7�K�H�� �S�U�L�F�H�� �D��
�E�X�\�H�U���Z�R�X�O�G���S�D�\�� �Z�L�O�O���E�H���D�I�I�H�F�W�H�G���E�\�� �W�K�L�V���G�L�I�I�H�U�H�Q�F�H���� �$�P�R�Q�J���W�K�H��
�I�X�Q�F�W�L�R�Q�V���D�Q�G���U�L�V�N�V���W�K�D�W���P�D�\���L�P�S�D�F�W���S�U�L�F�H�V���D�U�H��

�¾	 �3�U�R�G�X�F�W���G�H�Y�H�O�R�S�P�H�Q�W

�¾	 �0�D�Q�X�I�D�F�W�X�U�L�Q�J���D�Q�G���D�V�V�H�P�E�O�\

�¾	 �0�D�U�N�H�W�L�Q�J���D�Q�G���D�G�Y�H�U�W�L�V�L�Q�J

�¾	 �7�U�D�Q�V�S�R�U�W�D�W�L�R�Q���D�Q�G���Z�D�U�H�K�R�X�V�L�Q�J

�¾	 �&�U�H�G�L�W���U�L�V�N

�¾	 �3�U�R�G�X�F�W���R�E�V�R�O�H�V�F�H�Q�F�H���U�L�V�N

�¾	 �0�D�U�N�H�W���D�Q�G���H�Q�W�U�H�S�U�H�Q�H�X�U�L�D�O���U�L�V�N�V

�¾	 �&�R�O�O�H�F�W�L�R�Q���U�L�V�N

�¾	 �)�L�Q�D�Q�F�L�D�O���D�Q�G���F�X�U�U�H�Q�F�\���U�L�V�N�V

�¾	 �&�R�P�S�D�Q�\�����R�U���L�Q�G�X�V�W�U�\���V�S�H�F�L�¿�F���L�W�H�P�V
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Terms of sale

�0�D�Q�Q�H�U���D�Q�G���W�H�U�P�V���R�I���V�D�O�H���P�D�\���K�D�Y�H���D���P�D�W�H�U�L�D�O���L�P�S�D�F�W���R�Q���S�U�L�F�H����
�)�R�U���H�[�D�P�S�O�H�����E�X�\�H�U�V���Z�L�O�O���S�D�\���P�R�U�H���L�I���W�K�H�\���F�D�Q���G�H�I�H�U���S�D�\�P�H�Q�W���D�Q�G��
�E�X�\�� �L�Q�� �V�P�D�O�O�H�U�� �T�X�D�Q�W�L�W�L�H�V���� �7�H�U�P�V�� �W�K�D�W���P�D�\�� �L�P�S�D�F�W���S�U�L�F�H�� �L�Q�F�O�X�G�H��
�S�D�\�P�H�Q�W���W�L�P�L�Q�J�����Z�D�U�U�D�Q�W�\�����Y�R�O�X�P�H���G�L�V�F�R�X�Q�W�V�����G�X�U�D�W�L�R�Q���R�I���U�L�J�K�W�V��
�W�R���X�V�H���R�I���W�K�H���S�U�R�G�X�F�W�����I�R�U�P���R�I���F�R�Q�V�L�G�H�U�D�W�L�R�Q�����H�W�F��

Market level, economic conditions and geography

�*�R�R�G�V���� �V�H�U�Y�L�F�H�V���� �R�U�� �S�U�R�S�H�U�W�\�� �P�D�\�� �E�H�� �S�U�R�Y�L�G�H�G�� �W�R�� �G�L�I�I�H�U�H�Q�W��
�O�H�Y�H�O�V���R�I���E�X�\�H�U�V���R�U���X�V�H�U�V�����S�U�R�G�X�F�H�U���W�R���Z�K�R�O�H�V�D�O�H�U�����Z�K�R�O�H�V�D�O�H�U���W�R��
�Z�K�R�O�H�V�D�O�H�U���� �Z�K�R�O�H�V�D�O�H�U���W�R���U�H�W�D�L�O�H�U���� �R�U���I�R�U���X�O�W�L�P�D�W�H���F�R�Q�V�X�P�S�W�L�R�Q����
�0�D�U�N�H�W���F�R�Q�G�L�W�L�R�Q�V�����D�Q�G���W�K�X�V���S�U�L�F�H�V�����Y�D�U�\���J�U�H�D�W�O�\���D�W���W�K�H�V�H���O�H�Y�H�O�V����
�,�Q���D�G�G�L�W�L�R�Q�����S�U�L�F�H�V���P�D�\���Y�D�U�\���J�U�H�D�W�O�\���E�H�W�Z�H�H�Q���G�L�I�I�H�U�H�Q�W���H�F�R�Q�R�P�L�H�V��
�R�U�� �J�H�R�J�U�D�S�K�L�H�V���� �)�R�U�� �H�[�D�P�S�O�H���� �D�� �K�H�D�G�� �R�I�� �F�D�X�O�L�À�R�Z�H�U�� �D�W�� �D�� �U�H�W�D�L�O��
�P�D�U�N�H�W�� �Z�L�O�O�� �F�R�P�P�D�Q�G�� �D�� �Y�D�V�W�O�\�� �G�L�I�I�H�U�H�Q�W�� �S�U�L�F�H�� �L�Q�� �X�Q�H�O�H�F�W�U�L�¿�H�G��
�U�X�U�D�O�� �,�Q�G�L�D�� �W�K�D�Q�� �L�Q�� �7�R�N�\�R���� �%�X�\�H�U�V�� �R�U�� �V�H�O�O�H�U�V�� �P�D�\�� �K�D�Y�H�� �G�L�I�I�H�U�H�Q�W��
�P�D�U�N�H�W�� �V�K�D�U�H�V�� �W�K�D�W�� �D�O�O�R�Z�� �W�K�H�P�� �W�R�� �D�F�K�L�H�Y�H�� �Y�R�O�X�P�H�� �G�L�V�F�R�X�Q�W�V��
�R�U�� �H�[�H�U�W�� �V�X�I�¿�F�L�H�Q�W�� �S�U�H�V�V�X�U�H�� �R�Q�� �W�K�H�� �R�W�K�H�U�� �S�D�U�W�\�� �W�R�� �O�R�Z�H�U�� �S�U�L�F�H�V����
�:�K�H�U�H���S�U�L�F�H�V���D�U�H���W�R���E�H���F�R�P�S�D�U�H�G�����W�K�H���S�X�W�D�W�L�Y�H���F�R�P�S�D�U�D�E�O�H���P�X�V�W��
�E�H���D�W���W�K�H���V�D�P�H���P�D�U�N�H�W���O�H�Y�H�O�����Z�L�W�K�L�Q���W�K�H���V�D�P�H���R�U���V�L�P�L�O�D�U���H�F�R�Q�R�P�L�F��
�D�Q�G�� �J�H�R�J�U�D�S�K�L�F�� �H�Q�Y�L�U�R�Q�P�H�Q�W�V���� �D�Q�G�� �X�Q�G�H�U�� �W�K�H�� �V�D�P�H�� �R�U�� �V�L�P�L�O�D�U��
�F�R�Q�G�L�W�L�R�Q�V��

Testing of prices

�7�D�[�� �D�X�W�K�R�U�L�W�L�H�V�� �J�H�Q�H�U�D�O�O�\�� �H�[�D�P�L�Q�H�� �S�U�L�F�H�V�� �D�F�W�X�D�O�O�\�� �F�K�D�U�J�H�G��
�E�H�W�Z�H�H�Q�� �U�H�O�D�W�H�G�� �S�D�U�W�L�H�V�� �W�R�� �G�H�W�H�U�P�L�Q�H�� �Z�K�H�W�K�H�U�� �D�G�M�X�V�W�P�H�Q�W�V�� �D�U�H��
�D�S�S�U�R�S�U�L�D�W�H�����6�X�F�K���H�[�D�P�L�Q�D�W�L�R�Q���L�V���E�\���F�R�P�S�D�U�L�V�R�Q�����W�H�V�W�L�Q�J�����R�I���V�X�F�K��
�S�U�L�F�H�V�� �W�R�� �F�R�P�S�D�U�D�E�O�H�� �S�U�L�F�H�V�� �F�K�D�U�J�H�G�� �D�P�R�Q�J�� �X�Q�U�H�O�D�W�H�G�� �S�D�U�W�L�H�V����
�6�X�F�K�� �W�H�V�W�L�Q�J�� �P�D�\�� �R�F�F�X�U�� �R�Q�O�\�� �R�Q�� �H�[�D�P�L�Q�D�W�L�R�Q�� �R�I�� �W�D�[�� �U�H�W�X�U�Q�V�� �E�\��
�W�K�H���W�D�[���D�X�W�K�R�U�L�W�\�����R�U���W�D�[�S�D�\�H�U�V���P�D�\���E�H���U�H�T�X�L�U�H�G���W�R���F�R�Q�G�X�F�W���V�X�F�K��
�W�H�V�W�L�Q�J���W�K�H�P�V�H�O�Y�H�V���L�Q���D�G�Y�D�Q�F�H���R�I���¿�O�L�Q�J���W�D�[���U�H�W�X�U�Q�V�����6�X�F�K���W�H�V�W�L�Q�J��
�U�H�T�X�L�U�H�V���D���G�H�W�H�U�P�L�Q�D�W�L�R�Q���R�I���K�R�Z���W�K�H���W�H�V�W�L�Q�J���P�X�V�W���E�H���F�R�Q�G�X�F�W�H�G����
�U�H�I�H�U�U�H�G���W�R���D�V���D���W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J���P�H�W�K�R�G��

Best method rule

�6�R�P�H�� �V�\�V�W�H�P�V�� �J�L�Y�H�� �S�U�H�I�H�U�H�Q�F�H�� �W�R�� �D�� �V�S�H�F�L�¿�F�� �P�H�W�K�R�G�� �R�I�� �W�H�V�W�L�Q�J��
�S�U�L�F�H�V�����2�(�&�'���D�Q�G
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�8���6�����V�\�V�W�H�P�V�����K�R�Z�H�Y�H�U�����S�U�R�Y�L�G�H���W�K�D�W���W�K�H���P�H�W�K�R�G���X�V�H�G���W�R���W�H�V�W���W�K�H��
�D�S�S�U�R�S�U�L�D�W�H�Q�H�V�V�� �R�I�� �U�H�O�D�W�H�G�� �S�D�U�W�\�� �S�U�L�F�H�V�� �V�K�R�X�O�G�� �E�H�� �W�K�D�W�� �P�H�W�K�R�G��
�W�K�D�W���S�U�R�G�X�F�H�V���W�K�H���P�R�V�W���U�H�O�L�D�E�O�H���P�H�D�V�X�U�H���R�I���D�U�P�¶�V���O�H�Q�J�W�K���U�H�V�X�O�W�V����
�7�K�L�V���L�V���R�I�W�H�Q���N�Q�R�Z�Q���D�V���D���³�E�H�V�W���P�H�W�K�R�G�´���U�X�O�H��

�)�D�F�W�R�U�V�� �W�R�� �E�H�� �F�R�Q�V�L�G�H�U�H�G�� �L�Q�F�O�X�G�H�� �F�R�P�S�D�U�D�E�L�O�L�W�\�� �R�I�� �W�H�V�W�H�G�� �D�Q�G��
�L�Q�G�H�S�H�Q�G�H�Q�W���L�W�H�P�V�����U�H�O�L�D�E�L�O�L�W�\���R�I���D�Y�D�L�O�D�E�O�H���G�D�W�D���D�Q�G���D�V�V�X�P�S�W�L�R�Q�V��
�X�Q�G�H�U���W�K�H���P�H�W�K�R�G�����D�Q�G���Y�D�O�L�G�D�W�L�R�Q���R�I���W�K�H���U�H�V�X�O�W�V���R�I���W�K�H���P�H�W�K�R�G���E�\��
�R�W�K�H�U���P�H�W�K�R�G�V��

Comparable uncontrolled price (CUP) method

�7�K�H�� �F�R�P�S�D�U�D�E�O�H�� �X�Q�F�R�Q�W�U�R�O�O�H�G�� �S�U�L�F�H�� ���&�8�3���� �P�H�W�K�R�G�� �L�V�� �D��
�W�U�D�Q�V�D�F�W�L�R�Q�D�O�� �P�H�W�K�R�G�� �W�K�D�W�G�H�W�H�U�P�L�Q�H�V�W�K�H�D�U�P�¶�V���O�H�Q�J�W�K�S�U�L�F�H�X�V�L�Q�J
�W�K�H�S�U�L�F�H�V�F�K�D�U�J�H�G�L�Q�F�R�P�S�D�U�D�E�O�H�� �W�U�D�Q�V�D�F�W�L�R�Q�V�� �E�H�W�Z�H�H�Q�� �X�Q�U�H�O�D�W�H�G��
�S�D�U�W�L�H�V�����,�Q���S�U�L�Q�F�L�S�O�H�����W�K�H���2�(�&�'���D�Q�G���P�R�V�W���F�R�X�Q�W�U�L�H�V���W�K�D�W���I�R�O�O�R�Z���W�K�H��
�2�(�&�'���J�X�L�G�H�O�L�Q�H�V���F�R�Q�V�L�G�H�U���W�K�H���&�8�3���P�H�W�K�R�G���W�R���E�H���W�K�H���P�R�V�W���G�L�U�H�F�W��
�P�H�W�K�R�G���� �S�U�R�Y�L�G�H�G�� �W�K�D�W�� �D�Q�\�� �G�L�I�I�H�U�H�Q�F�H�V�� �E�H�W�Z�H�H�Q�� �W�K�H�� �F�R�Q�W�U�R�O�O�H�G��
�D�Q�G�� �X�Q�F�R�Q�W�U�R�O�O�H�G�� �W�U�D�Q�V�D�F�W�L�R�Q�V�� �K�D�Y�H�� �Q�R�� �P�D�W�H�U�L�D�O�� �H�I�I�H�F�W�� �R�Q�� �S�U�L�F�H��
�R�U�� �W�K�H�L�U�� �H�I�I�H�F�W�V�� �F�D�Q�� �E�H�� �H�V�W�L�P�D�W�H�G�� �D�Q�G�� �F�R�U�U�H�V�S�R�Q�G�L�Q�J�� �S�U�L�F�H��
�D�G�M�X�V�W�P�H�Q�W�V�� �F�D�Q�� �E�H�� �P�D�G�H���� �$�G�M�X�V�W�P�H�Q�W�V�� �P�D�\�� �E�H�� �D�S�S�U�R�S�U�L�D�W�H��
�Z�K�H�U�H�� �W�K�H�� �F�R�Q�W�U�R�O�O�H�G�� �D�Q�G�� �X�Q�F�R�Q�W�U�R�O�O�H�G�� �W�U�D�Q�V�D�F�W�L�R�Q�V�� �G�L�I�I�H�U�� �R�Q�O�\��
�L�Q�� �Y�R�O�X�P�H�� �R�U�� �W�H�U�P�V���� �I�R�U�� �H�[�D�P�S�O�H���� �D�Q�� �L�Q�W�H�U�H�V�W���D�G�M�X�V�W�P�H�Q�W���F�R�X�O�G��
�E�H���D�S�S�O�L�H�G���Z�K�H�U�H���W�K�H���R�Q�O�\���G�L�I�I�H�U�H�Q�F�H���L�V���W�L�P�H���I�R�U���S�D�\�P�H�Q�W�����H���J������
������ �G�D�\�V�� �Y�V���� ������ �G�D�\�V������ �)�R�U�� �X�Q�G�L�I�I�H�U�H�Q�W�L�D�W�H�G�� �S�U�R�G�X�F�W�V�� �V�X�F�K�� �D�V��
�F�R�P�P�R�G�L�W�L�H�V�����S�U�L�F�H���G�D�W�D���I�R�U���D�U�P�¶�V���O�H�Q�J�W�K���W�U�D�Q�V�D�F�W�L�R�Q�V�����³�H�[�W�H�U�Q�D�O��
�F�R�P�S�D�U�D�E�O�H�V�´�����E�H�W�Z�H�H�Q���W�Z�R���R�U���P�R�U�H���R�W�K�H�U���X�Q�U�H�O�D�W�H�G���S�D�U�W�L�H�V���P�D�\��
�E�H�� �D�Y�D�L�O�D�E�O�H���� �)�R�U�� �R�W�K�H�U�� �W�U�D�Q�V�D�F�W�L�R�Q�V���� �L�W�� �P�D�\�� �E�H�� �S�R�V�V�L�E�O�H�� �W�R�� �X�V�H��
�F�R�P�S�D�U�D�E�O�H�� �W�U�D�Q�V�D�F�W�L�R�Q�V�� ���³�L�Q�W�H�U�Q�D�O�� �F�R�P�S�D�U�D�E�O�H�V�´���� �E�H�W�Z�H�H�Q�� �W�K�H��
�F�R�Q�W�U�R�O�O�H�G���S�D�U�W�\���D�Q�G���X�Q�U�H�O�D�W�H�G���S�D�U�W�L�H�V��

�7�K�H�� �F�U�L�W�H�U�L�D�� �I�R�U�� �U�H�O�L�D�E�O�\�� �D�S�S�O�\�L�Q�J�� �W�K�H�� �&�8�3�� �P�H�W�K�R�G�� �D�U�H�� �R�I�W�H�Q��
�L�P�S�R�V�V�L�E�O�H���W�R���V�D�W�L�V�I�\���I�R�U���O�L�F�H�Q�V�H�V���D�Q�G���R�W�K�H�U���W�U�D�Q�V�D�F�W�L�R�Q�V���L�Q�Y�R�O�Y�L�Q�J��
�X�Q�L�T�X�H�� �L�Q�W�D�Q�J�L�E�O�H�� �S�U�R�S�H�U�W�\���� �U�H�T�X�L�U�L�Q�J�� �X�V�H�� �R�I�� �Y�D�O�X�D�W�L�R�Q�� �P�H�W�K�R�G�V��
�E�D�V�H�G���R�Q���S�U�R�¿�W���S�U�R�M�H�F�W�L�R�Q�V��

Other transactional methods

�$�P�R�Q�J���R�W�K�H�U���P�H�W�K�R�G�V���U�H�O�\�L�Q�J���R�Q���D�F�W�X�D�O���W�U�D�Q�V�D�F�W�L�R�Q�V�����J�H�Q�H�U�D�O�O�\��
�E�H�W�Z�H�H�Q�� �R�Q�H�� �W�H�V�W�H�G�� �S�D�U�W�\�� �D�Q�G�� �W�K�L�U�G�� �S�D�U�W�L�H�V���� �D�Q�G�� �Q�R�W�� �L�Q�G�L�F�H�V����
�D�J�J�U�H�J�D�W�H�V�����R�U���P�D�U�N�H�W���V�X�U�Y�H�\�V���D�U�H��
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�¾	 �&�R�V�W���S�O�X�V�� ���&������ �P�H�W�K�R�G���� �J�R�R�G�V�� �R�U�� �V�H�U�Y�L�F�H�V�� �S�U�R�Y�L�G�H�G�� �W�R��
�X�Q�U�H�O�D�W�H�G�� �S�D�U�W�L�H�V�� �D�U�H�� �F�R�Q�V�L�V�W�H�Q�W�O�\�� �S�U�L�F�H�G�� �D�W�� �D�F�W�X�D�O�� �F�R�V�W�� �S�O�X�V��
�D�� �¿�[�H�G�� �P�D�U�N�X�S���� �7�H�V�W�L�Q�J�� �L�V�� �E�\�� �F�R�P�S�D�U�L�V�R�Q�� �R�I�� �W�K�H�� �P�D�U�N�� �X�S��
percentages.

�¾	 �5�H�V�D�O�H�� �S�U�L�F�H�� �P�H�W�K�R�G�� ���5�3�0������ �J�R�R�G�V�� �D�U�H�� �U�H�J�X�O�D�U�O�\�� �R�I�I�H�U�H�G�� �E�\��
�D���V�H�O�O�H�U���R�U���S�X�U�F�K�D�V�H�G���E�\���D���U�H�W�D�L�O�H�U���W�R���I�U�R�P���X�Q�U�H�O�D�W�H�G���S�D�U�W�L�H�V��
�D�W���D���V�W�D�Q�G�D�U�G���³�O�L�V�W�´�� �S�U�L�F�H���O�H�V�V���D�I�¿�[�H�G���G�L�V�F�R�X�Q�W���� �7�H�V�W�L�Q�J���L�V���E�\��
�F�R�P�S�D�U�L�V�R�Q���R�I���W�K�H���G�L�V�F�R�X�Q�W���S�H�U�F�H�Q�W�D�J�H�V��

�¾	 �*�U�R�V�V�� �P�D�U�J�L�Q�� �P�H�W�K�R�G���� �V�L�P�L�O�D�U�� �W�R�� �U�H�V�D�O�H�� �S�U�L�F�H�� �P�H�W�K�R�G����
�U�H�F�R�J�Q�L�]�H�G���L�Q���D���I�H�Z���V�\�V�W�H�P�V��

�3�U�R�¿�W���%�D�V�H�G���P�H�W�K�R�G�V

�6�R�P�H���P�H�W�K�R�G�V���R�I���W�H�V�W�L�Q�J���S�U�L�F�H�V���G�R���Q�R�W���U�H�O�\���R�Q���D�F�W�X�D�O���W�U�D�Q�V�D�F�W�L�R�Q�V����
�8�V�H���R�I���W�K�H�V�H���P�H�W�K�R�G�V���P�D�\���E�H���Q�H�F�H�V�V�D�U�\���G�X�H���W�R���W�K�H���O�D�F�N���R�I���U�H�O�L�D�E�O�H��
�G�D�W�D���I�R�U���W�U�D�Q�V�D�F�W�L�R�Q�D�O���P�H�W�K�R�G�V�����,�Q���V�R�P�H���F�D�V�H�V�����Q�R�Q���W�U�D�Q�V�D�F�W�L�R�Q�D�O��
�P�H�W�K�R�G�V�� �P�D�\�� �E�H�� �P�R�U�H�� �U�H�O�L�D�E�O�H�� �W�K�D�Q�� �W�U�D�Q�V�D�F�W�L�R�Q�D�O�� �P�H�W�K�R�G�V��
�E�H�F�D�X�V�H���P�D�U�N�H�W���D�Q�G���H�F�R�Q�R�P�L�F���D�G�M�X�V�W�P�H�Q�W�V���W�R���W�U�D�Q�V�D�F�W�L�R�Q�V���P�D�\��
�Q�R�W���E�H���U�H�O�L�D�E�O�H�����7�K�H�V�H���P�H�W�K�R�G�V���P�D�\���L�Q�F�O�X�G�H��

�¾	 �&�R�P�S�D�U�D�E�O�H�� �S�U�R�¿�W�V�� �P�H�W�K�R�G�� ���&�3�0������ �S�U�R�¿�W�� �O�H�Y�H�O�V�� �R�I�� �V�L�P�L�O�D�U�O�\��
�V�L�W�X�D�W�H�G���F�R�P�S�D�Q�L�H�V���L�Q���V�L�P�L�O�D�U���L�Q�G�X�V�W�U�L�H�V���P�D�\���E�H���F�R�P�S�D�U�H�G���W�R��
�D�Q���D�S�S�U�R�S�U�L�D�W�H���W�H�V�W�H�G���S�D�U�W�\�����6�H�H���8���6�����U�X�O�H�V���E�H�O�R�Z��

�¾	 �7�U�D�Q�V�D�F�W�L�R�Q�D�O�� �Q�H�W�� �P�D�U�J�L�Q�� �P�H�W�K�R�G�� ���7�1�0�0������ �Z�K�L�O�H�� �F�D�O�O�H�G�� �D��
�W�U�D�Q�V�D�F�W�L�R�Q�D�O���P�H�W�K�R�G�����W�K�H���W�H�V�W�L�Q�J���L�V���E�D�V�H�G���R�Q���S�U�R�¿�W�D�E�L�O�L�W�\���R�I��
�V�L�P�L�O�D�U���E�X�V�L�Q�H�V�V�H�V�����6�H�H���2�(�&�'���J�X�L�G�H�O�L�Q�H�V���E�H�O�R�Z��

�¾	 �3�U�R�¿�W�� �V�S�O�L�W�� �P�H�W�K�R�G���� �W�R�W�D�O�� �H�Q�W�H�U�S�U�L�V�H�� �S�U�R�¿�W�V�� �D�U�H�� �V�S�O�L�W�� �L�Q�� �D��
�I�R�U�P�X�O�D�U�\���P�D�Q�Q�H�U���E�D�V�H�G���R�Q���H�F�R�Q�R�P�H�W�U�L�F���D�Q�D�O�\�V�H�V��

�&�3�0�� �D�Q�G�� �7�1�0�0�� �K�D�Y�H�� �D�� �S�U�D�F�W�L�F�D�O�� �D�G�Y�D�Q�W�D�J�H�� �L�Q�� �H�D�V�H�� �R�I��
�L�P�S�O�H�P�H�Q�W�D�W�L�R�Q���� �%�R�W�K�� �P�H�W�K�R�G�V�� �U�H�O�\�� �R�Q�� �P�L�F�U�R�H�F�R�Q�R�P�L�F�� �D�Q�D�O�\�V�L�V��
�R�I�� �G�D�W�D�� �U�D�W�K�H�U�� �W�K�D�Q�� �V�S�H�F�L�¿�F�� �W�U�D�Q�V�D�F�W�L�R�Q�V���� �7�K�H�V�H�� �P�H�W�K�R�G�V�� �D�U�H��
�G�L�V�F�X�V�V�H�G���I�X�U�W�K�H�U���Z�L�W�K���U�H�V�S�H�F�W���W�R���W�K�H���8���6�����D�Q�G���2�(�&�'���V�\�V�W�H�P�V��

�7�Z�R���P�H�W�K�R�G�V���D�U�H���R�I�W�H�Q���S�U�R�Y�L�G�H�G���I�R�U���V�S�O�L�W�W�L�Q�J���S�U�R�¿�W�V�����F�R�P�S�D�U�D�E�O�H��
�S�U�R�¿�W�� �V�S�O�L�W�� �D�Q�G�� �U�H�V�L�G�X�D�O�� �S�U�R�¿�W�� �V�S�O�L�W���� �7�K�H�� �I�R�U�P�H�U�� �U�H�T�X�L�U�H�V�� �W�K�D�W��
�S�U�R�¿�W�� �V�S�O�L�W�� �E�H�� �G�H�U�L�Y�H�G�� �I�U�R�P�� �W�K�H�� �F�R�P�E�L�Q�H�G�� �R�S�H�U�D�W�L�Q�J�� �S�U�R�¿�W�� �R�I��
�X�Q�F�R�Q�W�U�R�O�O�H�G�� �W�D�[�S�D�\�H�U�V�� �Z�K�R�V�H�� �W�U�D�Q�V�D�F�W�L�R�Q�V�� �D�Q�G�� �D�F�W�L�Y�L�W�L�H�V�� �D�U�H��
�F�R�P�S�D�U�D�E�O�H���W�R���W�K�H���W�U�D�Q�V�D�F�W�L�R�Q�V���D�Q�G���D�F�W�L�Y�L�W�L�H�V���E�H�L�Q�J���W�H�V�W�H�G�����7�K�H��
�U�H�V�L�G�X�D�O�� �S�U�R�¿�W�� �V�S�O�L�W�� �P�H�W�K�R�G�� �U�H�T�X�L�U�H�V�� �D�� �W�Z�R�� �V�W�H�S�� �S�U�R�F�H�V�V���� �¿�U�V�W��
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�S�U�R�¿�W�V�� �D�U�H�� �D�O�O�R�F�D�W�H�G�� �W�R�� �U�R�X�W�L�Q�H�� �R�S�H�U�D�W�L�R�Q�V���� �W�K�H�Q�� �W�K�H�� �U�H�V�L�G�X�D�O��
�S�U�R�¿�W�� �L�V�� �D�O�O�R�F�D�W�H�G�� �E�D�V�H�G�� �R�Q�� �Q�R�Q���U�R�X�W�L�Q�H�� �F�R�Q�W�U�L�E�X�W�L�R�Q�V�� �R�I�� �W�K�H��
�S�D�U�W�L�H�V�����7�K�H���U�H�V�L�G�X�D�O���D�O�O�R�F�D�W�L�R�Q���P�D�\���E�H���E�D�V�H�G���R�Q���H�[�W�H�U�Q�D�O���P�D�U�N�H�W��
�E�H�Q�F�K�P�D�U�N�V���R�U���H�V�W�L�P�D�W�L�R�Q���E�D�V�H�G���R�Q���F�D�S�L�W�D�O�L�]�H�G���F�R�V�W�V��

�7�H�V�W�H�G���S�D�U�W�\���D�Q�G���S�U�R�¿�W���O�H�Y�H�O���L�Q�G�L�F�D�W�R�U

�:�K�H�U�H���W�H�V�W�L�Q�J���R�I���S�U�L�F�H�V���R�F�F�X�U�V���R�Q���R�W�K�H�U���W�K�D�Q���D���S�X�U�H�O�\���W�U�D�Q�V�D�F�W�L�R�Q�D�O��
�E�D�V�L�V�����V�X�F�K���D�V���&�3�0���R�U���7�1�0�0�����L�W���P�D�\���E�H���Q�H�F�H�V�V�D�U�\���W�R���G�H�W�H�U�P�L�Q�H��
�Z�K�L�F�K���R�I���W�K�H���W�Z�R���U�H�O�D�W�H�G���S�D�U�W�L�H�V���V�K�R�X�O�G���E�H���W�H�V�W�H�G�����7�H�V�W�L�Q�J���L�V���W�R���E�H��
�G�R�Q�H���R�I���W�K�D�W���S�D�U�W�\���W�H�V�W�L�Q�J���R�I���Z�K�L�F�K���Z�L�O�O���S�U�R�G�X�F�H���W�K�H���P�R�V�W���U�H�O�L�D�E�O�H��
�U�H�V�X�O�W�V�����*�H�Q�H�U�D�O�O�\�����W�K�L�V���P�H�D�Q�V���W�K�D�W���W�K�H���W�H�V�W�H�G���S�D�U�W�\���L�V���W�K�D�W���S�D�U�W�\��
�Z�L�W�K���W�K�H���P�R�V�W���H�D�V�L�O�\���F�R�P�S�D�U�H�G���I�X�Q�F�W�L�R�Q�V���D�Q�G���U�L�V�N�V�����&�R�P�S�D�U�L�Q�J���W�K�H��
�W�H�V�W�H�G���S�D�U�W�\�¶�V���U�H�V�X�O�W�V���W�R���W�K�R�V�H���R�I���F�R�P�S�D�U�D�E�O�H���S�D�U�W�L�H�V���P�D�\���U�H�T�X�L�U�H��
�D�G�M�X�V�W�P�H�Q�W�V���W�R���U�H�V�X�O�W�V���R�I���W�K�H���W�H�V�W�H�G���S�D�U�W�\���R�U���W�K�H���F�R�P�S�D�U�D�E�O�H���I�R�U��
�V�X�F�K���L�W�H�P�V���D�V���O�H�Y�H�O�V���R�I���L�Q�Y�H�Q�W�R�U�\���R�U���U�H�F�H�L�Y�D�E�O�H�V��

�7�H�V�W�L�Q�J���U�H�T�X�L�U�H�V���G�H�W�H�U�P�L�Q�D�W�L�R�Q���R�I���Z�K�D�W���L�Q�G�L�F�D�W�L�R�Q���R�I���S�U�R�¿�W�D�E�L�O�L�W�\��
�V�K�R�X�O�G�� �E�H�� �X�V�H�G���� �7�K�L�V�� �P�D�\�� �E�H�� �Q�H�W�� �S�U�R�¿�W�� �R�Q�� �W�K�H�� �W�U�D�Q�V�D�F�W�L�R�Q����
�U�H�W�X�U�Q�� �R�Q�� �D�V�V�H�W�V�� �H�P�S�O�R�\�H�G���� �R�U�� �V�R�P�H�� �R�W�K�H�U�� �P�H�D�V�X�U�H���� �5�H�O�L�D�E�L�O�L�W�\��
�L�V�� �J�H�Q�H�U�D�O�O�\�� �L�P�S�U�R�Y�H�G�� �I�R�U�� �7�1�0�0�� �D�Q�G�� �&�3�0�� �E�\�� �X�V�L�Q�J�� �D�� �U�D�Q�J�H�� �R�I��
�U�H�V�X�O�W�V���D�Q�G���P�X�O�W�L�S�O�H���\�H�D�U���G�D�W�D�����W�K�L�V���L�V���E�D�V�H�G���R�Q���F�L�U�F�X�P�V�W�D�Q�F�H�V���R�I��
�W�K�H���U�H�O�H�Y�D�Q�W���F�R�X�Q�W�U�L�H�V��

Intangible property issues

�9�D�O�X�D�E�O�H���L�Q�W�D�Q�J�L�E�O�H���S�U�R�S�H�U�W�\���W�H�Q�G�V���W�R���E�H���X�Q�L�T�X�H�����2�I�W�H�Q���W�K�H�U�H���D�U�H��
�Q�R���F�R�P�S�D�U�D�E�O�H���L�W�H�P�V�����7�K�H���Y�D�O�X�H���D�G�G�H�G���E�\���X�V�H���R�I���L�Q�W�D�Q�J�L�E�O�H�V���P�D�\��
�E�H���U�H�S�U�H�V�H�Q�W�H�G���L�Q���S�U�L�F�H�V���R�I���J�R�R�G�V���R�U���V�H�U�Y�L�F�H�V�����R�U���E�\���S�D�\�P�H�Q�W���R�I��
�I�H�H�V�� ���U�R�\�D�O�W�L�H�V���� �I�R�U�� �X�V�H�� �R�I�� �W�K�H�� �L�Q�W�D�Q�J�L�E�O�H�� �S�U�R�S�H�U�W�\���� �/�L�F�H�Q�V�L�Q�J�� �R�I��
�L�Q�W�D�Q�J�L�E�O�H�V�� �W�K�X�V�� �S�U�H�V�H�Q�W�V�� �G�L�I�¿�F�X�O�W�L�H�V�� �L�Q�� �L�G�H�Q�W�L�I�\�L�Q�J�� �F�R�P�S�D�U�D�E�O�H��
�L�W�H�P�V���I�R�U���W�H�V�W�L�Q�J�����+�R�Z�H�Y�H�U�����Z�K�H�U�H���W�K�H���V�D�P�H���S�U�R�S�H�U�W�\���L�V���O�L�F�H�Q�V�H�G��
�W�R�� �L�Q�G�H�S�H�Q�G�H�Q�W�� �S�D�U�W�L�H�V���� �V�X�F�K�� �O�L�F�H�Q�V�H�� �P�D�\�� �S�U�R�Y�L�G�H�� �F�R�P�S�D�U�D�E�O�H��
�W�U�D�Q�V�D�F�W�L�R�Q�D�O���S�U�L�F�H�V�����7�K�H���S�U�R�¿�W���V�S�O�L�W���P�H�W�K�R�G���V�S�H�F�L�¿�F�D�O�O�\���D�W�W�H�P�S�W�V��
�W�R���W�D�N�H���Y�D�O�X�H���R�I���L�Q�W�D�Q�J�L�E�O�H�V���L�Q�W�R���D�F�F�R�X�Q�W��

Services

�(�Q�W�H�U�S�U�L�V�H�V���P�D�\���H�Q�J�D�J�H���U�H�O�D�W�H�G���R�U���X�Q�U�H�O�D�W�H�G���S�D�U�W�L�H�V���W�R���S�U�R�Y�L�G�H��
�V�H�U�Y�L�F�H�V�� �W�K�H�\�� �Q�H�H�G���� �:�K�H�U�H�� �W�K�H�� �U�H�T�X�L�U�H�G�� �V�H�U�Y�L�F�H�V�� �D�U�H�� �D�Y�D�L�O�D�E�O�H��
�Z�L�W�K�L�Q���D���P�X�O�W�L�Q�D�W�L�R�Q�D�O���J�U�R�X�S�����W�K�H�U�H���P�D�\���E�H���V�L�J�Q�L�¿�F�D�Q�W���D�G�Y�D�Q�W�D�J�H�V��
�W�R�� �W�K�H�� �H�Q�W�H�U�S�U�L�V�H�� �D�V�� �D�� �Z�K�R�O�H�� �I�R�U�� �F�R�P�S�R�Q�H�Q�W�V�� �R�I�� �W�K�H�� �J�U�R�X�S�� �W�R��
�S�H�U�I�R�U�P���W�K�R�V�H���V�H�U�Y�L�F�H�V�����7�Z�R���L�V�V�X�H�V���H�[�L�V�W���Z�L�W�K���U�H�V�S�H�F�W���W�R���F�K�D�U�J�H�V��
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�E�H�W�Z�H�H�Q�� �U�H�O�D�W�H�G�� �S�D�U�W�L�H�V�� �I�R�U�� �V�H�U�Y�L�F�H�V���� �Z�K�H�W�K�H�U�� �V�H�U�Y�L�F�H�V�� �Z�H�U�H��
�D�F�W�X�D�O�O�\���S�H�U�I�R�U�P�H�G���Z�K�L�F�K���Z�D�U�U�D�Q�W���S�D�\�P�H�Q�W�����D�Q�G���W�K�H���S�U�L�F�H���F�K�D�U�J�H�G��
�I�R�U���V�X�F�K���V�H�U�Y�L�F�H�V�����7�D�[���D�X�W�K�R�U�L�W�L�H�V���L�Q���P�R�V�W���P�D�M�R�U���F�R�X�Q�W�U�L�H�V���K�D�Y�H����
�H�L�W�K�H�U�� �I�R�U�P�D�O�O�\�� �R�U�� �L�Q�� �S�U�D�F�W�L�F�H���� �L�Q�F�R�U�S�R�U�D�W�H�G�� �W�K�H�V�H�� �T�X�H�U�L�H�V�� �L�Q�W�R��
�W�K�H�L�U���H�[�D�P�L�Q�D�W�L�R�Q���R�I���U�H�O�D�W�H�G���S�D�U�W�\���V�H�U�Y�L�F�H�V���W�U�D�Q�V�D�F�W�L�R�Q�V��

�7�K�H�U�H�� �P�D�\�� �E�H�� �W�D�[�� �D�G�Y�D�Q�W�D�J�H�V�� �R�E�W�D�L�Q�H�G�� �I�R�U�� �W�K�H�� �J�U�R�X�S�� �L�I�� �R�Q�H��
�P�H�P�E�H�U���F�K�D�U�J�H�V���D�Q�R�W�K�H�U���P�H�P�E�H�U���I�R�U���V�H�U�Y�L�F�H�V�����H�Y�H�Q���Z�K�H�U�H���W�K�H��
�P�H�P�E�H�U���E�H�D�U�L�Q�J���W�K�H���F�K�D�U�J�H���G�H�U�L�Y�H�V���Q�R���E�H�Q�H�¿�W�����7�R���F�R�P�E�D�W���W�K�L�V����
�W�K�H���U�X�O�H�V���R�I���P�R�V�W���V�\�V�W�H�P�V���D�O�O�R�Z���W�K�H���W�D�[���D�X�W�K�R�U�L�W�L�H�V���W�R���F�K�D�O�O�H�Q�J�H��
�Z�K�H�W�K�H�U�� �W�K�H�� �V�H�U�Y�L�F�H�V�� �D�O�O�H�J�H�G�O�\�� �S�H�U�I�R�U�P�H�G�� �D�F�W�X�D�O�O�\�� �E�H�Q�H�¿�W�� �W�K�H��
�P�H�P�E�H�U�� �F�K�D�U�J�H�G���� �7�K�H�� �L�Q�T�X�L�U�\�� �P�D�\�� �I�R�F�X�V�� �R�Q�� �Z�K�H�W�K�H�U�� �V�H�U�Y�L�F�H�V��
�Z�H�U�H�� �L�Q�G�H�H�G�� �S�H�U�I�R�U�P�H�G�� �D�V�� �Z�H�O�O�� �D�V�� �Z�K�R�� �E�H�Q�H�¿�W�H�G�� �I�U�R�P�� �W�K�H��
�V�H�U�Y�L�F�H�V�����)�R�U���W�K�L�V���S�X�U�S�R�V�H�����V�R�P�H���U�X�O�H�V���G�L�I�I�H�U�H�Q�W�L�D�W�H���V�W�H�Z�D�U�G�V�K�L�S��
�V�H�U�Y�L�F�H�V���I�U�R�P���R�W�K�H�U���V�H�U�Y�L�F�H�V�����6�W�H�Z�D�U�G�V�K�L�S���V�H�U�Y�L�F�H�V���D�U�H���J�H�Q�H�U�D�O�O�\��
�W�K�R�V�H���W�K�D�W���D�Q���L�Q�Y�H�V�W�R�U���Z�R�X�O�G���L�Q�F�X�U���I�R�U���L�W�V���R�Z�Q���E�H�Q�H�¿�W���L�Q���P�D�Q�D�J�L�Q�J��
�L�W�V�� �L�Q�Y�H�V�W�P�H�Q�W�V���� �&�K�D�U�J�H�V�� �W�R�� �W�K�H�� �L�Q�Y�H�V�W�H�H�� �I�R�U�� �V�X�F�K�� �V�H�U�Y�L�F�H�V�� �D�U�H��
�J�H�Q�H�U�D�O�O�\�� �L�Q�D�S�S�U�R�S�U�L�D�W�H���� �:�K�H�U�H�� �V�H�U�Y�L�F�H�V�� �Z�H�U�H�� �Q�R�W�� �S�H�U�I�R�U�P�H�G�� �R�U��
�Z�K�H�U�H�� �W�K�H�� �U�H�O�D�W�H�G�� �S�D�U�W�\�� �E�H�D�U�L�Q�J�� �W�K�H�� �F�K�D�U�J�H�� �G�H�U�L�Y�H�G�� �Q�R�� �G�L�U�H�F�W��
�E�H�Q�H�¿�W�����W�D�[���D�X�W�K�R�U�L�W�L�H�V���P�D�\���G�L�V�D�O�O�R�Z���W�K�H���F�K�D�U�J�H���D�O�W�R�J�H�W�K�H�U��

�:�K�H�U�H���W�K�H���V�H�U�Y�L�F�H�V���Z�H�U�H���S�H�U�I�R�U�P�H�G���D�Q�G���S�U�R�Y�L�G�H�G���E�H�Q�H�¿�W���I�R�U���W�K�H��
�U�H�O�D�W�H�G�� �S�D�U�W�\�� �E�H�D�U�L�Q�J�� �F�K�D�U�J�H�� �I�R�U�� �V�X�F�K�� �V�H�U�Y�L�F�H�V���� �W�D�[�� �U�X�O�H�V�� �D�O�V�R��
�S�H�U�P�L�W���D�G�M�X�V�W�P�H�Q�W���W�R���W�K�H���S�U�L�F�H���F�K�D�U�J�H�G�����5�X�O�H�V���I�R�U���W�H�V�W�L�Q�J���S�U�L�F�H�V��
�R�I�� �V�H�U�Y�L�F�H�V�� �P�D�\�� �G�L�I�I�H�U�� �V�R�P�H�Z�K�D�W�� �I�U�R�P�� �U�X�O�H�V�� �I�R�U�� �W�H�V�W�L�Q�J�� �S�U�L�F�H�V��
�F�K�D�U�J�H�G�� �I�R�U�� �J�R�R�G�V�� �G�X�H�� �W�R�� �W�K�H�� �L�Q�K�H�U�H�Q�W�� �G�L�I�I�H�U�H�Q�F�H�V�� �E�H�W�Z�H�H�Q��
�S�U�R�Y�L�V�L�R�Q�� �R�I�� �V�H�U�Y�L�F�H�V�� �D�Q�G�� �V�D�O�H�� �R�I�� �J�R�R�G�V���� �7�K�H�� �2�(�&�'�� �*�X�L�G�H�O�L�Q�H�V��
�S�U�R�Y�L�G�H�� �W�K�D�W�� �W�K�H�� �S�U�R�Y�L�V�L�R�Q�V�� �U�H�O�D�W�L�Q�J�� �W�R�� �J�R�R�G�V�� �V�K�R�X�O�G�� �E�H�� �D�S�S�O�L�H�G��
�Z�L�W�K�� �P�L�Q�R�U�� �P�R�G�L�¿�F�D�W�L�R�Q�V�� �D�Q�G�� �D�G�G�L�W�L�R�Q�D�O�� �F�R�Q�V�L�G�H�U�D�W�L�R�Q�V���� �,�Q�� �W�K�H��
�8���6������ �D�� �G�L�I�I�H�U�H�Q�W�� �V�H�W�� �R�I�� �S�U�L�F�H�� �W�H�V�W�L�Q�J�� �P�H�W�K�R�G�V�� �L�V�� �S�U�R�Y�L�G�H�G�� �I�R�U��
�V�H�U�Y�L�F�H�V���� �,�Q�� �E�R�W�K�� �F�D�V�H�V���� �V�W�D�Q�G�D�U�G�V�� �R�I�� �F�R�P�S�D�U�D�E�L�O�L�W�\�� �D�Q�G�� �R�W�K�H�U��
�P�D�W�W�H�U�V���D�S�S�O�\���W�R���E�R�W�K���J�R�R�G�V���D�Q�G���V�H�U�Y�L�F�H�V��

�,�W���L�V���F�R�P�P�R�Q���I�R�U���H�Q�W�H�U�S�U�L�V�H�V���W�R���S�H�U�I�R�U�P���V�H�U�Y�L�F�H�V���I�R�U���W�K�H�P�V�H�O�Y�H�V��
���R�U�� �I�R�U�� �W�K�H�L�U�� �F�R�P�S�R�Q�H�Q�W�V���� �W�K�D�W�� �V�X�S�S�R�U�W�� �W�K�H�L�U�� �S�U�L�P�D�U�\�� �E�X�V�L�Q�H�V�V����
�(�[�D�P�S�O�H�V�� �L�Q�F�O�X�G�H�� �D�F�F�R�X�Q�W�L�Q�J���� �O�H�J�D�O���� �D�Q�G�� �F�R�P�S�X�W�H�U�� �V�H�U�Y�L�F�H�V��
�I�R�U�� �W�K�R�V�H�� �H�Q�W�H�U�S�U�L�V�H�V�� �Q�R�W�� �H�Q�J�D�J�H�G�� �L�Q�� �W�K�H�� �E�X�V�L�Q�H�V�V�� �R�I�� �S�U�R�Y�L�G�L�Q�J��
�V�X�F�K�� �V�H�U�Y�L�F�H�V���� �7�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �U�X�O�H�V�� �U�H�F�R�J�Q�L�]�H�� �W�K�D�W�� �L�W�� �P�D�\�� �E�H��
�L�Q�D�S�S�U�R�S�U�L�D�W�H���I�R�U���D���F�R�P�S�R�Q�H�Q�W���R�I���D�Q���H�Q�W�H�U�S�U�L�V�H���S�H�U�I�R�U�P�L�Q�J���V�X�F�K��
�V�H�U�Y�L�F�H�V���I�R�U���D�Q�R�W�K�H�U���F�R�P�S�R�Q�H�Q�W���W�R���H�D�U�Q���D���S�U�R�¿�W���R�Q���V�X�F�K���V�H�U�Y�L�F�H�V����
�7�H�V�W�L�Q�J���R�I���S�U�L�F�H�V���F�K�D�U�J�H�G���L�Q���V�X�F�K���F�D�V�H���P�D�\���E�H���U�H�I�H�U�U�H�G���W�R���D���F�R�V�W���R�I��
�V�H�U�Y�L�F�H�V���R�U���V�H�U�Y�L�F�H�V���F�R�V�W���P�H�W�K�R�G�����$�S�S�O�L�F�D�W�L�R�Q���R�I���W�K�L�V���P�H�W�K�R�G���P�D�\��
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�E�H���O�L�P�L�W�H�G���X�Q�G�H�U���W�K�H���U�X�O�H�V���R�I���F�H�U�W�D�L�Q���F�R�X�Q�W�U�L�H�V�����D�Q�G���L�V���U�H�T�X�L�U�H�G���L�Q��
�V�R�P�H���F�R�X�Q�W�U�L�H�V���H���J�����&�D�Q�D�G�D��

�:�K�H�U�H�� �V�H�U�Y�L�F�H�V�� �S�H�U�I�R�U�P�H�G�� �D�U�H�� �R�I�� �D�� �Q�D�W�X�U�H�� �S�H�U�I�R�U�P�H�G�� �E�\�� �W�K�H��
�H�Q�W�H�U�S�U�L�V�H�����R�U���W�K�H���S�H�U�I�R�U�P�L�Q�J���R�U���U�H�F�H�L�Y�L�Q�J���F�R�P�S�R�Q�H�Q�W�����D�V���D���N�H�\��
�D�V�S�H�F�W�� �R�I�� �L�W�V�� �E�X�V�L�Q�H�V�V���� �2�(�&�'�� �D�Q�G�� �8���6���� �U�X�O�H�V�� �S�U�R�Y�L�G�H�� �W�K�D�W�� �V�R�P�H��
�O�H�Y�H�O���R�I���S�U�R�¿�W���L�V���D�S�S�U�R�S�U�L�D�W�H���W�R���W�K�H���V�H�U�Y�L�F�H���S�H�U�I�R�U�P�L�Q�J���F�R�P�S�R�Q�H�Q�W����
�&�D�Q�D�G�D�¶�V���U�X�O�H�V���G�R���Q�R�W���S�H�U�P�L�W���V�X�F�K���S�U�R�¿�W�����7�H�V�W�L�Q�J���R�I���S�U�L�F�H�V���L�Q���V�X�F�K��
�F�D�V�H�V���J�H�Q�H�U�D�O�O�\���I�R�O�O�R�Z�V���R�Q�H���R�I���W�K�H���P�H�W�K�R�G�V���G�H�V�F�U�L�E�H�G���D�E�R�Y�H���I�R�U��
�J�R�R�G�V�����7�K�H���F�R�V�W���S�O�X�V���P�H�W�K�R�G�����L�Q���S�D�U�W�L�F�X�O�D�U�����P�D�\���E�H���I�D�Y�R�X�U�H�G���E�\��
�W�D�[���D�X�W�K�R�U�L�W�L�H�V���D�Q�G���W�D�[�S�D�\�H�U�V���G�X�H���W�R���H�D�V�H���R�I���D�G�P�L�Q�L�V�W�U�D�W�L�R�Q��

Cost sharing

�0�X�O�W�L���F�R�P�S�R�Q�H�Q�W�� �H�Q�W�H�U�S�U�L�V�H�V�� �P�D�\�� �¿�Q�G�� �V�L�J�Q�L�¿�F�D�Q�W�� �E�X�V�L�Q�H�V�V��
�D�G�Y�D�Q�W�D�J�H���W�R���V�K�D�U�L�Q�J���W�K�H���F�R�V�W�V���R�I���G�H�Y�H�O�R�S�L�Q�J���R�U���D�F�T�X�L�U�L�Q�J���F�H�U�W�D�L�Q��
�D�V�V�H�W�V�����S�D�U�W�L�F�X�O�D�U�O�\���L�Q�W�D�Q�J�L�E�O�H���D�V�V�H�W�V�����'�H�W�D�L�O�H�G���8���6�����U�X�O�H�V���S�U�R�Y�L�G�H��
�W�K�D�W���P�H�P�E�H�U�V���R�I���D���J�U�R�X�S���P�D�\���H�Q�W�H�U���L�Q���W�R���D���F�R�V�W���V�K�D�U�L�Q�J���D�J�U�H�H�P�H�Q�W��
���&�6�$�����Z�L�W�K���U�H�V�S�H�F�W���W�R���F�R�V�W�V���D�Q�G���E�H�Q�H�¿�W�V���I�U�R�P���W�K�H���G�H�Y�H�O�R�S�P�H�Q�W��
�R�I���L�Q�W�D�Q�J�L�E�O�H���D�V�V�H�W�V�����2�(�&�'���*�X�L�G�H�O�L�Q�H�V���S�U�R�Y�L�G�H���P�R�U�H���J�H�Q�H�U�D�O�L�]�H�G��
�V�X�J�J�H�V�W�L�R�Q�V�� �W�R�� �W�D�[�� �D�X�W�K�R�U�L�W�L�H�V�� �I�R�U�� �H�Q�I�R�U�F�H�P�H�Q�W�� �U�H�O�D�W�H�G�� �W�R�� �F�R�V�W��
�F�R�Q�W�U�L�E�X�W�L�R�Q�� �D�J�U�H�H�P�H�Q�W�V�� ���&�&�$�V���� �Z�L�W�K�� �U�H�V�S�H�F�W�� �W�R�� �D�F�T�X�L�V�L�W�L�R�Q�� �R�I��
�Y�D�U�L�R�X�V���W�\�S�H�V���R�I���D�V�V�H�W�V�����%�R�W�K���V�H�W�V���R�I���U�X�O�H�V���J�H�Q�H�U�D�O�O�\���S�U�R�Y�L�G�H���W�K�D�W��
�F�R�V�W�V���V�K�R�X�O�G���E�H���D�O�O�R�F�D�W�H�G���D�P�R�Q�J���P�H�P�E�H�U�V���E�D�V�H�G���R�Q���U�H�V�S�H�F�W�L�Y�H��
�D�Q�W�L�F�L�S�D�W�H�G�E�H�Q�H�¿�W�V���,�Q�W�H�U���P�H�P�E�H�U�F�K�D�U�J�H�V�V�K�R�X�O�G�W�K�H�Q�E�H�P�D�G�H�V�R�W
�K�D�W�H�D�F�K���P�H�P�E�H�U���E�H�D�U�V���R�Q�O�\���L�W�V���V�K�D�U�H���R�I���V�X�F�K���D�O�O�R�F�D�W�H�G���F�R�V�W�V�����6�L�Q�F�H��
�W�K�H���D�O�O�R�F�D�W�L�R�Q�V���P�X�V�W���L�Q�K�H�U�H�Q�W�O�\���E�H���P�D�G�H���E�D�V�H�G���R�Q���H�[�S�H�F�W�D�W�L�R�Q�V��
�R�I���I�X�W�X�U�H���H�Y�H�Q�W�V�����W�K�H���P�H�F�K�D�Q�L�V�P���I�R�U���D�O�O�R�F�D�W�L�R�Q���P�X�V�W���S�U�R�Y�L�G�H���I�R�U��
�S�U�R�V�S�H�F�W�L�Y�H���D�G�M�X�V�W�P�H�Q�W�V���Z�K�H�U�H���S�U�L�R�U���S�U�R�M�H�F�W�L�R�Q�V���R�I���H�Y�H�Q�W�V���K�D�Y�H��
�S�U�R�Y�H�G���L�Q�F�R�U�U�H�F�W�����+�R�Z�H�Y�H�U�����E�R�W�K���V�H�W�V���R�I���U�X�O�H�V���J�H�Q�H�U�D�O�O�\���S�U�R�K�L�E�L�W��
�D�S�S�O�\�L�Q�J���K�L�Q�G�V�L�J�K�W���L�Q���P�D�N�L�Q�J���D�O�O�R�F�D�W�L�R�Q�V��

�$�� �N�H�\�� �U�H�T�X�L�U�H�P�H�Q�W�� �W�R�� �O�L�P�L�W�� �D�G�M�X�V�W�P�H�Q�W�V�� �U�H�O�D�W�H�G�� �W�R�� �F�R�V�W�V�� �R�I��
�G�H�Y�H�O�R�S�L�Q�J�� �L�Q�W�D�Q�J�L�E�O�H�� �D�V�V�H�W�V�� �L�V�� �W�K�D�W�� �W�K�H�U�H�� �P�X�V�W�� �E�H�� �D�� �Z�U�L�W�W�H�Q��
�D�J�U�H�H�P�H�Q�W���L�Q���S�O�D�F�H���D�P�R�Q�J���W�K�H���P�H�P�E�H�U�V�����7�D�[���U�X�O�H�V���P�D�\���L�P�S�R�V�H��
�D�G�G�L�W�L�R�Q�D�O���F�R�Q�W�U�D�F�W�X�D�O�����G�R�F�X�P�H�Q�W�D�W�L�R�Q�����D�F�F�R�X�Q�W�L�Q�J�����D�Q�G���U�H�S�R�U�W�L�Q�J��
�U�H�T�X�L�U�H�P�H�Q�W�V�� �R�Q�� �S�D�U�W�L�F�L�S�D�Q�W�V�� �R�I�� �D�� �&�6�$�� �R�U�� �&�&�$���� �Z�K�L�F�K�� �Y�D�U�\�� �E�\��
�F�R�X�Q�W�U�\��

�*�H�Q�H�U�D�O�O�\�����X�Q�G�H�U���D���&�6�$���R�U���&�&�$�����H�D�F�K���S�D�U�W�L�F�L�S�D�W�L�Q�J���P�H�P�E�H�U���P�X�V�W��
�E�H�� �H�Q�W�L�W�O�H�G�� �W�R�� �X�V�H�� �R�I�� �V�R�P�H�� �S�R�U�W�L�R�Q�� �U�L�J�K�W�V�� �G�H�Y�H�O�R�S�H�G�� �S�X�U�V�X�D�Q�W��
�W�R�� �W�K�H�� �D�J�U�H�H�P�H�Q�W�� �Z�L�W�K�R�X�W�� �I�X�U�W�K�H�U�� �S�D�\�P�H�Q�W�V���� �7�K�X�V���� �D�� �&�&�$��
�S�D�U�W�L�F�L�S�D�Q�W���V�K�R�X�O�G���E�H���H�Q�W�L�W�O�H�G���W�R���X�V�H���D���S�U�R�F�H�V�V���G�H�Y�H�O�R�S�H�G���X�Q�G�H�U��



 TAX RESEARCH DEPARTMENT   THE INSTITUTE OF COST ACCOUNTANTS OF INDIA

INTERNATIONAL TAXATION AND TRANSFER PRICING	 15

�W�K�H�� �&�&�$�� �Z�L�W�K�R�X�W�� �S�D�\�P�H�Q�W�� �R�I�� �U�R�\�D�O�W�L�H�V���� �2�Z�Q�H�U�V�K�L�S�� �R�I�� �W�K�H�� �U�L�J�K�W�V��
�Q�H�H�G���Q�R�W���E�H���W�U�D�Q�V�I�H�U�U�H�G���W�R���W�K�H���S�D�U�W�L�F�L�S�D�Q�W�V�����7�K�H���G�L�Y�L�V�L�R�Q���R�I���U�L�J�K�W�V��
�L�V���J�H�Q�H�U�D�O�O�\���W�R���E�H���E�D�V�H�G���R�Q���V�R�P�H���R�E�V�H�U�Y�D�E�O�H���P�H�D�V�X�U�H�����V�X�F�K���D�V��
�E�\���J�H�R�J�U�D�S�K�\��

�3�D�U�W�L�F�L�S�D�Q�W�V���L�Q���&�6�$�V���D�Q�G���&�&�$�V���P�D�\���F�R�Q�W�U�L�E�X�W�H���S�U�H���H�[�L�V�W�L�Q�J���D�V�V�H�W�V��
�R�U���U�L�J�K�W�V���I�R�U���X�V�H���L�Q���W�K�H���G�H�Y�H�O�R�S�P�H�Q�W���R�I���D�V�V�H�W�V�����6�X�F�K���F�R�Q�W�U�L�E�X�W�L�R�Q��
�P�D�\���E�H���U�H�I�H�U�U�H�G���W�R���D�V���D���S�O�D�W�I�R�U�P���F�R�Q�W�U�L�E�X�W�L�R�Q�����6�X�F�K���F�R�Q�W�U�L�E�X�W�L�R�Q��
�L�V�� �J�H�Q�H�U�D�O�O�\�� �F�R�Q�V�L�G�H�U�H�G�� �D�� �G�H�H�P�H�G�� �S�D�\�P�H�Q�W�� �E�\�� �W�K�H�� �F�R�Q�W�U�L�E�X�W�L�Q�J��
�P�H�P�E�H�U�����D�Q�G���L�V���L�W�V�H�O�I���V�X�E�M�H�F�W���W�R���W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J���U�X�O�H�V���R�U���V�S�H�F�L�D�O��
�&�6�$���U�X�O�H�V��

�$���N�H�\���F�R�Q�V�L�G�H�U�D�W�L�R�Q���L�Q���D���&�6�$���R�U���&�&�$���L�V���Z�K�D�W���F�R�V�W�V���G�H�Y�H�O�R�S�P�H�Q�W��
�R�U�� �D�F�T�X�L�V�L�W�L�R�Q�� �F�R�V�W�V�� �V�K�R�X�O�G�� �E�H�� �V�X�E�M�H�F�W�� �W�R�� �W�K�H�� �D�J�U�H�H�P�H�Q�W���� �7�K�L�V��
�P�D�\�� �E�H�� �V�S�H�F�L�¿�H�G�� �X�Q�G�H�U�� �W�K�H�� �D�J�U�H�H�P�H�Q�W���� �E�X�W�� �L�V�� �D�O�V�R�� �V�X�E�M�H�F�W�� �W�R��
�D�G�M�X�V�W�P�H�Q�W���E�\���W�D�[���D�X�W�K�R�U�L�W�L�H�V��

�,�Q���G�H�W�H�U�P�L�Q�L�Q�J���U�H�D�V�R�Q�D�E�O�\���D�Q�W�L�F�L�S�D�W�H�G���E�H�Q�H�¿�W�V�����S�D�U�W�L�F�L�S�D�Q�W�V���D�U�H��
�I�R�U�F�H�G�� �W�R�� �P�D�N�H�� �S�U�R�M�H�F�W�L�R�Q�V�� �R�I�� �I�X�W�X�U�H�� �H�Y�H�Q�W�V���� �6�X�F�K�� �S�U�R�M�H�F�W�L�R�Q�V��
�D�U�H�� �L�Q�K�H�U�H�Q�W�O�\�� �X�Q�F�H�U�W�D�L�Q�� �)�X�U�W�K�H�U���� �W�K�H�U�H�� �P�D�\�� �H�[�L�V�W�� �X�Q�F�H�U�W�D�L�Q�W�\��
�D�V�� �W�R�� �K�R�Z�� �V�X�F�K�� �E�H�Q�H�¿�W�V�� �V�K�R�X�O�G�� �E�H�� �P�H�D�V�X�U�H�G���� �2�Q�H�� �P�D�Q�Q�H�U�� �R�I��
�G�H�W�H�U�P�L�Q�L�Q�J�� �V�X�F�K�� �D�Q�W�L�F�L�S�D�W�H�G�� �E�H�Q�H�¿�W�V�� �L�V�� �W�R�� �S�U�R�M�H�F�W�� �U�H�V�S�H�F�W�L�Y�H��
�V�D�O�H�V�� �R�U�� �J�U�R�V�V�� �P�D�U�J�L�Q�V�� �R�I�� �S�D�U�W�L�F�L�S�D�Q�W�V���� �P�H�D�V�X�U�H�G�� �L�Q�� �D�� �F�R�P�P�R�Q��
�F�X�U�U�H�Q�F�\�����R�U���V�D�O�H�V���L�Q���X�Q�L�W�V��

�%�R�W�K�� �V�H�W�V�� �R�I�� �U�X�O�H�V�� �U�H�F�R�J�Q�L�]�H�� �W�K�D�W�� �S�D�U�W�L�F�L�S�D�Q�W�V�� �P�D�\�� �H�Q�W�H�U�� �R�U��
�O�H�D�Y�H�� �D�� �&�6�$�� �R�U�� �&�&�$���� �8�S�R�Q�� �V�X�F�K�� �H�Y�H�Q�W�V���� �W�K�H�� �U�X�O�H�V�� �U�H�T�X�L�U�H�� �W�K�D�W��
�P�H�P�E�H�U�V�� �P�D�N�H�� �E�X�\���L�Q�� �R�U�� �E�X�\���R�X�W�� �S�D�\�P�H�Q�W�V���� �6�X�F�K�� �S�D�\�P�H�Q�W�V��
�P�D�\�� �E�H�� �U�H�T�X�L�U�H�G�� �W�R�� �U�H�S�U�H�V�H�Q�W�� �W�K�H�� �P�D�U�N�H�W�� �Y�D�O�X�H�� �R�I�� �W�K�H�� �H�[�L�V�W�L�Q�J��
�V�W�D�W�H���R�I���G�H�Y�H�O�R�S�P�H�Q�W�����R�U���P�D�\���E�H���F�R�P�S�X�W�H�G���X�Q�G�H�U���F�R�V�W���U�H�F�R�Y�H�U�\��
�R�U���P�D�U�N�H�W���F�D�S�L�W�D�O�L�]�D�W�L�R�Q���P�R�G�H�O�V��

Penalties and documentation

�6�R�P�H�� �M�X�U�L�V�G�L�F�W�L�R�Q�V�� �L�P�S�R�V�H�� �V�L�J�Q�L�¿�F�D�Q�W�� �S�H�Q�D�O�W�L�H�V�� �U�H�O�D�W�L�Q�J�� �W�R��
�W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J���D�G�M�X�V�W�P�H�Q�W�V���E�\���W�D�[���D�X�W�K�R�U�L�W�L�H�V�����7�K�H�V�H���S�H�Q�D�O�W�L�H�V��
�P�D�\�� �K�D�Y�H�� �W�K�U�H�V�K�R�O�G�V�� �I�R�U�� �W�K�H�� �E�D�V�L�F�� �L�P�S�R�V�L�W�L�R�Q�� �R�I�� �S�H�Q�D�O�W�\���� �D�Q�G��
�W�K�H���S�H�Q�D�O�W�\���P�D�\���E�H���L�Q�F�U�H�D�V�H�G���D�W���R�W�K�H�U���W�K�U�H�V�K�R�O�G�V�����)�R�U���H�[�D�P�S�O�H����
�8���6�����U�X�O�H�V���L�P�S�R�V�H���D�����������S�H�Q�D�O�W�\���Z�K�H�U�H���W�K�H���D�G�M�X�V�W�P�H�Q�W���H�[�F�H�H�G�V��
�8�6�'�������P�L�O�O�L�R�Q�����L�Q�F�U�H�D�V�H�G���W�R�����������R�I���W�K�H���D�G�G�L�W�L�R�Q�D�O���W�D�[���Z�K�H�U�H���W�K�H��
�D�G�M�X�V�W�P�H�Q�W���H�[�F�H�H�G�V���8�6�'�������P�L�O�O�L�R�Q��

�7�K�H���U�X�O�H�V���R�I���P�D�Q�\���F�R�X�Q�W�U�L�H�V���U�H�T�X�L�U�H���W�D�[���S�D�\�H�U�V���W�R���G�R�F�X�P�H�Q�W���W�K�D�W��
�S�U�L�F�H�V���F�K�D�U�J�H�G���D�U�H���Z�L�W�K�L�Q���W�K�H���S�U�L�F�H�V���S�H�U�P�L�W�W�H�G���X�Q�G�H�U���W�K�H���W�U�D�Q�V�I�H�U��
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�S�U�L�F�L�Q�J���U�X�O�H�V�����:�K�H�U�H���V�X�F�K���G�R�F�X�P�H�Q�W�D�W�L�R�Q���L�V���Q�R�W���W�L�P�H�O�\���S�U�H�S�D�U�H�G����
�S�H�Q�D�O�W�L�H�V�� �P�D�\�� �E�H�� �L�P�S�R�V�H�G���� �D�V�� �D�E�R�Y�H���� �'�R�F�X�P�H�Q�W�D�W�L�R�Q�� �P�D�\�� �E�H��
�U�H�T�X�L�U�H�G�� �W�R�� �E�H�� �L�Q�� �S�O�D�F�H�� �S�U�L�R�U�� �W�R�� �¿�O�L�Q�J�� �D�� �W�D�[�� �U�H�W�X�U�Q�� �L�Q�� �R�U�G�H�U�� �W�R��
�D�Y�R�L�G�� �W�K�H�V�H�� �S�H�Q�D�O�W�L�H�V���� �'�R�F�X�P�H�Q�W�D�W�L�R�Q�� �E�\�� �D�� �W�D�[�S�D�\�H�U�� �Q�H�H�G�� �Q�R�W��
�E�H���U�H�O�L�H�G���X�S�R�Q���E�\���W�K�H���W�D�[���D�X�W�K�R�U�L�W�\���L�Q���D�Q�\���M�X�U�L�V�G�L�F�W�L�R�Q���S�H�U�P�L�W�W�L�Q�J��
�D�G�M�X�V�W�P�H�Q�W�� �R�I�� �S�U�L�F�H�V���� �6�R�P�H�� �V�\�V�W�H�P�V�� �D�O�O�R�Z�� �W�K�H�� �W�D�[�� �D�X�W�K�R�U�L�W�\�� �W�R��
�G�L�V�U�H�J�D�U�G���L�Q�I�R�U�P�D�W�L�R�Q���Q�R�W���W�L�P�H�O�\���S�U�R�Y�L�G�H�G���E�\���W�D�[�S�D�\�H�U�V�����L�Q�F�O�X�G�L�Q�J��
�V�X�F�K���D�G�Y�D�Q�F�H���G�R�F�X�P�H�Q�W�D�W�L�R�Q�����,�Q�G�L�D���U�H�T�X�L�U�H�V���W�K�D�W���G�R�F�X�P�H�Q�W�D�W�L�R�Q��
�Q�R�W�� �R�Q�O�\�� �E�H�� �L�Q�� �S�O�D�F�H�� �S�U�L�R�U�� �W�R�� �¿�O�L�Q�J�� �D�� �U�H�W�X�U�Q���� �E�X�W�� �D�O�V�R�� �W�K�D�W�� �W�K�H��
�G�R�F�X�P�H�Q�W�D�W�L�R�Q���E�H���F�H�U�W�L�¿�H�G���E�\���W�K�H���F�K�D�U�W�H�U�H�G���D�F�F�R�X�Q�W�D�Q�W���S�U�H�S�D�U�L�Q�J��
�D���F�R�P�S�D�Q�\���U�H�W�X�U�Q��
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Transfer pricing is one of the most important issues in international 
tax.

“Transfer pricing is the leading edge of what is wrong with 
international tax”, Tax Analysts, August 2012. Transfer pricing 
happens whenever two companies that are part of the same 
multinational group trade with each other: when a US- based 
subsidiary of Coca-Cola, for example, buys something from a 
French- based subsidiary of Coca-Cola. When the parties establish 
a price for the transaction, this is transfer pricing.

Transfer pricing is not, in itself, illegal or necessarily abusive. 
What is illegal or abusive is transfer mispricing, also known as 
transfer pricing manipulation or abusive transfer pricing. (Transfer 
mispricing is a form of a more general phenomenon known as 
trade mispricing, which includes trade between unrelated or 
apparently unrelated parties – an example is reinvoicing.

It is estimated that about 60 percent of international trade 
happens within, rather than between, multinationals: that is, 
across national boundaries but within the same corporate group. 
�6�X�J�J�H�V�W�L�R�Q�V�� �K�D�Y�H�� �E�H�H�Q�� �P�D�G�H�� �W�K�D�W�� �W�K�L�V�� �¿�J�X�U�H�� �P�D�\�� �E�H�� �F�O�R�V�H�U�� �W�R��
70 percent.

Estimates vary as to how much tax revenue is lost by governments 
due to transfer mispricing. Global Financial Integrity in Washington 
estimates the amount at several hundred billion dollars annually.

�7�U�D�Q�V�I�H�U�� �3�U�L�F�L�Q�J�� �5�H�O�D�W�H�G�� �5�X�O�H�V�� �D�Q�G�� �2�(�&�'�� �0�R�G�H�O�� �V�S�H�F�L�¿�F��
tax rules

U.S. transfer pricing rules are lengthy. They incorporate all of 
the principles above, using CPM (see below) instead of TNMM. 
�8���6���� �U�X�O�H�V�� �V�S�H�F�L�¿�F�D�O�O�\�� �S�U�R�Y�L�G�H�� �W�K�D�W�� �D�� �W�D�[�S�D�\�H�U�¶�V�� �L�Q�W�H�Q�W�� �W�R�� �D�Y�R�L�G��
or evade tax is not a prerequisite to adjustment by the Internal 
Revenue Service, nor are non recognition provisions. The 
U.S. rules give no priority to any particular method of testing 
prices, requiring instead explicit analysis to determine the best 
method. U.S. comparability standards limit use of adjustments 

2TRANSFER PRICING – INTERNATIONAL TAXES
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�I�R�U���E�X�V�L�Q�H�V�V���V�W�U�D�W�H�J�L�H�V���L�Q���W�H�V�W�L�Q�J���S�U�L�F�H�V���W�R���F�O�H�D�U�O�\���G�H�¿�Q�H�G���P�D�U�N�H�W��
share strategies, but permit limited consideration of location 
savings.

�&�R�P�S�D�U�D�E�O�H���S�U�R�¿�W�V���P�H�W�K�R�G

�7�K�H�� �&�R�P�S�D�U�D�E�O�H�� �3�U�R�¿�W�V�� �P�H�W�K�R�G�� ���&�3�0���� �Z�D�V�� �L�Q�W�U�R�G�X�F�H�G�� �L�Q�� �W�K�H��
1992 proposed regulations and has been a prominent feature of 
�,�5�6���W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J���S�U�D�F�W�L�F�H���V�L�Q�F�H�����8�Q�G�H�U���&�3�0�����W�K�H���W�H�V�W�H�G���S�D�U�W�\�¶�V��
overall results, rather than its transactions, are compared with 
the overall results of similarly situated enterprises for which 
�U�H�O�L�D�E�O�H�� �G�D�W�D�� �L�V�� �D�Y�D�L�O�D�E�O�H���� �&�R�P�S�D�U�L�V�R�Q�V�� �D�U�H�� �P�D�G�H�� �I�R�U�� �W�K�H�� �S�U�R�¿�W��
�O�H�Y�H�O���L�Q�G�L�F�D�W�R�U���W�K�D�W���P�R�V�W���U�H�O�L�D�E�O�\�� �U�H�S�U�H�V�H�Q�W�V���S�U�R�¿�W�D�E�L�O�L�W�\�� �I�R�U���W�K�H��
�W�\�S�H�� �R�I�� �E�X�V�L�Q�H�V�V���� �)�R�U�� �H�[�D�P�S�O�H���� �D�� �V�D�O�H�V�� �F�R�P�S�D�Q�\�¶�V�� �S�U�R�¿�W�D�E�L�O�L�W�\��
may be most reliably measured as a return on sales (pre-tax 
�S�U�R�¿�W���D�V���D���S�H�U�F�H�Q�W���R�I���V�D�O�H�V����

CPM inherently requires lower levels of comparability in the 
nature of the goods or services. Further, data used for CPM 
generally can be readily obtained in the U.S. and many countries 
�W�K�U�R�X�J�K���S�X�E�O�L�F���¿�O�L�Q�J�V���R�I���F�R�P�S�D�U�D�E�O�H���H�Q�W�H�U�S�U�L�V�H�V��

Results of the tested party or comparable enterprises may 
require adjustment to achieve comparability. Such adjustments 
�P�D�\���L�Q�F�O�X�G�H���H�I�I�H�F�W�L�Y�H���L�Q�W�H�U�H�V�W���D�G�M�X�V�W�P�H�Q�W���I�R�U���F�X�V�W�R�P�H�U���¿�Q�D�Q�F�L�Q�J��
or debt levels, inventory adjustments, etc.

Cost plus and resale price issues

U.S. rules apply resale price method and cost-plus with respect 
to goods strictly on a transactional basis. Thus, comparable 
transactions must be found for all tested transactions in order 
to apply these methods. Industry averages or statistical 
measures are not permitted. Where a manufacturing entity 
provides contract manufacturing for both related and unrelated 
parties, it may readily have reliable at on comparable transactions. 
�+�R�Z�H�Y�H�U�����D�E�V�H�Q�W���V�X�F�K���L�Q���K�R�X�V�H���F�R�P�S�D�U�D�E�O�H�V�����L�W���L�V���R�I�W�H�Q���G�L�I�¿�F�X�O�W��
to obtain reliable data for applying cost-plus.

The rules on services expand cost-plus, providing an additional 
option to mitigate these data problems. Charges to related 
parties for services not in the primary business of either the 
tested party or the related party group are rebuttable presumed 
�W�R���E�H���D�U�P�¶�V���O�H�Q�J�W�K���L�I���S�U�L�F�H�G���D�W���F�R�V�W���S�O�X�V���]�H�U�R�����W�K�H���V�H�U�Y�L�F�H�V���F�R�V�W��
method). Such services may include back-room operations (e.g., 
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accounting and data processing services for groups not engaged 
in providing such services to clients), product testing, or a variety 
of such non-integral services. This method is not permitted for 
manufacturing, reselling, and certain other services that typically 
are integral to a business.

�8���6���� �U�X�O�H�V�� �D�O�V�R�� �V�S�H�F�L�¿�F�D�O�O�\�� �S�H�U�P�L�W�� �V�K�D�U�H�G�� �V�H�U�Y�L�F�H�V�� �D�J�U�H�H�P�H�Q�W�V����
Under such agreements, various group members may perform 
�V�H�U�Y�L�F�H�V�� �Z�K�L�F�K�� �E�H�Q�H�¿�W�� �P�R�U�H�� �W�K�D�Q�� �R�Q�H�� �P�H�P�E�H�U���� �3�U�L�F�H�V�� �F�K�D�U�J�H�G��
�D�U�H�� �F�R�Q�V�L�G�H�U�H�G�� �D�U�P�¶�V�� �O�H�Q�J�W�K�� �Z�K�H�U�H�� �W�K�H�� �F�R�V�W�V�� �D�U�H�� �D�O�O�R�F�D�W�H�G�� �L�Q�� �D��
consistent manner among the members based on reasonably 
�D�Q�W�L�F�L�S�D�W�H�G���E�H�Q�H�¿�W�V�����)�R�U���L�Q�V�W�D�Q�F�H�����V�K�D�U�H�G���V�H�U�Y�L�F�H�V���F�R�V�W�V���P�D�\���E�H��
allocated among members based on a formula involving expected 
or actual sales or a combination of factors.

Terms between parties

Under U.S. rules, actual conduct of the parties is more important 
than contractual terms. Where the conduct of the parties differs 
from terms of the contract, the IRS has authority to deem the 
actual terms to be those needed to permit the actual conduct.

Adjustments

U.S. rules require that the IRS may not adjust prices found to be 
�Z�L�W�K�L�Q���W�K�H���D�U�P�¶�V���O�H�Q�J�W�K���U�D�Q�J�H�����:�K�H�U�H���S�U�L�F�H�V���F�K�D�U�J�H�G���D�U�H���R�X�W�V�L�G�H��
that range, prices may be adjusted by the IRS unilaterally to 
the midpoint of the range. The burden of proof that transfers 
pricing adjustment by the IRS is incorrection the taxpayer run 
less the IRS adjustment is shown to be arbitrary and capricious. 
However, the courts have generally required that both taxpayers 
and the IRS to demonstrate their facts where agreement is not 
reached.

Documentation and penalties

If the IRS adjusts prices by more than $5 million or 10 percent 
�R�I���W�K�H���W�D�[�S�D�\�H�U�¶�V���J�U�R�V�V���U�H�F�H�L�S�W�V�����S�H�Q�D�O�W�L�H�V���D�S�S�O�\�����7�K�H���S�H�Q�D�O�W�\���L�V��
20% of the amount of the tax adjustment, increased to 40% at 
a higher threshold.

This penalty may be avoided only if the taxpayer maintains 
contemporaneous documentation meeting requirements in the 
regulations, and provides such documentation to the IRS within 
30 days of IRS request. If documentation is not provided at all, 
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the IRS may make adjustments based on any information it has 
available. Contemporaneous means the documentation existed 
�Z�L�W�K���������G�D�\�V���R�I���¿�O�L�Q�J���W�K�H���W�D�[�S�D�\�H�U�¶�V���W�D�[���U�H�W�X�U�Q�����'�R�F�X�P�H�Q�W�D�W�L�R�Q��
�U�H�T�X�L�U�H�P�H�Q�W�V�� �D�U�H�� �T�X�L�W�H�� �V�S�H�F�L�¿�F���� �D�Q�G�� �J�H�Q�H�U�D�O�O�\�� �U�H�T�X�L�U�H�� �D�� �E�H�V�W��
method analysis and detailed support for the pricing and 
methodology used for testing such pricing. To qualify, the 
documentation must reasonably support the prices used in 
computing tax.

�&�R�P�P�H�Q�V�X�U�D�W�H���Z�L�W�K���L�Q�F�R�P�H���V�W�D�Q�G�D�U�G

U.S. tax law requires that the foreign transferee/user of intangible 
property (patents, processes, trademarks, know-how, etc.) will 
be deemed to pay to a controlling transfer or/developer a royalty 
commensurate with the income derived from using the intangible 
property. This applies whether such royalty is actually paid or 
not. This requirement may result in withholding tax on deemed 
payments for use of intangible property in the U.S.

�2�(�&�'���V�S�H�F�L�¿�F���W�D�[���U�X�O�H�V

�2�(�&�'���J�X�L�G�H�O�L�Q�H�V���D�U�H���Y�R�O�X�Q�W�D�U�\���I�R�U���P�H�P�E�H�U���Q�D�W�L�R�Q�V�����6�R�P�H���Q�D�W�L�R�Q�V��
have adopted the guidelines almost unchanged. Terminology 
may vary between adopting nations, and may vary from that 
used above.

�2�(�&�'�� �J�X�L�G�H�O�L�Q�H�V�� �J�L�Y�H�� �S�U�L�R�U�L�W�\�� �W�R�� �W�U�D�Q�V�D�F�W�L�R�Q�D�O�� �P�H�W�K�R�G�V����
described as the “most direct way” to establish comparability. 
�7�K�H�� �7�U�D�Q�V�D�F�W�L�R�Q�D�O�� �1�H�W�� �0�D�U�J�L�Q�� �0�H�W�K�R�G�� �D�Q�G�� �3�U�R�¿�W�� �6�S�O�L�W�� �P�H�W�K�R�G�V��
are used either as methods of last resort or where traditional 
transactional methods cannot be reliably applied. CUP is not 
�J�L�Y�H�Q���S�U�L�R�U�L�W�\���D�P�R�Q�J���W�U�D�Q�V�D�F�W�L�R�Q�D�O���P�H�W�K�R�G�V���L�Q���2�(�&�'���J�X�L�G�H�O�L�Q�H�V����
�7�K�H�� �*�X�L�G�H�O�L�Q�H�V�� �V�W�D�W�H���� �³�,�W�� �P�D�\�� �E�H�� �G�L�I�¿�F�X�O�W�� �W�R�� �¿�Q�G�� �D�� �W�U�D�Q�V�D�F�W�L�R�Q��
between independent enterprises that is similar enough to a 
controlled transaction such that no differences have a material 
effect on price.” Thus, adjustments are often required to either 
tested price or uncontrolled process.

Comparability standards

�2�(�&�'�� �U�X�O�H�V�� �S�H�U�P�L�W�� �F�R�Q�V�L�G�H�U�D�W�L�R�Q�� �R�I�� �E�X�V�L�Q�H�V�V�� �V�W�U�D�W�H�J�L�H�V�� �L�Q��
determining if results or transactions are comparable. Such 
strategies include market penetration, expansion of market 
share, cost or location savings, etc.
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�7�U�D�Q�V�D�F�W�L�R�Q�D�O���Q�H�W���P�D�U�J�L�Q���P�H�W�K�R�G

The transactional net margin method (TNMM) compares the 
�Q�H�W�� �S�U�R�¿�W�D�E�L�O�L�W�\�� �R�I�� �D�� �W�U�D�Q�V�D�F�W�L�R�Q���� �R�U�� �J�U�R�X�S�� �R�U�� �D�J�J�U�H�J�D�W�L�R�Q�� �R�I��
transactions, to that of another transaction, group or aggregation. 
�8�Q�G�H�U�� �7�1�0�0���� �X�V�H�� �R�I�� �D�F�W�X�D�O���� �Y�H�U�L�¿�D�E�O�H�� �W�U�D�Q�V�D�F�W�L�R�Q�V�� �L�V�� �J�L�Y�H�Q��
strong preference. However, in practice TNMM allows making 
computations for company-level aggregates of transactions. 
Thus, TNMM may in some circumstances function like U.S.CPM.

Terms

Contractual terms and transactions between parties are to be 
�U�H�V�S�H�F�W�H�G�� �X�Q�G�H�U�� �2�(�&�'�� �U�X�O�H�V�� �X�Q�O�H�V�V�� �E�R�W�K�� �W�K�H�� �V�X�E�V�W�D�Q�F�H�� �R�I�� �W�K�H��
transactions differs materially from those terms and following 
such terms would impede tax administration.

Adjustments

�2�(�&�'�� �U�X�O�H�V�� �J�H�Q�H�U�D�O�O�\�� �G�R�� �Q�R�W�� �S�H�U�P�L�W�� �W�D�[�� �D�X�W�K�R�U�L�W�L�H�V�� �W�R�� �P�D�N�H��
adjustments if prices charged between related parties are within 
�W�K�H���D�U�P�¶�V���O�H�Q�J�W�K���U�D�Q�J�H�����:�K�H�U�H���S�U�L�F�H�V���D�U�H���R�X�W�V�L�G�H���V�X�F�K���U�D�Q�J�H�����W�K�H��
prices may be adjusted to the most appropriate point. The burden 
of proof of the appropriateness of an adjustment is generally on 
the tax authority.

Documentation

�2�(�&�'�� �*�X�L�G�H�O�L�Q�H�V�� �G�R�� �Q�R�W�� �S�U�R�Y�L�G�H�� �V�S�H�F�L�¿�F�� �U�X�O�H�V�� �R�Q�� �W�K�H�� �Q�D�W�X�U�H��
of taxpayer documentation. Such matters are left to individual 
member nations.
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�(�F�R�Q�R�P�L�F���W�K�H�R�U�\

�7�U�D�Q�V�I�H�U���3�U�L�F�L�Q�J���Z�L�W�K���1�R���(�[�W�H�U�Q�D�O���0�D�U�N�H�W

The discussion in this section explains an economic theory behind 
optimal transfer pricing with optimal �G�H�¿�Q�H�G���D�V���W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J��
�W�K�D�W���P�D�[�L�P�L�]�H�V���R�Y�H�U�D�O�O���¿�U�P���S�U�R�¿�W�V���L�Q���D���Q�R�Q���U�H�D�O�L�V�W�L�F���Z�R�U�O�G���Z�L�W�K��
no taxes, no capital risk, no development risk, no externalities or 
any other frictions which existing the real world. In practice agree 
�D�W�� �P�D�Q�\�� �I�D�F�W�R�U�V�� �L�Q�À�X�H�Q�F�H�� �W�K�H�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�H�V�� �W�K�D�W�� �D�U�H�� �X�V�H�G�� �E�\��
multinational corporations, including performance measurement, 
capabilities of accounting systems, import quotas, customs 
�G�X�W�L�H�V�����9�$�7�����W�D�[�H�V���R�Q���S�U�R�¿�W�V�����D�Q�G�����L�Q���P�D�Q�\���F�D�V�H�V�����V�L�P�S�O�H���O�D�F�N���R�I��
attention to the pricing.

From marginal price determination theory, the optimum level 
of output is that where marginal cost equals marginal revenue. 
�7�K�D�W�� �L�V�� �W�R�� �V�D�\���� �D�� �¿�U�P�� �V�K�R�X�O�G�� �H�[�S�D�Q�G�� �L�W�V�� �R�X�W�S�X�W�� �D�V�� �O�R�Q�J�� �D�V�� �W�K�H��
marginal revenue from additional sales is greater than their 
marginal costs. In the diagram that follows, this intersection is 
represented by point A, which will yield a price of P*, given the 
demand at point B.

�:�K�H�Q���D���¿�U�P���L�V���V�H�O�O�L�Q�J���V�R�P�H���R�I���L�W�V���S�U�R�G�X�F�W���W�R���L�W�V�H�O�I�����D�Q�G���R�Q�O�\���W�R��
itself (i.e. there is no external market for that particular transfer 
good), then the picture gets more complicated, but the outcome 
remains the same. The demand curve remains the same. The 
optimum price and quantity remain the same. But marginal cost 
�R�I�� �S�U�R�G�X�F�W�L�R�Q�� �F�D�Q�� �E�H�� �V�H�S�D�U�D�W�H�G�� �I�U�R�P�� �W�K�H�� �¿�U�P�¶�V�� �W�R�W�D�O�� �P�D�U�J�L�Q�D�O��
costs. Likewise, the marginal revenue associated with the 
production division can be separated from the marginal revenue 
�I�R�U���W�K�H���W�R�W�D�O���¿�U�P�����7�K�L�V���L�V���U�H�I�H�U�U�H�G���W�R���D�V���W�K�H���1�H�W���0�D�U�J�L�Q�D�O���5�H�Y�H�Q�X�H��
in production (NMR) and is calculated as the marginal revenue 
�I�U�R�P���W�K�H���¿�U�P���P�L�Q�X�V���W�K�H���P�D�U�J�L�Q�D�O���F�R�V�W�V���R�I���G�L�V�W�U�L�E�X�W�L�R�Q��
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�7�U�D�Q�V�I�H�U���3�U�L�F�L�Q�J���Z�L�W�K���D���&�R�P�S�H�W�L�W�L�Y�H���(�[�W�H�U�Q�D�O���0�D�U�N�H�W

�,�W���F�D�Q���E�H���V�K�R�Z�Q���D�O�J�H�E�U�D�L�F�D�O�O�\���W�K�D�W���W�K�H���L�Q�W�H�U�V�H�F�W�L�R�Q���R�I���W�K�H���¿�U�P�¶�V��
marginal cost curve and marginal revenue curve (point A) must 
occur at the same quantity as the intersection of the production 
�G�L�Y�L�V�L�R�Q�¶�V�� �P�D�U�J�L�Q�D�O�� �F�R�V�W�� �F�X�U�Y�H�� �Z�L�W�K�� �W�K�H�� �Q�H�W�� �P�D�U�J�L�Q�D�O�� �U�H�Y�H�Q�X�H��
from production (point C).

If the production division is able to sell the transfer good in 
a competitive market (as well as internally), then again both 
must operate where their marginal costs equal their marginal 
�U�H�Y�H�Q�X�H�����I�R�U���S�U�R�¿�W���P�D�[�L�P�L�]�D�W�L�R�Q�����%�H�F�D�X�V�H���W�K�H���H�[�W�H�U�Q�D�O���P�D�U�N�H�W���L�V��
�F�R�P�S�H�W�L�W�L�Y�H�����W�K�H���¿�U�P���L�V���D���S�U�L�F�H���W�D�N�H�U���D�Q�G���P�X�V�W���D�F�F�H�S�W���W�K�H���W�U�D�Q�V�I�H�U��
price determined by market forces (their marginal revenue from 
transfer and demand for transfer products becomes the transfer 
price).If the market price is relatively high (as in Ptr1 in the 
�Q�H�[�W���G�L�D�J�U�D�P�������W�K�H�Q���W�K�H���¿�U�P���Z�L�O�O���H�[�S�H�U�L�H�Q�F�H���D�Q���L�Q�W�H�U�Q�D�O���V�X�U�S�O�X�V��
(excess internal supply) equal to the amount Qt1 minus Qf1. The 
�D�F�W�X�D�O���P�D�U�J�L�Q�D�O���F�R�V�W���F�X�U�Y�H���L�V���G�H�¿�Q�H�G���E�\���S�R�L�Q�W�V���$�����&�����'��

�7�U�D�Q�V�I�H�U���3�U�L�F�L�Q�J���Z�L�W�K���D�Q���,�P�S�H�U�I�H�F�W���(�[�W�H�U�Q�D�O���0�D�U�N�H�W

�,�I���W�K�H���¿�U�P���L�V���D�E�O�H���W�R���V�H�O�O���L�W�V���W�U�D�Q�V�I�H�U���J�R�R�G�V���L�Q���D�Q���L�P�S�H�U�I�H�F�W���P�D�U�N�H�W����
then it need not be a price taker. There are two markets each 
with its own price (Pf and Pt in the next diagram). The aggregate 
�P�D�U�N�H�W�� �L�V�� �F�R�Q�V�W�U�X�F�W�H�G�� �I�U�R�P�� �W�K�H�� �¿�U�V�W�� �W�Z�R���� �7�K�D�W�� �L�V���� �S�R�L�Q�W�� �&�� �L�V�� �D��
�K�R�U�L�]�R�Q�W�D�O���V�X�P�P�D�W�L�R�Q���R�I���S�R�L�Q�W�V���$���D�Q�G���%�����D�Q�G���O�L�N�H�Z�L�V�H���I�R�U���D�O�O���R�W�K�H�U��
points on the Net Marginal Revenue curves (NMRa). The total 
optimum quantity (Q) is the sum of Q f plus Qt.

�$�O�W�H�U�Q�D�W�L�Y�H���D�S�S�U�R�D�F�K�H�V���W�R���S�U�R�¿�W���D�O�O�R�F�D�W�L�R�Q

�$���I�U�H�T�X�H�Q�W�O�\���S�U�R�S�R�V�H���D�O�W�H�U�Q�D�W�L�Y�H���W�R���D�U�P�¶�V���O�H�Q�J�W�K���S�U�L�Q�F�L�S�O�H���E�D�V�H�G��
transfer pricing rules is formulary apportionment, under which 
�F�R�U�S�R�U�D�W�H�� �S�U�R�¿�W�V�� �D�U�H�� �D�O�O�R�F�D�W�H�G�� �D�F�F�R�U�G�L�Q�J�� �W�R�� �R�E�M�H�F�W�L�Y�H�� �P�H�W�U�L�F�V��
�R�I�� �D�F�W�L�Y�L�W�\�� �V�X�F�K�� �D�V�� �V�D�O�H�V���� �H�P�S�O�R�\�H�H�V���� �R�U�� �¿�[�H�G�� �D�V�V�H�W�V���� �6�R�P�H��
countries (including Canada and the United States) allocate 
taxing rights among their political subdivisions in this way, and 
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it has recommended by the European Commission for use within 
the European Union. According to the amicus curiae �E�U�L�H�I�����¿�O�H�G���E�\��
the attorneys general of Alaska, Montana, New Hampshire, and 
Oregon in support of the state of California in the U.S. Supreme 
Court case of Barclays Bank PLC v. Franchise Tax Board, the 
formulary apportionment method, which is also known as 
the unitary apportionment method, has at least three major 
advantage sover the separate accounting system when applied to 
multi-jurisdictional businesses. First, the unitary method captures 
the added value resulting from economic interdependencies of 
multistate and multinational corporations through their functional 
�L�Q�W�H�J�U�D�W�L�R�Q���� �&�H�Q�W�U�D�O�L�]�D�W�L�R�Q�� �R�I�� �P�D�Q�D�J�H�P�H�Q�W���� �D�Q�G�� �H�F�R�Q�R�P�L�H�V�� �R�I��
�V�F�D�O�H���� �$�� �X�Q�L�W�D�U�\�� �E�X�V�L�Q�H�V�V�� �D�O�V�R�� �E�H�Q�H�¿�W�V�� �I�U�R�P�� �P�R�U�H�� �L�Q�W�D�Q�J�L�E�O�H��
values share among its constituent parts, such as reputation, 
good will, customers and other business relationships.

Separate accounting, with its emphasis on carving out of the 
overall business only income from sources within a single state, 
ignores the value attributable to the integrated nature of the 
�E�X�V�L�Q�H�V�V�����<�H�W�����W�R���D���O�D�U�J�H���G�H�J�U�H�H�����W�K�H���Z�H�D�O�W�K�����S�R�Z�H�U�����D�Q�G���S�U�R�¿�W�V��
�R�I���W�K�H���Z�R�U�O�G�¶�V���O�D�U�J�H���P�X�O�W�L�Q�D�W�L�R�Q�D�O���H�Q�W�H�U�S�U�L�V�H�V���D�U�H���D�W�W�U�L�E�X�W�D�E�O�H���W�R��
the very fact that they are integrated, unitary businesses.

�$�V���R�Q�H���F�R�P�P�H�Q�W�D�W�R�U���K�D�V���H�[�S�O�D�L�Q�H�G��

To believe that multinational corporations do not maintain an 
advantage over independent corporations operating within a 
similar business sphere is to ignore the economic and political 
strength of the multinational giants. By attempting to treat those 
businesses which are in fact unitary as independent entities, 
separate accounting “operates in a universe of pretence; as in 
Alice in Wonderland, it turns reality into fancy and the pretends 
it is the real world” Because countries impose different corporate 
�W�D�[���U�D�W�H�V�����D���F�R�U�S�R�U�D�W�L�R�Q���W�K�D�W���K�D�V���D���J�R�D�O���R�I���P�L�Q�L�P�L�]�L�Q�J���W�K�H���R�Y�H�U�D�O�O��
taxes to be paid will set transfer prices to allocate more of the 
�Z�R�U�O�G�Z�L�G�H���S�U�R�¿�W���W�R���O�R�Z�H�U���W�D�[���F�R�X�Q�W�U�L�H�V�����0�D�Q�\���F�R�X�Q�W�U�L�H�V���D�W�W�H�P�S�W��
to impose penalties on corporations if the countries consider that 
�W�K�H�\�� �D�U�H�� �E�H�L�Q�J�� �G�H�S�U�L�Y�H�G�� �R�I�� �W�D�[�H�V�� �R�Q�� �R�W�K�H�U�Z�L�V�H�� �W�D�[�D�E�O�H�� �S�U�R�¿�W����
However, since the participating countries are sovereign entities, 
obtaining data and initiating meaning full actions to limit tax 
�D�Y�R�L�G�D�Q�F�H���L�V���K�D�U�G�����$���S�X�E�O�L�F�D�W�L�R�Q���R�I���W�K�H���2�U�J�D�Q�L�]�D�W�L�R�Q���I�R�U���(�F�R�Q�R�P�L�F��
�&�R���R�S�H�U�D�W�L�R�Q���D�Q�G���'�H�Y�H�O�R�S�P�H�Q�W�����2�(�&�'���� �V�W�D�W�H�V���� �³�7�U�D�Q�V�I�H�U���S�U�L�F�H�V��
�D�U�H���V�L�J�Q�L�¿�F�D�Q�W���I�R�U���E�R�W�K���W�D�[�S�D�\�H�U�V���D�Q�G���W�D�[���D�G�P�L�Q�L�V�W�U�D�W�L�R�Q�V���E�H�F�D�X�V�H��
they determine in large part the income and expenses, and 
�W�K�H�U�H�I�R�U�H�� �W�D�[�D�E�O�H�� �S�U�R�¿�W�V���� �R�I�� �D�V�V�R�F�L�D�W�H�G�� �H�Q�W�H�U�S�U�L�V�H�V�� �L�Q�� �G�L�I�I�H�U�H�Q�W��
tax jurisdictions.
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The Arm’s Length principle

If two unrelated companies trade with each other, a market price 
for the transaction will generally result. This is known as “arms-
length” trading, because it is the product of genuine negotiation 
in a market. This arm’s length price is usually considered to be 
acceptable for tax purposes.

But when two related companies trade with each other, they may 
�Z�L�V�K���W�R���D�U�W�L�¿�F�L�D�O�O�\���G�L�V�W�R�U�W���W�K�H���S�U�L�F�H���D�W���Z�K�L�F�K���W�K�H���W�U�D�G�H���L�V���U�H�F�R�U�G�H�G����
to minimize the overall tax bill. This might, for example, help it 
�U�H�F�R�U�G���D�V���P�X�F�K���R�I���L�W�V���S�U�R�¿�W���D�V���S�R�V�V�L�E�O�H���L�Q���D���W�D�[���K�D�Y�H�Q���Z�L�W�K���O�R�Z��
or zero taxes.

The example in the box illustrates how this is done. The “Arm’s 
Length” principle is supposed to stop this by ensuring that the 
prices are recorded as if the trades were conducted at ‘arm’s 
length.’ In practice, it is unworkable in many if not most situations: 
a lot of multinational corporate tax avoidance happens for this 
reason.

Consider what has happened in the example in the box with 
�:�R�U�O�G�� �,�Q�F���� �7�K�H�V�H�� �J�D�P�H�V�� �K�D�Y�H�� �Q�R�W�� �U�H�V�X�O�W�H�G�� �L�Q�� �P�R�U�H�� �H�I�¿�F�L�H�Q�W��
or cost- effective production, transport, distribution or retail 
processes in the real world. The end result is, instead, that 
�:�R�U�O�G�� �,�Q�F���� �K�D�V�� �V�K�L�I�W�H�G�� �L�W�V�� �S�U�R�¿�W�V�� �D�U�W�L�¿�F�L�D�O�O�\�� �R�X�W�� �R�I�� �E�R�W�K�� �$�I�U�L�F�D��
and the United States, and into a tax haven. As a result, tax 
�G�R�O�O�D�U�V���K�D�Y�H���E�H�H�Q���V�K�L�I�W�H�G���D�U�W�L�¿�F�L�D�O�O�\���D�Z�D�\���I�U�R�P���E�R�W�K���$�I�U�L�F�D�Q���D�Q�G��
�8���6�����W�D�[���D�X�W�K�R�U�L�W�L�H�V�����D�Q�G���K�D�Y�H���E�H�H�Q���F�R�Q�Y�H�U�W�H�G���L�Q�W�R���K�L�J�K�H�U���S�U�R�¿�W�V��
for the multinational. This is a core issue of tax justice – and 
unlike many issues which are considered to be either “developing 
country” issues or “developed country” issues – in this case the 
citizens of both rich and poor nations alike share a common set of 
concerns. Even so, developing countries are the most vulnerable 
to transfer mispricing by multinational corporations.

3OECD MODEL ON TRANSFER PRICING
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Transfer mispricing: traditional approaches

The conventional international approach to dealing with transfer 
mispricing is through the “arm’s length” principle: that a transfer 
price should be the same as if the two companies involved were 
indeed two unrelated parties negotiating in a normal market, 
and not part of the same corporate structure. The OECD and the 
United Nations Tax Committee have both endorsed the “arm’s 
length” principle, and it is widely used as the basis for bilateral 
treaties between governments.

Many companies strive to use the arm’s length principle faithfully. 
Many companies strive to move in exactly the opposite direction. 
In truth, however, the arm’s length principle is very hard to 
implement, even with the best intentions.

Imagine, for example, that two related parties are trading 
a tiny component for an aircraft engine, which is only made 
for that engine, and not made by anyone else. There are no 
market comparisons to be made, so the “arm’s length” price is 
not obvious. Or consider the case of a company’s brand. How 
much is the Shell Oil log o really worth? There is great scope for 
misunderstanding and for deliberate mispricing – providing much 
leeway for abuse, especially with regard to intellectual property 
such as patents, trademarks, and other proprietary information

The resulting damage from the prevalent “arm’s length” approach 
has been, and is, substantial. Governments around the world are 
systematically hobbled in their ability to collect revenues from 
the corporate tax system. Billions of dollars are wasted annually 
around the world on governmental enforcement efforts that have 
little chance of success, and on meeting expensive compliance 
requirements.

�$�O�W�H�U�Q�D�W�L�Y�H�� �D�S�S�U�R�D�F�K�H�V���� �X�Q�L�W�D�U�\�� �W�D�[�D�W�L�R�Q�� �Z�L�W�K�� �S�U�R�¿�W��
apportionment

While multinationals tend to favour the arm’s length principle 
as the basis for determining transfer pricing – it gives them 
tremendous leeway to minimize tax – academics, some public 
sector and private sector practitioners and, increasingly, non-
governmental organizations, favour an alternative approach: 
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combined reporting, with formulary apportionment and Unitary 
Taxation. This would prioritise the economic substance of a 
multinational and its transactions, instead of prioritising the legal 
form in which a multinational organizes itself and its transactions.

�7�K�H�V�H�� �W�H�U�P�V�� �P�D�\�� �V�H�H�P�� �F�R�P�S�O�H�[�� �D�Q�G�� �E�D�I�À�L�Q�J���� �E�X�W�� �W�K�H�� �E�D�V�L�F��
principles are quite straight forward, and the system is far simpler 
than the ineffective “arm’s length” method. While the arm’s 
length principle gives multinational companies leeway to decide 
�I�R�U���W�K�H�P�V�H�O�Y�H�V���Z�K�H�U�H���W�R���V�K�L�I�W���W�K�H�L�U���S�U�R�¿�W�V���� �W�K�H���X�Q�L�W�D�U�\�� �W�D�[�D�W�L�R�Q��
approach involves taxing the various parts of a multinational 
company based on what it is doing in the real world.

Unitary taxation originated in the United States over a century 
�D�J�R�����D�V���D���U�H�V�S�R�Q�V�H���W�R���W�K�H���G�L�I�¿�F�X�O�W�L�H�V���W�K�D�W���8���6�����V�W�D�W�H�V���Z�H�U�H���K�D�Y�L�Q�J��
in taxing railroads. How would these multi-jurisdictional corporate 
entities be taxed by each state? Gross receipts within the state 
? Assets? How should they tax the railroad’s rolling stock? In the 
state of incorporation, or in the states in which it was used?

Transactions subject to Transfer pricing

The following are some of the typical international transactions 
which are governed by the transfer pricing rules:

�¾	 �6�D�O�H���R�I���¿�Q�L�V�K�H�G���J�R�R�G�V��

�¾	 �3�X�U�F�K�D�V�H���R�I���U�D�Z���P�D�W�H�U�L�D�O��

�¾	 �3�X�U�F�K�D�V�H���R�I���¿�[�H�G���D�V�V�H�W�V��

�¾	 Sale or purchase of machinery etc.

�¾	 Sale or purchase of Intangibles.

�¾	 �5�H�L�P�E�X�U�V�H�P�H�Q�W���R�I���H�[�S�H�Q�V�H�V���S�D�L�G���U�H�F�H�L�Y�H�G��

�¾	 �,�7���(�Q�D�E�O�H�G���V�H�U�Y�L�F�H�V��

�¾	 �6�X�S�S�R�U�W���V�H�U�Y�L�F�H�V��

�¾	 �6�R�I�W�Z�D�U�H���'�H�Y�H�O�R�S�P�H�Q�W���V�H�U�Y�L�F�H�V��

�¾	 �7�H�F�K�Q�L�F�D�O���6�H�U�Y�L�F�H���I�H�H�V��
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�¾	 �0�D�Q�D�J�H�P�H�Q�W���I�H�H�V��

�¾	 �5�R�\�D�O�W�\���I�H�H��

�¾	 �&�R�U�S�R�U�D�W�H���*�X�D�U�D�Q�W�H�H���I�H�H�V��

�¾	 Loan received or paid.

Purposes of Transfer Pricing

The key objectives behind having transfer pricing are:

�¾	 �*�H�Q�H�U�D�W�L�Q�J�� �V�H�S�D�U�D�W�H�� �S�U�R�¿�W�� �I�R�U�� �H�D�F�K�� �R�I�� �W�K�H�� �G�L�Y�L�V�L�R�Q�V�� �D�Q�G��
enabling performance evaluation of each division separately.

�¾	 �7�U�D�Q�V�I�H�U�� �S�U�L�F�H�V�� �Z�R�X�O�G�� �D�I�I�H�F�W�� �Q�R�W�� �M�X�V�W�� �W�K�H�� �U�H�S�R�U�W�H�G�� �S�U�R�¿�W�V��
of every centre, but would also affect the allocation of a 
company’s resources (Cost incurred by one centre will be 
considered as the resources utilized by them).

Why Organizations need to understand Transfer Pricing

For the purpose of management accounting and reporting, 
multinational companies (MNCs) have some amount of discretion 
�Z�K�L�O�H�� �G�H�¿�Q�L�Q�J�� �K�R�Z�� �W�R�� �G�L�V�W�U�L�E�X�W�H�� �W�K�H�� �S�U�R�¿�W�V�� �D�Q�G�� �H�[�S�H�Q�V�H�V�� �W�R��
the subsidiaries located in various countries. Sometimes a 
subsidiary of a company might be divided into segments or 
might be accounted for as a standalone business. In these cases, 
transfer pricing helps in allocating revenue and expenses to such 
subsidiaries in the right manner.

�7�K�H���S�U�R�¿�W�D�E�L�O�L�W�\���R�I���D���V�X�E�V�L�G�L�D�U�\���G�H�S�H�Q�G�V���R�Q���S�U�L�F�H�V���D�W���Z�K�L�F�K���W�K�H��
inter-company transactions occur. These days the inter-company 
transactions are facing increased scrutiny by the governments. 
Here, when transfer pricing is applied, it could impact shareholders 
�Z�H�D�O�W�K���D�V���W�K�L�V���L�Q�À�X�H�Q�F�H�V���F�R�P�S�D�Q�\�¶�V���W�D�[�D�E�O�H���L�Q�F�R�P�H���D�Q�G���L�W�V���D�I�W�H�U��
�W�D�[�����I�U�H�H���F�D�V�K���À�R�Z��

It is important that a business having cross-border intercompany 
transactions should understand transfer pricing concept, 
particularly for the compliance requirements as per law and to 
eliminate the risks of non-compliance.
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Provisions in the Income Tax Statute

�7�R�� �U�H�V�W�U�L�F�W�� �W�K�H�V�H�� �N�L�Q�G�V�� �R�I�� �W�K�H�� �D�F�W�L�Y�L�W�L�H�V���� �¿�Q�D�Q�F�H�� �$�F�W���� ���������� �K�D�V��
�L�Q�W�U�R�G�X�F�H�G���V�H�F�W�L�R�Q�������$���W�R�������)���X�Q�G�H�U���W�K�H���,�Q�F�R�P�H���7�D�[���$�F�W��������������
which is also known as “transfer pricing”. A separate code 
�R�Q�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �X�Q�G�H�U�� �6�H�F�W�L�R�Q�V�� ������ �W�R�� �����)�� �R�I�� �W�K�H�� �,�Q�G�L�D�Q��
�,�Q�F�R�P�H�� �7�D�[�� �$�F�W���� ���������� ���W�K�H�� �$�F�W���� �F�R�Y�H�U�V�� �L�Q�W�U�D���J�U�R�X�S�� �F�U�R�V�V��
�E�R�U�G�H�U�� �W�U�D�Q�V�D�F�W�L�R�Q�V�� �Z�K�L�F�K�� �L�V�� �D�S�S�O�L�F�D�E�O�H�� �I�U�R�P�� ���� �$�S�U�L�O�� ���������� �D�Q�G��
�V�S�H�F�L�¿�H�G���G�R�P�H�V�W�L�F���W�U�D�Q�V�D�F�W�L�R�Q�V���Z�K�L�F�K���L�V���D�S�S�O�L�F�D�E�O�H���I�U�R�P������ �$�S�U�L�O��
������������ �6�L�Q�F�H�� �W�K�H�� �L�Q�W�U�R�G�X�F�W�L�R�Q�� �R�I�� �W�K�H�� �F�R�G�H���� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �K�D�V��
become the most important international tax issue affecting 
multinational enterprises operating in India. The regulations are 
broadly based on the Organization for Economic Co-operation 
and Development (OECD) Guidelines and describe the various 
transfer pricing methods, impose extensive annual transfer 
pricing documentation requirements, and contain harsh penal 
provisions for non-compliance.

The Indian Transfer Pricing Code prescribes that income arising 
�I�U�R�P���L�Q�W�H�U�Q�D�W�L�R�Q�D�O���W�U�D�Q�V�D�F�W�L�R�Q�V���R�U���V�S�H�F�L�¿�H�G���G�R�P�H�V�W�L�F���W�U�D�Q�V�D�F�W�L�R�Q�V��
between associated enterprises should be computed having 
�U�H�J�D�U�G�� �W�R�� �W�K�H�� �D�U�P�¶�V���O�H�Q�J�W�K�� �S�U�L�F�H���� �,�W�� �K�D�V�� �E�H�H�Q�� �F�O�D�U�L�¿�H�G�� �W�K�D�W�� �D�Q�\��
allowance for an expenditure or interest or allocation of any cost 
�R�U���H�[�S�H�Q�V�H���D�U�L�V�L�Q�J���I�U�R�P���D�Q���L�Q�W�H�U�Q�D�W�L�R�Q�D�O���W�U�D�Q�V�D�F�W�L�R�Q���R�U���V�S�H�F�L�¿�H�G��
domestic transaction also shall be determined having regard to 
�W�K�H���D�U�P�¶�V���O�H�Q�J�W�K���S�U�L�F�H�����7�K�H���$�F�W���G�H�¿�Q�H�V���W�K�H���W�H�U�P�V���µ�L�Q�W�H�U�Q�D�W�L�R�Q�D�O��
�W�U�D�Q�V�D�F�W�L�R�Q�V�¶���� �µ�V�S�H�F�L�¿�H�G�� �G�R�P�H�V�W�L�F�� �W�U�D�Q�V�D�F�W�L�R�Q�V�¶���� �µ�D�V�V�R�F�L�D�W�H�G��
enterprises’ and ‘arm’s-length price’.

Transfer Pricing Methodologies

The OECD (The Organization for Economic Co-operation and 
Development) Guidelines discusses the transfer pricing methods 
which could be used for examining the arms-length price of the 
controlled transactions. Here, arms- length price refers to the 
price which is applied or proposed or charged when unrelated 
parties enter into similar transactions in an uncontrolled condition.

The following are three of the most commonly used transfer 
pricing methodologies:
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For the purpose of understanding, associated enterprises refer 
to an enterprise which directly or indirectly participates in the 
management or capital or control of another enterprise.

Comparable Uncontrolled Price (CUP) Method

Under CUP method, a price which is charged in an uncontrolled 
�W�U�D�Q�V�D�F�W�L�R�Q�� �E�H�W�Z�H�H�Q�� �W�K�H�� �F�R�P�S�D�U�D�E�O�H�� �¿�U�P�V�� �L�V�� �U�H�F�R�J�Q�L�]�H�G�� �D�Q�G��
�H�Y�D�O�X�D�W�H�G���Z�L�W�K���D���Y�H�U�L�¿�H�G���H�Q�W�L�W�\���S�U�L�F�H���I�R�U���G�H�W�H�U�P�L�Q�L�Q�J���W�K�H���$�U�P�¶�V��
Length Price.

Example:

A Ltd. (India)
�5�H�À�Q�L�Q�J���D�Q�G���6�D�O�H��

�R�U���P�H�W�D�O

B Ltd. (USA) (AE)

C Ltd. (USA) (Non-AE)�3�X�U�F�K�D�V�H���R�I���F�U�X�G�H���P�H�W�D�O

�$���/�W�G�����S�X�U�F�K�D�V�H�V�����������������0�7���P�H�W�D�O���I�U�R�P���%���/�W�G�����L�W�V���V�X�E�V�L�G�L�D�U�\���#���,�1�5��
�����������������0�7�����$�O�V�R���S�X�U�F�K�D�V�H���I�U�R�P���&���/�W�G�����������������0�7���#���,�1�5����������������
�0�7�����$���/�W�G�����U�H�F�H�L�Y�H�G���G�L�V�F�R�X�Q�W���R�I���,�1�5�����������0�7���D�V���T�X�D�Q�W�L�W�\���G�L�V�F�R�X�Q�W��
�I�U�R�P���%���/�W�G�����%���/�W�G�����D�O�O�R�Z�V���F�U�H�G�L�W���R�I���R�Q�H���P�R�Q�W�K���D�W���������������S�P�����7�K�H��
transaction with B Ltd. is at FOB (Free on board) whereas with C 
Ltd. is at CIF (Cost, Insurance, and Freight). The cost of freight 
�D�Q�G���,�Q�V�X�U�D�Q�F�H���L�V���,�1�5�����������������+�H�U�H�����W�K�H���W�H�U�P�V���R�I���W�U�D�Q�V�D�F�W�L�R�Q�V���D�U�H��
not same and hence, it has affected the cost of the crude metal. 
Hence, adjustments are needed.

Adjustments required for differences in;

����	 �4�X�D�Q�W�L�W�\�� �G�L�V�F�R�X�Q�W���� �,�Q�� �F�D�V�H�� �V�L�P�L�O�D�U�� �G�L�V�F�R�X�Q�W�� �L�V�� �R�I�I�H�U�H�G�� �E�\�� �&��
Ltd., the price that was charged by C Ltd. would have been 
�O�R�Z�H�U���E�\���,�1�5���������0�7��

����	 �)�U�H�L�J�K�W���	���,�Q�V�X�U�D�Q�F�H�����)�2�%���9�V���&�,�)�������,�Q�F�D�V�H���W�K�H���S�X�U�F�K�D�V�H���I�U�R�P��
C Ltd. was also on FOB, then price charged by C Ltd. would 
�K�D�Y�H���E�H�H�Q���O�H�V�V�H�U�����+�H�Q�F�H�����W�K�H���F�R�V�W���R�I���I�U�H�L�J�K�W���	���L�Q�V�X�U�D�Q�F�H���P�X�V�W��
be reduced from purchase price.
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3.	 Credit period: In case the similar credit was offered by C 
Ltd., then price charged by them would have been more 
�D�I�W�H�U���I�D�F�W�R�U�L�Q�J���V�X�F�K���F�R�V�W�����+�H�Q�F�H�����������������S�P���P�X�V�W���E�H���D�G�G�H�G��
to the purchase price. Computation of Arm’s length price:

Particulars Price per MT
�,�1�5��������������

Price/MT

Adjustments:

�/�H�V�V�����4�X�D�Q�W�L�W�\���G�L�V�F�R�X�Q�W ����������

�/�H�V�V�����)�U�H�L�J�K�W���	���,�Q�V�X�U�D�Q�F�H���&�R�V�W ������������

Add: Interest for credit �������������������������
��������������

Arm’s length price/MT �,�1�5��������������

This method is most reliable and is considered as a direct way of 
applying arms- length principle and for determining the prices for 
related party transactions. However, while considering whether 
the controlled and uncontrolled transactions are comparable, 
high care has to be taken. Hence, this way of arriving at transfer 
price isn’t applied unless products or services meet the stringent 
requirements of the high comparability.

Resale Price Method or Resale Minus Method

In this method, it takes the prices at which the associated 
enterprise sells its product to the third party. This price is referred 
to as the resale price. The gross margin which is determined 
by comparing the gross margins in a comparable uncontrolled 
transaction is then reduced from this resale price. After this, costs 
which are associated with the purchase of such product such 
as the customs duty are deducted. What remains is considered 
as arm’s length price for a controlled transaction between the 
associated enterprises.

Example:

A Ltd is a dealer in IT products. A Ltd. had purchased desktops 
from a related party, B Ltd and also from a non-related party C 
Ltd.
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Particulars B Ltd. (AE) C Ltd. (Non-AE)

Purchase price of A Ltd. �,�1�5���������������� �,�1�5��������������

Sales Price of A Ltd. �,�1�5�������������� �,�1�5��������������

Other Expenses incurred by A Ltd �,�1�5�������� �,�1�5��������

Gross Margin
Calculation of Arm’s length price

������������ ������������

Particulars Amount

Sale Price in India ������������

Less: Expenses related to B Ltd. �,�1�U��������

�/�H�V�V�����5�H�V�D�O�H���0�D�U�J�L�Q���#���������������,�1�5��������

Arm’s length price �,�1�5�������������� �o	�Price which sould have 
been paid

Price paid to B Ltd. �,�1�5�������������� �o	��Price which is actually 
paid

Cost Plus Method

With Cost Plus Method, you emphasize on costs of the supplier 
of goods or services in the controlled transaction. Once you’re 
aware of the costs, you need to add a mark-up. This mark-
�X�S�� �P�X�V�W�� �U�H�À�H�F�W�� �W�K�H�� �S�U�R�¿�W�� �I�R�U�� �W�K�H�� �D�V�V�R�F�L�D�W�H�G�� �H�Q�W�H�U�S�U�L�V�H�� �R�Q��
basis of risks and functions performed. The result is the arm’s’ 
length price. Generally, the mark-up in the cost plus method 
would be calculated after the direct and indirect cost related to 
production or supply is considered. But, operating expenses of 
an enterprise(like overhead expenses)aren’t part of this mark-
up.

Example

Associated Enterprise-A, a computer manufacturer in Thailand, 
manufactures under a contract for Associated Enterprise B. 
Associated Enterprise B would instruct Associated Enterprise-A 
about quantity and quality of computers to be manufactured. 
The Associated Enterprise-A would be guaranteed of its sales to 
Associated Enterprise B and would have little or no risk.

�/�H�W�¶�V���D�V�V�X�P�H���W�K�D�W���&�R�V�W���R�I���J�R�R�G�V���V�R�O�G���L�V���,�1�5�������������������$�O�V�R�����D�V�V�X�P�H��
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that the arm’s length mark-up which Associated Enterprise-A 
�V�K�R�X�O�G�� �H�D�U�Q�� �L�V�� ���������� �7�K�H�� �U�H�V�X�O�W�L�Q�J�� �D�U�P�¶�V�� �O�H�Q�J�W�K�� �S�U�L�F�H�� �E�H�W�Z�H�H�Q��
Associated Enterprise-A and Associated Enterprise B is INR 
�����������������L���H�����,�1�5�����������������[��������������������������

Domestic Transactions

�8�Q�W�L�O�� �¿�Q�D�Q�F�L�D�O�� �\�H�D�U�� ���)�<���� ������������������ �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �U�H�J�X�O�D�W�L�R�Q�V��
were not applicable to domestic transactions. However, The 
�)�L�Q�D�Q�F�H�� �$�F�W�� ���������� �K�D�V�� �H�[�W�H�Q�G�H�G�� �W�K�H�� �D�S�S�O�L�F�D�W�L�R�Q�� �R�I�� �W�U�D�Q�V�I�H�U��
�S�U�L�F�L�Q�J���U�H�J�X�O�D�W�L�R�Q�V���W�R���µ�V�S�H�F�L�¿�H�G���G�R�P�H�V�W�L�F���W�U�D�Q�V�D�F�W�L�R�Q�V�¶�����E�H�L�Q�J���W�K�H��
following transactions with certain related domestic parties, if 
�W�K�H���D�J�J�U�H�J�D�W�H���Y�D�O�X�H���R�I���V�X�F�K���W�U�D�Q�V�D�F�W�L�R�Q�V���H�[�F�H�H�G�V���,�1�5�����F�U�R�U�H��

�7�U�D�Q�V�D�F�W�L�R�Q�V�� �Z�K�L�F�K�� �D�U�H�� �F�R�Y�H�U�H�G�� �X�Q�G�H�U�� �W�K�H�� �6�S�H�F�L�¿�H�G�� �'�R�P�H�V�W�L�F��
Transactions include:

Expenditures in which payment has been made or would be 
made to:

a.	 A director

b.	 A relative of the director

c.	 An entity where a director or the company has the voting 
�L�Q�W�H�U�H�V�W���H�[�F�H�H�G�L�Q�J��������

�¾	 Transactions which relates to transfer of goods or 
�V�H�U�Y�L�F�H�V�� �S�U�R�Y�L�G�H�G�� �L�Q�� �6�H�F�W�L�R�Q�� �������,�$�� �������� �	�� ���������� ���L���H����
�G�H�G�X�F�W�L�R�Q�V�� �Z�K�L�F�K�� �D�U�H�� �U�H�O�D�W�H�G�� �W�R�� �S�U�R�¿�W�V�� �D�Q�G�� �J�D�L�Q�V�� �I�U�R�P��
enterprises engaged in infrastructure development or 
industrial undertakings, producers and distributors of 
power or Telecommunication Service Providers). SDT is 
also applicable to the transactions between the entity 
located in a tax holiday area, and the one which is 
situated in a non-tax holiday area in case both are under 
same management structure.

�¾	 For undertakings which are established in SEZs (special 
economic zones), free trade zone or EOUs (export-
oriented units) involving transfer of goods and services 
to another unit under same management at the non-
market prices.
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�7�K�H���D�E�R�Y�H���W�U�D�Q�V�D�F�W�L�R�Q�V���Z�R�X�O�G���E�H���W�U�H�D�W�H�G���D�V���6�S�H�F�L�¿�H�G���'�R�P�H�V�W�L�F��
Transactions only if the aggregate value of such transactions 
�H�[�F�H�H�G�V���,�1�5�������F�U�R�U�H��

Any expenditure with respect to which deduction is claimed while 
�F�R�P�S�X�W�L�Q�J���S�U�R�¿�W�V���D�Q�G���J�D�L�Q�V���R�I���E�X�V�L�Q�H�V�V���R�U���S�U�R�I�H�V�V�L�R�Q��

�$�Q�\���W�U�D�Q�V�D�F�W�L�R�Q���U�H�O�D�W�H�G���W�R���E�X�V�L�Q�H�V�V�H�V���H�O�L�J�L�E�O�H���I�R�U���S�U�R�¿�W���O�L�Q�N�H�G���W�D�[��
�L�Q�F�H�Q�W�L�Y�H�V���� �I�R�U�� �H�[�D�P�S�O�H���� �L�Q�I�U�D�V�W�U�X�F�W�X�U�H���I�D�F�L�O�L�W�L�H�V�� ���6�H�F�W�L�R�Q���������,�$����
�D�Q�G���6�(�=���X�Q�L�W�V�����V�H�F�W�L�R�Q�������$�$����

�$�Q�\���R�W�K�H�U���W�U�D�Q�V�D�F�W�L�R�Q�V���D�V���P�D�\���E�H���V�S�H�F�L�¿�H�G�����7�K�L�V���D�P�H�Q�G�P�H�Q�W���L�V��
�D�S�S�O�L�F�D�E�O�H���I�U�R�P���)�<��������������������

�'�H�¿�Q�L�W�L�R�Q���R�I���$�V�V�R�F�L�D�W�H�G���H�Q�W�H�U�S�U�L�V�H�V

�7�K�H�� �U�H�O�D�W�L�R�Q�V�K�L�S�� �R�I�� �D�V�V�R�F�L�D�W�H�G�� �H�Q�W�H�U�S�U�L�V�H�V�� ���$�(�V���� �L�V�� �G�H�¿�Q�H�G�� �E�\��
�6�H�F�W�L�R�Q�� �����$�� �R�I�� �W�K�H�� �$�F�W�� �W�R�� �F�R�Y�H�U�� �G�L�U�H�F�W���,�Q�G�L�U�H�F�W�� �S�D�U�W�L�F�L�S�D�W�L�R�Q�� �L�Q��
the management, Control or capital of an enterprise by another 
enterprise. It also covers situations in which the same person 
(directly or indirectly) participates in the management, control 
or capital of both the enterprises. For the purposes of the above 
�G�H�¿�Q�L�W�L�R�Q�����F�H�U�W�D�L�Q���V�S�H�F�L�¿�F���S�D�U�D�P�H�W�H�U�V���K�D�Y�H���E�H�H�Q���O�D�L�G���G�R�Z�Q���E�D�V�H�G��
on which two enterprises would be deemed as AEs.

These parameters include:

�'�L�U�H�F�W���� �,�Q�G�L�U�H�F�W�� �K�R�O�G�L�Q�J�� �R�I�� �������� �R�U�� �P�R�U�H�� �Y�R�W�L�Q�J�� �S�R�Z�H�U�� �L�Q�� �D�Q��
enterprise by the other enterprise or in both the enterprises by 
the same person.

�$�G�Y�D�Q�F�H�P�H�Q�W���R�I���D���O�R�D�Q�����E�\���D�Q���H�Q�W�H�U�S�U�L�V�H�����W�K�D�W���F�R�Q�V�W�L�W�X�W�H�V����������
or more of the total book value of the assets of the borrowing 
enterprise.

�*�X�D�U�D�Q�W�H�H���E�\���D�Q���H�Q�W�H�U�S�U�L�V�H���I�R�U�����������R�U���P�R�U�H���R�I���W�R�W�D�O���E�R�U�U�R�Z�L�Q�J�V��
of the other enterprise.

�$�S�S�R�L�Q�W�P�H�Q�W�� �E�\�� �D�Q�� �H�Q�W�H�U�S�U�L�V�H�� �R�I�� �P�R�U�H�� �W�K�D�Q�� �������� �R�I�� �W�K�H�� �E�R�D�U�G��
of directors or one or more executive directors of the other 
�H�Q�W�H�U�S�U�L�V�H���R�U���W�K�H���D�S�S�R�L�Q�W�P�H�Q�W���R�I���V�S�H�F�L�¿�H�G���G�L�U�H�F�W�R�U�V�K�L�S�V���R�I���E�R�W�K��
enterprises by the same person.
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Complete dependence of an enterprise (in carrying on its 
business) on the intellectual property licensed to it by the other 
enterprise.

Substantial purchase of raw material/sale of manufactured 
goods by an enterprise from/to the other enterprise at prices 
�D�Q�G���F�R�Q�G�L�W�L�R�Q�V���L�Q�À�X�H�Q�F�H�G���E�\���W�K�H���O�D�W�W�H�U��

The existence of any prescribed relationship of mutual interest.

Furthermore, in certain cases, a transaction between an 
enterprise and a third party may be deemed to be a transaction 
between AEs if there exists a prior agreement in relation to such 
transaction between the third party and an AE or if the terms 
of such transaction are determined in substance between the 
third party and an AE. Accordingly, this rule aims to counter any 
move by taxpayers to avoid the transfer pricing regulations by 
interposing third parties between group entities.

The arm’s-length principle and pricing methodologies

�7�K�H�� �W�H�U�P�� �µ�D�U�P�¶�V���O�H�Q�J�W�K�� �S�U�L�F�H�¶�� �L�V�� �G�H�¿�Q�H�G�� �E�\�� �6�H�F�W�L�R�Q�� �����)�� �R�I�� �W�K�H��
Act to mean a price that is applied or is proposed to be applied 
to transactions between persons other than AEs in uncontrolled 
conditions. The following methods have been prescribed by 
�6�H�F�W�L�R�Q�������&���R�I���W�K�H���$�F�W���I�R�U���W�K�H���G�H�W�H�U�P�L�Q�D�W�L�R�Q���R�I���W�K�H���D�U�P�¶�V�����O�H�Q�J�W�K��
price:

Comparable uncontrolled price (CUP) method.

�¾	 Resale price method (RPM).

�¾	 Cost plus method (CPM).

�¾	 �3�U�R�¿�W���V�S�O�L�W���P�H�W�K�R�G�����3�6�0����

�¾	 Transactional net margin method (TNMM).

�¾	 Such other methods as may be prescribed.

�,�Q���W�K�L�V���U�H�J�D�U�G�����7�K�H���&�H�Q�W�U�D�O���%�R�D�U�G���R�I���'�L�U�H�F�W���7�D�[�H�V���K�D�V���Q�R�W�L�¿�H�G���W�K�D�W��
the ‘other method’fordeterminationofthearm’s-lengthpriceinrelat
iontoaninternational transaction shall be any method which takes 
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into account the price which has been charged or paid, or would 
have been charged or paid, for the same or similar uncontrolled 
transaction, with or between non-associated enterprises, under 
similar circumstances, considering all the relevant facts. The 
�µ�R�W�K�H�U���P�H�W�K�R�G�¶���V�K�D�O�O���D�S�S�O�\���W�R���)�<�������������������D�Q�G���V�X�E�V�H�T�X�H�Q�W���\�H�D�U�V����
However, For domestic transaction there is no “other method” as 
�E�H�H�Q���S�U�H�V�F�U�L�E�H�G���E�\���&�%�'�7���V�R���I�D�U���Z�K�L�F�K���K�D�V���U�H�V�X�O�W�H�G���L�Q���G�L�I�¿�F�X�O�W�\���L�Q��
determination of Arm Length Price in various cases. No particular 
method has been accorded a greater or lesser priority. The most 
appropriate method for a particular transaction would need to be 
determined having regard to the nature of the transaction, Class 
of transaction or associated persons and functions performed by 
such persons, as well as other relevant factors.

The regulations require a taxpayer to determine an arm’s-
�O�H�Q�J�W�K���S�U�L�F�H���I�R�U���L�Q�W�H�U�Q�D�W�L�R�Q�D�O���W�U�D�Q�V�D�F�W�L�R�Q�V���R�U���V�S�H�F�L�¿�H�G���G�R�P�H�V�W�L�F��
transactions. It further provides that where more than one arm’s-
length price is determined by applying the most appropriate 
transfer pricing method, the arithmetic mean (average) of 
such prices shall be the arm’s-length price of the international 
�W�U�D�Q�V�D�F�W�L�R�Q���R�U���V�S�H�F�L�¿�H�G���G�R�P�H�V�W�L�F���W�U�D�Q�V�D�F�W�L�R�Q�V�����$�F�F�R�U�G�L�Q�J�O�\�����7�K�H��
Indian regulations do not recognize the concept of arm’s-length 
range but requires the determination of a single arm’s-length 
price.

�+�R�Z�H�Y�H�U���� �V�R�P�H�� �À�H�[�L�E�L�O�L�W�\�� �K�D�V�� �E�H�H�Q�� �H�[�W�H�Q�G�H�G�� �W�R�� �W�D�[�S�D�\�H�U�V�� �E�\��
�D�O�O�R�Z�L�Q�J���D���U�D�Q�J�H���E�H�Q�H�¿�W���Z�K�L�F�K���P�D�\���E�H���H�[�W�H�Q�G�H�G���X�S���W�R���P�D�[�L�P�X�P��
�������� �$�F�F�R�U�G�L�Q�J�O�\���� �L�I�� �W�K�H�� �Y�D�U�L�D�W�L�R�Q�� �E�H�W�Z�H�H�Q�� �W�K�H�� �D�U�P�¶�V���O�H�Q�J�W�K��
price and the price at which the transaction has actually been 
�X�Q�G�H�U�W�D�N�H�Q���G�R�H�V���Q�R�W���H�[�F�H�H�G���W�K�H���V�S�H�F�L�¿�H�G���U�D�Q�J�H���R�I���W�K�H���O�D�W�W�H�U�����W�K�H��
price at which the transaction has actually been undertaken shall 
�E�H���G�H�H�P�H�G���W�R���E�H���W�K�H���D�U�P�¶�V���O�H�Q�J�W�K���S�U�L�F�H�����7�K�H�U�H�I�R�U�H�����W�K�H���E�H�Q�H�¿�W���R�I��
the range would be available only if the arm’s-length price falls 
�Z�L�W�K�L�Q�� �W�K�H�� �V�S�H�F�L�¿�H�G�� �U�D�Q�J�H�� �R�I�� �W�K�H�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�H���� �7�K�L�V���� �,�Q�� �W�X�U�Q����
�Z�R�X�O�G�� �K�D�Y�H�� �W�K�H�� �H�I�I�H�F�W�� �R�I�� �G�L�V�D�O�O�R�Z�L�Q�J�� �W�K�H�� �E�H�Q�H�¿�W�� �W�R�� �D�� �W�D�[�S�D�\�H�U��
where variation between the arm’s-length price and transfer 
�S�U�L�F�H�� �R�I�� �W�K�H�� �W�D�[�S�D�\�H�U�� �H�[�F�H�H�G�V�� �W�K�H�� �V�S�H�F�L�¿�H�G�� �U�D�Q�J�H���� �O�H�D�G�L�Q�J�� �W�R��
a transfer pricing adjustment even though the transfer price is 
�R�Q�O�\���P�D�U�J�L�Q�D�O�O�\���R�X�W�V�L�G�H���W�K�H���U�D�Q�J�H���E�H�Q�H�¿�W��

The transfer pricing provisions will not apply if the arm’s-
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length price would result in a downward revision in the income 
chargeable to tax in India.

Documentation requirements

Taxpayers are required to maintain, on an annual basis, A set 
of extensive information and documents relating to international 
�W�U�D�Q�V�D�F�W�L�R�Q�V�� �X�Q�G�H�U�W�D�N�H�Q�� �Z�L�W�K�� �$�(�V�� �R�U�� �V�S�H�F�L�¿�H�G�� �G�R�P�H�V�W�L�F��
�W�U�D�Q�V�D�F�W�L�R�Q�V�����5�X�O�H�������'���R�I���W�K�H���,�Q�F�R�P�H���7�D�[���5�X�O�H�V���������������S�U�H�V�F�U�L�E�H�V��
detailed information and documentation that has to be maintained 
by the taxpayer. Such requirements can broadly be divided into 
two parts.

�7�K�H���¿�U�V�W���S�D�U�W���R�I���W�K�H���U�X�O�H���O�L�V�W�V���P�D�Q�G�D�W�R�U�\���G�R�F�X�P�H�Q�W�V���,�Q�I�R�U�P�D�W�L�R�Q��
that a taxpayer must maintain likewise, the second part of the 
rule requires that adequate documentation be maintained that 
substantiates the information/analysis/Studies documented 
�X�Q�G�H�U�� �W�K�H�� �¿�U�V�W�� �S�D�U�W�� �R�I�� �W�K�H�� �U�X�O�H���� �7�K�H�� �V�H�F�R�Q�G�� �S�D�U�W�� �D�O�V�R�� �F�R�Q�W�D�L�Q�V��
a recommended list of such supporting documents, Including 
government publications, reports, studies, technical publications/
market research studies undertaken by reputable institutions, 
Price publications, Relevant agreements, contracts and 
correspondence.

Taxpayers having aggregate international transactions below the 
�S�U�H�V�F�U�L�E�H�G�� �W�K�U�H�V�K�R�O�G�� �R�I�� �,�1�5�� ������ �P�L�O�O�L�R�Q�� �D�Q�G�� �V�S�H�F�L�¿�H�G�� �G�R�P�H�V�W�L�F��
�W�U�D�Q�V�D�F�W�L�R�Q�V�� �E�H�O�R�Z�� �W�K�H�� �W�K�U�H�V�K�R�O�G�� �R�I�� �,�1�5�� ������ �P�L�O�O�L�R�Q�� �D�U�H�� �U�H�O�L�H�Y�H�G��
from maintaining the prescribed documentation. However, even 
in these cases, It is imperative that the documentation maintained 
should be adequate to substantiate the arm’s- length price of the 
�L�Q�W�H�U�Q�D�W�L�R�Q�D�O���W�U�D�Q�V�D�F�W�L�R�Q�V���R�U���V�S�H�F�L�¿�H�G���G�R�P�H�V�W�L�F���W�U�D�Q�V�D�F�W�L�R�Q�V��

All prescribed documents and information have to be 
contemporaneously maintained (to the extent possible) and must 
�E�H���L�Q���S�O�D�F�H���E�\�� �W�K�H���G�X�H���G�D�W�H���R�I���W�K�H���W�D�[���U�H�W�X�U�Q���¿�O�L�Q�J���� �&�R�P�S�D�Q�L�H�V��
to whom transfer pricing regulations are applicable are currently 
�U�H�T�X�L�U�H�G�� �W�R�� �¿�O�H�� �W�K�H�L�U�� �W�D�[�� �U�H�W�X�U�Q�V�� �R�Q�� �R�U�� �E�H�I�R�U�H�� ������ �1�R�Y�H�P�E�H�U��
following the close of the relevant tax year. The prescribed 
documents must be maintained for a period of nine years from 
the end of the relevant tax year and must be updated annually 
on an ongoing basis. The documentation requirements are also 
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applicable to foreign companies deriving income liable to Indian 
withholding tax.

Accountant’s report

It is mandatory for all taxpayers, without exception, to obtain 
an independent accountant’s report in respect of all international 
�W�U�D�Q�V�D�F�W�L�R�Q�V�� �E�H�W�Z�H�H�Q�� �D�V�V�R�F�L�D�W�H�G�� �H�Q�W�H�U�S�U�L�V�H�V�� �R�U�� �V�S�H�F�L�¿�H�G��
domestic transactions. The report has to be furnished by the due 
�G�D�W�H�� �R�I�� �W�K�H�� �W�D�[�� �U�H�W�X�U�Q�� �¿�O�L�Q�J�� ���L���H���� �R�Q�� �R�U�� �E�H�I�R�U�H�� ����th  November). 
The form of the report has been prescribed. The report requires 
the accountant to give an opinion on the proper maintenance 
of prescribed documents and information by the taxpayer. 
Furthermore, the accountant is required to certify the correctness 
of an extensive list of prescribed particulars.

In this context, it is important to note that entities enjoying a 
tax holiday in India still need to comply with transfer pricing 
provisions and would need to demonstrate that their international 
transactions have been carried out at arm’s length. In addition, 
such entities would not be entitled to a tax holiday on any 
upward adjustment made to their transfer prices in the course 
of an audit.
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There are several methods that multinational enterprises (MNEs) 
and tax administrations can use to determine accurate arm’s 
length transfer pricing for transactions between associated 
enterprises. The organization for Economic Co-operation and 
�'�H�Y�H�O�R�S�P�H�Q�W�����2�(�&�'�����R�X�W�O�L�Q�H�V���¿�Y�H���P�D�L�Q���W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J���P�H�W�K�R�G�V��
�W�K�D�W���0�1�(�V���D�Q�G���W�D�[���D�G�P�L�Q�L�V�W�U�D�W�L�R�Q�V���F�D�Q���X�V�H�����:�H���H�[�S�O�R�U�H���W�K�H���¿�Y�H��
methods, giving examples for each, to help organizations decide 
which is most appropriate for their needs. Royalty Range’s 
premier-quality databases enable organizations to access the 
latest comparable agreements and other comparables data so 
�W�K�D�W���W�K�H�\���F�D�Q���D�S�S�O�\���W�U�D�Q�V�I�H�U���P�H�W�K�R�G�V���D�F�F�X�U�D�W�H�O�\���D�Q�G���H�I�¿�F�L�H�Q�W�O�\��

1.	 Comparable uncontrolled price (CUP) method

The CUP method is grouped by the OECD as a traditional 
�W�U�D�Q�V�D�F�W�L�R�Q���P�H�W�K�R�G�����D�V���R�S�S�R�V�H�G���W�R���D���W�U�D�Q�V�D�F�W�L�R�Q�D�O���S�U�R�¿�W���P�H�W�K�R�G������
It compares the price of goods or services and conditions of a 
controlled transaction (between related entities) with those of 
an uncontrolled transaction (between unrelated entities). To do 
so, the CUP method requires comparables data from commercial 
databases. If the two transactions result in different prices, 
then this suggests that the arm’s length principle may not be 
�L�P�S�O�H�P�H�Q�W�H�G�� �L�Q�� �W�K�H�� �F�R�P�P�H�U�F�L�D�O�� �D�Q�G�� �¿�Q�D�Q�F�L�D�O�� �F�R�Q�G�L�W�L�R�Q�V�� �R�I�� �W�K�H��
associated enterprises. In such circumstances, the OECD says 
the price in the transaction between unrelated parties may need 
to be substituted for the price in the controlled transaction. The 
CUP method is the OECD’s preferred method in situations where 
comparables data is available.

Example of CUP

An example of when the CUP method works well is when a product 
is sold between two associated enterprises and the same product 
is also sold by an independent enterprise. The OECD gives the 
example of coffee beans. The two transactions can be seen as 
comparable if the conditions are the same, they happen at a 
similar time and take place in the same stage of the production 

4TRANSFER PRICING METHOD
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or distribution chain. If there are differences in the product sold 
in each of the transactions (e.g. the uncontrolled transaction 
used coffee beans from another source) then the associated 
enterprises would need to determine whether this affected the 
price. If so, it would need to make adjustments to the cost to 
ensure it was priced at arm’s length.

2.	 Resale price method

Another traditional transaction method for determining transfer 
pricing is the resale price method. This method starts by looking 
at the resale price of a product that has been bought from an 
associated enterprise and then sold onto an independent party. 
The price of the transaction where the item is resold to the 
independent enterprise is called the resale price. The method 
�W�K�H�Q�� �U�H�T�X�L�U�H�V�� �W�K�H�� �U�H�V�D�O�H�� �S�U�L�F�H�� �P�D�U�J�L�Q�� �W�R�� �E�H�� �L�G�H�Q�W�L�¿�H�G���� �Z�K�L�F�K��
is the amount of money the party reselling the product would 
require to cover the costs of the associated selling and operating 
expenses.

The resale price margin also includes the amount the reseller 
�Z�R�X�O�G���Q�H�H�G���W�R���P�D�N�H���D���I�D�L�U���S�U�R�¿�W�����W�D�N�L�Q�J���L�Q�W�R���D�F�F�R�X�Q�W���W�K�H���I�X�Q�F�W�L�R�Q�V��
it performed (including assets used and risks assumed). This 
gross resale price margin is deducted from the resale price.
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The amount that remains after the margin has been subtracted 
and fair adjustments have been made (e.g. expenses like customs 
duty have been taken into account) is the arm’s length price for 
the original transaction between related entities.

The resale price method requires resale price margins to be 
�F�R�P�S�D�U�D�E�O�H�� �L�Q�� �R�U�G�H�U�� �I�R�U�� �D�Q�� �D�U�P�¶�V�� �O�H�Q�J�W�K�� �S�U�L�F�H�� �W�R�� �E�H�� �L�G�H�Q�W�L�¿�H�G����
This means that factors such as whether a warranty is offered 
(and how it is applied) must be taken into account. If a distributor 
offers a warranty and sells the product at a higher price to 
account for that warranty, then they will make a higher gross 
�S�U�R�¿�W�� �P�D�U�J�L�Q�� �W�K�D�Q�� �D�� �G�L�V�W�U�L�E�X�W�R�U�� �W�K�D�W�� �G�R�H�V�� �Q�R�W�� �R�I�I�H�U�� �D�� �Z�D�U�U�D�Q�W�\��
and sells the product at a lower price. For the two transactions to 
be comparable, the tax payer must make accurate adjustments 
to the transaction cost to account for the margin discrepancy.

3.	 Cost plus method

The cost plus method is a traditional transaction method that 
analyzes a controlled transaction between an associated supplier 
�D�Q�G�� �S�X�U�F�K�D�V�H�U���� �,�W�� �L�V�� �R�I�W�H�Q�� �X�V�H�G�� �Z�K�H�Q�� �V�H�P�L���¿�Q�L�V�K�H�G�� �J�R�R�G�V�� �D�U�H��
transacted between associated parties or when related entities 
have long-term arrangements for ‘buy and supply’. The supplier’s 
costs are added to a mark-up for the product or service so that 
�W�K�H���V�X�S�S�O�L�H�U���P�D�N�H�V���D�Q���D�S�S�U�R�S�U�L�D�W�H���S�U�R�¿�W���W�K�D�W���W�D�N�H�V���L�Q�W�R���D�F�F�R�X�Q�W��
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the functions they performed and the current conditions of the 
market. The combined price is the arm’s length price for the 
transaction.

For example, Party A manufactures zips for business bags and 
briefcases to be sold by companies around the world. Party A 
sells the product to Party B, which is an associated company 
in another country. From this transaction with Party B, Party A 
�H�D�U�Q�V���D���J�U�R�V�V���S�U�R�¿�W���P�D�U�N���X�S�����3�D�U�W�\���$���G�R�H�V���Q�R�W���L�Q�F�O�X�G�H���R�S�H�U�D�W�L�Q�J��
expenses in the cost of the product. Party Can d Party Dare 
independent enterprises that manufacture zip mechanisms for 
coats. They sell their products to independent clothing brands 
�D�Q�G�� �D�O�V�R�� �H�D�U�Q�� �D�� �J�U�R�V�V�� �S�U�R�¿�W���P�D�U�N���X�S�� �I�R�U�� �W�K�H�� �W�U�D�Q�V�D�F�W�L�R�Q���� �3�D�U�W�\��
C and Party D include operating expenses in the cost of their 
�S�U�R�G�X�F�W�V�����6�R�����W�K�H���J�U�R�V�V���S�U�R�¿�W���P�D�U�N���X�S�V���R�I���3�D�U�W�\���&���D�Q�G���3�D�U�W�\���'��
need to be adjusted to be comparable with Party A’s.

4.	 Transactional net margin method (TNMM)

�7�K�H�� �7�1�0�0�� �L�V�� �R�Q�H�� �R�I�� �W�Z�R�� �W�U�D�Q�V�D�F�W�L�R�Q�D�O�� �S�U�R�¿�W�� �P�H�W�K�R�G�V�� �R�X�W�O�L�Q�H�G��
by the OECD for determining transfer pricing. These types of 
�P�H�W�K�R�G�V���D�V�V�H�V�V���W�K�H���S�U�R�¿�W�V���I�U�R�P���S�D�U�W�L�F�X�O�D�U���F�R�Q�W�U�R�O�O�H�G���W�U�D�Q�V�D�F�W�L�R�Q�V����
�7�K�H���7�1�0�0���L�Q�Y�R�O�Y�H�V���D�V�V�H�V�V�L�Q�J���Q�H�W���S�U�R�¿�W���D�J�D�L�Q�V�W���D�Q���³�D�S�S�U�R�S�U�L�D�W�H��
base”, such as sales or assets, those results from a controlled 
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transaction. The OECD states that, in order to be accurate, the 
�W�D�[�S�D�\�H�U���V�K�R�X�O�G���X�V�H���W�K�H���V�D�P�H���Q�H�W���S�U�R�¿�W���L�Q�G�L�F�D�W�R�U���W�K�D�W���W�K�H�\���Z�R�X�O�G��
apply in comparable uncontrolled transactions. Taxpayer can use 
�F�R�P�S�D�U�D�E�O�H�V���G�D�W�D���W�R���¿�Q�G���W�K�H���Q�H�W���P�D�U�J�L�Q���W�K�D�W���Z�R�X�O�G���K�D�Y�H���E�H�H�Q��
earned by independent enterprises in comparable transactions. 
The taxpayer also needs to carry out a functional analysis of the 
transactions to assess their comparability.

�,�I�� �D�Q�� �D�G�M�X�V�W�P�H�Q�W�� �L�V�� �Q�H�H�G�H�G�� �I�R�U�� �D�� �J�U�R�V�V�� �S�U�R�¿�W�� �P�D�U�N���X�S�� �W�R�� �E�H��
comparable, but the information on the relevant costs is not 
�D�Y�D�L�O�D�E�O�H���� �W�K�H�Q�� �W�D�[�S�D�\�H�U�V�� �F�D�Q�� �X�V�H�� �W�K�H�� �Q�H�W�� �S�U�R�¿�W�� �P�H�W�K�R�G�� �D�Q�G��
indicators to assess the transaction. This approach can be taken 
when the functions performed by comparable entities are slightly 
different. For example, an independent enterprise offers technical 
support for the sale of a piece of IT equipment.

The cost of the support is included in the price of the product but 
cannot be easily separated from it. An associated enterprise sells 
the same product but doesn’t offer this support. So, the gross 
margins of the transactions are not comparable. By examining 
net margins, associated enterprises can more easily identify 
the difference in transfer pricing in relation to the functions 
performed.

������ �7�U�D�Q�V�D�F�W�L�R�Q�D�O �S�U�R�¿�W �V�S�O�L�W �P�H�W�K�R�G

�7�K�H���V�H�F�R�Q�G���W�U�D�Q�V�D�F�W�L�R�Q�D�O���S�U�R�¿�W���P�H�W�K�R�G���R�X�W�O�L�Q�H�G���E�\���W�K�H���2�(�&�'���L�V��
�W�K�H�� �W�U�D�Q�V�D�F�W�L�R�Q�D�O�� �S�U�R�¿�W�� �V�S�O�L�W�� �P�H�W�K�R�G���� �,�W�� �I�R�F�X�V�H�V�� �R�Q�� �K�L�J�K�O�L�J�K�W�L�Q�J��
�K�R�Z���S�U�R�¿�W�V�����D�Q�G���L�Q�G�H�H�G���O�R�V�V�H�V�����Z�R�X�O�G���K�D�Y�H���E�H�H�Q���G�L�Y�L�G�H�G���Z�L�W�K�L�Q��
independent enterprises in comparable transactions. By doing 
�V�R���� �L�W�� �U�H�P�R�Y�H�V�� �D�Q�\�� �L�Q�À�X�H�Q�F�H�� �I�U�R�P�� �³�V�S�H�F�L�D�O�� �F�R�Q�G�L�W�L�R�Q�V�� �P�D�G�H�� �R�U��
imposed in a controlled transaction”. It starts by determining the 
�S�U�R�¿�W�V���I�U�R�P���W�K�H���F�R�Q�W�U�R�O�O�H�G���W�U�D�Q�V�D�F�W�L�R�Q�V���W�K�D�W���D�U�H���W�R���E�H���V�S�O�L�W�����7�K�H��
�S�U�R�¿�W�V���D�U�H���W�K�H�Q���V�S�O�L�W���E�H�W�Z�H�H�Q���W�K�H���D�V�V�R�F�L�D�W�H�G���H�Q�W�H�U�S�U�L�V�H�V���D�F�F�R�U�G�L�Q�J��
to how they would have been divided between independent 
enterprises in a comparable uncontrolled transaction. This 
method results in an appropriate arm’s length price of controlled 
transactions. There are two main approaches that can be taken 
�I�R�U���V�S�O�L�W�W�L�Q�J���S�U�R�¿�W�V�����7�K�H�V�H���D�U�H��

Contribution analysis�����7�K�H���F�R�P�E�L�Q�H�G���S�U�R�¿�W�V���D�U�H���G�L�Y�L�G�H�G���E�D�V�H�G��
on the relative value of the functions performed by each of the 
related entities within the controlled transaction (considering 
assets used and risks assumed).
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Residual analysis���� �7�K�H�� �F�R�P�E�L�Q�H�G�� �S�U�R�¿�W�V�� �D�U�H�� �G�L�Y�L�G�H�G�� �L�Q�� �W�Z�R��
stages. First, each entity is allocated arm’s length compensation 
for its functions and contribution to the controlled transaction. 
�6�H�F�R�Q�G���� �D�Q�\�� �U�H�P�D�L�Q�L�Q�J�� �S�U�R�¿�W�� �R�U�� �O�R�V�V�� �D�I�W�H�U�� �W�K�H�� �¿�U�V�W�� �V�W�D�J�H�� �L�V��
divided based on analysis of the facts and circumstances of the 
transaction.

Accessing data for transfer pricing analyses

�7�K�H�V�H�� �D�U�H�� �W�K�H�� �¿�Y�H�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �P�H�W�K�R�G�V���� �D�Q�G�� �W�K�H�� �R�Q�H�V��
favoured by the OECD. The option that an organization chooses 
to use depends on the particular situation. It should take into 
account the amount of relevant comparable data that is available, 
the level of comparability of the uncontrolled and controlled 
transactions in question, and whether a method is appropriate 
for the nature of a particular transaction (determined through 
a functional analysis). The OECD states that it is not necessary 
to use more than one transfer pricing method when determining 
the arm’s length price for a particular transaction.

Problems associated with Transfer Pricing

There are quite a few problems associated with the transfer 
�S�U�L�F�H�V�����6�R�P�H���R�I���W�K�H�V�H���L�V�V�X�H�V���L�Q�F�O�X�G�H��

�¾	 There could be differences in opinions among organizational 
divisional managers with respect to how transfer price needs 
to be set.
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�¾	 Additional time, costs and manpower would be required for 
executing the transfer prices and designing the accounting 
system to match the requirements of transfer pricing rules.

�¾	 Arm’s length prices might caused ys functional behavior 
among the managers of organizational units.

�¾	 For some of the divisions or departments, for instance a 
service department, arm’s length prices don’t work equally 
�Z�H�O�O���D�V���V�X�F�K���G�H�S�D�U�W�P�H�Q�W�¶�V���G�R�Q�¶�W���R�I�I�H�U���P�H�D�V�X�U�D�E�O�H���E�H�Q�H�¿�W�V��

�¾	 The transfer pricing issue in a multinational setup is very 
complicated.

Burden of proof

The burden of proving the arm’s length nature of a transaction 
primarily lies with the taxpayer. If the tax authorities, during audit 
proceedings on the basis of material, information or documents 
in their possession, are of the opinion that the arm’s-length price 
was not applied to the transaction or that the taxpayer did not 
maintain/Produce adequate and correct documents/Information/ 
Data, The total taxable income of the taxpayer may be recomputed 
after a hearing opportunity is granted to the taxpayer.

When does the Transfer Pricing Rule Apply?

Transfer pricing rules apply only to ‘Associated Enterprises ’ 
involved in trading with each other. So, in order to determine 
�Z�K�H�W�K�H�U���D�Q���H�Q�W�H�U�S�U�L�V�H���L�V���D�Q���³�$�V�V�R�F�L�D�W�H�G���(�Q�W�H�U�S�U�L�V�H�´���R�U���Q�R�W���G�H�S�H�Q�G�V��
on the relationship between the enterprises. The relationship 
between the enterprises is determined by the participation in 
management, control of one enterprise by another enterprise, etc. 
One important thing that is to be noted here is that the association 
can be direct or indirect or through one or more intermediaries. 
For example, enterprise A owns or controls enterprise B either 
directly or through an intermediary, then enterprise A and B are 
Associated Enterprises and transfer pricing rule applies to them. 
And if Mr. X is controlling both Enterprise A and Enterprise B then 
enterprises A and B are Associated Enterprises.

In case of cross-border transactions, the transfer pricing rules 
apply, where at least one of the associated enterprises to the 
transaction is a non-resident enterprise. For example, Enterprise 
A is located in India and its associated enterprise, B is located 
in South Africa. The transfer pricing rules will apply to the 
transaction between Enterprise A and Enterprise B. But Suppose, 
Enterprise A is the resident enterprise which imports goods 
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from an unassociated foreign enterprise B. But they have an 
�D�J�U�H�H�P�H�Q�W�� �Z�K�L�F�K�� �V�W�D�W�H�V�� �W�K�D�W�� �W�K�H�� �L�P�S�R�U�W�� �S�U�L�F�H�V�� �Z�R�X�O�G�� �E�H�� �¿�[�H�G��
by an associated enterprise of A say C. Now the transfer pricing 
rules will apply to this transaction with the unassociated foreign 
�H�Q�W�H�U�S�U�L�V�H���%���D�O�V�R�����7�K�H���W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J���U�X�O�H�V���D�O�V�R���D�S�S�O�\���W�R���V�S�H�F�L�¿�H�G��
domestic transactions (which are not international transactions) 
if the aggregate value exceeds ‘ ` 5crore’.

How Should the Income be calculated?

The income arising out of the international transactions between 
the associated enterprises should be determined by using the 
Arm’s Length Price (ALP). Arm’s Length Price is a price that is 
�¿�[�H�G���E�\���W�K�H���D�V�V�R�F�L�D�W�H�G���H�Q�W�H�U�S�U�L�V�H�V���D�V���L�I���W�K�H�\���K�D�G���¿�[�H�G���W�K�H���S�U�L�F�H��
between unassociated enterprises entering into the transaction. 
There are prescribed methods for determining the Arm’s Length 
�3�U�L�F�H���� �7�K�H�\�� �D�U�H���� �7�U�D�Q�V�D�F�W�L�R�Q�D�O�� �1�H�W�� �0�D�U�J�L�Q�� �0�H�W�K�R�G���� �3�U�R�¿�W�� �6�S�O�L�W��
Method, Comparable Uncontrolled Price Method, Cost plus 
method and Resale Price Method. The tax payers should use the 
most appropriate method.

Importance of Documentation

If the aggregate value of the international transaction is above 
INR 10 million, then all the information regarding the international 
transaction should be documented. An analysis of the most 
appropriate method used should also be documented. An 
accountant should also certify that the method used to determine 
the ALP was in accordance with the transfer pricing rules. And this 
documentation is a mandatory annual requirement, and it should 
be maintained for a minimum period of 8 years. If the value is 
less than INR 10 million then the analysis on the determination of 
�$�/�3���Z�R�X�O�G���E�H���V�X�I�¿�F�L�H�Q�W�����7�K�H���G�R�F�X�P�H�Q�W�D�W�L�R�Q���V�K�R�X�O�G���E�H���V�X�E�P�L�W�W�H�G��
within 30 days of request. The documentation is important 
because the burden of proof is always on the taxpayer sand they 
have to prove their claim that the method used was in accordance 
with the rules.

Adjustments to Reported Income

The taxpayer might have followed all the procedures in accordance 
with the rules, but sometimes there may be a difference between 
�W�U�D�Q�V�I�H�U���S�U�L�F�H�V���D�V���S�H�U���W�K�H���¿�Q�D�Q�F�L�D�O���V�W�D�W�H�P�H�Q�W���D�Q�G���W�K�H���D�U�P�¶�V���O�H�Q�J�W�K��
�S�U�L�F�H���� �,�Q�� �V�X�F�K�� �F�D�V�H�V���� �W�K�H�� �7�U�D�Q�V�I�H�U�� �3�U�L�F�L�Q�J�� �2�I�¿�F�H�U�� �F�D�Q�� �S�U�R�S�R�V�H��
an amount that can be adjusted to the reported income of the 
taxpayers. The additional assessment amount should be paid 
within 30 days of notice.
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�,�Q�� �,�Q�G�L�D���� �7�3�� �5�H�J�X�O�D�W�L�R�Q�V�� �Z�H�U�H�� �¿�U�V�W�� �L�Q�W�U�R�G�X�F�H�G�� �L�Q�� ������������ �D�V�� �D��
�P�H�D�V�X�U�H�� �D�J�D�L�Q�V�W�� �W�D�[�� �D�Y�R�L�G�D�Q�F�H���� �7�K�H�� �,�Q�G�L�D�Q�� �7�3�� �5�H�J�X�O�D�W�L�R�Q�V�� �D�U�H��
�O�D�U�J�H�O�\���L�Q�À�X�H�Q�F�H�G���E�\���W�K�H���V�D�L�G���2�(�&�'���7�3���*�X�L�G�H�O�L�Q�H�V�����E�X�W���W�K�H�\���D�U�H��
�P�R�G�L�¿�H�G���V�S�H�F�L�¿�F�D�O�O�\���P�H�H�W���W�K�H���Q�H�H�G�V���R�I���W�K�H���,�Q�G�L�D�Q���W�D�[���U�H�J�L�P�H��

�6�L�P�L�O�D�U�� �W�R�� �W�K�H�� �2�(�&�'�� �*�X�L�G�H�O�L�Q�H�V�� �D�Q�G�� �7�3�� �5�H�J�X�O�D�W�L�R�Q�V�� �R�I�� �V�H�Y�H�U�D�O��
�R�W�K�H�U�� �F�R�X�Q�W�U�L�H�V���� �,�Q�G�L�D�Q�� �7�3�� �5�H�J�X�O�D�W�L�R�Q�V�� �S�U�H�V�F�U�L�E�H�� �P�H�W�K�R�G�V�� �W�R��
�F�R�P�S�X�W�H�� �µ�$�U�P�¶�V�� �/�H�Q�J�W�K�� �3�U�L�F�H�¶�� �I�R�U�� �D�Q�� �µ�,�Q�W�H�U�Q�D�W�L�R�Q�D�O�� �7�U�D�Q�V�D�F�W�L�R�Q�¶��
�R�U���D���µ�6�S�H�F�L�¿�H�G���'�R�P�H�V�W�L�F���7�U�D�Q�V�D�F�W�L�R�Q�¶���H�Q�W�H�U�H�G���L�Q�W�R���E�\���D���W�D�[�S�D�\�H�U��
�Z�L�W�K���L�W�V���µ�$�V�V�R�F�L�D�W�H�G���(�Q�W�H�U�S�U�L�V�H�¶��

�6�H�F�W�L�R�Q�������R�I���W�K�H���,�Q�F�R�P�H���W�D�[���$�F�W���������������S�U�R�Y�L�G�H�V���I�R�U���W�K�H���D�X�W�K�R�U�L�W�\��
�W�R�� �D�Q�� �D�V�V�H�V�V�L�Q�J�� �R�I�¿�F�H�U�� �W�R�� �G�H�W�H�U�P�L�Q�H�� �W�K�H�� �S�U�R�¿�W�� �Z�K�L�F�K�� �P�D�\�� �E�H��
�U�H�D�V�R�Q�D�E�O�\���E�H���G�H�H�P�H�G���W�R���K�D�Y�H���E�H�H�Q���G�H�U�L�Y�H�G���I�U�R�P���D���W�U�D�Q�V�D�F�W�L�R�Q����
�7�K�L�V���Z�R�X�O�G���E�H���D�S�S�O�L�F�D�E�O�H���Z�K�H�U�H���F�R�Q�W�U�R�O�O�H�G���&�R�P�S�D�Q�L�H�V�����D�V�V�R�F�L�D�W�H�G��
�H�Q�W�H�U�S�U�L�V�H�V�����D�U�U�D�Q�J�H���W�K�H�����E�X�V�L�Q�H�V�V�����E�H�W�Z�H�H�Q�����W�K�H�P�����L�V���D���Z�D�\���W�K�D�W��
�H�L�W�K�H�U���Q�R���S�U�R�¿�W���L�V���H�D�U�Q�H�G���I�U�R�P���V�X�F�K���W�U�D�Q�V�D�F�W�L�R�Q���R�U���S�U�R�¿�W���H�D�U�Q�H�G��
�L�V���O�R�Z�H�U���W�K�D�Q���Z�K�D�W���Z�R�X�O�G���E�H���H�[�S�H�F�W�H�G���L�Q���D���W�U�D�Q�V�D�F�W�L�R�Q���E�H�W�Z�H�H�Q��
�X�Q�F�R�Q�W�U�R�O�O�H�G���&�R�P�S�D�Q�L�H�V�����X�Q�U�H�O�D�W�H�G���H�Q�W�L�W�L�H�V����

�$���W�U�D�Q�V�I�H�U���S�U�L�F�H���L�V���Z�K�D�W���R�Q�H���S�D�U�W���R�I���D���F�R�P�S�D�Q�\���F�K�D�U�J�H�V���D�Q�R�W�K�H�U��
�S�D�U�W���R�I���W�K�H���V�D�P�H���F�R�P�S�D�Q�\���I�R�U���J�R�R�G�V���R�U���V�H�U�Y�L�F�H�V�����,�W���L�V���D���P�H�F�K�D�Q�L�V�P��
�I�R�U���G�L�V�W�U�L�E�X�W�L�Q�J���U�H�Y�H�Q�X�H���E�H�W�Z�H�H�Q���G�L�I�I�H�U�H�Q�W���G�L�Y�L�V�L�R�Q�V���Z�K�L�F�K���M�R�L�Q�W�O�\��
�G�H�Y�H�O�R�S�����P�D�Q�X�I�D�F�W�X�U�H���D�Q�G���P�D�U�N�H�W���S�U�R�G�X�F�W�V���D�Q�G���V�H�U�Y�L�F�H�V�����7�U�D�Q�V�I�H�U��
�S�U�L�F�L�Q�J�� �U�H�I�H�U�V�� �W�R�� �W�K�H�� �V�H�W�W�L�Q�J���� �D�Q�D�O�\�V�L�V���� �G�R�F�X�P�H�Q�W�D�W�L�R�Q���� �D�Q�G��
�D�G�M�X�V�W�P�H�Q�W���R�I���F�K�D�U�J�H�V���P�D�G�H���E�H�W�Z�H�H�Q���U�H�O�D�W�H�G���S�D�U�W�L�H�V���I�R�U���J�R�R�G�V����
�V�H�U�Y�L�F�H�V�� �R�U�� �W�K�H�� �X�V�H�� �R�I�� �S�U�R�S�H�U�W�\�� ���L�Q�F�O�X�G�L�Q�J�� �L�Q�W�D�Q�J�L�E�O�H�� �S�U�R�S�H�U�W�\������
�7�U�D�Q�V�I�H�U�� �S�U�L�F�H�V�� �D�P�R�Q�J�� �F�R�P�S�R�Q�H�Q�W�V�� �R�I�� �D�Q�� �H�Q�W�H�U�S�U�L�V�H�� �P�D�\�� �E�H��
�X�V�H�G���W�R���U�H�À�H�F�W���D�O�O�R�F�D�W�L�R�Q���R�I���U�H�V�R�X�U�F�H�V���D�P�R�Q�J���V�X�F�K���F�R�P�S�R�Q�H�Q�W�V����
�R�U�� �I�R�U�� �R�W�K�H�U�� �S�X�U�S�R�V�H�V���� �7�U�D�Q�V�I�H�U�� �S�U�L�F�H�V�� �D�U�H�� �V�L�J�Q�L�¿�F�D�Q�W�� �I�R�U�� �E�R�W�K��
�W�D�[�S�D�\�H�U�V�� �D�Q�G�� �W�D�[�� �D�G�P�L�Q�L�V�W�U�D�W�L�R�Q�V�� �E�H�F�D�X�V�H�� �W�K�H�\�� �G�H�W�H�U�P�L�Q�H��
�L�Q�� �O�D�U�J�H�� �S�D�U�W�� �W�K�H�� �L�Q�F�R�P�H�� �D�Q�G�� �H�[�S�H�Q�V�H�V���� �D�Q�G�� �W�K�H�U�H�I�R�U�H�� �W�D�[�D�E�O�H��
�S�U�R�¿�W�V���� �R�I�� �D�V�V�R�F�L�D�W�H�G�� �H�Q�W�H�U�S�U�L�V�H�V�� �L�Q�� �G�L�I�I�H�U�H�Q�W�� �W�D�[�� �M�X�U�L�V�G�L�F�W�L�R�Q�V����
�7�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �H�[�L�V�W�V�� �W�R�� �F�R�P�P�X�Q�L�F�D�W�H�� �G�D�W�D�� �Z�K�L�F�K�� �Z�L�O�O�� �O�H�D�G��
�W�R�� �J�R�D�O���D�F�K�L�H�Y�L�Q�J�� �G�H�F�L�V�L�R�Q�V�� �D�Q�G�� �D�O�V�R�� �W�R�� �H�Y�D�O�X�D�W�H�� �S�H�U�I�R�U�P�D�Q�F�H��
�D�Q�G�� �P�R�W�L�Y�D�W�H�� �P�D�Q�D�J�H�U�V�� �W�R�� �P�D�N�H�� �J�R�D�O���D�F�K�L�H�Y�L�Q�J�� �G�H�F�L�V�L�R�Q�V���� �7�K�H��
�R�E�M�H�F�W�L�Y�H���R�I���L�Q�W�H�U�Q�D�W�L�R�Q�D�O���W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J���I�R�F�X�V�H�V���R�Q���P�L�Q�L�P�L�]�L�Q�J��
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�W�D�[�H�V�����G�X�W�L�H�V�����D�Q�G���I�R�U�H�L�J�Q���H�[�F�K�D�Q�J�H���U�L�V�N�V�����D�O�R�Q�J���Z�L�W�K���H�Q�K�D�Q�F�L�Q�J��
�D�� �F�R�P�S�D�Q�\�¶�V�� �F�R�P�S�H�W�L�W�L�Y�H�� �S�R�V�L�W�L�R�Q�� �D�Q�G�� �L�P�S�U�R�Y�L�Q�J�� �L�W�V�� �U�H�O�D�W�L�R�Q�V��
�Z�L�W�K���I�R�U�H�L�J�Q���J�R�Y�H�U�Q�P�H�Q�W�V�����7�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J���L�V���D���U�H�F�H�Q�W���F�R�U�S�R�U�D�W�H��
�W�D�[�� �K�D�S�S�H�Q�L�Q�J�� �L�Q�� �,�Q�G�L�D���� �3�U�R�P�S�W�H�G�� �E�\�� �W�K�H�� �J�U�R�Z�L�Q�J�� �S�D�U�W�L�F�L�S�D�W�L�R�Q��
�R�I�� �P�X�O�W�L�Q�D�W�L�R�Q�D�O�V�� �L�Q�� �,�Q�G�L�D���� �W�K�H�� �J�R�Y�H�U�Q�P�H�Q�W���L�Q�W�U�R�G�X�F�H�G�� �³�W�U�D�Q�V�I�H�U��
�S�U�L�F�L�Q�J�´�� �U�H�J�X�O�D�W�L�R�Q�V�� �L�Q�� �W�K�H�� �)�L�Q�D�Q�F�H�� �$�F�W�� �R�I�� ���������� �W�R�� �H�Q�V�X�U�H�� �W�K�D�W��
�,�Q�G�L�D�Q���F�R�P�S�D�Q�L�H�V���U�H�S�R�U�W���³�U�H�D�V�R�Q�D�E�O�H�����I�D�L�U���D�Q�G���H�T�X�L�W�D�E�O�H�´���S�U�R�¿�W�V��
�D�Q�G���W�D�[�H�V���R�Q���W�U�D�Q�V�D�F�W�L�R�Q�V���Z�L�W�K���³�D�V�V�R�F�L�D�W�H�G���H�Q�W�H�U�S�U�L�V�H�V�´���V�X�F�K���D�V��
�D���I�R�U�H�L�J�Q���S�D�U�H�Q�W���F�R�P�S�D�Q�\�����:�K�H�Q���R�Q�H���V�X�E�V�L�G�L�D�U�\���R�I���D���F�R�U�S�R�U�D�W�L�R�Q��
�L�Q�� �R�Q�H�� �F�R�X�Q�W�U�\�� �V�H�O�O�V�� �J�R�R�G�V���� �V�H�U�Y�L�F�H�V�� �R�U�� �N�Q�R�Z���K�R�Z�� �W�R�� �D�Q�R�W�K�H�U��
�V�X�E�V�L�G�L�D�U�\���L�Q���D�Q�R�W�K�H�U���F�R�X�Q�W�U�\�����W�K�H���S�U�L�F�H���F�K�D�U�J�H�G���I�R�U���W�K�H�V�H���J�R�R�G�V��
�R�U���V�H�U�Y�L�F�H�V���L�V���F�D�O�O�H�G���W�K�H���W�U�D�Q�V�I�H�U���S�U�L�F�H�����$�O�O���N�L�Q�G�V���R�I���W�U�D�Q�V�D�F�W�L�R�Q�V��
�Z�L�W�K�L�Q���F�R�U�S�R�U�D�W�L�R�Q�V���D�U�H���V�X�E�M�H�F�W���W�R���W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J�����L�Q�F�O�X�G�L�Q�J���W�K�R�V�H��
�L�Q�Y�R�O�Y�L�Q�J���U�D�Z���P�D�W�H�U�L�D�O�����¿�Q�L�V�K�H�G���S�U�R�G�X�F�W�V���D�Q�G���S�D�\�P�H�Q�W�V���V�X�F�K���D�V��
�P�D�Q�D�J�H�P�H�Q�W���I�H�H�V�����L�Q�W�H�O�O�H�F�W�X�D�O���S�U�R�S�H�U�W�\���U�R�\�D�O�W�L�H�V�����O�R�D�Q�V�����L�Q�W�H�U�H�V�W��
�R�Q���O�R�D�Q�V�����S�D�\�P�H�Q�W�V���I�R�U���W�H�F�K�Q�L�F�D�O���D�V�V�L�V�W�D�Q�F�H���D�Q�G���N�Q�R�Z���K�R�Z���D�Q�G��
�R�W�K�H�U�� �W�U�D�Q�V�D�F�W�L�R�Q�V���� �7�K�H�� �U�X�O�H�V�� �R�Q�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �5�H�T�X�L�U�H�� �0�1�&�V��
�W�R�� �F�R�Q�G�X�F�W�� �E�X�V�L�Q�H�V�V�� �E�H�W�Z�H�H�Q�� �W�K�H�L�U�� �D�I�¿�O�L�D�W�H�V�� �D�Q�G�� �V�X�E�V�L�G�L�D�U�L�H�V��
�R�Q�� �D�Q�� �µ�D�U�P�¶�V�� �O�H�Q�J�W�K�¶�� �E�D�V�L�V���� �Z�K�L�F�K�� �P�H�D�Q�V�� �W�K�D�W�� �D�Q�\�� �W�U�D�Q�V�D�F�W�L�R�Q��
�E�H�W�Z�H�H�Q���W�Z�R���H�Q�W�L�W�L�H�V���R�I���W�K�H���V�D�P�H���0�1�&���V�K�R�X�O�G���E�H���S�U�L�F�H�G���D�V���L�I���W�K�H��
�W�U�D�Q�V�D�F�W�L�R�Q���Z�D�V���F�R�Q�G�X�F�W�H�G���E�H�W�Z�H�H�Q���W�Z�R���X�Q�U�H�O�D�W�H�G���S�D�U�W�L�H�V��

�7�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �V�\�V�W�H�P�V�� �D�U�H�� �P�D�G�H�� �W�R�� �D�F�K�L�H�Y�H��the following 
objectives:

�¾	 �7�R�� �S�U�R�Y�L�G�H�� �H�D�F�K�� �G�L�Y�L�V�L�R�Q�� �Z�L�W�K�� �U�H�O�H�Y�D�Q�W�� �L�Q�I�R�U�P�D�W�L�R�Q�� �U�H�T�X�L�U�H�G��
�W�R���P�D�N�H���W�K�H���E�H�V�W���S�R�V�V�L�E�O�H���G�H�F�L�V�L�R�Q�V���I�R�U���W�K�H���R�U�J�D�Q�L�]�D�W�L�R�Q���D�V���D��
�Z�K�R�O�H��

�¾	 �7�R���S�U�R�P�R�W�H���J�R�D�O���F�R�U�U�H�V�S�R�Q�G�H�Q�F�H�����W�K�D�W���L�V�����D�F�W�L�R�Q�V���E�\���G�L�Y�L�V�L�R�Q�D�O��
�P�D�Q�D�J�H�U�V�� �W�R�� �R�S�W�L�P�L�]�H�� �G�L�Y�L�V�L�R�Q�D�O�� �S�H�U�I�R�U�P�D�Q�F�H�� �V�K�R�X�O�G��
�D�X�W�R�P�D�W�L�F�D�O�O�\���R�S�W�L�P�L�]�H���W�K�H���¿�U�P�¶�V���S�H�U�I�R�U�P�D�Q�F�H��

�¾	 �7�R���I�D�F�L�O�L�W�D�W�H���P�H�D�V�X�U�L�Q�J���R�I���G�L�Y�L�V�L�R�Q�D�O���S�H�U�I�R�U�P�D�Q�F�H�V�����,�W���L�V���X�V�H�I�X�O��
�I�R�U���H�Y�D�O�X�D�W�L�Q�J���W�K�H���H�F�R�Q�R�P�L�F���S�H�U�I�R�U�P�D�Q�F�H���R�I���G�L�Y�L�V�L�R�Q�V���D�Q�G���W�K�H��
�P�D�Q�D�J�H�U�L�D�O���S�H�U�I�R�U�P�D�Q�F�H���R�I���G�L�Y�L�V�L�R�Q���P�D�Q�D�J�H�U�V��

�¾	 �7�R���H�Q�V�X�U�H���W�K�D�W���G�L�Y�L�V�L�R�Q�D�O���D�X�W�R�Q�R�P�\���L�V���P�D�L�Q�W�D�L�Q�H�G�����,�Q���S�U�L�Q�F�L�S�O�H����
�W�K�H�� �W�R�S�� �P�D�Q�D�J�H�P�H�Q�W�� �R�I�� �W�K�H�� �F�R�P�S�D�Q�\�� �F�R�X�O�G�� �V�L�P�S�O�\�� �L�V�V�X�H��
�S�U�H�F�L�V�H���L�Q�V�W�U�X�F�W�L�R�Q�V���W�R���G�L�Y�L�V�L�R�Q�V���D�V���W�R���Z�K�D�W���J�R�R�G�V���W�R���W�U�D�Q�V�I�H�U��
�W�R���H�D�F�K���R�W�K�H�U�����L�Q���Z�K�D�W���T�X�D�Q�W�L�W�L�H�V���D�Q�G���D�W���Z�K�D�W���S�U�L�F�H�V�����+�R�Z�H�Y�H�U����
�P�R�V�W���R�I���W�K�H���R�U�J�D�Q�L�]�D�W�L�R�Q�V���D�U�H���X�Q�Z�L�O�O�L�Q�J���W�R���G�R���W�K�L�V���E�H�F�D�X�V�H���R�I��
�W�K�H���H�Q�R�U�P�R�X�V���E�H�Q�H�¿�W�V���R�I���D�O�O�R�Z�L�Q�J���G�L�Y�L�V�L�R�Q�D�O���D�X�W�R�Q�R�P�\��

�¾	 �7�R���H�Y�D�O�X�D�W�H���D���G�L�Y�L�V�L�R�Q���P�D�Q�D�J�H�U�¶�V���S�H�U�I�R�U�P�D�Q�F�H�����E�D�V�H�G���R�Q���W�K�H��
�S�U�R�¿�W�V���W�K�D�W���K�H���J�H�Q�H�U�D�W�H�V��
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�¾	 �7�R�� �K�H�O�S�� �F�R�R�U�G�L�Q�D�W�H�� �W�K�H�� �G�L�Y�L�V�L�R�Q�V�¶�� �G�H�F�L�V�L�R�Q�V�� �W�R�� �D�F�K�L�H�Y�H�� �W�K�H��
�R�U�J�D�Q�L�]�D�W�L�R�Q�¶�V���J�R�D�O�V�������L���H�����W�R���H�Q�V�X�U�H���J�R�D�O���F�R�Q�V�H�Q�V�X�V��

�¾	 �7�R���H�Q�D�E�O�H���W�K�H���G�L�Y�L�V�L�R�Q�V���W�R���W�D�N�H���G�H�F�L�V�L�R�Q�V���V�X�F�K���D�V���W�K�H���S�U�L�F�L�Q�J��
�R�I���W�K�H���¿�Q�D�O���3�U�R�G�X�F�W��

�¾	 �7�R���S�U�H�V�H�U�Y�H���W�K�H���G�L�Y�L�V�L�R�Q�V�¶���D�X�W�R�Q�R�P�\��

There are three general methods for establishing transfer 
prices.

����	 Market-based transfer price ���� �,�Q�� �W�K�H�� �S�U�H�V�H�Q�F�H�� �R�I��
�F�R�P�S�H�W�L�W�L�Y�H���D�Q�G���V�W�D�E�O�H���H�[�W�H�U�Q�D�O���P�D�U�N�H�W�V���I�R�U���W�K�H���W�U�D�Q�V�I�H�U�U�H�G��
�S�U�R�G�X�F�W���� �P�D�Q�\�� �¿�U�P�V�� �X�V�H�� �W�K�H�� �H�[�W�H�U�Q�D�O�� �P�D�U�N�H�W�� �S�U�L�F�H�� �D�V�� �W�K�H��
�W�U�D�Q�V�I�H�U���S�U�L�F�H��

����	 Cost-based transfer price�����7�K�H���W�U�D�Q�V�I�H�U���S�U�L�F�H���L�V���E�D�V�H�G���R�Q��
�W�K�H���S�U�R�G�X�F�W�L�R�Q���F�R�V�W���R�I���W�K�H���X�S�V�W�U�H�D�P���G�L�Y�L�V�L�R�Q��

	 �$���F�R�V�W���E�D�V�H�G���W�U�D�Q�V�I�H�U���S�U�L�F�H���U�H�T�X�L�U�H�V���W�K�D�W���W�K�H���I�R�O�O�R�Z�L�Q�J���F�U�L�W�H�U�L�D��
�E�H���V�S�H�F�L�¿�H�G��

�D��	�$�F�W�X�D�O���F�R�V�W���R�U���E�X�G�J�H�W�H�G�����V�W�D�Q�G�D�U�G�����F�R�V�W��

�E��	�)�X�O�O���F�R�V�W���R�U���Y�D�U�L�D�E�O�H���F�R�V�W��

�F��	 �7�K�H�� �D�P�R�X�Q�W�� �R�I�� �P�D�U�N���X�S���� �L�I�� �D�Q�\���� �W�R�� �D�O�O�R�Z�� �W�K�H�� �X�S�V�W�U�H�D�P��
�G�L�Y�L�V�L�R�Q���W�R���H�D�U�Q���D���S�U�R�¿�W���R�Q���W�K�H���W�U�D�Q�V�I�H�U�U�H�G���S�U�R�G�X�F�W��

����	 Negotiated transfer price���� �7�K�H�� �V�H�Q�L�R�U�� �P�D�Q�D�J�H�P�H�Q�W���G�R�H�V��
�Q�R�W�� �V�S�H�F�L�I�\�� �W�K�H�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�H���� �,�Q�V�W�H�D�G���� �G�L�Y�L�V�L�R�Q�D�O�� �P�D�Q�D�J�H�U�V��
�Q�H�J�R�W�L�D�W�H���D���P�X�W�X�D�O�O�\���D�J�U�H�H�D�E�O�H���S�U�L�F�H��

Purposes of Transfer-Pricing

�7�K�H�U�H�� �D�U�H�� �E�H�O�R�Z�� �P�D�L�Q�� �U�H�D�V�R�Q�V�� �I�R�U�� �L�Q�V�W�L�W�X�W�L�Q�J�� �D�� �W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J��
�V�F�K�H�P�H��

�¾	 �,�W�� �J�H�Q�H�U�D�W�H�V�� �V�H�S�D�U�D�W�H�� �S�U�R�¿�W�� �¿�J�X�U�H�V�� �I�R�U�� �H�D�F�K�� �G�L�Y�L�V�L�R�Q�� �D�Q�G��
�W�K�H�U�H�E�\���H�Y�D�O�X�D�W�H�V���W�K�H���S�H�U�I�R�U�P�D�Q�F�H���R�I���H�D�F�K���G�L�Y�L�V�L�R�Q���V�H�S�D�U�D�W�H�O�\��

�¾	 �,�W���K�H�O�S�V���F�R�R�U�G�L�Q�D�W�H���W�K�H���S�U�R�G�X�F�W�L�R�Q�����V�D�O�H�V���D�Q�G���S�U�L�F�L�Q�J���G�H�F�L�V�L�R�Q�V��
�R�I���W�K�H���G�L�I�I�H�U�H�Q�W���G�L�Y�L�V�L�R�Q�V�����Y�L�D���D�Q���D�S�S�U�R�S�U�L�D�W�H���F�K�R�L�F�H���R�I���W�U�D�Q�V�I�H�U��
�S�U�L�F�H�V������ �7�U�D�Q�V�I�H�U�� �S�U�L�F�H�V�� �P�D�N�H�� �P�D�Q�D�J�H�U�V�� �D�Z�D�U�H�� �R�I�� �W�K�H�� �Y�D�O�X�H��
�W�K�D�W���J�R�R�G�V���D�Q�G���V�H�U�Y�L�F�H�V���K�D�Y�H���I�R�U���R�W�K�H�U���V�H�J�P�H�Q�W�V���R�I���W�K�H���¿�U�P��

�¾	 �7�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �D�O�O�R�Z�V�� �W�K�H�� �F�R�P�S�D�Q�\�� �W�R�� �J�H�Q�H�U�D�W�H�� �S�U�R�¿�W�� ���R�U��
�F�R�V�W�����¿�J�X�U�H�V���I�R�U���H�D�F�K���G�L�Y�L�V�L�R�Q���V�H�S�D�U�D�W�H�O�\��
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�¾	 �7�K�H���W�U�D�Q�V�I�H�U���S�U�L�F�H���Z�L�O�O���D�I�I�H�F�W���Q�R�W���R�Q�O�\���W�K�H�U�H���S�R�U�W�H�G���S�U�R�¿�W���R�I���H�D�F�K��
�F�H�Q�W�U�H�����E�X�W���Z�L�O�O���D�O�V�R���D�I�I�H�F�W���W�K�H���D�O�O�R�F�D�W�L�R�Q���R�I���D�Q���R�U�J�D�Q�L�]�D�W�L�R�Q�¶�V��
�U�H�V�R�X�U�F�H�V��

�2�Q�H�� �J�H�Q�H�U�D�O�� �D�G�Y�D�Q�W�D�J�H�� �W�K�D�W�� �D�O�O�� �F�R�P�S�D�Q�L�H�V�� �L�Q�Y�R�O�Y�H�G�� �L�Q�� �W�U�D�Q�V�I�H�U��
�S�U�L�F�L�Q�J���F�D�Q���O�R�R�N���R�X�W���I�R�U���D�Q�G���W�U�\���W�R���P�D�Q�D�J�H���R�Q���W�K�H�L�U���R�Z�Q�����Z�R�X�O�G��
�E�H���W�R���H�V�W�D�E�O�L�V�K���K�L�J�K���W�U�D�Q�V�I�H�U���S�U�L�F�H�V���I�R�U���W�K�H�L�U���J�R�R�G�V���D�Q�G���V�H�U�Y�L�F�H�V��
�D�Q�G���W�U�D�Q�V�I�H�U���W�K�H�P���W�R���D���X�Q�L�W���W�K�D�W���L�V���O�R�F�D�W�H�G���L�Q���D���M�X�U�L�V�G�L�F�W�L�R�Q���W�K�D�W��
�K�D�V���O�R�Z���W�D�[���U�D�W�H�V��

�7�K�L�V�� �Z�L�O�O�� �U�H�V�X�O�W�� �L�Q�� �W�K�H�� �F�R�P�S�D�Q�\�� �K�D�Y�L�Q�J�� �P�R�U�H�� �U�H�Y�H�Q�X�H�� �L�Q�� �D��
�M�X�U�L�V�G�L�F�W�L�R�Q���W�K�D�W���L�V���V�X�E�M�H�F�W�H�G���W�R���D���O�R�Z�H�U���W�D�[���U�D�W�H���D�Q�G���O�H�V�V���U�H�Y�H�Q�X�H��
�L�Q���D���M�X�U�L�V�G�L�F�W�L�R�Q���W�K�D�W���L�V���V�X�E�M�H�F�W�H�G���W�R���D���K�L�J�K�H�U���W�D�[���U�D�W�H��

�$�� �Y�H�U�\�� �L�P�S�R�U�W�D�Q�W�� �H�O�H�P�H�Q�W�� �Z�K�H�Q�� �Z�R�U�N�L�Q�J�� �Z�L�W�K�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J��
�L�V�� �W�R�� �P�D�L�Q�W�D�L�Q�� �D�� �E�X�\�H�U���V�H�O�O�H�U�� �U�H�O�D�W�L�R�Q�V�K�L�S�� �E�H�W�Z�H�H�Q�� �W�K�H�� �X�Q�L�W�V�� �R�I��
�D�� �V�L�Q�J�O�H�� �F�R�P�S�D�Q�\���� �6�R�P�H�W�L�P�H�V�� �F�R�P�S�D�Q�L�H�V�� �I�D�F�H�� �W�K�H�� �S�U�R�E�O�H�P�� �R�I��
�G�R�X�E�O�H���W�D�[�D�W�L�R�Q�����D�V���P�D�Q�\���F�R�P�S�D�Q�L�H�V���W�K�D�W���D�U�H���L�Q�Y�R�O�Y�H�G���L�Q���W�U�D�Q�V�I�H�U��
�S�U�L�F�L�Q�J���R�S�H�U�D�W�H���X�Q�G�H�U���G�L�I�I�H�U�H�Q�W���W�D�[�D�W�L�R�Q���D�X�W�K�R�U�L�W�L�H�V���R�U���L�Q���G�L�I�I�H�U�H�Q�W��
�M�X�U�L�V�G�L�F�W�L�R�Q�V��

�'�R�X�E�O�H�� �W�D�[�D�W�L�R�Q�� �R�F�F�X�U�V�� �Z�K�H�Q�� �D�� �F�R�P�S�D�Q�\�� �L�V�� �I�R�U�F�H�G�� �W�R�� �R�E�H�\�� �W�K�H��
�W�D�[�D�W�L�R�Q�� �D�X�W�K�R�U�L�W�L�H�V�� �R�I�� �W�Z�R�� �M�X�U�L�V�G�L�F�W�L�R�Q�V���� �G�X�H�� �W�R�� �R�Y�H�U�O�D�S�S�L�Q�J�� �R�U��
�F�R�Q�À�L�F�W�L�Q�J���W�D�[���O�D�Z�V���D�Q�G���U�H�J�X�O�D�W�L�R�Q�V�����,�W���L�V���D�G�Y�L�V�D�E�O�H���I�R�U���D���F�R�P�S�D�Q�\��
�Z�K�L�F�K�� �L�V�� �L�Q�Y�R�O�Y�H�G�� �L�Q�� �W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J�� �W�R�� �K�D�Y�H�� �D�� �N�Q�R�Z�O�H�G�J�H�D�E�O�H��
�X�Q�G�H�U�V�W�D�Q�G�L�Q�J�� �R�I�� �W�K�H�� �G�L�I�I�H�U�H�Q�W�� �Z�D�\�V�� �W�K�H�\�� �F�D�Q�� �L�Q�F�U�H�D�V�H�� �W�K�H�L�U��
�D�G�Y�D�Q�W�D�J�H�V���D�Q�G���G�H�F�U�H�D�V�H���W�K�H�L�U���G�L�V�D�G�Y�D�Q�W�D�J�H�V��

�7�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �L�V�� �D�� �P�R�G�H�� �E�\�� �Z�K�L�F�K�� �0�X�O�W�L�Q�D�W�L�R�Q�D�O�� �(�Q�W�H�U�S�U�L�V�H�V��
���0�1�(�V�����P�D�N�H�V���K�X�J�H���S�U�R�¿�W�V���E�\���L�Q�F�U�H�D�V�L�Q�J���W�K�H���S�U�L�F�H���R�I���S�U�R�G�X�F�W�V���R�U��
�V�H�U�Y�L�F�H�V���L�Q���O�R�Z���W�D�[���M�X�U�L�V�G�L�F�W�L�R�Q�V���D�Q�G���G�H�F�U�H�D�V�L�Q�J���W�K�H���S�U�L�F�H���L�Q���K�L�J�K��
�W�D�[���M�X�U�L�V�G�L�F�W�L�R�Q�V�����W�K�H�U�H�E�\���V�K�L�I�W�L�Q�J���S�U�R�¿�W�V���H�V�S�H�F�L�D�O�O�\���L�Q���D���V�F�H�Q�D�U�L�R��
�L�Q���Z�K�L�F�K���P�R�U�H���W�K�D�Q���������S�H�U�F�H�Q�W���R�I���W�K�H���L�Q�W�H�U�Q�D�W�L�R�Q�D�O���W�U�D�G�H���L�V���F�D�U�U�L�H�G��
�R�X�W�� �L�Q�W�U�D���J�U�R�X�S���� �7�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �W�K�X�V�� �U�H�V�X�O�W�V�� �L�Q�� �D�� �K�X�J�H�� �O�R�V�V�� �W�R��
�W�K�H���S�X�E�O�L�F���G�H�S�D�U�W�P�H�Q�W���Z�K�L�F�K���L�V���S�U�H�Y�H�Q�W�H�G���I�U�R�P���W�D�[�L�Q�J���D���S�U�R�G�X�F�W��
�R�U�� �V�H�U�Y�L�F�H�� �R�U���� �R�Q�� �W�K�H�� �R�W�K�H�U�� �K�D�Q�G���� �L�V�� �S�U�H�Y�H�Q�W�H�G�� �I�U�R�P�� �U�H�D�O�L�]�L�Q�J��
�W�K�H�� �D�F�W�X�D�O�� �W�D�[�� �D�W�� �Z�K�L�F�K�� �D�� �S�U�R�G�X�F�W�� �Z�R�X�O�G�� �K�D�Y�H�� �E�H�H�Q�� �W�D�[�H�G�� �L�Q�� �D��
�F�R�X�Q�W�U�\�����7�K�H���W�K�H�R�U�\���R�I���7�U�D�Q�V�I�H�U���3�U�L�F�L�Q�J���L�V���E�D�V�H�G���R�Q���W�K�H���F�R�Q�F�H�S�W��
�R�I���µ�I�X�Q�F�W�L�R�Q�V�����U�L�V�N�V���D�Q�G���D�V�V�H�W�V�¶��
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A separate code on transfer pricing under Sections 92 to 92F 
of the Indian Income Tax Act, 1961 (“the Act”) covers intra-
�J�U�R�X�S�� �F�U�R�V�V���E�R�U�G�H�U�� �W�U�D�Q�V�D�F�W�L�R�Q�V�� �D�Q�G�� �V�S�H�F�L�¿�H�G�� �G�R�P�H�V�W�L�F��
transactions. Since the introduction of the code, transfer pricing 
has become the most important international tax issue affecting 
multinational enterprises operating in India. The regulations are 
broadly based on the organization for Economic Co-operation 
and Development (“OECD”) Guidelines and describe the various 
transfer pricing methods, impose extensive annual transfer 
pricing documentation requirements and contain harsh penal 
provisions for non compliance.

The Indian Transfer Pricing Code prescribes that income arising 
�I�U�R�P���L�Q�W�H�U�Q�D�W�L�R�Q�D�O���W�U�D�Q�V�D�F�W�L�R�Q�V���R�U���V�S�H�F�L�¿�H�G���G�R�P�H�V�W�L�F���W�U�D�Q�V�D�F�W�L�R�Q�V��
between associated enterprises should be computed having 
�U�H�J�D�U�G�� �W�R�� �W�K�H�� �D�U�P�¶�V�� �O�H�Q�J�W�K�� �S�U�L�F�H���� �,�W�� �K�D�V�� �E�H�H�Q�� �F�O�D�U�L�¿�H�G�� �W�K�D�W�� �D�Q�\��
allowance for an expenditure or interest or allocation of any cost 
�R�U���H�[�S�H�Q�V�H���D�U�L�V�L�Q�J���I�U�R�P���D�Q���L�Q�W�H�U�Q�D�W�L�R�Q�D�O���W�U�D�Q�V�D�F�W�L�R�Q���R�U���V�S�H�F�L�¿�H�G��
domestic transaction also shall be determined having regard to 
�W�K�H�� �D�U�P�¶�V���O�H�Q�J�W�K�� �S�U�L�F�H���� �7�K�H�� �$�F�W�� �G�H�¿�Q�H�V�� �W�K�H�� �W�H�U�P�V�� �L�Q�W�H�U�Q�D�W�L�R�Q�D�O��
�W�U�D�Q�V�D�F�W�L�R�Q�V���� �V�S�H�F�L�¿�H�G�� �G�R�P�H�V�W�L�F�� �W�U�D�Q�V�D�F�W�L�R�Q�V���� �D�V�V�R�F�L�D�W�H�G��
enterprises and arm’s length price.

Type of transactions covered

The Indian transfer pricing regulations are applicable to an 
�L�Q�W�H�U�Q�D�W�L�R�Q�D�O�� �W�U�D�Q�V�D�F�W�L�R�Q�� �D�V�� �Z�H�O�O�� �D�V�� �W�R�� �V�S�H�F�L�¿�H�G�� �G�R�P�H�V�W�L�F��
transactions entered into two (or more) associated enterprises. 
�6�H�F�W�L�R�Q�� �����%�� �R�I�� �W�K�H�� �$�F�W�� �G�H�¿�Q�H�V�� �W�K�H�� �W�H�U�P�� �³�L�Q�W�H�U�Q�D�W�L�R�Q�D�O��
transaction” to mean a transaction between two (or more) 
associated enterprises involving the sale, purchase or lease 
of tangible or intangible property; provision of services; cost-
sharing arrangements; lending/ borrowing of money; or any 
�R�W�K�H�U���W�U�D�Q�V�D�F�W�L�R�Q���K�D�Y�L�Q�J���D���E�H�D�U�L�Q�J���R�Q���W�K�H���S�U�R�¿�W�V�����L�Q�F�R�P�H�����O�R�V�V�H�V��
or assets of such enterprises.

6STATUTORY RULES AND REGULATIONS 
UNDER THE INCOME TAX ACT
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Further, the Finance Act 2012 extended the application of transfer 
�S�U�L�F�L�Q�J�� �U�H�J�X�O�D�W�L�R�Q�V�� �W�R�� �³�V�S�H�F�L�¿�H�G�� �G�R�P�H�V�W�L�F�� �W�U�D�Q�V�D�F�W�L�R�Q�V�´���� �E�H�L�Q�J��
the following transactions with certain related domestic parties, 
if the aggregate value of such transactions exceeds INR 5 crore:

�¾	 �$�Q�\���W�U�D�Q�V�D�F�W�L�R�Q���U�H�O�D�W�H�G���W�R���E�X�V�L�Q�H�V�V�H�V���H�O�L�J�L�E�O�H���I�R�U���S�U�R�¿�W���O�L�Q�N�H�G��
tax incentives, for example, infrastructure facilities (Section 
80-IA) and SEZ units (section 10AA);and

�¾	 �$�Q�\���R�W�K�H�U���W�U�D�Q�V�D�F�W�L�R�Q�V���D�V���P�D�\���E�H���V�S�H�F�L�¿�H�G��

Associated enterprises (“AEs”)

�7�K�H���U�H�O�D�W�L�R�Q�V�K�L�S���R�I�� �D�V�V�R�F�L�D�W�H�G���H�Q�W�H�U�S�U�L�V�H�V���L�V���G�H�¿�Q�H�G���E�\�� �6�H�F�W�L�R�Q��
92A of the Act to cover direct / indirect participation in the 
management, control or capital of an enterprise by another 
enterprise. It also covers situations in which the same person 
(directly or indirectly) participates in the management, control 
or capital of both the enterprises. For the purposes of the above 
�G�H�¿�Q�L�W�L�R�Q���� �6�H�F�W�L�R�Q�� �����$�� �R�I�� �W�K�H�� �$�F�W�� �V�S�H�F�L�¿�H�V�� �F�H�U�W�D�L�Q�� �S�D�U�D�P�H�W�H�U�V��
have been laid down based on which two enterprises would be 
deemed as AEs.

Arm’s length principle and pricing methodologies

�7�K�H�� �W�H�U�P�� �µ�D�U�P�¶�V�� �O�H�Q�J�W�K�� �S�U�L�F�H�¶�� �L�V�� �G�H�¿�Q�H�G�� �E�\�� �6�H�F�W�L�R�Q�� �����)�� �R�I�� �W�K�H��
Act to mean a price that is applied or is proposed to be applied 
to transactions between persons other than AEs in uncontrolled 
conditions. The following methods have been prescribed by 
Section 92C of the Act for the determination of the arm’s length 
price:

�¾	 Comparable uncontrolled price (CUP) method

�¾�� Resale price method (RPM)

�¾�� Cost plus method (CPM)

�¾�� �3�U�R�¿�W���V�S�O�L�W���P�H�W�K�R�G�����3�6�0��

�¾�� Transactional net margin method (TNMM)

�¾�� Such other methods as may be prescribed

These regulations require a taxpayer to determine an arm’s-
�O�H�Q�J�W�K���S�U�L�F�H���I�R�U���L�Q�W�H�U�Q�D�W�L�R�Q�D�O���W�U�D�Q�V�D�F�W�L�R�Q�V���R�U���V�S�H�F�L�¿�H�G���G�R�P�H�V�W�L�F��
transactions. However, transfer pricing provisions will not apply 
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if the arm’s-length price would result in a downward revision in 
the income chargeable to tax in India.

Documentation requirements

Taxpayers are required to maintain, on an annual basis, a set of 
extensive information and documents relating to international 
�W�U�D�Q�V�D�F�W�L�R�Q�V�� �X�Q�G�H�U�W�D�N�H�Q�� �Z�L�W�K�� �$�(�V�� �R�U�� �V�S�H�F�L�¿�H�G�� �G�R�P�H�V�W�L�F��
transactions. Rule 10D of the Income Tax Rules, 1962 prescribes 
detailed information and documentation that has to be maintained 
by the taxpayer.

Further, it is mandatory for all taxpayers, without exception, 
to obtain an independent accountant’s report in respect of all 
international transactions between associated enterprises or 
�V�S�H�F�L�¿�H�G���G�R�P�H�V�W�L�F���W�U�D�Q�V�D�F�W�L�R�Q�V�����7�K�H���U�H�S�R�U�W���K�D�V���W�R���E�H���I�X�U�Q�L�V�K�H�G���E�\��
�W�K�H���G�X�H���G�D�W�H���R�I���W�K�H���W�D�[���U�H�W�X�U�Q���¿�O�L�Q�J�����L���H�����R�Q���R�U���E�H�I�R�U�H���������1�R�Y�H�P�E�H�U����
to avoid stringent penalties prescribed for noncompliance with 
the provisions of the transfer pricing code.

Associated Enterprises

�6�H�F�W�L�R�Q�� �����$�� �R�I�� �W�K�H�� �,�Q�F�R�P�H�� �7�D�[�� �$�F�W���� ���������� �G�H�¿�Q�H�V�� �D�V�V�R�F�L�D�W�H�G��
enterprise as, an enterprise which:

�¾�� Participates directly or indirectly, or through one or more 
intermediaries, in the management or control or capital of 
the other enterprise; or

�¾�� In respect of which one or more persons who participate, 
directly or indirectly, or through one or more intermediaries, 
in its management, control, or capital, are the same persons 
who participate, directly or indirectly, or through one or more 
intermediaries, in the management or control or capital of the 
other enterprise.

�7�K�H�� �5�H�J�X�O�D�W�L�R�Q�V�� �I�X�U�W�K�H�U�� �S�U�R�Y�L�G�H�� �V�S�H�F�L�¿�F�� �F�R�Q�G�L�W�L�R�Q�V�� �D�Q�G��
circumstances under which two entities are deemed to be 
Associated Enterprises.

Computation of ALP

The Indian TP Regulations require computation of ALP based on 
the prescribed TP methods. The Regulations have prescribed the 
�I�R�O�O�R�Z�L�Q�J���¿�Y�H���P�H�W�K�R�G�V���I�R�U���G�H�W�H�U�P�L�Q�D�W�L�R�Q���R�I���$�/�3�²
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Price Based Methods

1.	 Comparable Uncontrolled Price Method(CUP):

�¾�� Compare the prices charged for property or services for 
controlled transactions vs. uncontrolled transactions.

�¾�� The basic tenet is to compare close similarity in products, 
property or services that are involved

�¾�� Timing of the transactions are relevant where prices of the 
�S�U�R�G�X�F�W���À�X�F�W�X�D�W�H���U�H�J�X�O�D�U�O�\��

2.	 Cost Plus Method (CPM)

�¾�� �&�3�0���G�H�W�H�U�P�L�Q�H�V���$�/�3���E�\���D�G�G�L�Q�J���*�U�R�V�V���3�U�R�¿�W���0�D�U�J�L�Q�����P�D�U�N��
up) earned in comparable transaction(s) / by comparable 
companies to the cost incurred by Tested Party under 
controlled transaction

����	 �5�H�V�D�O�H���3�U�L�F�H���0�H�W�K�R�G�����5�3�0��

�¾�� 	RPM computes purchase price paid to related party based 
on its resale price to unrelated party

�¾�� RPM is typically useful to determine ALP of purchases 
made by the distributor (trader) from related party

�3�U�R�¿�W���%�D�V�H�G���0�H�W�K�R�G�V

����	 �3�U�R�¿�W���6�S�O�L�W���0�H�W�K�R�G�����3�6�0����

�¾�� �3�6�0�� �G�H�W�H�U�P�L�Q�H�V�� �D�U�P�¶�V�� �O�H�Q�J�W�K�� �S�U�R�¿�W�� �E�D�V�H�G�� �R�Q�� �F�R�P�E�L�Q�H�G��
�S�U�R�¿�W�V���G�H�U�L�Y�H�G���E�\���U�H�O�D�W�H�G���S�D�U�W�L�H�V

2.	 Transactional Net Margin Method (TNMM).

�¾�� TNMM tests the net margins of the tested party as oppose 
to gross margins in case of RPM or CPM

The TP Regulations also provide for use of any other method, which 
�W�D�N�H�V���L�Q�W�R���F�R�Q�V�L�G�H�U�D�W�L�R�Q���D���S�U�L�F�H���F�K�D�U�J�H�G���L�Q���D���V�L�P�L�O�D�U���W�U�D�Q�V�D�F�W�L�R�Q��
between unrelated parties in uncontrolled circumstances. In 
cases where there is more than one price determined using the 
�P�R�V�W���D�S�S�U�R�S�U�L�D�W�H���I�U�R�P���W�K�H���D�E�R�Y�H���P�H�W�K�R�G�V�����$�/�3���V�K�D�O�O���E�H���W�D�N�H�Q���W�R��
be at arithmetic mean of such prices. Where the transfer price 
differs from ALP, no TP adjustment is made where the arithmetic 
mean falls within the tolerance range of transfer price. Currently, 
the tolerance range available for whole sale traders is 1%, while 
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�W�K�D�W�� �I�R�U�� �R�W�K�H�U�� �W�D�[�S�D�\�H�U�V�� �L�V�� ������ �R�I�� �W�K�H�� �Y�D�O�X�H�� �R�I�� �,�Q�W�H�U�Q�D�W�L�R�Q�D�O��
�7�U�D�Q�V�D�F�W�L�R�Q�������6�S�H�F�L�¿�H�G���'�R�P�H�V�W�L�F���7�U�D�Q�V�D�F�W�L�R�Q��

Use of Range Concept

The Central Board of Direct Taxes (CBDT), the regulatory body 
�U�H�V�S�R�Q�V�L�E�O�H�� �I�R�U�� �W�D�[�� �D�G�P�L�Q�L�V�W�U�D�W�L�R�Q�� �L�Q�� �,�Q�G�L�D���� �K�D�V�� �D�O�V�R�� �Q�R�W�L�¿�H�G��
the concept of ‘arm’s length range’ for computation of ALP 
for transactions after April1, 2014. Under this concept, data 
�S�R�L�Q�W�V���O�\�L�Q�J���Z�L�W�K�L�Q���W�K�H�������W�K���D�Q�G���W�K�H������th percentile of a data set 
constructed using comparable data would constitute the arm’s 
length range. Accordingly, transfer price falling within the arm’s 
length range would be considered to be at arm’s length.

A minimum of six comparable entities are required for application 
of the range concept. In cases where the number of comparables 
in a data set is less than six, the arithmetic mean would continue 
to be considered as the ALP. Where the arithmetic mean is 
�F�R�Q�V�L�G�H�U�H�G���D�V���W�K�H���$�/�3�����W�K�H���E�H�Q�H�¿�W���R�I���D���W�R�O�H�U�D�Q�F�H���U�D�Q�J�H���F�R�Q�W�L�Q�X�H�V��
to be available.

Use of Multiple Year Data

Originally, the TP Regulations did not provide for using data of 
�\�H�D�U�V���R�W�K�H�U���W�K�D�Q���W�K�H���\�H�D�U���L�Q���Z�K�L�F�K���W�U�D�Q�V�D�F�W�L�R�Q�V���Z�H�U�H���X�Q�G�H�U�W�D�N�H�Q��
���H�[�F�H�S�W�� �L�Q�� �F�H�U�W�D�L�Q�� �V�S�H�F�L�¿�F�� �F�D�V�H�V������ �7�K�H�� �&�%�'�7�� �K�D�V�� �D�P�H�Q�G�H�G��
the Rules and now permitted use of ‘multiple year data’ while 
�S�H�U�I�R�U�P�L�Q�J�� �D�� �E�H�Q�F�K�P�D�U�N�L�Q�J�� �D�Q�D�O�\�V�L�V���� �,�I�� �F�H�U�W�D�L�Q�� �F�R�Q�G�L�W�L�R�Q�V�� �D�U�H��
�V�D�W�L�V�¿�H�G�����W�K�H���W�D�[�S�D�\�H�U���V�K�D�O�O���E�H���S�H�U�P�L�W�W�H�G���W�R���X�V�H���F�R�P�S�D�U�D�E�O�H���G�D�W�D��
�R�I�� ���� �\�H�D�U�V���S�U�H�F�H�G�L�Q�J�� �W�K�H���U�H�O�H�Y�D�Q�W���¿�V�F�D�O���\�H�D�U���D�O�R�Q�J�� �Z�L�W�K�� �W�K�D�W���R�I��
�W�K�H���U�H�O�H�Y�D�Q�W���¿�V�F�D�O���³�F�X�U�U�H�Q�W�´���\�H�D�U��

Reporting needs

Taxpayers in India by law have an obligation to report 
compliance to the requirements under the act of entering into 
�D�Q�\�� �L�Q�W�H�U�Q�D�W�L�R�Q�D�O���R�U���V�S�H�F�L�¿�H�G���G�R�P�H�V�W�L�F���W�U�D�Q�V�D�F�W�L�R�Q���7�K�L�V���L�V���G�R�Q�H��
�E�\�� �R�E�W�D�L�Q�L�Q�J�� �D�� �F�H�U�W�L�¿�F�D�W�H�� �I�U�R�P�� �D�Q�� �D�F�F�R�X�Q�W�D�Q�W�� �W�K�D�W�� �Q�H�H�G�V�� �W�R�� �E�H��
�I�X�U�Q�L�V�K�H�G���E�H�I�R�U�H���W�K�H���G�X�H���G�D�W�H���R�I���¿�O�L�Q�J���R�I���L�Q�F�R�P�H���W�D�[���U�H�W�X�U�Q��

�7�K�H���D�F�F�R�X�Q�W�D�Q�W���L�V���U�H�T�X�L�U�H�G���W�R���F�H�U�W�L�I�\���R�Q���W�Z�R���N�H�\���S�R�L�Q�W�V��

�¾�� The ALP computed by the tax payer is correct and in line with 
the regulations; and

�¾�� Appropriate documentation has been maintained by the 
taxpayer, as per the regulatory requirements
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�7�K�L�V���L�V���U�H�S�R�U�W�H�G���D�O�R�Q�J���Z�L�W�K���V�S�H�F�L�¿�F���G�H�W�D�L�O�V���R�I���W�K�H���L�Q�W�H�U�Q�D�W�L�R�Q�D�O������
�V�S�H�F�L�¿�H�G�� �G�R�P�H�V�W�L�F�� �W�U�D�Q�V�D�F�W�L�R�Q���� �K�R�Z�� �$�/�3�� �K�D�V�� �E�H�H�Q�� �G�H�W�H�U�P�L�Q�H�G����
the value of the transaction etc.

Three Tiered Documentation

�'�R�F�X�P�H�Q�W�D�W�L�R�Q���L�V���N�Q�R�Z�Q���W�R���E�H���R�Q�H���R�I���W�K�H���I�R�U�H�P�R�V�W���U�H�T�X�L�U�H�P�H�Q�W�V����
The OECD has come up with a recommendation under Base 
�(�U�R�V�L�R�Q���D�Q�G���S�U�R�¿�W���V�K�L�I�W�L�Q�J�����%�(�3�6�����D�F�W�L�R�Q���S�O�D�Q�����Z�K�L�F�K���S�U�H�V�F�U�L�E�H�V��
a three-tiered approach to maintenance of documentation. This 
requires the taxpayer to maintain:

����	 �$���P�D�V�W�H�U���¿�O�H

����	 �$���O�R�F�D�O���¿�O�H

����	 �$���F�R�X�Q�W�U�\���E�\���F�R�X�Q�W�U�\���U�H�S�R�U�W

The union budget of India for 2016 provided for a similar 
convergence with the OECD recommendation, and it is therefore 
now a mandate for Companies in India to align their documentation 
in line with the OECD recommendations, as listed above.

1.	 The Master File is required to include global information 
about the multinational corporation group, including 
�L�Q�I�R�U�P�D�W�L�R�Q�� �R�Q�� �L�Q�W�D�Q�J�L�E�O�H�V�� �D�Q�G�� �¿�Q�D�Q�F�L�D�O�� �D�F�W�L�Y�L�W�L�H�V���� �W�R�� �E�H��
made available to the local regulations.

2.	 The Local File must contain all relevant information for 
material intercompany transactions of the group entity, in 
each separate Country

����	 Country-By-Country Report (CBCR) must contain details 
on income, earnings, taxes paid and measures of economic 
activities.

This is a game-changing move that increased the burden of 
compliance for MNEs, as they will now need to provide a lot more 
granular level information to the tax authorities, as compared to 
the past.

Adjustment to the Reported Income

�7�K�H�� �W�D�[�� �R�I�¿�F�H�U�� �L�V�� �E�R�X�Q�G�� �W�R�� �D�G�M�X�V�W�� �W�K�H�� �U�H�S�R�U�W�H�G�� �L�Q�F�R�P�H�� �R�I�� �W�K�H��
taxpayer with the amount of adjustment proposed by the TPO. 
This would have an effect of increasing the assessed income or 
alternatively decreasing the assessed loss. Furthermore, the 
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eligible deductions available to the taxpayer under section 80 
could not be availed on the enhanced income. However, those 
taxpayers who are eligible for deductions under section 10A and 
10B remain unaffected as these deductions remain available on 
the enhanced income.

Conclusion

With the speed at which globalization is affecting the business 
world and the way countries are competing with one another for 
foreign direct investments, it may be safe to conclude that the 
world of transfer pricing is only going to get more interesting 
by the day. It is quite apparent that the views of the regulators 
are also evolving, as there is a clear demonstration of intent to 
simplify the processes. However, only time will tell if they are able 
�W�R���N�H�H�S���S�D�F�H���Z�L�W�K���W�K�H���G�\�Q�D�P�L�F���F�K�D�Q�J�H�V���L�Q���W�K�H���E�X�V�L�Q�H�V�V���P�R�G�H�O�V��
and structures being formed with the advent of technology, free 
�P�D�U�N�H�W�� �H�F�R�Q�R�P�\�� �D�Q�G�� �D�J�J�U�H�V�V�L�Y�H�� �L�Q�Y�H�V�W�P�H�Q�W�� �Y�H�K�L�F�O�H�V�� �F�R�P�L�Q�J��
into.

Implications of Transfer Pricing in India

Transfer Pricing is not an exact science, evaluation of transactions 
through which the process of determination is carried is an art 
where mathematical certainty is indeed not possible and some 
approximation cannot be ruled out, yet it has to be shown that 
�D�Q�D�O�\�V�L�V���Z�D�V���µ�M�X�G�L�F�L�D�O�¶���D�Q�G���Z�D�V���G�R�Q�H���D�I�W�H�U���W�D�N�L�Q�J���L�Q�W�R���D�F�F�R�X�Q�W���D�O�O��
the relevant facts and circumstances. Transfer pricing denotes the 
�S�U�L�F�H���Z�K�L�F�K���L�V���¿�[�H�G���I�R�U���L�Q�W�U�D���J�U�R�X�S���W�U�D�Q�V�D�F�W�L�R�Q�V�����,�Q���V�L�P�S�O�H���Z�R�U�G�V��
it is the price in which a product or service is transferred between 
related entities. For e.g. a company in United States having an 
Indian subsidiary transfers a product or service to its subsidiary 
�I�R�U���D�I�¿�[�H�G���S�U�L�F�H���G�H�W�H�U�P�L�Q�H�G���E�\���W�K�H���S�D�U�H�Q�W���8���6�����&�R�P�S�D�Q�\���I�R�U���V�D�O�H��
�L�Q���W�K�H���R�S�H�Q���P�D�U�N�H�W���L�Q���,�Q�G�L�D�����7�K�L�V���L�V���Q�R�U�P�D�O�O�\���O�H�V�V���W�K�D�Q���W�K�H���D�F�W�X�D�O��
�P�D�U�N�H�W���S�U�L�F�H���D�W���Z�K�L�F�K���W�K�H���S�U�R�G�X�F�W���R�U���V�H�U�Y�L�F�H���L�V���D�F�W�X�D�O�O�\���V�R�O�G���L�Q���W�K�H��
�P�D�U�N�H�W�����7�K�H���,�P�S�O�L�F�D�W�L�R�Q�V���R�I���7�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J���F�R�P�H�V���W�R���O�L�J�K�W���Z�K�H�Q��
such a pricing of products or services are done to evade tax. 
Transfer pricing has huge implications on the tax jurisdictions 
of various states especially when Double Taxation Avoidance 
Agreements (DTAA) are entered into by the states (such as Indo-
Mauritius Free Trade Agreement). Transfer pricing is a mode by 
�Z�K�L�F�K�� �0�X�O�W�L�Q�D�W�L�R�Q�D�O�� �(�Q�W�H�U�S�U�L�V�H�V�� ���0�1�(�¶�V���� �P�D�N�H�V�� �K�X�J�H�� �S�U�R�¿�W�V�� �E�\��
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increasing the price of products or services in low tax jurisdictions 
and decreasing the price in high tax jurisdictions thereby shifting 
�S�U�R�¿�W�V���H�V�S�H�F�L�D�O�O�\���L�Q���D���V�F�H�Q�D�U�L�R���Z�K�H�U�H�L�Q���P�R�U�H���W�K�D�Q���������S�H�U�F�H�Q�W���R�I��
international trade is done intra- group (E&Y Survey). Transfer 
pricing thus provides for huge loss to the public exchequer as 
they are prevented from taxing a product or service or on the 
other hand are prevented from realizing the real tax at which 
a product was to be taxed in a country. The theory of Transfer 
�3�U�L�F�L�Q�J���L�V���E�D�V�H�G���R�Q���W�K�H���F�R�Q�F�H�S�W���R�I���µ�I�X�Q�F�W�L�R�Q�V�����U�L�V�N�V���D�Q�G���D�V�V�H�W�V�¶��

It is at this juncture that we need a strict Transfer Pricing Regulation 
to prevent the Multinational Enterprises from evading tax and 
�U�H�D�S�L�Q�J���K�X�J�H���S�U�R�¿�W�V���O�H�I�W���X�Q�D�F�F�R�X�Q�W�H�G�����7�K�H���0�R�U�J�D�Q���6�W�D�Q�O�H�\���&�D�V�H��
(AAR No 61 of 2005) made huge waves in the economic and legal 
sector and brought out the concept of implications of Transfer 
Pricing in the forefront, though indirectly. The case assumed 
�V�L�J�Q�L�¿�F�D�Q�F�H�� �I�R�U�� �L�W�� �U�D�L�V�H�G�� �V�L�J�Q�L�¿�F�D�Q�W�� �L�V�V�X�H�V�� �L�Q�� �W�K�H�� �H�P�H�U�J�L�Q�J��
BPO sector in India and the manner in which Transfer Pricing 
provisions were applicable. One of the groups of companies of 
Morgan Stanley & Co (MSCo), Morgan Stanley Advantage Services 
Private Limited (MSAS) incorporated in India provided certain 
support services to MSCo. MSCo provided personnel to MSAS for 
stewardship activities and persons on deputation. The question 
arose was whether MSAS was a Permanent Establishment (PE) 
�I�R�U�� �W�D�[�� �S�X�U�S�R�V�H�V�� �D�Q�G�� �Z�K�H�W�K�H�U�� �S�U�R�¿�W�V�� �D�W�W�U�L�E�X�W�H�G�� �W�R�� �W�K�H�� �3�(�� �Z�D�V��
within the purview of Transfer Pricing provisions. The AAR in 
the said ruling held unequivocally that as long as the PE deals 
on an Arms length basis with its associated enterprises, there 
cannot be any further attribution. It is in this context that the 
impaction IT Enabled services becomes a matter of concern. For 
the purpose of determining ALP, the Revenue authorities have to 
determine the price of services rendered by the PE to its head 
�R�I�¿�F�H�� �R�U�� �Y�L�F�H�� �Y�H�U�V�D���� �%�U�L�Q�J�L�Q�J�� �%�3�2�¶�V�� �X�Q�G�H�U�� �W�K�H�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J��
regime will have a considerable effect on the booming industry 
especially in the light of rupee appreciation, US Sub-prime crisis 
and changing political scenario.

Similarly, the Mentor Graphics Pvt. Ltd. (2007) 165 Taxman 28, 
also brought about the need of having a strict transfer pricing 
regime in India especially in era of booming of IT and ITeS. It 
was seen as victory for the corporate taxpayers as the Income 
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Tax Appellate Tribunal (ITAT) rejected the tax authorities’ 
adjustments to the transfer pricing bill of mentor graphics. The 
recent decision of the Authority for Advanced Ruling (AAR) in 
�,�Q�U�H�� �0�X�V�W�D�T�� �$�K�P�H�G�� ���>���������@�� �������� �,�7�5���������� ���� �Z�K�H�U�H�L�Q�� �W�K�H�� �L�V�V�X�H��
was relating to taxing of a non-resident in a case of tax avoidance 
and in another case of Vanenburg Group B.V Inre ([2007] 289 
ITR0464), it was a question of determining whether transfer 
pricing provisions would be applicable to a Foreign Company 
holding 100 percent shares in Indian company in the transfer of 
shares to its foreign subsidiary abroad.

The ruling went in favour of the assessee, throws light on the 
implication of Transfer Pricing in the present economic and 
legal scenario. The Indian Transfer Pricing Regulation owes its 
existence to the Finance Act, 2001 which amended Section 92 
of the Income Tax Act by bringing in sections 92A to F. It came 
into existence from the methods and principles set forth in the 
Organization for Economic Co-operation and Development’s 
Report on Transfer Pricing and Multinational Enterprises (OECD 
TP Report). Section 92 A of the Income Tax Act.1962 ( as 
�$�P�H�Q�G�H�G���L�Q���������������S�U�R�Y�L�G�H�G���I�R�U���F�O�D�U�L�W�\���L�Q���W�H�U�P�V���O�L�N�H���,�Q�W�H�U�Q�D�W�L�R�Q�D�O��
Transactions, Enterprise, Associated Enterprises etc which are 
essential for clothing various Multinational Enterprises( MNE) 
within the gamut of direct taxation. The amended Act also 
provided for the methods by which the ‘Arms Length Price’ (ALP) 
or the Price in which a related party has to transact has to be 
measured.

ALP proposes that in an International Transaction the price 
at which unrelated or independent parties transact should be 
the price at which related entities transact. For e.g. where an 
American Company transacts with its Indian subsidiary, the price 
at which they shall transact would be the price at which a third 
party transacts with the Indian subsidiary in a similar transaction. 
It should be understood that there are 5 methods by which the 
ALP is determined, The Comparable Uncontrolled Method (CUP), 
�5�H�V�D�O�H�� �3�U�L�F�H�� �0�H�W�K�R�G�� ���5�3�0������ �&�R�V�W���3�O�X�V�� �0�H�W�K�R�G�� ���&�3�0������ �3�U�R�¿�W��
Split Method (PSM) and the Transactional Net Margin Method 
(TNMM) (S.92C). The Act provides for the determination of ALP 
�E�\���$�V�V�H�V�V�L�Q�J���2�I�¿�F�H�U���R�U���7�U�D�Q�V�I�H�U���3�U�L�F�L�Q�J���2�I�¿�F�H�U�����7�3�2�����L�Q���F�D�V�H���R�I��
trade of value INR 150 Million or more.
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The various areas wherein the concept of Transfer Pricing is 
�V�H�H�Q���U�H�À�H�F�W�H�G���D�U�H���W�K�H���&�H�Q�W�U�D�O���(�[�F�L�V�H���$�F�W���������������Z�K�L�F�K���V�S�H�D�N�V���R�I��
Levying of excise duty for transactions between ‘related persons’ 
determined by value at which it sells a good to an unrelated 
�S�D�U�W�\�����6�H�F�W�L�R�Q���������������E���������7�K�H���Y�D�O�X�D�W�L�R�Q���U�X�O�H�V���X�Q�G�H�U���W�K�H���&�X�V�W�R�P�V��
Act, 1962 recognizes the principle of ALP in dealing with Transfer 
Pricing. Under the Customs Rules, unless an exception applies, 
the ‘Assessable Value’ is the invoice value (i.e. ‘Transaction 
Value’ under Rule 4(2)). Transfer Pricing is Customs valuation 
under S.14 of the Act read with Section 2(2) Customs Valuation 
(Determination of Prices of Imported Goods), Rules, 1988. While 
provisions in the Companies Act, 1956 such as Section 211 which 
�G�H�D�O�V���Z�L�W�K���W�K�H���I�R�U�P���D�Q�G���F�R�Q�W�H�Q�W���R�I���%�D�O�D�Q�F�H���V�K�H�H�W���D�Q�G���W�K�H���S�U�R�¿�W��
�D�Q�G�� �O�R�V�V�� �D�F�F�R�X�Q�W�� �U�H�T�X�L�U�H�V�� �W�K�H�� �¿�Q�D�Q�F�L�D�O�� �V�W�D�W�H�P�H�Q�W�V�� �W�R�� �S�U�R�Y�L�G�H��
the true and fair picture of the state of affairs of the company. 
Similar provisions relating to disclosure requirements and 
�¿�Q�D�Q�F�L�D�O���V�W�D�W�H�P�H�Q�W�V���K�D�Y�H���L�Q�G�L�U�H�F�W���L�P�S�O�L�F�D�W�L�R�Q���R�Q���7�U�D�Q�V�I�H�U���3�U�L�F�L�Q�J����
The Accounting Standards (AS-18) framed by the Institute of 
Charted Accountants in India (ICAI) deals with transactions 
between a reporting enterprise and its related parties. Section 
8 of Foreign Exchange Management Act (FEMA) provides for 
provisions relating ALP. Computation of transfer pricing using 
ALP has been done on related entities using these provisions. 
The various provisions under Income Tax Act, 1961 (as amended 
by Finance Act, 2001) and Rules 10A to 10E effectively deals 
with Transfer Pricing in India section 92(1) provides that ‘any 
income arising from an international transaction shall be

computed having regard to the Arm’s length price. An Associated 
Enterprise as per the Income Tax Act has to comply with a) 
Maintaining a prescribed Documentation and b) Obtain an 
�$�F�F�R�X�Q�W�D�Q�W�¶�V���&�H�U�W�L�¿�F�D�W�H�����:�K�L�O�H���W�K�H���0�1�(���L�V���I�U�H�H���W�R���G�H�W�H�U�P�L�Q�H���W�K�H��
Transfer Price, it is the duty of the Authorities to see that it is 
�L�Q�� �$�U�P�¶�V�� �/�H�Q�J�W�K�� �3�U�L�F�H���� �7�K�X�V�� �Z�K�H�U�H�� �W�K�H�� �P�D�U�N�H�W�� �S�U�L�F�H�V�� �D�U�H�� �Q�R�W��
�U�H�À�H�F�W�H�G���L�Q���S�U�L�F�H�V���V�H�W���E�\���U�H�O�D�W�H�G���S�D�U�W�L�H�V�����W�K�H���7�D�[���D�X�W�K�R�U�L�W�L�H�V���Z�L�O�O��
�K�D�Y�H���W�K�H���S�R�Z�H�U���W�R���D�G�M�X�V�W���S�U�R�¿�W�V���V�R���W�K�D�W���W�K�H�\���U�H�S�U�H�V�H�Q�W���D�Q���$�U�P�¶�V��
length result. It is here where the issue of strict compliance 
comes into the picture.

�7�K�H�� �7�U�D�Q�V�I�H�U�� �3�U�L�F�L�Q�J�� �2�I�¿�F�H�U�� ���7�3�2���� �D�S�S�R�L�Q�W�H�G�� �X�Q�G�H�U�� �W�K�H�� �$�F�W��
�V�K�R�X�O�G�� �¿�Q�G�� �W�K�H�� �µ�P�R�V�W�� �D�S�S�U�R�S�U�L�D�W�H�� �P�H�W�K�R�G�¶�� ���� �5�X�O�H�����&�������� �R�I��
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Income Tax Rules, 1962 ) in determining ALP when none of the 
afore mentioned methods does not apply, which is subject to the 
�G�L�V�F�U�H�W�L�R�Q���R�I���W�K�H���$�V�V�H�V�V�L�Q�J���R�U���7�3���2�I�¿�F�H�U���D�V���W�K�H���F�D�V�H���P�D�\�E�H�����7�K�L�V��
�S�U�R�Y�H�V���W�R���E�H���Q�H�J�D�W�L�Y�H���D�V���W�K�H���7�3�2���P�D�\���Q�R�W���E�H���H�I�¿�F�L�H�Q�W���H�Q�R�X�J�K���W�R��
determine the price in certain cases. In the recent case of Sony 
Pvt. Ltd. Central Board of Direct Taxes ([2007] 288 ITR 0052), 
evolved the question of reference in determining ALP to TPO. The 
best way to comply with the TP Regulations would be to have a 
TP Study and determine the ALP thereby saving the procedural 
�G�L�I�¿�F�X�O�W�L�H�V���� �%�X�W�� �Z�L�W�K�R�X�W�� �D�G�H�T�X�D�W�H�� �S�U�R�F�H�G�X�U�D�O�� �U�H�T�X�L�U�H�P�H�Q�W�V����
such as study may not be fruitful in most cases. In addition 
to this the Indian tax regime has the short coming of realizing 
the importance of an Advance Pricing Agreement (APA) which 
would enable the taxpayer (MNE’s) and the tax authorities to 
save time and money. In the case of APA’s, the Taxpayer which 
in most cases would be the MNE’s and the Tax Authority would 
reach an Agreement with respect to the price at which a product 
or services shall be traded. In most cases it would the price 
in a uncontrolled transaction vis-à-vis a Controlled transaction 
(Associated entities).

The present Indian Tax regime suffers the lacunae of having 
provisions relating to safe harbours which are a simple set of 
�U�X�O�H�V�� �Z�K�L�F�K�� �L�I�� �V�D�W�L�V�¿�H�G�� �E�\�� �W�K�H�� �W�D�[�� �S�D�\�H�U�� �Z�R�X�O�G�� �H�Q�D�E�O�H�� �L�W�� �W�R�� �E�H��
relieved from certain regulatory obligations otherwise imposed 
�E�\�� �W�D�[�� �O�H�J�L�V�O�D�W�L�R�Q���� �6�L�P�L�O�D�U�O�\�� �O�D�F�N�� �R�I�� �F�R�P�S�D�U�D�E�O�H�V�� �Q�H�H�G�H�G�� �W�R��
determine ALP is another issue and can be redeemed with a 
�U�H�O�L�D�E�O�H�� �G�D�W�D�E�D�V�H�� ���O�L�N�H�� �3�U�R�Z�H�V�V�� �D�Q�G�� �&�D�S�L�W�D�O�L�]�H������ �%�X�W�� �D�O�O�� �W�K�H�V�H��
changes can be made only by a strict compliance of Transfer 
Pricing Regulation with regular updating of the technology in 
tune with the changing needs with a more reliable assessment of 
Transfer Pricing. In a country where there is a steep increase in 
�¿�Q�D�Q�F�L�D�O���W�U�D�Q�V�D�F�W�L�R�Q�V���Z�L�W�K���O�D�U�J�H���Q�X�P�E�H�U���R�I���0�H�U�J�H�U���	���$�F�T�X�L�V�L�W�L�R�Q�¶�V��
���0�	�$�¶�V�����K�D�S�S�H�Q�L�Q�J�����W�K�H�U�H���L�V���D���Q�H�H�G���W�R���S�R�V�W���D�Q���H�I�¿�F�L�H�Q�W�����U�H�O�L�D�E�O�H��
and transparent Transfer Pricing with regards to the implications 
it can have on the International Trade.

Though we can be proud of having a more reliable Transfer Pricing 
Provisions compared to other countries, the need to emerge as 
a stronghold of the International Trade, India has to reinvigorate 
its taxing procedures.
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To end one should understand the concept of Transfer Pricing as 
held by the Commissioner of Income Tax (Appellate) in Aztech 
Computer case (Aztech Software & Technology Services Ltd. 
�Y���� �$�&�,�7�������,�7�5���$�7���������� �W�K�D�W�� �³�7�U�D�Q�V�I�H�U�� �3�U�L�F�L�Q�J�� �L�V�� �Q�R�W�� �D�Q�� �H�[�D�F�W��
science, evaluation of transactions through which the process of 
determination is carried is an art where mathematical certainty is 
indeed not possible and some approximation cannot be ruled out, 
yet it has to be shown that analysis was ‘judicial’ and was done 
�D�I�W�H�U���W�D�N�L�Q�J���L�Q�W�R���D�F�F�R�X�Q�W���D�O�O���W�K�H���U�H�O�H�Y�D�Q�W���I�D�F�W�V���D�Q�G���F�L�U�F�X�P�V�W�D�Q�F�H�V��
of the case.”
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�,�Q�G�L�D���)�R�F�X�V���R�Q���%�(�3�6���±���%�D�V�H���(�U�R�V�L�R�Q���	���3�U�R�¿�W���6�K�L�I�W�L�Q�J

The view of governments across the world is that the current 
international tax standards have not kept pace with the changes 
in global business practices. Many countries have perceived 
the relevance of adopting BEPS as these reports include 
�U�H�F�R�P�P�H�Q�G�D�W�L�R�Q�V���I�R�U���V�L�J�Q�L�¿�F�D�Q�W���F�K�D�Q�J�H�V���L�Q���N�H�\���H�O�H�P�H�Q�W�V���R�I���W�K�H��
international tax architecture.

India is actively following the BEPS recommendations and has 
been bringing amendments in the domestic law to be in line with 
BEPS regulations. A number of proposals in Indian Finance Act, 
�������������D�U�H���L�Q�À�X�H�Q�F�H�G���I�U�R�P���W�K�H���U�H�F�R�P�P�H�Q�G�D�W�L�R�Q�V���H�P�D�Q�D�W�L�Q�J���I�U�R�P��
�W�K�H���¿�Q�D�O���U�H�S�R�U�W�V���R�I���W�K�H���2�(�&�'���X�Q�G�H�U���L�W�V���$�F�W�L�R�Q���3�O�D�Q���R�Q���%�(�3�6�����7�K�H�V�H��
�L�Q�F�O�X�G�H�� �L�P�S�O�H�P�H�Q�W�D�W�L�R�Q�� �R�I�� �0�D�V�W�H�U�� �)�L�O�H�� �D�Q�G�� �&�R�X�Q�W�U�\���E�\���&�R�X�Q�W�U�\��
���&�E�&���� �5�H�S�R�U�W�L�Q�J�� ���L�Q�F�R�P�S�O�L�D�Q�F�H�Z�L�W�K�$�F�W�L�R�Q���������� �L�Q�W�U�R�G�X�F�W�L�R�Q�� �R�I��
equalization levy which requires with holding on gross basis for all 
�S�D�\�P�H�Q�W�V���L�Q���U�H�O�D�W�L�R�Q���W�R���F�H�U�W�D�L�Q���V�S�H�F�L�¿�H�G���G�L�J�L�W�D�O���V�H�U�Y�L�F�H�V�����$�F�W�L�R�Q������
�D�Q�G���D���³�3�D�W�H�Q�W���%�R�[�´���W�D�[���U�H�J�L�P�H���I�R�U���U�R�\�D�O�W�\���L�Q�F�R�P�H�����$�F�W�L�R�Q������

�5�H�V�S�R�Q�V�H���W�R���%�(�3�6���Z�L�O�O���K�D�Y�H���W�R���E�H���P�D�Q�D�J�H�G���L�Q���D���S�K�D�V�H�G���P�D�Q�Q�H�U��
�D�Q�G�� �Z�L�O�O�� �U�H�T�X�L�U�H�� �S�U�R�D�F�W�L�Y�H�� �D�Q�G�� �W�L�P�H�O�\�� �S�O�D�Q�Q�L�Q�J���� �&�R�P�S�D�Q�L�H�V�� �Z�L�O�O��
have to build consideration of potential BEPS impact in to current 
tax planning and prepare different scenarios for its application.

�,�Q�G�L�D���L�V���F�R�P�P�L�W�W�H�G���W�R���W�K�H���%�(�3�6���R�X�W�F�R�P�H

�)�R�U���S�D�V�W���I�H�Z���\�H�D�U�V�����W�K�H���R�U�J�D�Q�L�]�D�W�L�R�Q���I�R�U���(�F�R�Q�R�P�L�F���&�R���R�S�H�U�D�W�L�R�Q��
�D�Q�G���'�H�Y�H�O�R�S�P�H�Q�W���>�2�(�&�'�@���D�Q�G���*�������F�R�X�Q�W�U�L�H�V���K�D�Y�H���D�F�W�L�Y�H�O�\���Z�R�U�N�H�G��
�R�Q���E�D�V�H���H�U�R�V�L�R�Q���D�Q�G���S�U�R�¿�W���V�K�L�I�W�L�Q�J���>�%�(�3�6�@���S�U�R�M�H�F�W�����%�(�3�6���U�H�I�H�U�V���W�R��
tax planning strategies that exploit gaps and mismatches in tax 
�U�X�O�H�V���W�R���P�D�N�H���S�U�R�¿�W���µ�G�L�V�D�S�S�H�D�U�¶���I�R�U���W�D�[���S�X�U�S�R�V�H���R�U���W�R���V�K�L�I�W���S�U�R�¿�W�V��
to locations where there is little or no real activity but taxes are 
low, resulting in little or no overall corporate tax being paid.

�7�K�H���2�(�&�'���D�Q�G���*�������K�D�V���U�H�O�H�D�V�H�G���W�K�H�L�U���U�H�F�R�P�P�H�Q�G�D�W�L�R�Q�V���R�Q���%�(�3�6��
�D�F�W�L�R�Q�� �S�O�D�Q�V�� �������� �D�F�W�L�R�Q�� �S�O�D�Q�V���� �R�Q�� ���� �2�F�W�R�E�H�U�� ������������ �7�K�H�� �%�(�3�6��
action plans are structured around three fundamental pillars:

7BASE EROSION & PROFIT SHIFTING (BEPS)
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�,�Q�W�U�R�G�X�F�L�Q�J���F�R�K�H�U�H�Q�F�H���L�Q���G�R�P�H�V�W�L�F���U�X�O�H�V���W�K�D�W���D�I�I�H�F�W���F�U�R�V�V���E�R�U�G�H�U��
activities: These actions include aspects relating to limitations on 
interest deductions,

�&�R�X�Q�W�H�U�L�Q�J���W�D�[���D�Y�R�L�G�D�Q�F�H���X�V�L�Q�J���K�\�E�U�L�G���P�L�V�P�D�W�F�K�H�V�����F�K�D�O�O�H�Q�J�L�Q�J��
harmful tax Practices, etc.

�5�H�L�Q�I�R�U�F�L�Q�J�� �V�X�E�V�W�D�Q�F�H�� �U�H�T�X�L�U�H�P�H�Q�W�V�� �L�Q�� �L�Q�W�H�U�Q�D�W�L�R�Q�D�O�� �V�W�D�Q�G�D�U�G�V��
to ensure alignment of taxation with the location of economic 
activity and value creation:

There are aspects to prevent tax treaty abuse (i.e. treaty 
�V�K�R�S�S�L�Q�J�������V�W�U�H�Q�J�W�K�H�Q���U�X�O�H�V���U�H�O�D�W�L�Q�J���W�R���F�U�H�D�W�L�R�Q���R�I���D���S�H�U�P�D�Q�H�Q�W��
establishment for taxation in the source country, ensuring 
transfer pricing outcomes are in line with value creation in 
relation to intangibles, etc.

Improving transparency, as well as certainty for businesses 
and governments: The key action relates to transfer pricing 
�G�R�F�X�P�H�Q�W�D�W�L�R�Q�����Z�K�L�F�K���Z�L�O�O���S�U�R�Y�L�G�H���V�L�J�Q�L�¿�F�D�Q�W���L�Q�I�R�U�P�D�W�L�R�Q���W�R���W�K�H��
�U�H�Y�H�Q�X�H���D�X�W�K�R�U�L�W�L�H�V���L�Q���U�H�O�D�W�L�R�Q���W�R���J�O�R�E�D�O���R�S�H�U�D�W�L�R�Q�V���D�Q�G���¿�Q�D�Q�F�L�D�O��
information of companies. The BEPS action plans also deal with 
the digital economy across all the three areas discussed above.

�$�V���D���P�H�P�E�H�U���R�I���*�������D�Q�G���D�Q���D�F�W�L�Y�H���S�D�U�W�L�F�L�S�D�Q�W���R�I���W�K�H���%�(�3�6���S�U�R�M�H�F�W����
India is committed to the BEPS outcome. To implement the BEPS 
actions, India has been amending its domestic tax law as well as 
tax treaties. This publication analyses key issues around BEPS as 
well as outlines the Indian perspective in relation to these issues.

�3�U�H�Y�H�Q�W�L�Q�J���W�U�H�D�W�\���D�E�X�V�H���D�Q�G���F�R�X�Q�W�H�U���K�D�U�P�I�X�O���W�D�[���S�U�D�F�W�L�F�H�V

Tax treaty abuse Treaty abuse and in particular, treaty shopping 
�L�V���W�K�H���P�R�V�W���V�L�J�Q�L�¿�F�D�Q�W���V�R�X�U�F�H���R�I���%�(�3�6���F�R�Q�F�H�U�Q�V���D�V���J�R�Y�H�U�Q�P�H�Q�W�V��
are probing ways to tackle this issue. Treaty shopping can be 
�G�H�¿�Q�H�G���D�V���W�K�H���X�V�H���R�I���W�K�H���W�D�[���W�U�H�D�W�\���E�\���D���S�H�U�V�R�Q���Z�K�R���L�V���Q�R�W���W�K�H��
resident of either of the treaty countries, usually through the use 
of a conduit entity resident in one of the countries.

�7�K�H���P�D�M�R�U���F�R�Q�F�H�U�Q���I�R�U���W�K�H���G�H�Y�H�O�R�S�L�Q�J���D�Q�G���H�P�H�U�J�L�Q�J���H�F�R�Q�R�P�L�H�V��
like India is that they face no taxation or lower taxation where a 
person takes advantage of the treaty in an unintended manner. 
BEPS Action 6 targets tax treaty shopping by multinational 
�H�Q�W�H�U�S�U�L�V�H�V�� �W�K�D�W�� �H�V�W�D�E�O�L�V�K�� �µ�O�H�W�W�H�U�� �E�R�[�¶���� �µ�V�K�H�O�O�¶�� �R�U�� �µ�F�R�Q�G�X�L�W�¶��
�F�R�P�S�D�Q�L�H�V�� �L�Q�� �F�R�X�Q�W�U�L�H�V�� �Z�L�W�K�� �I�D�Y�R�X�U�D�E�O�H�� �W�D�[�� �W�U�H�D�W�L�H�V�� ���� �D�O�W�K�R�X�J�K��
�V�X�F�K���F�R�P�S�D�Q�L�H�V���H�[�L�V�W���R�Q���S�D�S�H�U�����W�K�H�\���P�D�\���K�D�Y�H���Q�R�����R�U���Y�H�U�\���O�L�W�W�O�H����
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substance in reality and may exist only to take advantage of tax 
�W�U�H�D�W�\���E�H�Q�H�¿�W�V��

Action 6 of BEPS was conceptualized to cater to the three broad 
�R�E�M�H�F�W�L�Y�H�V���R�I���W�U�H�D�W�\���D�E�X�V�H���D�Q�G���W�U�H�D�W�\���V�K�R�S�S�L�Q�J��

1.	 To clarify that tax treaties are not intended to be used to 
�J�H�Q�H�U�D�W�H���G�R�X�E�O�H���Q�R�Q���W�D�[�D�W�L�R�Q��

2.	 To identify the tax policy considerations that, in general, 
countries should consider before deciding to enter into a tax 
treaty with another country.

����	 �7�R�� �G�H�Y�H�O�R�S�� �P�R�G�H�O�� �W�U�H�D�W�\�� �S�U�R�Y�L�V�L�R�Q�V�� �D�Q�G�� �U�H�F�R�P�P�H�Q�G�D�W�L�R�Q�V��
regarding the design of domestic rules to prevent the granting 
�R�I���W�U�H�D�W�\���E�H�Q�H�¿�W�V���L�Q���,�Q���D�S�S�U�R�S�U�L�D�W�H���F�L�U�F�X�P�V�W�D�Q�F�H�V��

�7�K�H�� �2�(�&�'���� �R�Q�� ���� �2�F�W�R�E�H�U�� ������������ �K�D�V�� �U�H�O�H�D�V�H�G�� �L�W�V�� �¿�Q�D�O�� �U�H�S�R�U�W�� �R�Q��
this action,

�5�H�F�R�P�P�H�Q�G�L�Q�J���P�H�D�V�X�U�H�V���W�R���F�R�P�E�D�W���W�U�H�D�W�\���V�K�R�S�S�L�Q�J���D�Q�G���W�U�H�D�W�\��
�D�E�X�V�H���W�K�U�R�X�J�K���D�J�U�H�H�G���P�L�Q�L�P�X�P���V�W�D�Q�G�D�U�G�V�����Z�L�W�K���V�R�P�H���À�H�[�L�E�L�O�L�W�\��
in the implementation of these standards, in order to allow 
�D�G�D�S�W�D�W�L�R�Q���R�I���H�D�F�K���F�R�X�Q�W�U�\���V�S�H�F�L�¿�F���F�L�U�F�X�P�V�W�D�Q�F�H�V���D�Q�G���Q�H�J�R�W�L�D�W�H�G��
�E�L�O�D�W�H�U�D�O���W�D�[���W�U�H�D�W�L�H�V�����7�K�H���¿�Q�D�O���Y�H�U�V�L�R�Q���R�I���W�K�H���U�H�S�R�U�W���V�X�S�H�U�V�H�G�H�V��
the interim version issued in September 2014 with number of 
changes to the rules proposed in the September 2014 report.

�7�K�H���F�R�Q�F�H�S�W���L�V���G�L�Y�L�G�H�G���L�Q�W�R�������V�H�F�W�L�R�Q�V��

�6�H�F�W�L�R�Q���$

�3�U�R�Y�L�G�H�V�� �I�R�U�� �W�K�H�� �L�Q�F�O�X�V�L�R�Q�� �R�I�� �D�Q�W�L���D�E�X�V�H�� �S�U�R�Y�L�V�L�R�Q�V�� �L�Q�� �W�K�H�� �W�D�[��
treaties including a minimum standard to counter treaty shopping. 
�7�K�L�V�� �V�H�F�W�L�R�Q�� �G�L�V�F�X�V�V�H�V�� �D�� �O�L�P�L�W�D�W�L�R�Q�� �R�Q�� �E�H�Q�H�¿�W�V�� �>�/�2�%�@�� �5�X�O�H�� �D�Q�G��
�D�� �S�U�L�Q�F�L�S�D�O�� �S�X�U�S�R�V�H�V�� �W�H�V�W�� �>�3�3�7�@�� �U�X�O�H���� �$�Q�� �/�2�%�� �U�X�O�H�� �L�V�� �W�\�S�L�F�D�O�O�\��
included in the tax treaties of the US, including some treaties 
�F�R�Q�F�O�X�G�H�G�� �E�\�� �-�D�S�D�Q�� �D�Q�G�� �,�Q�G�L�D�� �±�� �W�K�H�� �/�2�%�� �U�X�O�H�� �H�V�V�H�Q�W�L�D�O�O�\�� �O�L�P�L�W�V��
�W�K�H���D�Y�D�L�O�D�E�L�O�L�W�\���R�I���W�D�[���W�U�H�D�W�\���E�H�Q�H�¿�W�V���W�K�D�W���P�H�H�W���F�H�U�W�D�L�Q���F�R�Q�G�L�W�L�R�Q�V��
(based on legal nature, ownership and general activities of the 
�H�Q�W�L�W�\�����D�Q�G���L�V���R�E�M�H�F�W�L�Y�H���L�Q���Q�D�W�X�U�H�����2�Q���W�K�H���R�W�K�H�U���K�D�Q�G�����W�K�H���3�3�7���U�X�O�H��
�V�H�H�N�V���W�R���G�H�Q�\���W�D�[���W�U�H�D�W�\���E�H�Q�H�¿�W�V���L�I���R�Q�H���R�I���W�K�H���S�U�L�Q�F�L�S�D�O���S�X�U�S�R�V�H�V��
�R�I���W�K�H���W�U�D�Q�V�D�F�W�L�R�Q���R�U���D�U�U�D�Q�J�H�P�H�Q�W���Z�D�V���W�R���R�E�W�D�L�Q���W�U�H�D�W�\���E�H�Q�H�¿�W�V�±

�7�K�L�V�� �L�V�� �P�R�U�H�� �V�X�E�M�H�F�W�L�Y�H�� �L�Q�� �Q�D�W�X�U�H���� �)�R�U�� �W�K�L�V�� �S�X�U�S�R�V�H���� �F�R�X�Q�W�U�L�H�V��
would implement in their tax treaties
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����	 �7�K�H���F�R�P�E�L�Q�H�G���D�S�S�U�R�D�F�K���R�I���D�Q���/�2�%���D�Q�G���3�3�7���U�X�O�H��

����	 �7�K�H���3�3�7���U�X�O�H���D�O�R�Q�H�����R�U

����	 �7�K�H�� �/�2�%�� �S�O�X�V�� �D�� �P�H�F�K�D�Q�L�V�P�� �W�R�� �G�H�D�O�� �Z�L�W�K�� �F�R�Q�G�X�L�W�� �¿�Q�D�Q�F�L�Q�J��
arrangements.

In addition to the above, there are targeted rules to address 
other forms of treaty abuse:

����	 �'�L�Y�L�G�H�Q�G�� �� �W�U�D�Q�V�I�H�U�� �W�U�D�Q�V�D�F�W�L�R�Q�� �W�K�D�W�� �D�U�W�L�¿�F�L�D�O�O�\�� �O�R�Z�H�U��
�Z�L�W�K�K�R�O�G�L�Q�J���W�D�[���R�Q���G�L�Y�L�G�H�Q�G�V��

2.	 Transaction that circumvent the rule that prevents source 
taxation of sale of shares deriving value primarily from 
�L�P�P�R�Y�D�E�O�H���S�U�R�S�H�U�W�\��

����	 �'�X�D�O���U�H�V�L�G�H�Q�F�\���R�I���H�Q�W�L�W�L�H�V��

4.	 Transfer of property and assets to a permanent establishment. 
A new rule is proposed to provide that tax treaties do not 
generally restrict the taxability in the State of residence.

It is also proposed to clarify that departure or exit taxes and not 
�L�Q���F�R�Q�À�L�F�W���Z�L�W�K���W�D�[���W�U�H�D�W�L�H�V��

�6�H�F�W�L�R�Q���%

Provides for the reformulation of the title and preamble of the 
Model tax convention which would clearly state that the intention 
of the parties to the tax treaty is to eliminate double taxation 
without creating opportunities for tax evasion and avoidance, in 
particular through treaty shopping arrangements. This is also a 
minimum standard that has been laid down.

�6�H�F�W�L�R�Q���&

Provides for identifying the tax policy considerations relevant for 
deciding whether they should enter in to a tax treaty and also 
�Z�K�H�W�K�H�U���W�K�H�\���V�K�R�X�O�G���P�R�G�L�I�\�����R�U���X�O�W�L�P�D�W�H�O�\���W�H�U�P�L�Q�D�W�H�����D���W�U�H�D�W�\���L�Q��
the event of change of circumstances.

�,�Q�G�L�D�� �S�H�U�V�S�H�F�W�L�Y�H�� �+�L�V�W�R�U�L�F�D�O�O�\���� �W�K�H�� �,�Q�G�L�D�Q�� �M�X�U�L�V�S�U�X�G�H�Q�F�H�� �K�D�V��
respected the form of the transaction, unless the form itself is 
�V�K�D�P�����D�Q�G���W�K�X�V�����K�D�Y�H���U�H�M�H�F�W�H�G���W�K�H���D�S�S�U�R�D�F�K���R�I���W�K�H���W�D�[���D�X�W�K�R�U�L�W�L�H�V��
�W�R���G�H�Q�\���W�U�H�D�W�\���E�H�Q�H�¿�W�V���R�Q���W�K�H���J�U�R�X�Q�G���R�I���W�U�H�D�W�\���V�K�R�S�S�L�Q�J��

�7�K�H���6�X�S�U�H�P�H���&�R�X�U�W���L�Q���W�K�H���O�D�Q�G�P�D�U�N���M�X�G�J�P�H�Q�W���R�I�� �$�]�D�G�L���%�D�F�K�D�R��
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�$�Q�G�R�O�D�Q�����K�D�V���K�H�O�G���W�K�D�W���L�Q���D�E�V�H�Q�F�H���R�I���/�2�%���F�O�D�X�V�H���L�Q���W�K�H���W�D�[���W�U�H�D�W�\����
�W�U�H�D�W�\���E�H�Q�H�¿�W���Z�R�X�O�G���S�U�H�Y�D�L�O�����7�K�L�V���S�U�L�Q�F�L�S�O�H���K�D�V���E�H�H�Q���U�H�L�W�H�U�D�W�H�G���L�Q��
�W�K�H���9�R�G�D�I�R�Q�H���F�D�V�H���D�V���Z�H�O�O�����7�K�H���&�R�X�U�W���K�H�O�G���W�K�D�W���L�Q���W�K�H���D�E�V�H�Q�F�H���R�I��
�/�2�%���U�X�O�H�V���L�Q���D���W�D�[���W�U�H�D�W�\�����W�K�H���W�D�[���W�U�H�D�W�\���E�H�Q�H�¿�W���F�D�Q�Q�R�W���E�H���G�H�Q�L�H�G��
unless the tax authorities establish on facts that the company 
�K�D�V���E�H�H�Q���L�Q�W�H�U�S�R�V�H�G�����D�V���W�K�H���R�Z�Q�H�U���R�I���V�K�D�U�H�V���L�Q���,�Q�G�L�D�����D�W���W�K�H���W�L�P�H��
of disposal of shares to a third party solely with a view to avoid 
tax and without any commercial substance.

�&�R�P�L�Q�J�� �W�R�� �W�U�H�D�W�\�� �Q�H�J�R�W�L�D�W�L�R�Q�V���� �,�Q�G�L�D�� �K�D�V�� �E�H�H�Q�� �D�V�V�H�U�W�L�Q�J�� �X�S�R�Q��
inclusion of a clause in the tax treaties to combat treaty shopping 
�Z�K�H�U�H���P�X�O�W�L�Q�D�W�L�R�Q�D�O���H�Q�W�H�U�S�U�L�V�H�V���W�D�N�H���E�H�Q�H�¿�W�V���R�I���D���I�D�Y�R�X�U�D�E�O�H���W�D�[��
�M�X�U�L�V�G�L�F�W�L�R�Q���� �$�Q�� �H�[�D�P�S�O�H�� �L�V�� �W�K�H�� �F�O�D�X�V�H�� �L�Q�� �W�U�D�G�X�F�H�G�� �L�Q�� �W�K�H�� �,�Q�G�L�D��
Singapore tax treaty for determining the eligibility to claim 
�H�[�H�P�S�W�L�R�Q���I�U�R�P���F�D�S�L�W�D�O���J�D�L�Q�V���W�D�[�����7�K�H���,�Q�G�L�D���6�L�Q�J�D�S�R�U�H���W�D�[���W�U�H�D�W�\��
also provides for an expenditure test i.e. India has also initiated 
the process of renegotiating some of its existing bilateral tax 
�W�U�H�D�W�L�H�V�����W�R���F�R�P�E�D�W���W�U�H�D�W�\���V�K�R�S�S�L�Q�J���E�\���L�Q�V�H�U�W�L�Q�J���D�Q�W�L���D�E�X�V�H���U�X�O�H�V����
�5�H�F�H�Q�W�O�\���,�Q�G�L�D�¶�V���W�D�[���W�U�H�D�W�L�H�V���Z�L�W�K���0�D�X�U�L�W�L�X�V�����6�L�Q�J�D�S�R�U�H���D�Q�G���&�\�S�U�X�V��
�K�D�Y�H�� �E�H�H�Q�� �D�P�H�Q�G�H�G�� �W�R�� �S�U�R�Y�L�G�H�� �D�Q�W�L���D�E�X�V�H�� �U�X�O�H�V�� �R�Q�� �W�D�[�D�W�L�R�Q�� �R�I��
�F�D�S�L�W�D�O�� �J�D�L�Q�V���� �2�Q�� �W�K�H�� �O�H�J�L�V�O�D�W�L�Y�H�� �I�U�R�Q�W���� �W�K�H�� �,�Q�G�L�D�Q�� �*�R�Y�H�U�Q�P�H�Q�W��
has recognized that treaty shopping results in tax leakages.

Therefore, over the past few years, the Indian government 
has been working to tighten the rules in the Indian tax law for 
�J�U�D�Q�W�L�Q�J���W�D�[���W�U�H�D�W�\���E�H�Q�H�¿�W�V���� �,�Q�G�L�D���K�D�V���L�Q�F�O�X�G�H�G���Y�D�U�L�R�X�V���F�O�D�X�V�H�V��
in its domestic law, some of which are as under:

�0�D�Q�G�D�W�L�Q�J���U�H�T�X�L�U�H�P�H�Q�W���W�R���I�X�U�Q�L�V�K���D���W�D�[���U�H�V�L�G�H�Q�F�\���F�H�U�W�L�¿�F�D�W�H���D�O�R�Q�J��
�Z�L�W�K���D���V�H�O�I���G�H�F�O�D�U�D�W�L�R�Q���F�R�Q�¿�U�P�L�Q�J���F�H�U�W�D�L�Q���E�D�V�L�F���L�Q�I�R�U�P�D�W�L�R�Q�����D�V���D��
�P�L�Q�L�P�X�P���W�K�U�H�V�K�R�O�G���W�R���F�O�D�L�P���W�D�[���W�U�H�D�W�\���E�H�Q�H�¿�W�V��

The PPT rule as recommended under Action 6 of BEPS is akin 
�W�R�� �W�K�H�� �P�D�L�Q�� �S�X�U�S�R�V�H�� �W�H�V�W�� �D�V�� �S�U�R�S�R�V�H�G�� �X�Q�G�H�U�� �W�K�H�� �,�Q�G�L�D�Q�� �*�$�$�5����
�7�K�H���,�Q�G�L�D�Q���*�$�$�5���Z�R�X�O�G���H�P�S�R�Z�H�U���W�K�H���U�H�Y�H�Q�X�H���D�X�W�K�R�U�L�W�L�H�V���W�R���J�R��
deeper into the transactions and/or arrangements (e.g. looking 
�D�W���R�Z�Q�H�U�V�K�L�S���V�W�U�X�F�W�X�U�H�V�����E�H�Q�H�¿�F�L�D�O���R�Z�Q�H�U�V�K�L�S�����Y�R�W�L�Q�J���U�L�J�K�W�V�����H�W�F������
and would enable them to draw inference, whether a particular 
entity is a conduit entity without any real economic substance/
activity with the main purpose being obtaining a preferential tax 
�E�H�Q�H�¿�W���� �7�K�H�� �,�Q�G�L�D�Q�� �*�$�$�5�� �D�O�V�R�� �R�Y�H�U�U�L�G�H�V�� �W�D�[�� �W�U�H�D�W�L�H�V���� �Z�K�L�F�K�� �L�V��
�F�R�Q�V�L�V�W�H�Q�W���Z�L�W�K���W�K�H���2�(�&�'���F�R�P�P�H�Q�W�D�U�\���R�Q���D�Q�W�L�����D�Y�R�L�G�D�Q�F�H���U�X�O�H�V���±��
�W�K�L�V���L�V���V�S�H�F�L�¿�F�D�O�O�\���L�Q�F�O�X�G�H�G���L�Q���Y�D�U�L�R�X�V���E�L�O�D�W�H�U�D�O���W�U�H�D�W�L�H�V���W�K�D�W���,�Q�G�L�D��
�K�D�V�� �H�Q�W�H�U�H�G�� �L�Q�W�R�� �H���J���� �W�K�H�� �,�Q�G�L�D���/�X�[�H�P�E�R�X�U�J���� �,�Q�G�L�D���0�D�O�D�\�V�L�D��
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and other tax treaties signed by India with Singapore, Israel, 
Indonesia, Korea, Macedonia and Thailand.

�7�K�H�� �S�U�R�S�R�V�H�G�� �,�Q�G�L�D�Q�� �*�$�$�5�� �D�O�V�R�� �R�Y�H�U�U�L�G�H�V�� �W�D�[�� �W�U�H�D�W�L�H�V����
�Z�K�L�F�K�� �L�V�� �F�R�Q�V�L�V�W�H�Q�W�� �Z�L�W�K�� �W�K�H�� �2�(�&�'�� �F�R�P�P�H�Q�W�D�U�\�� �R�Q�� �D�Q�W�L��
�D�Y�R�L�G�D�Q�F�H���U�X�O�H�V

The provision of levying higher withholding tax in the absence of 
�,�Q�G�L�D�Q���3�$�1���V�S�H�F�L�¿�H�G���G�R�F�X�P�H�Q�W�V��

�¾	 �5�H�S�R�U�W�L�Q�J���D�Q�G���W�D�[�L�Q�J���R�I���L�Q�G�L�U�H�F�W���W�U�D�Q�V�I�H�U�V���P�D�W�H�U�L�D�O�O�\���P�R�G�L�I�\�L�Q�J��
�W�K�H���R�Z�Q�H�U�V�K�L�S���6�W�U�X�F�W�X�U�H���R�U���F�R�Q�W�U�R�O���R�I���D�Q���,�Q�G�L�D�Q���H�Q�W�L�W�\��

�¾	 Adoption of place of effective management as a threshold for 
�G�H�W�H�U�P�L�Q�L�Q�J���U�H�V�L�G�H�Q�F�\�����D�Q�G

�¾	 �/�L�P�L�W�L�Q�J���L�Q�W�H�U�H�V�W���G�H�G�X�F�W�L�R�Q���R�Q���E�R�U�U�R�Z�L�Q�J�V���I�U�R�P���Q�R�Q���U�H�V�L�G�H�Q�W��
associated enterprises.

�$�G�G�L�W�L�R�Q�D�O�O�\���� �L�Q�� ������������ �W�K�H�� �,�Q�G�L�D�Q�� �*�R�Y�H�U�Q�P�H�Q�W�� �F�R�G�L�¿�H�G�� �W�K�H��
�J�H�Q�H�U�D�O���D�Q�W�L�����D�Y�R�L�G�D�Q�F�H���U�X�O�H���>�*�$�$�5�@�����W�K�R�X�J�K���W�K�H���L�P�S�O�H�P�H�Q�W�D�W�L�R�Q��
has been made effective from 1 April 2017. Interestingly, the 
�L�P�S�O�H�P�H�Q�W�D�W�L�R�Q�� �R�I�� �*�$�$�5�� �Z�D�V�� �G�H�I�H�U�U�H�G�� �L�Q�� ������������ �W�R�� �E�H�� �D�O�L�J�Q�H�G��
with the BEPS actions. The PPT rule as recommended under 
Action 6of BEPS is akin to the main purpose test as proposed 
�X�Q�G�H�U�� �W�K�H�� �,�Q�G�L�D�Q�� �*�$�$�5���� �7�K�H�� �,�Q�G�L�D�Q�� �*�$�$�5�� �Z�R�X�O�G�� �H�P�S�R�Z�H�U�� �W�K�H��
revenue authorities to go deeper into the transactions and/or 
�D�U�U�D�Q�J�H�P�H�Q�W�V�� ���H���J���� �O�R�R�N�L�Q�J�� �D�W�� �R�Z�Q�H�U�V�K�L�S�� �V�W�U�X�F�W�X�U�H�V���� �E�H�Q�H�¿�F�L�D�O��
�R�Z�Q�H�U�V�K�L�S���� �Y�R�W�L�Q�J�� �U�L�J�K�W�V���� �H�W�F������ �D�Q�G�� �Z�R�X�O�G�� �H�Q�D�E�O�H�� �W�K�H�P�� �W�R�� �G�U�D�Z��
inference, whether a particular entity is a conduit entity without 
any real economic substance/activity with the main purpose 
�E�H�L�Q�J���R�E�W�D�L�Q�L�Q�J���D���S�U�H�I�H�U�H�Q�W�L�D�O���W�D�[���E�H�Q�H�¿�W��

�7�K�H���,�Q�G�L�D�Q���*�$�$�5���D�O�V�R���R�Y�H�U�U�L�G�H�V���W�D�[���W�U�H�D�W�L�H�V�����Z�K�L�F�K���L�V���F�R�Q�V�L�V�W�H�Q�W��
�Z�L�W�K�� �W�K�H�� �2�(�&�'�� �F�R�P�P�H�Q�W�D�U�\�� �R�Q�� �D�Q�W�L���D�Y�R�L�G�D�Q�F�H�� �U�X�O�H�V�� �±�� �W�K�L�V��
�L�V�� �V�S�H�F�L�¿�F�D�O�O�\�� �L�Q�F�O�X�G�H�G�� �L�Q�� �Y�D�U�L�R�X�V�� �E�L�O�D�W�H�U�D�O�� �W�U�H�D�W�L�H�V�� �W�K�D�W�� �,�Q�G�L�D��
�K�D�V�� �H�Q�W�H�U�H�G�� �L�Q�W�R�� �H���J���� �W�K�H�� �,�Q�G�L�D���/�X�[�H�P�E�R�X�U�J���� �,�Q�G�L�D���� �0�D�O�D�\�V�L�D��
and other tax treaties signed by India with Singapore, Israel, 
Indonesia, Korea, Macedonia and Thailand.

�7�R�� �F�R�Q�F�O�X�G�H���� �W�K�H�� �*�$�$�5�� �D�Q�G�� �/�2�%���3�3�7�� �U�X�O�H�� �P�D�\�� �L�P�S�D�F�W��
intermediate holding companies for investing into India, which 
lacks substance and have been interposed only to avail tax treaty 
�E�H�Q�H�¿�W�V���� �)�R�U�H�L�J�Q�� �L�Q�Y�H�V�W�R�U�V�� �W�K�D�W�� �K�D�Y�H�� �P�D�G�H�� �L�Q�Y�H�V�W�P�H�Q�W�V�� �R�U�� �D�U�H��
doing business in India need to review their existing operational 
structure, arrangements, agreements and investment modes 
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�W�R�� �F�R�Q�V�L�G�H�U�� �Z�K�H�W�K�H�U�� �W�K�H�\�� �D�U�H�� �V�X�I�¿�F�L�H�Q�W�O�\�� �U�R�E�X�V�W�� �W�R�� �Z�L�W�K�V�W�D�Q�G�� �D��
�S�R�W�H�Q�W�L�D�O�� �F�K�D�O�O�H�Q�J�H�� �X�Q�G�H�U�� �W�K�H�� �/�2�%���3�3�7�� �U�X�O�H�� �D�Q�G�� �D�Q�W�L���D�Y�R�L�G�D�Q�F�H��
rules.

The latest update on this is the signing of the Multilateral 
�,�Q�V�W�U�X�P�H�Q�W�����µ�0�/�,�¶�����X�Q�G�H�U���%�(�3�6���$�F�W�L�R�Q�����������,�Q�G�L�D���K�D�V���V�L�J�Q�H�G���R�Q���W�K�H��
minimum standard for tax treaty abuse applicable to all Indian 
�W�D�[���W�U�H�D�W�L�H�V���E�\���D�G�R�S�W�L�Q�J���W�K�H���3�3�7���D�Q�G���V�L�P�S�O�L�¿�H�G���/�2�%�����0�R�U�H�R�Y�H�U�����L�W��
has introduced express statement in the preamble of the treaties 
that common intention is to eliminate double taxation without 
�F�U�H�D�W�L�Q�J�� �R�S�S�R�U�W�X�Q�L�W�L�H�V�� �I�R�U�� �Q�R�Q���W�D�[�D�W�L�R�Q�� �R�U�� �U�H�G�X�F�H�G�� �W�D�[�D�W�L�R�Q��
through tax evasion or avoidance, including through treaty 
shopping arrangements.

�&�R�X�Q�W�H�U���K�D�U�P�I�X�O���W�D�[���S�U�D�F�W�L�F�H�V���$�F�W�L�R�Q�������R�I���%�(�3�6���D�L�P�V���W�R���L�G�H�Q�W�L�I�\���D�Q�G��
counter harmful tax practices, taking into account transparency 
and substance. The Action looks at developing recommendations 
�R�Q�� �W�K�H�� �G�H�¿�Q�L�W�L�R�Q�� �R�I�� �K�D�U�P�I�X�O�� �W�D�[�� �S�U�D�F�W�L�F�H�V���� �D�Q�G�� �G�H�Y�H�O�R�S�L�Q�J�� �D��
�V�W�U�D�W�H�J�\�� �W�R�� �H�[�S�D�Q�G�� �W�R�� �Q�R�Q���2�(�&�'�� �P�H�P�E�H�U�V���� �7�K�H�� �¿�Q�D�O�� �U�H�S�R�U�W��
�U�H�O�H�D�V�H�G�� �R�Q�� ���� �2�F�W�R�E�H�U�� ���������� �H�V�W�D�E�O�L�V�K�H�V�� �P�L�Q�L�P�X�P�� �V�W�D�Q�G�D�U�G�V��
with regard to both determining whether preferential regimes 
�W�D�N�H�� �V�X�I�¿�F�L�H�Q�W�� �D�F�F�R�X�Q�W�� �R�I�� �W�K�H�� �Q�H�H�G�� �W�R�� �U�H�Z�D�U�G�� �R�Q�O�\�� �V�X�E�V�W�D�Q�W�L�D�O��
activities, and ensuring that there is transparency in relation to 
rulings. It also sets out minimum standards for domestic law 
�S�U�R�Y�L�V�L�R�Q�V���L�Q���U�H�V�S�H�F�W���R�I���L�Q�W�H�O�O�H�F�W�X�D�O���S�U�R�S�H�U�W�\���>�,�3�@���U�H�J�L�P�H�V�����V�X�F�K��
as patent box regimes.

Several approaches have been considered to determine a lack 
�R�U�� �R�W�K�H�U�Z�L�V�H�� �R�I�� �V�X�E�V�W�D�Q�W�L�D�O�� �D�F�W�L�Y�L�W�\���� �7�K�H�� �2�(�&�'�� �K�D�V�� �D�F�K�L�H�Y�H�G��
�F�R�Q�V�H�Q�V�X�V�� �R�Q�� �W�K�H�� �µ�Q�H�[�X�V�� �D�S�S�U�R�D�F�K�¶���� �7�K�H�� �Q�H�[�X�V�� �D�S�S�U�R�D�F�K�� �X�V�H�V��
expenditure as a proxy for activity, and this principle can be 
applied to all types of preferential regimes. In the context of IP 
�U�H�J�L�P�H�V�����D���U�H�O�H�Y�D�Q�W���F�R�Q�Q�H�F�W�L�R�Q�����L���H�����D���Q�H�[�X�V�����L�V���W�R���E�H���H�V�W�D�E�O�L�V�K�H�G��
�E�H�W�Z�H�H�Q�� �¿�U�V�W�O�\���� �W�D�[�S�D�\�H�U�¶�V�� �S�H�U�I�R�U�P�D�Q�F�H�� �R�I�� �5�	�'�� �Z�K�L�F�K�� �U�H�V�X�O�W�H�G��
�L�Q���G�H�Y�H�O�R�S�P�H�Q�W���R�I���W�K�H���,�3���D�V�V�H�W�����D�Q�G���V�H�F�R�Q�G�O�\�����W�D�[�S�D�\�H�U�¶�V���L�Q�F�R�P�H��
from the IP asset.

The IP regimes have been considered as inconsistent, either in 
whole or in part, with the nexus approach as described in the 
BEPS report. Hence, countries with such regimes will now proceed 
with a review of possible amendments of the relevant features of 
�W�K�H�L�U���U�H�J�L�P�H���W�K�H���U�H�S�R�U�W���D�O�V�R���D�Q�D�O�\�V�H�V���Q�R�Q���,�3���U�H�J�L�P�H�V���D�V���H�[�L�V�W�L�Q�J��
�L�Q���G�L�I�I�H�U�H�Q�W���F�R�X�Q�W�U�L�H�V���� �$�V���U�H�J�D�U�G�V���,�Q�G�L�D�Q���Q�R�Q���,�3�� �U�H�J�L�P�H�V���� �L�W���K�D�V��
been concluded in the report that the following regimes are 
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�Q�R�W�� �F�R�Q�V�L�G�H�U�H�G�� �D�V�� �K�D�U�P�I�X�O�� �I�U�R�P�� �W�K�H�� �%�(�3�6�� �S�H�U�V�S�H�F�W�L�Y�H���� �V�X�E�M�H�F�W��
�W�R�� �D�Q�D�O�\�V�L�Q�J�� �W�K�H�V�H�� �U�H�J�L�P�H�V�� �L�Q�� �W�K�H�� �F�R�Q�W�H�[�W�� �R�I�� �W�K�H�� �µ�V�X�E�V�W�D�Q�W�L�D�O��
�D�F�W�L�Y�L�W�L�H�V���¶�W�H�V�W��

�¾	 �'�H�G�X�F�W�L�R�Q�V���L�Q���U�H�V�S�H�F�W���R�I���F�H�U�W�D�L�Q���L�Q�F�R�P�H�V���R�I���R�I�I�V�K�R�U�H���E�D�Q�N�L�Q�J��
�X�Q�L�W�V���D�Q�G���L�Q�W�H�U�Q�D�W�L�R�Q�D�O���¿�Q�D�Q�F�L�D�O���V�H�U�Y�L�F�H�V���F�H�Q�W�U�H

�¾	 Special provisions in respect of newly established units in 
special economic Zones

�¾	 Special provisions relating to income of shipping companies – 
tonnage tax Scheme

�¾	 �7�D�[�D�W�L�R�Q�� �R�I�� �S�U�R�¿�W�V�� �D�Q�G�� �J�D�L�Q�V�� �R�I�� �O�L�I�H�� �L�Q�V�X�U�D�Q�F�H�� �E�X�V�L�Q�H�V�V��
Improving transparency effectively would mean a framework 
for the compulsory spontaneous exchange of information, 
�E�H�W�Z�H�H�Q���W�D�[���D�X�W�K�R�U�L�W�L�H�V�����R�Q���W�D�[�S�D�\�H�U���V�S�H�F�L�¿�F���U�X�O�L�Q�J�V��

Thus, BEPS proposes to revamp the work on harmful tax practices 
requiring substantial activity for preferential regime.

India perspective India has always been an advocator of the 
substantial activity test and does not have a harmfully or other 
regime. A framework for mandatory spontaneous exchange of 
certain preferential rulings will further strengthen the automatic 
exchange of information, to information, to which India has 
consented to be a part of.

From an Indian perspective, this action is likely to impact 
Indian multinational enterprises that have opted for some of 
�W�K�H�� �µ�K�D�U�P�I�X�O�¶�� �,�3�� �U�H�J�L�P�H�V�� �L�Q�� �R�Y�H�U�V�H�D�V�� �M�X�U�L�V�G�L�F�W�L�R�Q�V���� �,�Q�G�L�D�� �K�D�V��
introduced a special regime for taxation of income from patents 
taking a cue from Action 5 of BEPS This regime is applicable from 
�¿�Q�D�Q�F�L�D�O���\�H�D�U�������������������D�Q�G���F�R�Y�H�U�V���H�[�L�V�W�L�Q�J���D�Q�G���Q�H�Z���S�D�W�H�Q�W�V�����7�K�H��
royalty income from patents developed and registered in India 
�L�V�� �W�D�[�D�E�O�H�� �D�W�� ������ �S�H�U�F�H�Q�W�� ���S�O�X�V�� �V�X�U�F�K�D�U�J�H�� �D�Q�G�� �H�G�X�F�D�W�L�R�Q�� �F�H�V�V����
on the gross amount of royalty. No expenditure or allowance is 
allowable in such cases.

�7�K�H�� �E�H�Q�H�¿�W�V�� �R�I�� �W�K�L�V�� �U�H�J�L�P�H�� �L�V�� �D�Y�D�L�O�D�E�O�H�� �W�R�� �D�� �S�H�U�V�R�Q�� �U�H�V�L�G�H�Q�W�� �L�Q��
�,�Q�G�L�D���� �Z�K�R�� �L�V�� �W�K�H�� �W�U�X�H�� �D�Q�G�� �¿�U�V�W�� �L�Q�Y�H�Q�W�R�U�� �R�I�� �W�K�H�� �L�Q�Y�H�Q�W�L�R�Q�� �D�Q�G��
whose name is entered on the patent register as the patentee in 
accordance with Patents Act,1971.

�7�K�H���D�U�P�¶�V���O�H�Q�J�W�K���S�U�L�Q�F�L�S�O�H���K�D�V���E�H�H�Q���W�K�H���F�R�U�Q�H�U�V�W�R�Q�H���R�I���W�U�D�Q�V�I�H�U��
pricing rules. It is embedded in treaties and appears as Article 
���������� �R�I�� �W�K�H���2�(�&�'�� �D�Q�G���8�1�� �0�R�G�H�O���7�D�[�� �&�R�Q�Y�H�Q�W�L�R�Q�V���� �7�K�H���H�[�L�V�W�L�Q�J��
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international rules for transfer pricing have been found to be 
�P�L�V�D�S�S�O�L�H�G�� �R�U�� �F�R�Q�V�L�G�H�U�H�G�� �L�Q�V�X�I�¿�F�L�H�Q�W�� �W�R�� �W�K�H�� �H�[�W�H�Q�W�� �W�K�D�W�� �W�K�H��
�D�O�O�R�F�D�W�L�R�Q���R�I���S�U�R�¿�W�V���L�V���Q�R�W���D�O�L�J�Q�H�G���Z�L�W�K���W�K�H���H�F�R�Q�R�P�L�F���D�F�W�L�Y�L�W�\���W�K�D�W��
�U�H�V�X�O�W�V���L�Q���S�U�R�¿�W�V�����7�K�H���2�(�&�'���L�Q���W�K�H���%�(�3�6���D�F�W�L�R�Q���S�O�D�Q���K�D�V���W�U�L�H�G���W�R��
correct that imbalance through Action 8, as it brings out how 
�P�L�V�D�O�O�R�F�D�W�L�R�Q�� �R�I�� �W�K�H�� �S�U�R�¿�W�V�� �J�H�Q�H�U�D�W�H�G�� �E�\�� �Y�D�O�X�D�E�O�H�� �L�Q�W�D�Q�J�L�E�O�H�V��
�K�D�V�� �F�R�Q�W�U�L�E�X�W�H�G�� �W�R�� �E�D�V�H�� �H�U�R�V�L�R�Q�� �D�Q�G�� �S�U�R�¿�W�� �V�K�L�I�W�L�Q�J���� �7�K�H�� �2�(�&�'��
report, to achieve that, introduced guidance to ensure that the 
�W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �U�X�O�H�V�� �V�H�F�X�U�H�� �2�X�W�F�R�P�H�V�� �W�K�D�W�� �V�H�H�� �R�S�H�U�D�W�L�R�Q�D�O��
�S�U�R�¿�W�V�� �D�O�O�R�F�D�W�H�G�� �W�R�� �W�K�H�� �H�F�R�Q�R�P�L�F���D�F�W�L�Y�L�W�L�H�V�� �Z�K�L�F�K�� �*�H�Q�H�U�D�W�H��
�W�K�H�P. The report also provides additional guidance on aspects of 
location saving, local market features, assembled workforce and 
�S�D�V�V�L�Y�H���D�V�V�R�F�L�D�W�L�R�Q�����µ�J�X�L�G�D�Q�F�H���R�Q���F�R�P�S�D�U�D�E�L�O�L�W�\���I�D�F�W�R�U�V�¶����

�'�H�¿�Q�L�W�L�R�Q�� �R�I�� �L�Q�W�D�Q�J�L�E�O�H�V�� �W�K�H�� �J�X�L�G�D�Q�F�H�� �D�O�V�R�� �S�U�R�Y�L�G�H�V�� �D�� �E�U�R�D�G��
�G�H�¿�Q�L�W�L�R�Q���R�I���L�Q�W�D�Q�J�L�E�O�H�V��

�7�K�H���Q�H�Z���J�X�L�G�D�Q�F�H���G�H�¿�Q�H�V���D�Q���L�Q�W�D�Q�J�L�E�O�H���D�V���V�R�P�H�W�K�L�Q�J���L���� �W�K�D�W���L�V��
�Q�R�W�� �D�� �S�K�\�V�L�F�D�O�� �D�V�V�H�W�� �R�U�� �D�� �¿�Q�D�Q�F�L�D�O�� �D�V�V�H�W���� �L�L���� �W�K�D�W�� �L�V�� �F�D�S�D�E�O�H�� �R�I��
�E�H�L�Q�J���R�Z�Q�H�G���R�U���F�R�Q�W�U�R�O�O�H�G���I�R�U���X�V�H���L�Q���F�R�P�P�H�U�F�L�D�O���D�F�W�L�Y�L�W�L�H�V�����D�Q�G��
�L�L�L�����Z�K�R�V�H���X�V�H���R�I���W�U�D�Q�V�I�H�U���Z�R�X�O�G���E�H���F�R�P�S�H�Q�V�D�W�H�G���K�D�G���L�W���R�F�F�X�U�U�H�G��
in a transaction between independent parties in comparable 
�F�L�U�F�X�P�V�W�D�Q�F�H�V���� �7�K�L�V�� �G�H�¿�Q�L�W�L�R�Q�� �R�I�� �L�Q�W�D�Q�J�L�E�O�H�� �D�F�N�Q�R�Z�O�H�G�J�H�V�� �W�K�H��
existence of intangibles, irrespective of accounting for / reporting 
�R�I���L�Q�W�D�Q�J�L�E�O�H�V���L�Q���¿�Q�D�Q�F�L�D�O�V���E�\���W�K�H���0�1�(�����7�K�H���Q�H�Z���J�X�L�G�D�Q�F�H���Q�R�W�H�V��
that a transfer pricing analysis should carefully consider whether 
an intangible exists and whether an intangible has been used or 
transferred.

�7�K�H�� �J�X�L�G�D�Q�F�H�� �D�O�V�R�� �F�O�D�U�L�¿�H�V�� �W�K�D�W�� �O�H�J�D�O�� �R�Z�Q�H�U�V�K�L�S�� �D�O�R�Q�H�� �G�R�H�V�� �Q�R�W��
necessarily generate a right to all of the return that is generated 
by the exploitation of the intangible.

Entitlement to return from intangibles the report emphasises 
that the group companies performing important functions, 
�F�R�Q�W�U�R�O�O�L�Q�J���H�F�R�Q�R�P�L�F�D�O�O�\���V�L�J�Q�L�¿�F�D�Q�W���U�L�V�N�V���D�Q�G���F�R�Q�W�U�L�E�X�W�L�Q�J���D�V�V�H�W�V��
in development, enhancement, maintenance, protection and 
�H�[�S�O�R�L�W�D�W�L�R�Q�� �>�'�(�0�3�(�@�� �R�I�� �W�K�H�� �L�Q�W�D�Q�J�L�E�O�H���� �D�V�� �G�H�W�H�U�P�L�Q�H�G�� �W�K�U�R�X�J�K��
the accurate delineation of the actual transaction, shall also be 
�H�Q�W�L�W�O�H�G�� �W�R�� �D�Q�� �D�S�S�U�R�S�U�L�D�W�H�� �U�H�W�X�U�Q�� �U�H�À�H�F�W�L�Q�J�� �W�K�H�� �Y�D�O�X�H�� �R�I�� �W�K�H�L�U��
contributions. The deliverable leverages on the framework for 
�D�Q�D�O�\�V�L�Q�J�� �U�L�V�N�� �S�U�R�Y�L�G�H�G�� �L�Q�� �&�K�D�S�W�H�U�� �,�� ���H�[�H�U�F�L�V�L�Q�J�� �F�R�Q�W�U�R�O�� �R�Y�H�U��
�I�X�Q�F�W�L�R�Q�V�� �D�Q�G�� �K�D�Y�L�Q�J�� �¿�Q�D�Q�F�L�D�O�� �F�D�S�D�F�L�W�\�� �W�R�� �D�V�V�X�P�H�� �W�K�H�� �U�L�V�N���� �W�R��
determine which parties assumed risk in relation to intangibles, 
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and for assessing which member of the MNE group controlled the 
�S�H�U�I�R�U�P�D�Q�F�H�� �R�I�� �'�(�0�3�(�� �I�X�Q�F�W�L�R�Q�V�� �L�Q�� �U�H�O�D�W�L�R�Q�� �W�R�� �L�Q�W�D�Q�J�L�E�O�H�V�� ���D�Q�G��
�F�R�Q�V�H�T�X�H�Q�W�� �H�Q�W�L�W�O�H�P�H�Q�W�� �W�R�� �S�U�R�¿�W�� �R�U�� �O�R�V�V�� �U�H�O�D�W�L�Q�J�� �W�R�� �G�L�I�I�H�U�H�Q�F�H�V��
�E�H�W�Z�H�H�Q���D�F�W�X�D�O���D�Q�G���H�[�S�H�F�W�H�G���S�U�R�¿�W�V����

According to the new guidance, to be termed and priced as an 
�³�R�X�W�V�R�X�U�F�H�G���V�H�U�Y�L�F�H�¶�����W�K�H���F�R�Q�W�U�R�O���R�Y�H�U���V�X�F�K���V�H�U�Y�L�F�H�V�����F�R�Q�V�L�G�H�U�H�G���D�V��
ability to understand and evaluate the performance of functions, 
�D�Q�G�� �W�D�N�L�Q�J�� �W�K�H�� �¿�Q�D�O�� �G�H�F�L�V�L�R�Q�V�� �U�H�J�D�U�G�L�Q�J�� �L�P�S�R�U�W�D�Q�W�� �D�V�S�H�F�W�V����
needs to be exercised by the enterprise claiming entitlement 
of intangibles related return. Accordingly, an enterprise neither 
performing nor controlling the important functions and not 
assuming relevant risks, would not be entitled to intangible 
related returns.

The guidance also elucidates in clear terms that the legal 
ownership/funding of the intangible does not determine 
entitlement, as already stated, to intangible related returns. 
�7�K�H�� �J�X�L�G�D�Q�F�H�� �S�U�R�Y�L�G�H�V�� �W�K�D�W�� �P�H�U�H�� �I�X�Q�G�L�Q�J�� �R�I�� �W�K�H�� �'�(�0�3�(�� �R�I�� �D�Q��
intangible by an entity, without performing any of the important 
functions in relation to the intangible, and without exercising 
�F�R�Q�W�U�R�O�� �R�Y�H�U�� �W�K�H�� �¿�Q�D�Q�F�L�D�O�� �U�L�V�N���� �Z�L�O�O�� �H�Q�W�L�W�O�H�� �W�K�H�� �H�Q�W�L�W�\�� �R�Q�O�\�� �W�R�� �D��
�U�L�V�N���I�U�H�H���U�H�W�X�U�Q��

Addressing information asymmetries the guidance also seeks to 
ensure that this analysis will not be weakened by information 
asymmetries between the tax administration and the taxpayer.

�&�R�P�S�D�U�D�E�L�O�L�W�\�� �D�Q�G�� �R�S�W�L�R�Q�V�� �U�H�D�O�L�V�W�L�F�D�O�O�\�� �D�Y�D�L�O�D�E�O�H�� �6�X�S�S�O�H�P�H�Q�W�D�O��
guidance regarding transfers of intangibles or rights in intangibles, 
including comparability, has also been provided in the guidelines. 
The guidelines provide for several factors for comparability of 
intangibles or rights in intangibles, though one may feel that the 
guidance raises the comparability bar too high to be complied 
with, given the lack of available data in the public domain with 
respect to transactions involving intangibles/rights in intangibles.

Also, in performing the comparability analysis and determining 
�W�K�H���D�U�P�¶�V���O�H�Q�J�W�K���F�R�P�S�H�Q�V�D�W�L�R�Q���I�R�U���D�Q���L�Q�W�D�Q�J�L�E�O�H���W�U�D�Q�V�D�F�W�L�R�Q�����W�K�H��
guidance provides for evaluating the options realistically available 
�W�R���W�K�H���S�D�U�W�L�H�V���D�Q�G���F�D�X�W�L�R�Q�V���W�K�D�W���R�Q�H���V�L�G�H�G���F�R�P�S�D�U�D�E�L�O�L�W�\���D�Q�D�O�\�V�L�V��
�Z�R�X�O�G���E�H���L�Q�V�X�I�¿�F�L�H�Q�W�����7�K�H���J�X�L�G�D�Q�F�H���I�X�U�W�K�H�U���S�U�R�Y�L�G�H�V���W�K�D�W���V�S�H�F�L�¿�F��
circumstances of one of the parties should not be used to support 
an outcome which is contrary to the realistically available options 
of the other party.
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Also, given the unique nature of the intangible transaction, the 
�J�X�L�G�D�Q�F�H�� �R�E�V�H�U�Y�H�V�� �W�K�D�W�� �W�K�H�� �&�8�3�� �P�H�W�K�R�G���� �W�U�D�Q�V�D�F�W�L�R�Q�D�O�� �S�U�R�¿�W��
�V�S�O�L�W���D�Q�G���G�L�V�F�R�X�Q�W�H�G���F�D�V�K���À�R�Z���W�H�F�K�Q�L�T�X�H�V���F�R�X�O�G���E�H���K�L�J�K�O�\���X�V�H�I�X�O����
�+�R�Z�H�Y�H�U�����D�Q�\���V�H�O�H�F�W�H�G���P�H�W�K�R�G���D�Q�G���W�K�H���F�R�P�S�D�U�D�E�L�O�L�W�\���D�G�M�X�V�W�P�H�Q�W����
if any, should take into account all the relevant factors that 
�P�D�W�H�U�L�D�O�O�\�� �F�R�Q�W�U�L�E�X�W�H�� �W�R�� �W�K�H�� �F�U�H�D�W�L�R�Q�� �R�I�� �Y�D�O�X�H�� �D�Q�G�� �Q�R�W�� �M�X�V�W�� �W�K�H��
intangible or routine functions. It is also interesting to refer to 
Action 5 where FHTP has evaluated three different approaches 
to requiring substantial activities in an IP regime in order for the 
�0�1�(���J�U�R�X�S���W�R���D�Y�D�L�O���D�V�V�R�F�L�D�W�H�G���W�D�[���E�H�Q�H�¿�W�V��

�2�X�W���R�I���W�K�H���W�K�U�H�H���D�S�S�U�R�D�F�K�H�V�����Q�D�P�H�O�\���µ�9�D�O�X�H���F�U�H�D�W�L�R�Q���D�S�S�U�R�D�F�K�¶����
�µ�7�U�D�Q�V�I�H�U�� �3�U�L�F�L�Q�J�� �D�S�S�U�R�D�F�K�¶�� �D�Q�G�� �µ�1�H�[�X�V�� �D�S�S�U�R�D�F�K�¶���� �W�K�H�� �1�H�[�X�V��
�D�S�S�U�R�D�F�K�����Z�K�L�F�K���L�V���G�H�Y�H�O�R�S�H�G���L�Q���W�K�H���F�R�Q�W�H�[�W���R�I���,�3���5�H�J�L�P�H�V���D�Q�G��
�D�O�O�R�Z�V���D���W�D�[�S�D�\�H�U���W�R���E�H�Q�H�¿�W���I�U�R�P���D�Q���,�3���U�H�J�L�P�H���R�Q�O�\���W�R���W�K�H���H�[�W�H�Q�W��
�W�K�D�W�� �W�K�H�� �W�D�[�S�D�\�H�U�� �L�W�V�H�O�I�� �L�Q�F�X�U�U�H�G�� �T�X�D�O�L�I�\�L�Q�J�� �5�	�'�� �H�[�S�H�Q�G�L�W�X�U�H�V��
�W�K�D�W���J�D�Y�H���U�L�V�H���W�R���W�K�H���,�3���L�Q�F�R�P�H�����Z�D�V���D�J�U�H�H�G���X�S�R�Q���E�\���)�+�7�3���X�Q�G�H�U��
Action 5 for evaluating eligible activities in IP regimes. But, in 
Action 8, the thrust is on functions performed, assets used and 
�U�L�V�N���D�V�V�X�P�H�G���L�Q���U�H�O�D�W�L�R�Q���W�R���'�(�0�3�(���R�I���W�K�H���L�Q�W�D�Q�J�L�E�O�H�����D�Q�G���Q�R�W���R�Q��
the level/amount of expenditure incurred by entities.

The taxpayers would need to keep in view the above while 
evaluating their IP structures. India perspective some of the 
�L�P�S�R�U�W�D�Q�W�� �J�X�L�G�D�Q�F�H�� �E�\�� �2�(�&�'�� �D�Q�G�� �L�W�V�� �U�H�O�H�Y�D�Q�F�H�� �L�Q�� �W�K�H�� �,�Q�G�L�D�Q��
�F�R�Q�W�H�[�W���K�D�V���E�H�H�Q���G�L�V�F�X�V�V�H�G���E�H�O�R�Z���� �5�	�'�� �D�F�W�L�Y�L�W�L�H�V���D�Q�G���U�H�V�X�O�W�L�Q�J��
intangibles with the establishment of numerous research and 
�G�H�Y�H�O�R�S�P�H�Q�W�� �>�5�	�'�@�� �F�H�Q�W�U�H�V�� �L�Q�� �,�Q�G�L�D���� �D�E�X�Q�G�D�Q�W�� �D�Y�D�L�O�D�E�L�O�L�W�\�� �R�I��
talent pool, discussions on transfer pricing aspects of intangibles 
have dominated the Indian TP landscape in the past few years. 
�,�Q���U�H�V�S�H�F�W���R�I���V�X�F�K���5�	�'���F�H�Q�W�U�H�V�����W�K�H�U�H���K�D�V���E�H�H�Q���G�H�E�D�W�H���R�Y�H�U���W�K�H��
entitlement of both parties over the intangibles related return.

�7�K�H�� �J�X�L�G�D�Q�F�H�� �E�\�� �2�(�&�'�� �R�Q�� �L�Q�W�D�Q�J�L�E�O�H�� �S�U�R�Y�L�G�H�V�� �F�O�D�U�L�W�\�� �R�Q�� �W�K�H��
�D�S�S�U�R�D�F�K�� �W�R�� �E�H�� �I�R�O�O�R�Z�H�G�� �I�R�U�� �L�G�H�Q�W�L�¿�F�D�W�L�R�Q�� �R�I�� �W�K�H�� �L�Q�W�D�Q�J�L�E�O�H����
�R�Z�Q�H�U�V�K�L�S�� ���O�H�J�D�O�� �R�U�� �H�F�R�Q�R�P�L�F������ �D�S�S�U�R�D�F�K�� �I�R�U�� �W�K�H�� �F�R�P�S�D�U�D�E�L�O�L�W�\��
and selection of transfer pricing method for determination 
�R�I�� �W�K�H�� �D�U�P�¶�V�� �O�H�Q�J�W�K�� �S�U�L�F�H���� �,�Q�� �W�K�L�V�� �U�H�V�S�H�F�W���� �V�H�Y�H�U�D�O�� �D�V�S�H�F�W�V��
of the guidance are in line with the practices followed by the 
Indian tax authorities. The guidance, for instance, emphasises 
�V�X�S�S�O�H�P�H�Q�W�L�Q�J�����R�U���U�H�S�O�D�F�L�Q�J�����Z�K�H�U�H���D�S�S�U�R�S�U�L�D�W�H�����W�K�H���F�R�Q�W�U�D�F�W�X�D�O��
arrangement through examination of the actual conduct of the 
parties based on the functions performed, assets used, and 
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risks assumed, including control of important functions and 
�H�F�R�Q�R�P�L�F�D�O�O�\�� �V�L�J�Q�L�¿�F�D�Q�W�� �U�L�V�N�V���� �7�K�L�V�� �D�S�S�U�R�D�F�K�� �¿�Q�G�V�� �V�X�S�S�R�U�W�� �L�Q��
�W�K�H�� �,�Q�G�L�D�Q�� �F�R�Q�W�H�[�W�� �D�V�� �W�K�H�� �&�%�'�7�� �&�L�U�F�X�O�D�U�� �1�R���� ������ ���������� �L�V�V�X�H�G��
�W�R�� �F�O�D�V�V�L�I�\�� �W�K�H�� �F�R�Q�W�U�D�F�W�� �5�	�'�� �F�H�Q�W�U�H�V�� �R�I�� �R�Y�H�U�V�H�D�V�� �0�1�(�V�� �D�V�� �5�	�'��
�F�H�Q�W�U�H�V���E�H�D�U�L�Q�J���L�Q�V�L�J�Q�L�¿�F�D�Q�W���U�L�V�N�����G�R�H�V���H�P�S�K�D�V�L�V�H���R�Q���W�K�H���F�R�Q�G�X�F�W��
of the parties rather than the contractual arrangement.

�7�K�H���D�O�L�J�Q�P�H�Q�W���R�I���I�X�Q�F�W�L�R�Q�D�O���F�R�Q�W�U�L�E�X�W�L�R�Q�V���D�Q�G���¿�Q�D�Q�F�L�D�O���L�Q�Y�H�V�W�P�H�Q�W��
with legal rights the problem of information asymmetry, the 
guidance provide a new tool to tax administrations, which is 
�E�D�V�H�G�� �R�Q�� �H�Y�D�O�X�D�W�L�R�Q�� �R�I�� �H�[���S�R�V�W�� �R�X�W�F�R�P�H�V�� �Y�L�V���� �j���Y�L�V�� �H�[���D�Q�W�H��
�H�[�S�H�Q�G�L�W�X�U�H���V�S�H�Q�G�� �W�R�� �S�U�L�F�H�� �K�D�U�G���W�R���Y�D�O�X�H�� �L�Q�W�D�Q�J�L�E�O�H�V�� �>�+�7�9�,�@����
The revised guidance also provides safeguards to taxpayers by 
providing certain exemptions where such an approach will not 
apply to transactions involving the transfer or use of HTVI. In 
several cases the tax authorities, during TP Audit, may have 
�F�R�Q�V�L�G�H�U�H�G���W�K�H���D�F�W�X�D�O���U�H�V�X�O�W�V���L�Q���S�O�D�F�H���R�I���W�K�H���S�U�R�M�H�F�W�H�G���U�H�V�X�O�W�V���D�W��
�W�K�H�� �W�L�P�H�� �R�I�� �W�U�D�Q�V�D�F�W�L�R�Q�V�� �I�R�U�� �P�D�N�L�Q�J�� �D�Q�\�� �7�3�� �D�G�M�X�V�W�P�H�Q�W�V�� �²�� �W�K�H��
above guidance would support the said position.

�7�K�H�U�H�I�R�U�H�����E�X�V�L�Q�H�V�V�H�V���F�R�X�O�G���H�[�S�H�F�W���P�R�U�H���D�X�G�L�W�V���D�Q�G���D�G�M�X�V�W�P�H�Q�W�V��
in relation to the pricing of HTVI and would be required to prepare 
a robust documentation considering all assumptions used 
�I�R�U�� �S�U�H�S�D�U�D�W�L�R�Q�� �R�I�� �S�U�R�M�H�F�W�L�R�Q�V�� �D�Q�G�� �Y�D�O�X�D�W�L�R�Q�� �R�I�� �W�K�H�� �+�7�9�,���� �7�K�H��
discussion draft also provides that MAP will apply to disputes in 
�U�H�V�S�H�F�W���R�I���+�7�9�,���D�V���L�W���D�S�S�O�L�H�V���W�R���R�W�K�H�U���W�U�H�D�W�\���U�H�O�D�W�H�G���W�U�D�Q�V�D�F�W�L�R�Q�V��
– this will assist businesses in resolving complex disputes relating 
to pricing of HTVI through MAPs.

It is seen in the circular as well. The exercise of important 
functions by the foreign principal and control over service 
�S�U�R�Y�L�G�H�U�V�� �D�U�H�� �I�D�F�W�R�U�V�� �W�K�D�W�� �D�U�H�� �L�Q�� �O�L�Q�H�� �Z�L�W�K�� �W�K�H�� �2�(�&�'�� �*�X�L�G�H�O�L�Q�H�V��
and accordingly, on this aspect the view of Indian tax authorities 
�D�S�S�H�D�U�V�� �W�R�� �E�H�� �D�O�L�J�Q�H�G�� �W�R�� �W�K�H�� �2�(�&�'���� �$�O�V�R���� �W�K�H�� �M�X�U�L�V�S�U�X�G�H�Q�F�H�� �L�Q��
India, with respect to intangible transactions, emphasises on the 
�G�H�W�D�L�O�H�G���D�Q�D�O�\�V�L�V���R�I���W�K�H���I�X�Q�F�W�L�R�Q�V�����D�V�V�H�W�V���D�Q�G���U�L�V�N�V���S�U�R�¿�O�H���R�I���W�K�H��
parties to the transaction and the contractual arrangements and 
their comparability with the selected comparables.

Therefore, as BEPS guidance is more and more internalised by 
TP authorities as well as practitioners, it is likely that TP audits 
would have a greater focus on functional characterisation. 
�0�D�U�N�H�W�L�Q�J���L�Q�W�D�Q�J�L�E�O�H�V���G�H�W�H�U�P�L�Q�D�W�L�R�Q���R�I���W�K�H���D�U�P�¶�V���O�H�Q�J�W�K���S�U�L�F�H���R�I��
intangibles/rights in intangibles, as well as bearing cost associated 
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with development/maintenance of intangibles, has been one of 
�W�K�H�� �P�R�V�W�� �V�L�J�Q�L�¿�F�D�Q�W�� �7�3�� �O�L�W�L�J�D�W�L�R�Q�� �L�Q�� �,�Q�G�L�D���� �Z�L�W�K�� �D�P�R�X�Q�W�� �X�Q�G�H�U��
litigation exceeding thousands of crores. The guidelines discuss 
the application of the principles in respect of development and 
enhancement of marketing intangibles.

It is pertinent to note that the guidance, as in the original 
draft guidance, discusses the concept of marketing intangible 
in case of a distributor and not for manufacturers. However, 
the Indian revenue authorities have applied the concept of 
marketing intangible irrespective of the functionality (distributor/ 
�P�D�Q�X�I�D�F�W�X�U�H�U�����D�Q�G���F�K�D�U�D�F�W�H�U�L�V�D�W�L�R�Q�����O�L�P�L�W�H�G���U�L�V�N�������H�Q�W�U�H�S�U�H�Q�H�X�U����
of the Indian entity.

�7�K�H�� �J�X�L�G�D�Q�F�H�� �R�E�V�H�U�Y�H�V�� �W�K�D�W�� �X�Q�G�H�U�� �O�R�Q�J���W�H�U�P�� �F�R�Q�W�U�D�F�W�� �R�I�� �V�R�O�H��
distributor rights of the trademarked product, the efforts of the 
distributor may enhance the value of its own intangible viz its 
distribution rights. A similar line of contention has been adopted 
by numerous Indian taxpayers where the expenditure incurred 
by them is for exploiting the intangible in their prescribed 
�W�H�U�U�L�W�R�U�\���� �W�K�H�U�H�E�\�� �L�Q�F�U�H�D�V�L�Q�J�� �W�K�H�� �Y�D�O�X�H�� �R�I�� �µ�W�K�H�L�U�� �L�Q�W�D�Q�J�L�E�O�H�¶�� �D�Q�G��
not that of the legal owner of the intangible and therefore, 
separate remuneration from overseas entity for such activities is 
not warranted. Also, the guidelines opine that the remuneration 
for such functions can come in several forms such as separate 
compensation, reduction in price of goods, reduction in royalty 
�U�D�W�H�V�����H�W�F�������Z�K�L�F�K���L�V���V�L�P�L�O�D�U���W�R���W�K�H���Y�L�H�Z���W�D�N�H�Q���E�\���W�K�H���'�H�O�K�L���+�L�J�K��
�&�R�X�U�W�� �L�Q�� �F�D�V�H�� �R�I�� �6�R�Q�\�� �(�U�L�F�V�V�R�Q�� �D�Q�G�� �R�W�K�H�U�V�� �7�K�H�� �W�D�[�S�D�\�H�U�V�� �F�D�Q��
�G�U�D�Z���V�X�S�S�R�U�W���I�U�R�P���W�K�H���J�X�L�G�D�Q�F�H���R�Q���V�X�F�K���D�V�S�H�F�W�V�����H���J�������O�R�Q�J���W�H�U�P��
contract by virtue of conduct, exclusive rights to do business in 
�V�S�H�F�L�¿�H�G�� �W�H�U�U�L�W�R�U�\���� �S�H�U�I�R�U�P�D�Q�F�H�� �D�Q�G�� �F�R�Q�W�U�R�O�� �R�I�� �I�X�Q�F�W�L�R�Q�V���� �H�W�F������
while putting forth the contentions. However, it remains to be 
�V�H�H�Q���L�I���D�Q�G���K�R�Z���W�K�H���%�(�3�6���*�X�L�G�D�Q�F�H���L�P�S�D�F�W�V���W�K�H���Y�L�H�Z���R�I���,�Q�G�L�D�Q��
revenue authorities.

It is important to note that several court rulings have emphasized 
that tax authorities need to demonstrate existence of an 
“arrangement” between Indian entity and the overseas entity for 
the marketing spend before raising concern over compensation 
payable to Indian entity for developing marketing intangible. 
�&�R�Q�V�L�G�H�U�L�Q�J�� �W�K�H�� �V�D�P�H���� �W�K�H�� �J�X�L�G�D�Q�F�H�� �R�Q�� �L�Q�W�D�Q�J�L�E�O�H�� �L�Q�� �%�(�3�6�� �D�Q�G��
increased focus on the granular functional analysis, it is likely 
that TP audits would have a much greater focus on arrangement 
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between Indian taxpayer and overseas group entities for the 
marketing and advertisement in India (including factors such 
as global marketing strategy, communication between Indian 
entity and overseas entity regarding marketing/advertisement in 
�,�Q�G�L�D�����U�R�O�H���R�I���R�Y�H�U�V�H�D�V���H�Q�W�L�W�L�H�V���L�Q���¿�Q�D�O�L�V�D�W�L�R�Q���R�I���,�Q�G�L�D�Q���P�D�U�N�H�W�L�Q�J��
content, Indian marketing budgets, modes of advertisement etc.

�/�R�F�D�W�L�R�Q�� �V�D�Y�L�Q�J�V���O�R�F�D�W�L�R�Q�� �V�S�H�F�L�¿�F�� �D�G�Y�D�Q�W�D�J�H�V�� �7�K�H�� �2�(�&�'��
guidance states that no separate compensation is required for 
�O�R�F�D�W�L�R�Q�� �V�D�Y�L�Q�J�V�� ���� �O�R�F�D�W�L�R�Q���V�S�H�F�L�¿�F�� �D�G�Y�D�Q�W�D�J�H�V���� �L�I�� �W�K�H�U�H�� �H�[�L�V�W��
local comparable uncontrolled transactions. But, the Indian tax 
�D�X�W�K�R�U�L�W�L�H�V�� �E�H�O�L�H�Y�H�� �W�K�D�W�� �W�K�H�U�H�� �L�V�� �E�H�Q�H�¿�W�� �I�U�R�P�� �O�R�F�D�W�L�R�Q�� �V�D�Y�L�Q�J�V��
which can be computed by taking into account the difference 
between costs across countries. this respect, it is pertinent to 
�Q�R�W�H���W�K�D�W���W�K�H���M�X�U�L�V�S�U�X�G�H�Q�F�H���L�Q���,�Q�G�L�D�����G�H�F�L�V�L�R�Q���L�Q���F�D�V�H���R�I���:�D�W�V�R�Q��
�3�K�D�U�P�D���� �D�Q�G�� �W�K�H�� �Y�L�H�Z�V�� �H�[�S�U�H�V�V�H�G�� �L�Q�� �5�D�Q�J�D�F�K�D�U�\�� �&�R�P�P�L�W�W�H�H��
�U�H�S�R�U�W���R�Q���6�D�I�H���+�D�U�E�R�X�U���5�X�O�H�V���D�U�H���L�Q���O�L�Q�H���Z�L�W�K���W�K�H���Y�L�H�Z���S�U�H�V�H�Q�W�H�G��
in the guidelines (i.e., where local comparables are considered 
�I�R�U�� �G�H�W�H�U�P�L�Q�L�Q�J�� �W�K�H�� �D�U�P�¶�V�� �O�H�Q�J�W�K�� �S�U�L�F�H�� �R�I�� �W�U�D�Q�V�D�F�W�L�R�Q�V���� �Q�R��
separate compensation is required for location saving/local 
�P�D�U�N�H�W���I�H�D�W�X�U�H�V����

The guidance also puts not able emphasis on whether the 
location saving is retained by a member or members of the MNE 
group or are passed on to independent customers or suppliers. 
Accordingly, in cases where the location saving is completely 
passed on to the customer or supplier (demonstrating a perfectly 
competitive business scenario wherein the cost reduction due 
�W�R���O�R�F�D�W�L�R�Q���V�D�Y�L�Q�J���L�V���Y�L�W�D�O���W�R���F�R�P�S�H�W�H���L�Q���W�K�H���P�D�U�N�H�W�������W�K�H���U�H�W�X�U�Q��
for location saving is not relevant. A similar view was taken by 
�W�K�H�� �+�R�Q�¶�E�O�H�� �'�H�O�K�L�� �+�L�J�K�� �&�R�X�U�W���L�Q�� �F�D�V�H�� �R�I�� �/�L�� �	�� �)�X�Q�J�� �Z�K�H�U�H���L�Q�� �W�K�H��
�D�G�M�X�V�W�P�H�Q�W���W�R���L�Q�F�R�P�H���Z�D�V���G�H�O�H�W�H�G���R�Q���W�K�H���J�U�R�X�Q�G���W�K�D�W���W�K�H���,�Q�G�L�D�Q��
tax administration failed to demonstrate the extent to which the 
�R�Y�H�U�V�H�D�V�� �U�H�O�D�W�H�G�� �S�D�U�W�\�� �E�H�Q�H�¿�W�W�H�G�� �I�U�R�P�� �O�R�F�D�W�L�R�Q�D�O�� �D�G�Y�D�Q�W�D�J�H�V��
�E�H�I�R�U�H���U�H�M�H�F�W�L�Q�J���W�K�H���W�D�[�S�D�\�H�U�¶�V���H�F�R�Q�R�P�L�F���D�Q�D�O�\�V�L�V�����7�K�H���W�D�[�S�D�\�H�U�V����
�L�Q�� �D�G�G�L�W�L�R�Q�� �W�R�� �W�K�H�� �D�Y�D�L�O�D�E�O�H�� �M�X�G�L�F�L�D�O�� �S�U�H�F�H�G�H�Q�F�H���� �F�D�Q�� �U�H�O�\�� �X�S�R�Q��
�W�K�H�� �J�X�L�G�H�O�L�Q�H�V�� �W�R�� �V�X�S�S�R�U�W�� �W�K�H�L�U�� �D�U�J�X�P�H�Q�W���� �:�D�\�� �I�R�U�Z�D�U�G�� �R�Y�H�U�D�O�O����
the guidelines on intangibles support the remuneration linked 
to value creation with formidable emphasis on performance of 
�L�P�S�R�U�W�D�Q�W�� �Y�D�O�X�H���F�U�H�D�W�L�Q�J�� �I�X�Q�F�W�L�R�Q�V���D�V�V�X�P�S�W�L�R�Q�� �R�I�� �U�L�V�N�V�� �U�H�O�D�W�H�G��
�W�R���W�K�H���'�(�0�3�(���R�I���W�K�H���L�Q�W�D�Q�J�L�E�O�H�V��

The guidelines is a step forward in ensuring that the intangible 
related returns are not being retained based only on the 
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contractual framework but is appropriately supplemented by a 
comprehensive functional analysis in respect of intangibles.

From an Indian perspective, the courts in India have often 
�D�F�N�Q�R�Z�O�H�G�J�H�G�� �W�K�H�� �U�R�O�H�� �R�I�� �2�(�&�'�� �7�3�� �*�X�L�G�H�O�L�Q�H�V�� �Z�K�L�O�H�� �D�S�S�O�\�L�Q�J��
the TP principles. The tax authorities are also likely to leverage 
�X�S�R�Q�� �W�K�H�� �7�3�� �*�X�L�G�H�O�L�Q�H�V�� �S�D�U�W�L�F�X�O�D�U�O�\�� �I�R�U�� �L�G�H�Q�W�L�I�\�L�Q�J�� �W�K�H�� �G�H�W�D�L�O�H�G��
demarcated roles and responsibilities of the Indian taxpayer 
and overseas entity, determining the “existence of transactions” 
and contribution of each side to value creation. Therefore, the 
guidance on the intangibles, and the guidance on comparability 
factors, is likely to impact both the tax authorities and taxpayers, 
warranting are view of the existing practices and arrangements.

�3�H�U�P�D�Q�H�Q�W���(�V�W�D�E�O�L�V�K�P�H�Q�W

Most countries, including India, tax their residents on their global 
�L�Q�F�R�P�H�� �X�Q�G�H�U�� �U�H�V�L�G�H�Q�F�H�� �E�D�V�H�G�� �W�D�[�D�W�L�R�Q���� �D�Q�G�� �W�D�[�� �Q�R�Q���U�H�V�L�G�H�Q�W�V��
by applying source based taxation. The permanent establishment 
�>�3�(�@�� �F�R�Q�F�H�S�W�� �L�V�� �X�V�H�G�� �W�R�� �D�Q�D�O�\�V�H�� �W�K�H�� �W�D�[�D�W�L�R�Q�� �R�I�� �Q�R�Q���U�H�V�L�G�H�Q�W�V��
�L�Q�� �W�K�H�� �V�R�X�U�F�H�� �F�R�X�Q�W�U�\���� �7�K�H�� �F�R�Q�F�H�S�W�� �¿�Q�G�V�� �L�W�V�� �P�H�Q�W�L�R�Q�� �X�Q�G�H�U�� �W�D�[��
�W�U�H�D�W�L�H�V�����D�Q�G���L�V���E�U�R�D�G�O�\���V�L�P�L�O�D�U���W�R���W�K�H���µ�E�X�V�L�Q�H�V�V���F�R�Q�Q�H�F�W�L�R�Q�¶���W�H�V�W��
as prescribed under the Indian domestic tax law. In the context 
�R�I�� �E�X�V�L�Q�H�V�V���S�U�R�¿�W�V���� �W�\�S�L�F�D�O�O�\���� �D���W�D�[�� �W�U�H�D�W�\�� �Z�R�X�O�G���D�O�O�R�F�D�W�H���W�D�[�L�Q�J��
rights to the source country only if the foreign enterprise carries 
on its business in the source country through a PE situated 
�W�K�H�U�H�L�Q���� �D�Q�G�� �R�Q�O�\�� �W�R�� �W�K�H�� �H�[�W�H�Q�W�� �W�K�D�W�� �S�U�R�¿�W�V�� �D�U�H�� �D�W�W�U�L�E�X�W�D�E�O�H�� �W�R��
such a PE.

�7�K�H�� �,�Q�G�L�D�Q�� �D�S�S�H�O�O�D�W�H�� �D�X�W�K�R�U�L�W�L�H�V�� �D�Q�G�� �&�R�X�U�W�V�� �K�D�Y�H���� �W�L�P�H�� �D�Q�G��
again, evaluated the issue of a PE and have laid down certain 
�S�U�L�Q�F�L�S�O�H�V���� �V�X�F�K�� �D�V�� �µ�F�O�R�V�H�� �Q�H�[�X�V�¶���� �µ�L�Q�H�[�W�U�L�F�D�E�O�H�� �O�L�Q�N�V�¶�� �µ�H�Q�G�X�U�L�Q�J��
�D�Q�G���S�H�U�P�D�Q�H�Q�W���S�U�H�V�H�Q�F�H�¶���H�W�F�����L�Q���G�H�F�L�G�L�Q�J���W�K�H���L�V�V�X�H��

�2�Q�H�� �P�D�\�� �U�H�I�H�U�� �W�R�� �W�K�H�� �O�D�Q�G�P�D�U�N�� �M�X�G�J�P�H�Q�W�� �L�Q�� �W�K�H�� �F�D�V�H�� �R�I��
Vishakhapatnam Port Trust which held that a PE postulate the 
existence of a substantial element of an enduring or permanent 
nature of a foreign enterprise in another, which can be attributed 
�W�R���D���¿�[�H�G���S�O�D�F�H���R�I���E�X�V�L�Q�H�V�V���L�Q���W�K�D�W���F�R�X�Q�W�U�\�����,�W���V�K�R�X�O�G���E�H���R�I���V�X�F�K���D��
�Q�D�W�X�U�H���W�K�D�W���L�W���Z�R�X�O�G���D�P�R�X�Q�W���W�R���D���Y�L�U�W�X�D�O���S�U�R�M�H�F�W�L�R�Q���R�I���W�K�H���I�R�U�H�L�J�Q��
enterprise of one country onto the soil of another country.

Historically, the concept of PE developed in the late 19th century 
in the era of the second industrial revolution. The prevalent 
business operations and models laid emphasis on elements 
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such as geographical location, physical presence, business 
nexus, place of business, permanency, etc. However, with the 
evolution of business models such as franchise, outsourcing, and 
�H�V�S�H�F�L�D�O�O�\���F�\�E�H�U�V�S�D�F�H�����G�L�J�L�W�D�O���H�F�R�Q�R�P�\�������D���Q�R�Q���U�H�V�L�G�H�Q�W���F�R�X�O�G���E�H��
�V�L�J�Q�L�¿�F�D�Q�W�O�\�� �L�Q�Y�R�O�Y�H�G�� �L�Q�� �W�K�H�� �H�F�R�Q�R�P�L�F�� �O�L�I�H�� �R�I�� �D�Q�R�W�K�H�U�� �F�R�X�Q�W�U�\����
�D�Q�G���H�D�U�Q���V�X�E�V�W�D�Q�W�L�D�O���S�U�R�¿�W�V�����Z�L�W�K�R�X�W���K�D�Y�L�Q�J���D���W�D�[�D�E�O�H���S�U�H�V�H�Q�F�H��
or a PE. The governments felt that the traditional approaches to 
a PE was leading to tax base erosion and therefore there was a 
need to align international tax laws with contemporary business 
models.

�,�Q���W�K�H���D�I�R�U�H�V�D�L�G���F�R�Q�W�H�[�W�����W�K�H���2�(�&�'���D�Q�G���W�K�H���*�������Q�D�W�L�R�Q�V���D�J�U�H�H�G��
to strengthen the existing international standards, including 
�D�Y�R�L�G�L�Q�J���W�K�H���D�U�W�L�¿�F�L�D�O���D�Y�R�L�G�D�Q�F�H���R�I���3�(���V�W�D�W�X�V�����$�F�W�L�R�Q��������

�7�K�H�� �¿�Q�D�O�� �U�H�S�R�U�W�� �E�X�L�O�G�V�� �R�Q�� �S�U�R�S�R�V�D�O�V�� �S�X�W�� �I�R�U�Z�D�U�G�� �L�Q�� �W�K�H�� �*������
�2�(�&�'�¶�V�� �G�L�V�F�X�V�V�L�R�Q�� �G�U�D�I�W�V�� �R�I�� �2�F�W�R�E�H�U�� ���������� �D�Q�G�� �0�D�\�� ������������ �D�Q�G��
�V�H�H�N�V���W�R���X�S�G�D�W�H���W�K�H���G�H�¿�Q�L�W�L�R�Q���R�I���3�(���L�Q

�$�U�W�L�F�O�H�� ���� �R�I�� �W�K�H�� �2�(�&�'�¶�V�� �P�R�G�H�O�� �W�D�[�� �W�U�H�D�W�\���� �D�Q�G�� �D�O�V�R�� �S�U�R�Y�L�G�H�V��
�G�H�W�D�L�O�H�G���H�[�S�O�D�Q�D�W�L�R�Q���L�Q���W�K�H���D�V�V�R�F�L�D�W�H�G���&�R�P�P�H�Q�W�D�U�\�����7�K�H���F�K�D�Q�J�H�V��
�V�X�J�J�H�V�W�H�G�� �L�Q�� �W�K�H�� �¿�Q�D�O�� �U�H�S�R�U�W�� �V�H�H�N�� �W�R�� �H�Q�V�X�U�H�� �W�K�D�W�� �Z�K�H�U�H�� �W�K�H��
activities of an intermediary in a country are intended to result in 
the regular conclusion of contracts to be performed by a foreign 
enterprise, that enterprise will be considered to have a taxable 
presence in that country, unless the intermediary is performing 
the activities in the course of its independent business.

The changes will restrict the application of a number of exceptions 
�W�R���W�K�H���G�H�¿�Q�L�W�L�R�Q���R�I���3�(���W�R���D�F�W�L�Y�L�W�L�H�V���W�K�D�W���D�U�H���S�U�H�S�D�U�D�W�R�U�\���R�U���D�X�[�L�O�L�D�U�\��
nature, and will ensure that it is not possible to take advantage 
of these exceptions by the fragmentation of a cohesive operating 
business into several small operations. Also, the report proposes 
to address situations where the minimum threshold (number of 
�G�D�\�V���� �D�S�S�O�L�F�D�E�O�H�� �W�R�� �F�R�Q�V�W�U�X�F�W�L�R�Q�� �V�L�W�H�V�� �L�V�� �F�L�U�F�X�P�Y�H�Q�W�H�G�� �W�K�U�R�X�J�K��
�W�K�H���V�S�O�L�W�W�L�Q�J���X�S���F�R�Q�W�U�D�F�W�V���E�H�W�Z�H�H�Q���F�O�R�V�H�O�\���U�H�O�D�W�H�G���H�Q�W�H�U�S�U�L�V�H�V���R�I��
a multinational group.

�3�D�U�W�� �$�����$�U�W�L�¿�F�L�D�O�� �D�Y�R�L�G�D�Q�F�H�� �R�I�� �3�(�� �W�K�U�R�X�J�K�� �F�R�P�P�L�V�V�L�R�Q�D�L�U�H��
�D�U�U�D�Q�J�H�P�H�Q�W�V���D�Q�G���V�L�P�L�O�D�U���D�U�U�D�Q�J�H�P�H�Q�W�V�����$�U�W�L�F�O�H���������R�I���0�/�,�����P�D�Q�\��
multinational enterprises adopt Intermediary models/marketing 
agency/commissionaire arrangements to operate in another 
country without setting up a legal entity in the other country. A 
commissionaire/intermediary arrangement is one which enables 
the intermediary enterprise to sell products of the owner of the 
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�S�U�R�G�X�F�W�����W�K�H���L�Q�W�H�U�P�H�G�L�D�U�\���H�Q�W�H�U�S�U�L�V�H���L�V���H�Q�W�L�W�O�H�G���W�R���F�R�P�S�H�Q�V�D�W�L�R�Q��
commission.

The proposals in the report target to uncover any undisclosed 
agency or commissionaire agreements as well as other agency 
agreements as under:

1.	 Tightening the agency PE rules to include not only contracts 
�L�Q���W�K�H���Q�D�P�H���R�I���W�K�H���Q�R�Q���U�H�V�L�G�H�Q�W���H�Q�W�L�W�\�����E�X�W���D�O�V�R���F�R�Q�W�U�D�F�W�V���I�R�U��
the transfer of, or the granting of the right to use, property, 
�R�U�� �W�K�H�� �S�U�R�Y�L�V�L�R�Q�� �R�I�� �V�H�U�Y�L�F�H�V�� �E�\�� �W�K�H�Q�� �R�Q���U�H�V�L�G�H�Q�W�� �Z�K�H�U�H�� �W�K�H��
intermediary habitually concludes contracts, or habitually 
plays the principal role leading to the conclusion of contracts 
�W�K�D�W���D�U�H���U�R�X�W�L�Q�H�O�\���F�R�Q�F�O�X�G�H�G���Z�L�W�K�R�X�W���P�D�W�H�U�L�D�O���P�R�G�L�¿�F�D�W�L�R�Q���E�\��
the enterprise.

����	 �� �0�R�G�L�¿�F�D�W�L�R�Q�� �D�Q�G�� �Q�D�U�U�R�Z�L�Q�J�� �W�K�H�� �U�H�T�X�L�U�H�P�H�Q�W�V�� �I�R�U�� �D�Q�� �D�J�H�Q�W��
�W�R���E�H���F�R�Q�V�L�G�H�U�H�G���µ�L�Q�G�H�S�H�Q�G�H�Q�W�¶�����V�X�F�K���W�K�D�W���W�K�L�V���Z�L�O�O���Q�R�W���E�H���W�K�H��
case where the agent acts exclusively or almost exclusively 
for one or more enterprises to which it is closely related.

�$�U�W�L�F�O�H�� ������ �R�I�� �0�/�,�� �V�H�H�N�V�� �W�R�� �D�P�H�Q�G�� �$�U�W�L�F�O�H�� ���� �R�I�� �W�K�H�� �W�D�[�� �W�U�H�D�W�L�H�V����
�Z�K�L�F�K���G�H�¿�Q�H�V���W�K�H���W�H�U�P���3�(�����R�Q���W�K�H���I�R�O�O�R�Z�L�Q�J���D�V�S�H�F�W�V��

�¾	 Scope of agency PE to counter the commissionaire arrangement 
entered into by foreign enterprise in order to avoid PE in the 
�V�R�X�U�F�H���V�W�D�W�H��

�¾	 �&�U�H�D�W�L�R�Q�� �R�I�� �D�J�H�Q�F�\�� �3�(�� �Z�K�H�Q�� �W�K�H�� �D�J�H�Q�W�� �K�D�E�L�W�X�D�O�O�\�� �S�O�D�\�V��
principle role leading to conclusion of contracts with routine 
�D�S�S�U�R�Y�D�O���R�I���W�K�H���S�U�L�Q�F�L�S�D�O��

�¾	 Agent will not be considered to be an independent agent if he 
acts exclusively or almost exclusively on behalf of a closely 
�U�H�O�D�W�H�G���H�Q�W�H�U�S�U�L�V�H�����$�V���S�H�U���W�K�H���S�U�R�Y�L�V�L�R�Q�D�O���Q�R�W�L�¿�F�D�W�L�R�Q�V�����,�Q�G�L�D��
would adopt this Article in its tax treaties.

�+�R�Z�H�Y�H�U���� �F�H�U�W�D�L�Q�� �F�R�X�Q�W�U�L�H�V�� ���&�D�Q�D�G�D���� �&�\�S�U�X�V���� �/�X�[�H�P�E�R�X�U�J����
�6�L�Q�J�D�S�R�U�H�����8�.�����H�W�F���������K�D�Y�H���R�S�W�H�G���Q�R�W���W�R���D�G�R�S�W���W�K�L�V���$�U�W�L�F�O�H�����Z�K�L�O�H��
�F�H�U�W�D�L�Q���F�R�X�Q�W�U�L�H�V�����H���J�����)�U�D�Q�F�H�����-�D�S�D�Q�����1�H�W�K�H�U�O�D�Q�G�V�����Z�R�X�O�G���D�G�R�S�W��
�W�K�H���$�U�W�L�F�O�H�����7�K�L�V���$�U�W�L�F�O�H���F�D�Q���J�H�W���D�G�R�S�W�H�G���L�Q���,�Q�G�L�D�Q���W�U�H�D�W�L�H�V�����V�X�E�M�H�F�W��
to matching.

India perspective India, being a common law country, may not 
be much impacted by commissionaire arrangements as such 
structures are not permissible under the provisions of the Indian 
�&�R�Q�W�U�D�F�W���$�F�W��
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The changes could however impact foreign companies having 
subsidiaries in India which undertakes marketing and sales 
�V�X�S�S�R�U�W�� �D�F�W�L�Y�L�W�L�H�V���� �:�K�H�U�H�� �V�X�F�K�� �V�X�E�V�L�G�L�D�U�L�H�V�� �K�D�E�L�W�X�D�O�O�\�� �S�O�D�\�� �W�K�H��
principal role leading to the conclusion of contracts that are 
routinely concluded by the foreign principal without material 
�P�R�G�L�¿�F�D�W�L�R�Q�����L�W���F�R�X�O�G���F�U�H�D�W�H���D���3�(���R�I���W�K�H���I�R�U�H�L�J�Q���S�U�L�Q�F�L�S�D�O���L�Q���,�Q�G�L�D����
�7�K�H�� �W�H�U�P�V�� �µ�S�U�L�Q�F�L�S�D�O�� �U�R�O�H�¶���� �µ�U�R�X�W�L�Q�H�O�\�� �F�R�Q�F�O�X�G�H�G�¶�� �D�Q�G�� �µ�P�D�W�H�U�L�D�O��
�P�R�G�L�¿�F�D�W�L�R�Q�¶���K�D�Y�H���Q�R�W���E�H�H�Q���G�H�¿�Q�H�G���D�Q�G���F�R�X�O�G�����W�K�H�U�H�I�R�U�H�����O�H�D�G���W�R��
different tests being applied by different taxing authorities. The 
mischief sought to be avoided seems to be where all essential 
activities in relation to the conclusion of sale is performed by 
�W�K�H���D�J�H�Q�W���L�Q���W�K�H���V�R�X�U�F�H���F�R�X�Q�W�U�\�����E�X�W���W�K�H���¿�Q�D�O���F�R�Q�W�U�D�F�W���R�U���R�U�G�H�U��
�L�V�� �µ�U�X�E�E�H�U�� �V�W�D�P�S�H�G�¶�� �E�\�� �W�K�H�� �I�R�U�H�L�J�Q�� �S�U�L�Q�F�L�S�D�O�� �R�X�W�V�L�G�H�� �W�K�H�� �V�R�X�U�F�H��
country.

�7�K�H�� �S�U�R�S�R�V�H�G�� �H�[�S�D�Q�V�L�R�Q�� �R�I�� �W�K�H�� �G�H�¿�Q�L�W�L�R�Q�� �R�I�� �D�J�H�Q�F�\�� �3�(�� �L�Q�� �W�K�H��
context of conclusion of contracts, and the inability of the Indian 
�V�X�E�V�L�G�L�D�U�\�� �W�R�� �E�H�� �U�H�J�D�U�G�H�G�� �D�V�� �D�Q�� �µ�L�Q�G�H�S�H�Q�G�H�Q�W�� �D�J�H�Q�W�¶���� �F�R�X�O�G��
�H�[�S�R�V�H�� �D�� �S�D�U�W�� �R�I�� �W�K�H�� �R�Y�H�U�V�H�D�V�� �J�U�R�X�S�� �H�Q�W�L�W�\�¶�V�� �S�U�R�¿�W�� �R�Q�� �V�D�O�H�� �R�I��
products to be taxed in India, depending on the facts of the case.

Hence, maintaining robust documentation on the roles and 
responsibilities, and detailed mapping of the activities of the 
agent and the principal in relation to the generation of Indian 
sales of the foreign principal would be of critical importance.

�$�S�S�U�R�D�F�K����

�&�K�D�Q�J�H�V�� �W�R�� �W�K�H�� �P�R�G�H�O�� �W�U�H�D�W�\�� �Z�L�O�O�� �P�H�D�Q�� �W�K�D�W�� �H�[�F�H�S�W�L�R�Q�V��
�I�U�R�P�� �F�U�H�D�W�L�Q�J�� �D�� �¿�[�H�G�� �S�O�D�F�H�� �3�(�� �I�R�U�� �V�S�H�F�L�¿�F�� �D�F�W�L�Y�L�W�L�H�V�� ���V�X�F�K�� �D�V��
maintenance of stocks of goods for storage, display, delivery 
�R�U�� �S�U�R�F�H�V�V�L�Q�J���� �S�X�U�F�K�D�V�L�Q�J�� �R�U�� �W�K�H�� �F�R�O�O�H�F�W�L�R�Q�� �R�I�� �L�Q�I�R�U�P�D�W�L�R�Q���� �Z�L�O�O��
only apply where the activity or activities in question is only 
preparatory or auxiliary in relation to the business as a whole. 
�7�K�L�V�� �L�V�� �W�R�� �U�H�À�H�F�W�� �P�R�G�H�U�Q�� �Z�D�\�V�� �R�I�� �G�R�L�Q�J�� �E�X�V�L�Q�H�V�V���� �Z�K�H�U�H�� �V�X�F�K��
�D�F�W�L�Y�L�W�L�H�V�� �P�D�\�� �U�H�S�U�H�V�H�Q�W�� �D�� �N�H�\�� �S�D�U�W�� �R�I�� �D�� �E�X�V�L�Q�H�V�V�¶�� �Y�D�O�X�H�� �F�K�D�L�Q��
���S�D�U�W�L�F�X�O�D�U�O�\���U�H�O�H�Y�D�Q�W���I�R�U���V�X�S�S�O�\���F�K�D�L�Q�V���L�Q�Y�R�O�Y�L�Q�J���G�L�J�L�W�D�O���V�D�O�H�V����

A number of helpful examples are included in the revised 
�&�R�P�P�H�Q�W�D�U�\�����W�R�J�H�W�K�H�U���Z�L�W�K���O�L�P�L�W�H�G���J�X�L�G�D�Q�F�H���R�Q���W�K�H���P�H�D�Q�L�Q�J���R�I��
�µ�S�U�H�S�D�U�D�W�R�U�\�� �R�U�� �D�X�[�L�O�L�D�U�\�¶���� �)�R�U�� �H�[�D�P�S�O�H���� �V�W�R�U�L�Q�J�� �D�Q�G�� �G�H�O�L�Y�H�U�L�Q�J��
�J�R�R�G�V���W�R���I�X�O�¿�O���R�Q�O�L�Q�H���V�D�O�H�V���P�D�\���Q�R�W���E�H���F�R�Q�V�L�G�H�U�H�G���D�V���S�U�H�S�D�U�D�W�R�U�\��
or auxiliary in character if such activities are an essential part 
�R�I���W�K�H���F�R�P�S�D�Q�\�¶�V���V�D�O�H�V���R�U���G�L�V�W�U�L�E�X�W�L�R�Q���E�X�V�L�Q�H�V�V�����Z�K�H�U�H�D�V���V�W�R�U�L�Q�J��
of goods in a bonded warehouse during the custom clearance 
process would be considered as preparatory and auxiliary.
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�$�S�S�U�R�D�F�K����

�7�K�H�� �&�R�P�P�H�Q�W�D�U�\�� �L�Q�F�O�X�G�H�V�� �D�Q�� �D�O�W�H�U�Q�D�W�L�Y�H�� �I�R�U�� �F�R�X�Q�W�U�L�H�V�� �Z�K�R��
�F�R�Q�V�L�G�H�U�� �W�K�D�W�� �W�K�H�� �V�S�H�F�L�¿�F�� �D�F�W�L�Y�L�W�L�H�V�� �U�H�I�H�U�U�H�G�� �W�R�� �D�U�H�� �L�Q�W�U�L�Q�V�L�F�D�O�O�\��
preparatory or auxiliary and prefer the certainty of retaining their 
�E�O�D�Q�N�H�W�� �H�[�F�H�S�W�L�R�Q�� �V�W�D�W�X�V���� �6�X�F�K�� �F�R�X�Q�W�U�L�H�V�¶�� �F�R�Q�V�L�G�H�U�� �W�K�D�W�� �%�(�3�6��
�F�R�Q�F�H�U�Q�V���Z�L�O�O���E�H���V�X�I�¿�F�L�H�Q�W�O�\���D�G�G�U�H�V�V�H�G���E�\���W�K�H���D�Q�W�L���I�U�D�J�P�H�Q�W�D�W�L�R�Q��
rule.

The rule aims to prevent an enterprise or a group of closely related 
enterprises from fragmenting a cohesive business operations into 
several small operations in order to argue that each is merely 
�H�Q�J�D�J�H�G�� �L�Q�� �µ�S�U�H�S�D�U�D�W�R�U�\�� �R�U�� �D�X�[�L�O�L�D�U�\�¶�� �V�H�U�Y�L�F�H�V���� �(�[�D�P�L�Q�D�W�L�R�Q��
would not happen in isolation, and only genuine preparatory and 
auxiliary activities would be accepted as exceptions to PE.

�7�K�H���S�U�L�P�D�U�\���R�E�M�H�F�W�L�Y�H���R�I���$�U�W�L�F�O�H���������R�I���0�/�,���L�V���W�R���H�Q�V�X�U�H���W�K�D�W���W�K�H��
�E�H�Q�H�¿�W�� �R�I�� �$�U�W�L�F�O�H�� ���������� �>�L���H���� �F�H�U�W�D�L�Q�� �D�F�W�L�Y�L�W�L�H�V�� �G�R�� �Q�R�W�� �U�H�V�X�O�W�� �L�Q��
�3�(�� �H�Y�H�Q�� �Z�K�H�Q�� �F�D�U�U�L�H�G�� �R�X�W�� �W�K�U�R�X�J�K�� �¿�[�H�G�� �S�O�D�F�H�@�� �L�V�� �D�O�O�R�Z�H�G�� �R�Q�O�\��
when the activities, carried on either individually or collectively, 
�D�U�H�� �S�U�H�S�D�U�D�W�R�U�\�� �R�U�� �D�X�[�L�O�L�D�U�\�� �L�Q�� �Q�D�W�X�U�H���� �,�W�� �D�O�V�R�� �F�R�Q�W�D�L�Q�V�� �D�Q�� �D�Q�W�L����
fragmentation provision to prevent breaking of activities in 
�R�U�G�H�U�� �W�R�� �E�H�Q�H�¿�W�� �I�U�R�P�� �W�K�H�� �S�U�H�S�D�U�D�W�R�U�\�� �R�U�� �D�X�[�L�O�L�D�U�\�� �H�[�H�P�S�W�L�R�Q����
�$�V���S�H�U���W�K�H���S�U�R�Y�L�V�L�R�Q�D�O���Q�R�W�L�¿�F�D�W�L�R�Q�V�����Z�K�L�O�H���,�Q�G�L�D���Z�R�X�O�G���D�G�R�S�W���W�K�L�V��
�S�U�R�Y�L�V�L�R�Q�����$�S�S�U�R�D�F�K�����������F�H�U�W�D�L�Q���F�R�X�Q�W�U�L�H�V�����H���J�����&�D�Q�D�G�D�����&�\�S�U�X�V����
�)�U�D�Q�F�H�����/�X�[�H�P�E�R�X�U�J�����6�L�Q�J�D�S�R�U�H�����H�W�F���������K�D�Y�H���R�S�W�H�G���Q�R�W���W�R���D�G�R�S�W��
this provision in the tax treaties. This Article can get adopted in 
�,�Q�G�L�D�Q�� �W�U�H�D�W�L�H�V���� �V�X�E�M�H�F�W�� �W�R�� �P�D�W�F�K�L�Q�J���� �,�Q�G�L�D�� �S�H�U�V�S�H�F�W�L�Y�H�� �,�Q�G�L�D�Q��
�&�R�X�U�W�V�� �K�D�Y�H�� �G�H�D�O�W�� �Z�L�W�K�� �W�K�H�� �W�H�U�P�� �µ�S�U�H�S�D�U�D�W�R�U�\�� �R�U�� �D�X�[�L�O�L�D�U�\�¶��
and are generally of a similar view as expressed in the BEPS 
�U�H�S�R�U�W�� �R�Q�� �$�F�W�L�R�Q�� ������ �+�R�Z�H�Y�H�U���� �Z�K�D�W�� �F�R�Q�V�W�L�W�X�W�H�V�� �µ�S�U�H�S�D�U�D�W�R�U�\�� �R�U��
�D�X�[�L�O�L�D�U�\�¶�� �D�F�W�L�Y�L�W�L�H�V�� �K�D�V�� �D�O�Z�D�\�V�� �E�H�H�Q�� �D�� �F�R�Q�W�H�Q�W�L�R�X�V�� �L�V�V�X�H�� �Z�L�W�K��
revenue authorities around the world. The challenge faced by the 
�U�H�Y�H�Q�X�H�� �D�X�W�K�R�U�L�W�L�H�V�� �D�U�R�X�Q�G�� �W�K�H�� �Z�R�U�O�G�� �Z�D�V�� �W�R�� �H�[�D�P�L�Q�H�� �D�� �V�W�D�Q�G��
alone activity in as scenario here a multinational enterprise was 
carrying out procurement, sales and marketing functions in India 
through different group companies around the world.

�¾	 �/�L�D�L�V�R�Q�� �R�I�¿�F�H�V���� �$�� �V�L�J�Q�L�¿�F�D�Q�W�� �Q�X�P�E�H�U�� �R�I�� �I�R�U�H�L�J�Q�� �F�R�P�S�D�Q�L�H�V��
�K�D�Y�H�� �V�H�W�X�S�� �O�L�D�L�V�R�Q�� �R�I�¿�F�H�V�� �L�Q�� �,�Q�G�L�D�� �±�� �W�K�H�� �D�U�J�X�P�H�Q�W�� �W�D�N�H�Q��
�L�Q�� �V�X�F�K�� �F�D�V�H�V�� �L�V�� �W�K�D�W�� �W�K�H�� �D�F�W�L�Y�L�W�L�H�V�� �R�I�� �W�K�H�� �O�L�D�L�V�R�Q�� �R�I�¿�F�H�� �D�U�H��
preparatory or auxiliary in nature, and accordingly, no PE 
�L�V�� �F�U�H�D�W�H�G���� �:�L�W�K�� �W�K�H�� �S�U�R�S�R�V�H�G�� �W�L�J�K�W�H�Q�L�Q�J�� �R�I�� �W�K�H�� �F�R�Q�G�L�W�L�R�Q�V��
relating to preparatory or auxiliary activities, coupled with 
�W�K�H�� �D�Q�W�L���I�U�D�J�P�H�Q�W�D�W�L�R�Q�� �U�X�O�H�� �I�R�U�� �V�S�H�F�L�¿�F�� �D�F�W�L�Y�L�W�\�� �H�[�H�P�S�W�L�R�Q�V����
�W�K�H���5�H�Y�H�Q�X�H���D�X�W�K�R�U�L�W�L�H�V���D�U�H���O�L�N�H�O�\���W�R���O�R�R�N���D�W���V�X�F�K���I�X�Q�F�W�L�R�Q�L�Q�J��
�R�I���O�L�D�L�V�R�Q���R�I�¿�F�H�V���L�Q���J�U�H�D�W�H�U���G�H�W�D�L�O��
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�¾	 �6�S�X�U�W���R�I���H���F�R�P�P�H�U�F�H���L�Q���,�Q�G�L�D�����:�L�W�K���W�K�H���W�U�H�P�H�Q�G�R�X�V���J�U�R�Z�W�K��
�R�I�� �H���F�R�P�P�H�U�F�H�� �E�X�V�L�Q�H�V�V�� �L�Q�� �,�Q�G�L�D���� �I�X�Q�F�W�L�R�Q�V�� �V�X�F�K�� �D�V�� �Z�D�U�H��
housing, display, delivery, and supply chain model may not 
�E�H���F�R�Q�V�L�G�H�U�H�G���D�V���µ�S�U�H�S�D�U�D�W�R�U�\���R�U���D�X�[�L�O�L�D�U�\�¶���D�F�W�L�Y�L�W�\�����'�H�S�H�Q�G�L�Q�J��
on the facts and circumstances of digital businesses, the 
�Q�D�U�U�R�Z�L�Q�J�� �R�I�� �W�K�H�� �V�S�H�F�L�¿�F�� �D�F�W�L�Y�L�W�\�� �H�[�H�P�S�W�L�R�Q�V�� ���V�D�\���� �S�U�R�S�R�V�D�O��
that delivery of goods needs to be a preparatory or auxiliary 
�D�F�W�L�Y�L�W�\���W�R���T�X�D�O�L�I�\���I�R�U���W�K�H���H�[�H�P�S�W�L�R�Q�����D�Q�G���S�U�R�S�R�V�H�G���Z�L�G�H�Q�L�Q�J��
of the agency PE rule, could lead to creation of a PE of such 
digital businesses in India.

�3�D�U�W���&�����6�S�O�L�W�W�L�Q�J���X�S���R�I���F�R�Q�W�U�D�F�W�V�����$�U�W�L�F�O�H���������R�I���0�/�,��

The report addresses the splitting up of contracts between group 
�F�R�P�S�D�Q�L�H�V���Z�L�W�K���D�Q���R�E�M�H�F�W�L�Y�H���W�R���F�L�U�F�X�P�Y�H�Q�W���W�K�H���V�S�H�F�L�¿�F���������P�R�Q�W�K��
time period for establishing a PE for a building site, construction 
�R�U���L�Q�V�W�D�O�O�D�W�L�R�Q���S�U�R�M�H�F�W�����7�K�H���N�H�\���F�K�D�Q�J�H�V���D�U�H���D�V���I�R�O�O�R�Z�V��

�¾	 Adding an example to illustrate the application of the principal 
purposes test for the prevention of treaty abuse (Action 6 of 
�W�K�H���%�(�3�6���$�F�W�L�R�Q���3�O�D�Q�����W�R���G�H�D�O���Z�L�W�K���V�S�O�L�W�W�L�Q�J���X�S���R�I���F�R�Q�W�U�D�F�W�V��

�¾	 Suggesting an alternative provision (for treaties that do not 
�L�Q�F�O�X�G�H���W�K�H���S�U�L�Q�F�L�S�D�O���S�X�U�S�R�V�H�V���W�H�V�W�����W�R���D�G�G���F�R�Q�Q�H�F�W�H�G���D�F�W�L�Y�L�W�L�H�V��
���H�[�F�H�H�G�L�Q�J�� ������ �G�D�\�V�¶�� �G�X�U�D�W�L�R�Q���� �F�D�U�U�L�H�G�� �R�Q�� �E�\�� �F�O�R�V�H�O�\�� �U�H�O�D�W�H�G��
enterprises to the period of time on site for the purposes of 
�G�H�W�H�U�P�L�Q�L�Q�J���W�K�H���������P�R�Q�W�K�S�H�U�L�R�G��

�¾	 �$�U�W�L�F�O�H�������� �R�I�� �0�/�,�� �D�G�G�U�H�V�V�H�V���D�Y�R�L�G�D�Q�F�H���R�I�� �3�(�� �E�\�� �V�S�O�L�W�W�L�Q�J�� �W�K�H��
�F�R�Q�W�U�D�F�W�V�� �E�H�W�Z�H�H�Q�� �5�H�O�D�W�H�G�� �H�Q�W�H�U�S�U�L�V�H�V�� �W�R�� �F�L�U�F�X�P�Y�H�Q�W�� �W�K�H��
threshold of creation of PE. As per the provisional statement, 
India has not made any reservation against adoption of this 
�$�U�W�L�F�O�H�����Z�K�L�O�H���F�H�U�W�D�L�Q���F�R�X�Q�W�U�L�H�V�����H���J�����&�D�Q�D�G�D�����&�\�S�U�X�V�����-�D�S�D�Q����
�/�X�[�H�P�E�R�X�U�J���� �6�L�Q�J�D�S�R�U�H���� �8�.���� �H�W�F������ �K�D�Y�H�� �R�S�W�H�G�� �Q�R�W�� �W�R�� �D�G�R�S�W��
this provision in the tax treaties. This Article can get adopted 
�L�Q���,�Q�G�L�D�Q���W�U�H�D�W�L�H�V�����V�X�E�M�H�F�W���W�R���P�D�W�F�K�L�Q�J��

�¾	 �,�Q�G�L�D�� �S�H�U�V�S�H�F�W�L�Y�H�� �,�Q�G�L�D�� �K�D�V�� �D�� �V�L�J�Q�L�¿�F�D�Q�W�� �Q�X�P�E�H�U�� �R�I�� �W�X�U�Q�N�H�\��
�R�U���(�3�&���F�R�Q�W�U�D�F�W�V���E�H�L�Q�J���H�[�H�F�X�W�H�G���E�\���P�X�O�W�L�Q�D�W�L�R�Q�D�O���H�Q�W�H�U�S�U�L�V�H�V����
especially in the infrastructure sector. In many cases, business 
considerations may drive the requirement of various group 
�H�Q�W�L�W�L�H�V�� �H�[�H�F�X�W�L�Q�J�� �G�L�I�I�H�U�H�Q�W�� �S�D�U�W�V�� �R�I�� �W�K�H�� �S�U�R�M�H�F�W���� �W�K�H�U�H�E�\��
necessitating the need to enter into respective contracts with 
the end customer. It will be interesting to see the approach 
�R�I�� �W�K�H�� �,�Q�G�L�D�Q�� �W�D�[�� �D�X�W�K�R�U�L�W�L�H�V�� �W�R�Z�D�U�G�V�� �V�X�F�K�� �S�U�R�M�H�F�W�V�� �D�Q�G��
contracts.
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Analysis and India perspective Action 1 of BEPS deals with 
addressing tax challenges of the digital economy. To study the 
tax issues raised by the digital economy and also to address 
�W�K�H�P�����D���V�S�H�F�L�D�O���E�R�G�\���F�D�O�O�H�G���W�K�H���7�D�V�N���)�R�U�F�H���R�Q���W�K�H���'�L�J�L�W�D�O���(�F�R�Q�R�P�\��
�>�7�)�'�(�@�� �Z�D�V�� �V�H�W�X�S�� �L�Q�� �6�H�S�W�H�P�E�H�U�� ������������ �7�K�H�� �7�)�'�(���� �D�I�W�H�U�� �P�D�Q�\��
rounds of consultation, published an interim report in September 
�����������D�Q�G���W�K�H���¿�Q�D�O���U�H�S�R�U�W���L�Q���2�F�W�R�E�H�U���������������7�K�H���$�F�W�L�R�Q�������R�X�W�O�L�Q�H�V��
conclusions regarding the digital economy, the BEPS issues, the 
resultant tax challenges and the recommended next steps.

�:�L�W�K�� �W�K�H�� �H�Y�R�O�X�W�L�R�Q�� �R�I�� �E�X�V�L�Q�H�V�V�H�V�� �D�Q�G�� �D�O�V�R�� �L�Q�F�U�H�D�V�L�Q�J�� �X�V�H�� �R�I��
digital platform to conduct business, both taxpayers and tax 
authorities have noticed complexities involved in determining 
the tax implications of a transaction as well as determining the 
�M�X�U�L�V�G�L�F�W�L�R�Q���L�Q���Z�K�L�F�K���W�K�H���W�D�[���L�P�S�O�L�F�D�W�L�R�Q�V���D�U�L�V�H��

This report observes that the digital economy is increasingly 
�E�H�F�R�P�L�Q�J�� �W�K�H�� �H�F�R�Q�R�P�\�� �L�W�V�H�O�I�� �D�Q�G�� �L�W�� �Z�R�X�O�G�� �E�H�� �G�L�I�¿�F�X�O�W�� �W�R�� �U�L�Q�J��
fence the digital economy from the rest of the economy for tax 
purposes. In other words, it would be hard to frame a separate 
set of tax rules independently for digital transactions. This report 
�D�L�P�V�� �W�R�� �W�D�F�N�O�H�� �W�K�H�� �P�D�L�Q�� �G�L�I�¿�F�X�O�W�L�H�V�� �W�K�D�W�� �W�K�H�� �G�L�J�L�W�D�O�� �H�F�R�Q�R�P�\��
poses for the application of existing international tax rules and 
develop detailed options to address these rules. This is the only 
report that takes a holistic approach and discusses indirect 
taxes as well. A key observation in the report is that while the 
digital economy and its business models do not generate unique 
BEPS issues, the key features exacerbate BEPS risks. From a 
direct tax perspective, the report by itself does not suggest any 
recommendations – it however indicates that the work on certain 
other actions are expected to tackle issues faced in the digital 
economy as discussed below.

�0�R�G�L�¿�F�D�W�L�R�Q���R�I���W�K�H���H�[�F�H�S�W�L�R�Q�V���W�R���S�H�U�P�D�Q�H�Q�W���H�V�W�D�E�O�L�V�K�P�H�Q�W��
[PE]

�$�F�W�L�R�Q�������G�H�D�O�V���Z�L�W�K���S�U�H�Y�H�Q�W�L�Q�J���W�K�H���D�U�W�L�¿�F�L�D�O���D�Y�R�L�G�D�Q�F�H���R�I���3�(���V�W�D�W�X�V����
�7�K�L�V�� �$�F�W�L�R�Q���V�X�J�J�H�V�W�V�� �W�K�D�W���W�K�H�� �3�(�� �H�[�F�H�S�W�L�R�Q�V�� �Z�L�O�O�� �E�H�� �P�R�G�L�¿�H�G���W�R��
ensure that all activities that qualify for exemption are purely in 
the nature of preparatory and auxiliary activities. Another related 
�U�X�O�H���L�V���W�K�H���D�Q�W�L�����I�U�D�J�P�H�Q�W�D�W�L�R�Q���U�X�O�H���W�K�D�W���S�U�H�Y�H�Q�W�V���D�F�W�L�Y�L�W�L�H�V���E�H�L�Q�J��
split up within group entities to avoid having a PE in any State.

In the context of the digital economy, an example is of an 
online seller of goods that maintains a large warehouse with 
�V�L�J�Q�L�¿�F�D�Q�W���Q�X�P�E�H�U���R�I���S�H�U�V�R�Q�Q�H�O�����Z�K�L�F�K���L�V���H�V�V�H�Q�W�L�D�O���I�R�U���S�U�R�[�L�P�L�W�\��



      TAX RESEARCH DEPARTMENT   THE INSTITUTE OF COST ACCOUNTANTS OF INDIA

84	 INTERNATIONAL TAXATION AND TRANSFER PRICING

to customers and quick delivery. Under current circumstances, it 
may be possible for an online seller to fall under an exception to 
PE in the State of sale despite housing aware house. Pursuant to 
�P�R�G�L�¿�F�D�W�L�R�Q�V���W�R���W�K�H���H�[�F�H�S�W�L�R�Q���W�R���3�(�����W�K�H���R�Q�O�L�Q�H���V�H�O�O�H�U���P�D�\���K�D�Y�H��
a PE in the country where the warehouse is located depending on 
the business model.

Tightening of the agency PE rule Action 7 of BEPS also deals 
with tightening the agency PE rules to include contracts for 
the transfer of, or the granting of the right to use, property, 
�R�U�� �W�K�H�� �S�U�R�Y�L�V�L�R�Q�� �R�I�� �V�H�U�Y�L�F�H�V�� �E�\�� �W�K�H�� �Q�R�Q���U�H�V�L�G�H�Q�W���� �Z�K�H�U�H�� �W�K�H��
intermediary habitually concludes contracts, or habitually plays 
the principal role leading to the conclusion of contracts that are 
�U�R�X�W�L�Q�H�O�\���F�R�Q�F�O�X�G�H�G���Z�L�W�K�R�X�W���P�D�W�H�U�L�D�O���P�R�G�L�¿�F�D�W�L�R�Q���E�\���W�K�H���I�R�U�H�L�J�Q��
enterprise.

�&�R�Q�W�U�D�F�W�V�����U�L�V�N�V���D�Q�G���U�H�F�R�J�Q�L�W�L�R�Q

�2�Q�������2�F�W�R�E�H�U���������������W�K�H���2�(�&�'���U�H�O�H�D�V�H�G���W�K�H���������¿�Q�D�O���D�F�W�L�R�Q���S�O�D�Q�V��
in connection with BEPS. Amongst the action plans, Action 9 
�D�Q�G�� ������ �L�Q�W�H�U���D�O�L�D�� �G�H�D�O�� �Z�L�W�K�� �L�G�H�Q�W�L�¿�F�D�W�L�R�Q�� �D�Q�G�� �D�O�O�R�F�D�W�L�R�Q�� �R�I�� �U�L�V�N�V��
for comparability analysis taking into account the contractual 
arrangement between the parties and their conduct, provide 
guidance on the recognition of the transaction by the tax 
authorities.

The guidance goes to the root of the transfer pricing analysis and 
�U�H�L�Q�I�R�U�F�H�V���W�K�H���µ�V�X�E�V�W�D�Q�F�H���R�Y�H�U���I�R�U�P�¶���S�U�L�Q�F�L�S�O�H���Z�K�L�F�K���L�V���F�R�Q�V�L�V�W�H�Q�W�O�\��
upheld by the Indian Tax Tribunals and emphasised by the tax 
�D�X�W�K�R�U�L�W�L�H�V���D�Q�G���W�D�[���H�[�S�H�U�W�V�����7�K�H���J�X�L�G�D�Q�F�H���U�H�S�O�D�F�H�V���6�H�F�W�L�R�Q���'���R�I��
�&�K�D�S�W�H�U���,���R�I���W�K�H���2�(�&�'���7�U�D�Q�V�I�H�U���3�U�L�F�L�Q�J���*�X�L�G�H�O�L�Q�H�V��

In brief, the guidance focuses on the importance of delineating 
�W�K�H���W�U�D�Q�V�D�F�W�L�R�Q���E�H�W�Z�H�H�Q���U�H�O�D�W�H�G���S�D�U�W�L�H�V���Z�L�W�K���X�W�P�R�V�W���V�S�H�F�L�¿�F�L�W�\����
having regard to the economically relevant characteristics of the 
transactions and how the functions Performed by the parties 
relate to the generation of economic value by the multinational 
�H�Q�W�H�U�S�U�L�V�H�V���>�0�1�(�V�@�����$�O�V�R�����W�K�H���J�X�L�G�D�Q�F�H���H�P�S�K�D�V�L�V�H�V���R�Q���W�K�H���Q�H�H�G��
for considering the options realistically available to the parties 
�W�R�� �W�K�H�� �W�U�D�Q�V�D�F�W�L�R�Q�� �L�Q�� �G�H�W�H�U�P�L�Q�L�Q�J�� �W�K�H�� �D�U�P�¶�V�� �O�H�Q�J�W�K�� �Q�D�W�X�U�H�� �R�I��
such a transaction. Per the guidance, in delineating a controlled 
transaction, understanding the contractual arrangement between 
�W�K�H���S�D�U�W�L�H�V���L�Q���U�H�O�D�W�L�R�Q���W�R���V�X�F�K���W�U�D�Q�V�D�F�W�L�R�Q���L�V���F�R�Q�V�L�G�H�U�H�G���D�V���D���¿�U�V�W��
step, though the primary importance is placed on the conduct of 
the parties. The conduct of the parties is recognised through a 
detailed analysis of functions performed, assets employed and 
risks borne by the parties with respect to the transaction.
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�7�K�H�� �J�X�L�G�D�Q�F�H�� �S�O�D�F�H�V�� �V�L�J�Q�L�¿�F�D�Q�W�� �L�P�S�R�U�W�D�Q�F�H�� �R�Q�� �W�K�H�� �U�L�V�N�V�� �E�R�U�Q�H��
�E�\���W�K�H���S�D�U�W�L�H�V���V�L�Q�F�H���W�K�H���D�V�V�X�P�S�W�L�R�Q���R�I���U�L�V�N�V���Z�R�X�O�G���L�Q�À�X�H�Q�F�H���W�K�H��
prices and other economic conditions of the transaction. The 
�I�U�D�P�H�Z�R�U�N���I�R�U���D�Q�D�O�\�V�L�Q�J���U�L�V�N�V���L�Q�F�O�X�G�H�����L�G�H�Q�W�L�I�\�L�Q�J���V�L�J�Q�L�¿�F�D�Q�W���U�L�V�N�V��
in connection with the transaction, determining who contractually 
assumes the risks, who manages and controls the risks including 
who performs risk mitigation functions, consistency between 
contractual assumption of risks with the conduct of the parties, 
�L�G�H�Q�W�L�I�\�L�Q�J���Z�K�H�W�K�H�U���W�K�H���H�Q�W�L�W�\���E�H�D�U�L�Q�J���W�K�H���U�L�V�N�V���K�D�V���W�K�H���¿�Q�D�Q�F�L�D�O��
capacity to bear the risks.

Per the guidance, assumption of risks by an entity should be 
compensated with an appropriate return. Any risk mitigation 
activities, which can generally be delegated to other parties 
by the party controlling the risks, should be appropriately 
�U�H�P�X�Q�H�U�D�W�H�G���D�W���D�U�P�¶�V���O�H�Q�J�W�K�����7�K�H�U�H�I�R�U�H�����D���S�D�U�W�\���S�H�U�I�R�U�P�L�Q�J���R�Q�O�\��
�¿�Q�D�Q�F�L�Q�J���D�F�W�L�Y�L�W�L�H�V���L�Q���U�H�O�D�W�L�R�Q���W�R���D���W�U�D�Q�V�D�F�W�L�R�Q���Z�L�W�K�R�X�W���H�[�H�U�F�L�V�L�Q�J��
�D�Q�\�� �F�R�Q�W�U�R�O�� �R�Y�H�U�� �W�K�H�� �U�L�V�N�V���� �L�V�� �H�Q�W�L�W�O�H�G�� �W�R�� �R�Q�O�\�� �D�� �U�L�V�N�� �D�G�M�X�V�W�H�G��
�U�H�W�X�U�Q���I�R�U���L�W�V���¿�Q�D�Q�F�L�Q�J���D�F�W�L�Y�L�W�L�H�V��

�&�R�Q�W�U�D�F�W�V���� �U�L�V�N�V�� �D�Q�G�� �U�H�F�R�J�Q�L�W�L�R�Q�� �I�R�U�� �W�K�H�� �U�H�F�R�J�Q�L�W�L�R�Q�� �R�I�� �W�K�H��
transaction between the associated enterprises by the tax 
authorities, importance is placed on the commercial rationale or 
the business reasons of the transaction.

The guidance provides that the actual transactions between the 
associated enterprises maybe disregarded by the tax authorities 
for transfer pricing purposes, if the arrangement between the 
associated enterprises, viewed in its totality, differs from what 
would have been entered into between two unrelated parties 
behaving in a commercially rational manner. In recognizing 
the transaction, the tax authorities should also consider the 
alternatives that are realistically available to the parties. An 
�D�Q�D�O�\�V�L�V���R�I���Z�K�H�W�K�H�U���W�K�H���0�1�(���J�U�R�X�S���Z�R�X�O�G���E�H���Z�R�U�V�H���R�I�I���R�Q���D���S�U�H��
tax basis due to the transaction / arrangement can be used as 
an indicator that the transaction viewed in its entirety lacks the 
commercial rationality.

�+�R�Z�H�Y�H�U���� �W�K�H�� �J�X�L�G�D�Q�F�H�� �F�D�X�W�L�R�Q�V�� �W�D�[�� �D�X�W�K�R�U�L�W�L�H�V�� �R�Q�� �W�K�H�� �U�H��
characterisation / replacement of the transactions, as it can be a 
source of double taxation and dispute.

�,�W���L�V���U�H�F�R�P�P�H�Q�G�H�G���L�Q���W�K�H���J�X�L�G�D�Q�F�H���W�K�D�W���µ�H�Y�H�U�\���H�I�I�R�U�W�¶���V�K�R�X�O�G���E�H��
made to determine the actual nature of the transaction (taking 
�L�Q�W�R�� �D�F�F�R�X�Q�W�� �F�R�Q�W�U�D�F�W�X�D�O�� �D�U�U�D�Q�J�H�P�H�Q�W�V�� �D�Q�G�� �W�K�H�� �F�R�Q�G�X�F�W���� �D�Q�G��
�D�S�S�O�\���D�U�P�¶�V���O�H�Q�J�W�K���S�U�L�F�L�Q�J���W�R���L�W�����$�E�V�H�Q�F�H���R�I���D���V�L�P�L�O�D�U���W�U�D�Q�V�D�F�W�L�R�Q��
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between unrelated parties should not lead to a conclusion of a 
commercially rational transaction between associated enterprises 
�D�V���Q�R�W���E�H�L�Q�J���F�D�U�U�L�H�G���R�X�W���D�W���D�U�P�¶�V���O�H�Q�J�W�K��

India perspective the guidance echoes the sentiment of the 
�G�H�Y�H�O�R�S�L�Q�J�� �Q�D�W�L�R�Q�V�� �L�Q�F�O�X�G�L�Q�J�� �,�Q�G�L�D�� �R�Q�� �W�K�H�� �L�G�H�Q�W�L�¿�F�D�W�L�R�Q�� �D�Q�G��
allocation of risks based on the conduct of the parties and 
attributing appropriate return for such allocation/assumption of 
�U�L�V�N�V�����,�Q���I�D�F�W�����V�S�H�F�L�¿�F�D�O�O�\���I�R�U���W�K�H���,�Q�I�R�U�P�D�W�L�R�Q���7�H�F�K�Q�R�O�R�J�\���V�H�F�W�R�U����
�W�K�H���&�H�Q�W�U�D�O���%�R�D�U�G���R�I���'�L�U�H�F�W���7�D�[�H�V�����Z�K�L�F�K���L�V���W�K�H���S�U�H�P�L�H�U�H���J�R�Y�H�U�Q�L�Q�J��
�E�R�G�\���I�R�U���F�R�U�S�R�U�D�W�H���W�D�[�H�V�����W�K�U�R�X�J�K���&�L�U�F�X�O�D�U���1�R�������������������G�D�W�H�G��������
�-�X�Q�H���������������K�D�G���V�H�W���R�X�W���D���I�U�D�P�H�Z�R�U�N���I�R�U���L�G�H�Q�W�L�I�\�L�Q�J���5�H�V�H�D�U�F�K���D�Q�G��
�'�H�Y�H�O�R�S�P�H�Q�W�� �>�5�	�'�@�� �H�Q�W�L�W�L�H�V�� �W�K�D�W�� �F�D�Q�� �E�H�� �F�R�Q�V�L�G�H�U�H�G�� �D�V�� �E�H�D�U�L�Q�J��
�L�Q�V�L�J�Q�L�¿�F�D�Q�W�� �U�L�V�N�V�� �L�Q�� �F�R�Q�Q�H�F�W�L�R�Q�� �Z�L�W�K�� �U�H�Q�G�H�U�L�Q�J�� �5�	�'�� �V�H�U�Y�L�F�H�V��
�W�R�� �W�K�H�� �J�U�R�X�S�� �F�R�P�S�D�Q�L�H�V���� �7�K�H�� �&�L�U�F�X�O�D�U�� �Z�D�V�� �L�V�V�X�H�G�� �W�R�� �F�O�D�U�L�I�\�� �W�K�H��
circumstance in which Transactional Net Margin Method can 
�E�H�� �D�S�S�O�L�H�G�� �D�V�� �W�K�H�� �P�R�V�W�� �D�S�S�U�R�S�U�L�D�W�H�� �P�H�W�K�R�G�� �W�R�� �M�X�V�W�L�I�\�� �W�K�H�� �5�	�'��
services rendered by a taxpayer.

�7�K�H���I�U�D�P�H���Z�R�U�N���L�Q���W�K�H���&�L�U�F�X�O�D�U���U�H�V�R�Q�D�W�H�V���W�K�H���S�U�L�Q�F�L�S�O�H�V���S�U�R�Y�L�G�H�G��
in the guidance for accurately delineating the controlled 
transaction by considering the conduct of the parties and the 
�U�L�V�N�V���D�V�V�X�P�H�G�����,�Q���W�K�H���U�H�I�H�U�U�H�G���&�L�U�F�X�O�D�U�����L�P�S�R�U�W�D�Q�F�H���L�V���J�L�Y�H�Q���W�R����
�L�G�H�Q�W�L�I�\�L�Q�J�� �W�K�H�� �S�D�U�W�\�� �S�H�U�I�R�U�P�L�Q�J�� �W�K�H�� �H�F�R�Q�R�P�L�F�D�O�O�\�� �V�L�J�Q�L�¿�F�D�Q�W��
�I�X�Q�F�W�L�R�Q�V�����L�G�H�Q�W�L�I�\�L�Q�J���W�K�H���S�D�U�W�\���S�U�R�Y�L�G�L�Q�J���H�F�R�Q�R�P�L�F�D�O�O�\���V�L�J�Q�L�¿�F�D�Q�W��
assets including funding of the activities, party exercising control 
�R�Y�H�U�� �W�K�H�� �I�X�Q�F�W�L�R�Q�V�� �S�H�U�I�R�U�P�H�G�� �E�\�� �W�K�H�� �R�W�K�H�U�� �S�D�U�W�\�� �D�Q�G�� �¿�Q�D�O�O�\��
�L�G�H�Q�W�L�¿�F�D�W�L�R�Q�� �R�I�� �D�V�V�X�P�S�W�L�R�Q�� �R�I�� �U�L�V�N�V�� �E�\�� �W�K�H�� �S�D�U�W�L�H�V�� �W�K�U�R�X�J�K�� �D��
detailed analysis of conduct of the parties and not based on the 
contractual arrangement between the parties alone.

In this context, as highlighted by India in the UN Transfer Pricing 
Manual, core functions, key responsibilities, key decision making 
and levels of individual responsibility for the key decisions, gain 
importance in identifying the party which has control over the 
risks.

�,�Q���W�K�H���H�Y�H�Q�W���D���W�D�[�S�D�\�H�U���F�R�X�O�G���Q�R�W���G�H�P�R�Q�V�W�U�D�W�H���W�K�D�W���L�Q�V�L�J�Q�L�¿�F�D�Q�W��
risks are borne in performing services, the tax authorities may 
consider disregarding the Transactional Net Margin Method as 
�W�K�H�� �P�R�V�W�� �D�S�S�U�R�S�U�L�D�W�H�� �P�H�W�K�R�G�� �L�Q�� �G�H�W�H�U�P�L�Q�L�Q�J�� �W�K�H�� �D�U�P�¶�V�� �O�H�Q�J�W�K��
price of the transaction. Instead, the tax authorities can consider 
�D�S�S�O�\�L�Q�J�� �7�U�D�Q�V�D�F�W�L�R�Q�D�O���3�U�R�¿�W���6�S�O�L�W���P�H�W�K�R�G���� �R�U���G�H�P�D�Q�G���D���K�L�J�K�H�U��
�P�D�U�N���X�S�� �R�Q�� �W�K�H�� �F�R�V�W�V�� �I�R�U�� �W�K�H�� �S�H�U�I�R�U�P�D�Q�F�H�� �R�I�� �H�F�R�Q�R�P�L�F�D�O�O�\��
�V�L�J�Q�L�¿�F�D�Q�W���I�X�Q�F�W�L�R�Q�V���D�Q�G���E�H�D�U�L�Q�J���F�U�L�W�L�F�D�O���U�L�V�N�V���E�\���W�K�H���W�D�[�S�D�\�H�U���L�Q��
the transaction.
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Therefore, it is important on the part of the taxpayers to clearly 
document and detail the activities performed and risks borne in 
transactions and how these activities contribute to the economic 
value creation by the MNE group.

�)�R�O�O�R�Z�L�Q�J���W�K�H�U�H���F�R�P�P�H�Q�G�D�W�L�R�Q���L�Q���$�F�W�L�R�Q���������R�I���2�(�&�'���%�(�3�6���D�F�W�L�R�Q��
�S�O�D�Q���� �,�Q�G�L�D�� �L�Q�W�U�R�G�X�F�H�G�� �W�K�H�� �&�E�&�� �U�H�S�R�U�W�L�Q�J�� �U�H�T�X�L�U�H�P�H�Q�W�� �I�U�R�P��
�¿�Q�D�Q�F�L�D�O���\�H�D�U������������������

Therefore, it is expected that with the increased availability of 
substantial information relating to the controlled transactions, the 
�W�D�[�S�D�\�H�U�V�� �P�D�\�� �Q�R�W�� �K�D�Y�H�� �V�L�J�Q�L�¿�F�D�Q�W�� �F�K�D�O�O�H�Q�J�H�� �L�Q�� �G�H�P�R�Q�V�W�U�D�W�L�Q�J��
�E�H�I�R�U�H���W�K�H���W�D�[���D�X�W�K�R�U�L�W�L�H�V�����W�K�H���V�S�H�F�L�¿�F���D�F�W�L�Y�L�W�\���F�D�U�U�L�H�G���D�Q�G���U�L�V�N�V��
borne in the context of the overall operations of the MNE group.

�$�O�W�K�R�X�J�K���� �L�Q�� �W�K�H�� �O�L�J�K�W�� �R�I�� �W�K�H�� �J�X�L�G�D�Q�F�H�� �D�Q�G�� �L�Q�W�U�R�G�X�F�W�L�R�Q�� �R�I�� �&�E�&��
requirements in India, the taxpayers may want to revisit and 
ensure that the transfer price followed in respect of the controlled 
transactions are in conformity with the level of risks borne 
and activities performed to avoid any dispute in the scrutiny 
proceedings by the tax authorities.

As mentioned earlier, the guidance cautions the tax authorities 
on disregarding the actual transactions entered into between 
associated enterprises or substituting the transaction with 
other transactions as it may create double tax incidence on the 
taxpayer. Importance in this regard is placed on the commercial 
rationality in entering into the transaction by the parties after 
considering the options that are realistically available to them.

�7�K�H���,�Q�G�L�D�Q���7�U�D�Q�V�I�H�U���3�U�L�F�L�Q�J���5�H�J�X�O�D�W�L�R�Q�V���S�U�R�Y�L�G�H���W�K�D�W���W�K�H���L�Q�F�R�P�H��
arising from Transactions between associated enterprises should 
�E�H���F�R�P�S�X�W�H�G���K�D�Y�L�Q�J���U�H�J�D�U�G���W�R���W�K�H���D�U�P�¶�V���O�H�Q�J�W�K���S�U�L�F�H�����7�K�H���Z�R�U�G��
�µ�K�D�Y�L�Q�J���U�H�J�D�U�G���W�R�¶���L�V���Q�R�W���V�S�H�F�L�¿�F�D�O�O�\���G�H�¿�Q�H�G���L�Q���W�K�H���,�Q�F�R�P�H���7�D�[���$�F�W����
�������������+�R�Z�H�Y�H�U�����W�K�H���M�X�G�L�F�L�D�O���S�U�H�F�H�G�H�Q�F�H���D�Y�D�L�O�D�E�O�H���L�Q���W�K�L�V���U�H�J�D�U�G����
�S�U�R�Y�L�G�H�V�� �W�K�D�W�� �W�K�H�� �W�H�U�P�� �µ�K�D�Y�L�Q�J�� �U�H�J�D�U�G�� �W�R�¶�� �L�Q�F�O�X�G�H�� �µ�F�R�P�P�H�U�F�L�D�O��
�U�D�W�L�R�Q�D�O�H�¶�� �R�U�� �µ�E�X�V�L�Q�H�V�V�� �U�H�D�V�R�Q�V�¶���� �7�K�H�U�H�I�R�U�H���� �W�K�H�� �,�Q�G�L�D�Q�� �7�U�D�Q�V�I�H�U��
�3�U�L�F�L�Q�J���5�H�J�X�O�D�W�L�R�Q�V���U�H�T�X�L�U�H���W�K�H���W�D�[���S�D�\�H�U�V���D�Q�G���W�K�H���W�D�[���D�X�W�K�R�U�L�W�L�H�V��
�W�R�� �G�H�W�H�U�P�L�Q�H�� �W�K�H�� �D�U�P�¶�V�� �O�H�Q�J�W�K�� �Q�D�W�X�U�H�� �R�I�� �D�� �W�U�D�Q�V�D�F�W�L�R�Q�� �E�\�� �G�X�O�\��
�F�R�Q�V�L�G�H�U�L�Q�J���� �L�Q�W�H�U���D�O�L�D�� �W�K�H�� �µ�E�X�V�L�Q�H�V�V�� �U�H�D�V�R�Q�V�¶�� �R�U�� �µ�F�R�P�P�H�U�F�L�D�O��
�U�D�W�L�R�Q�D�O�H�¶���E�H�K�L�Q�G���W�K�H���W�U�D�Q�V�D�F�W�L�R�Q�V��

However, in practice, it has been our experience, that the 
taxpayers have generally given less weightage to document and 
detail the commercial rationale behind entering into a transaction 
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especially when transactions involve intangibles or centralised 
services for which a perfect comparable transaction is generally 
not found in the open market. Further, the taxauthorities, in 
performing a transfer pricing scrutiny, had lack of appreciation 
for the commercial rationale behind a taxpayer entering into a 
transaction with group companies, possibly due to lack of relevant 
industry expertise to appreciate the commercial reasons, leading 
�W�R���D�U�E�L�W�U�D�U�\���W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J���D�G�M�X�V�W�P�H�Q�W�V���D�Q�G���S�U�R�O�R�Q�J�H�G���G�L�V�S�X�W�H�V����
�$�O�V�R���� �W�K�H�� �W�H�U�P�� �µ�R�S�W�L�R�Q�V�� �U�H�D�O�L�V�W�L�F�D�O�O�\�� �D�Y�D�L�O�D�E�O�H�� �W�R�� �W�K�H�� �S�D�U�W�L�H�V�¶�� �L�V��
interpreted to have a wider connotation by the tax authorities in 
determining the commercial rationale behind the transactions.

�)�R�U���H�[�D�P�S�O�H�����2�E�W�D�L�Q�L�Q�J���F�H�Q�W�U�D�O�L�V�H�G���V�H�U�Y�L�F�H�V���E�\���D���W�D�[�S�D�\�H�U���I�U�R�P��
a group company is disregarded by the tax authorities on the 
premise that similar services can be obtained by the tax payer 
domestically by incurring a lower cost or the taxpayer has 
�S�H�R�S�O�H���S�U�R�Y�L�G�L�Q�J���V�L�P�L�O�D�U���V�H�U�Y�L�F�H�V���L�Q���K�R�X�V�H���W�K�H�U�H�I�R�U�H�����W�K�H���V�H�U�Y�L�F�H�V��
received are duplicative in nature.

�+�R�Z�H�Y�H�U�����W�K�H���,�Q�G�L�D�Q���7�D�[���&�R�X�U�W�V���K�D�Y�H���O�D�U�J�H�O�\���U�X�O�H�G���R�Q���W�K�L�V���L�V�V�X�H��
in favour of

The taxpayers in few cases, wherein it is observed that the tax 
authorities should respect the commercial wisdom of the taxpayer 
�D�Q�G���G�H�W�H�U�P�L�Q�H���W�K�H���D�U�P�¶�V���O�H�Q�J�W�K���Q�D�W�X�U�H���R�I���W�K�H���W�U�D�Q�V�D�F�W�L�R�Q���K�D�Y�L�Q�J��
regard to the relevant facts and circumstances of the case.

�&�R�Q�F�O�X�V�L�R�Q

Most of the guidance on the importance of conduct of the 
�S�D�U�W�L�H�V���R�Y�H�U���W�K�H���F�R�Q�W�U�D�F�W�X�D�O���D�U�U�D�Q�J�H�P�H�Q�W�V���D�Q�G���L�G�H�Q�W�L�¿�F�D�W�L�R�Q���D�Q�G��
allocation of risks with appropriate compensation for assumption 
of risks have been followed by the developing nations including 
India even before the introduction of BEPS action plans. However, 
in view of the guidance, it is important on the part of the taxpayers 
to document the commercial rationality behind entering into the 
transactions with associated enterprises especially in respect of 
transactions that have no comparable transactions in the open 
market. Also, the tax authorities should appreciate the concepts 
�O�L�N�H�� �µ�F�R�P�P�H�U�F�L�D�O�� �U�D�W�L�R�Q�D�O�L�W�\�¶�� �L�Q�� �U�H�F�R�J�Q�L�V�L�Q�J�� �W�K�H�� �W�U�D�Q�V�D�F�W�L�R�Q�V��
between the associated enterprises and adopt a broader view in 
scrutiny of the transactions.
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�6�X�P�P�D�U�\���R�I���W�K�H���V�L�J�Q�L�¿�F�D�Q�W���F�D�V�H���U�H�I�H�U�H�Q�F�H�V���U�H�O�H�Y�D�Q�W���W�R���W�U�D�Q�V�I�H�U��
�S�U�L�F�L�Q�J���D�U�H���H�O�D�E�R�U�D�W�H�G���E�H�O�R�Z��

CITRIX SYSTEMS INDIA PRIVATE LIMITED VS DEPUTY 
COMMISSIONER OF INCOME TAX - BANGALORE TRIBUNAL, 
Mar 20, 2020

Decision���� �)�X�Q�F�W�L�R�Q�D�O�O�\�� �G�L�I�I�H�U�H�Q�W�� �F�R�P�S�D�Q�L�H�V�� �F�D�Q�Q�R�W�� �E�H�� �V�H�O�H�F�W�H�G��
�D�V���F�R�P�S�D�U�D�E�O�H��

ISG NOVASOFT TECHNOLOGIES LTD. & ANR. VS DEPUTY 
COMMISSIONER OF INCOME TAX & ANR.

BANGALORE TRIBUNAL, Mar 20, 2020

Decision: �,�Q�� �D�F�F�R�U�G�D�Q�F�H�� �Z�L�W�K�� �W�K�H�� �S�U�R�Y�L�V�L�R�Q�V�� �R�I�� �V�H�F�W�L�R�Q�� ������ �R�I��
�W�K�H���,�Q�F�R�P�H���7�D�[���$�F�W�����)�X�Q�F�W�L�R�Q�D�O�O�\���G�L�I�I�H�U�H�Q�W���F�R�P�S�D�Q�L�H�V���F�D�Q�Q�R�W���E�H��
�V�H�O�H�F�W�H�G���D�V���F�R�P�S�D�U�D�E�O�H�����7�K�H���P�D�W�W�H�U���Z�D�V���G�H�F�L�G�H�G���L�Q���I�D�Y�R�X�U���R�I���W�K�H��
assessee

NOMURA RESEARCH INSTITUTE FINANCIAL TECHNO-
LOGIES INDIA PRIVATE LIMITED VS DEPUTY 
COMMISSIONER OF INCOME TAX

KOLKATA TRIBUNAL, Mar 13, 2020

Decision: �7�K�H���D�F�W�L�R�Q���R�I���X�V�L�Q�J���W�K�H���R�O�G���7�3�2���R�U�G�H�U���S�D�V�V�H�G���X���V��������
�&�$�����������D�V���D�Q���L�Q�I�R�U�P�D�W�L�R�Q���I�R�U���I�R�U�P�L�Q�J���R�S�L�Q�L�R�Q���R�I���U�H�D�V�R�Q���W�R���E�H�O�L�H�Y�H��
�W�K�D�W�� �L�Q�F�R�P�H�� �K�D�V�� �H�V�F�D�S�H�G�� �D�V�V�H�V�V�P�H�Q�W�� �Z�L�W�K�L�Q�� �W�K�H�� �P�H�D�Q�L�Q�J�� �R�I��
�W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J��

8SIGNIFICANT CASE STUDIES ON 
TRANSFER PRICING
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DEPUTY COMMISSIONER OF INCOME TAX VS DECENT DIA 
JEWELS PVT. LTD. BOMBAY TRIBUNAL, Mar 13, 2020

Decision: �� �:�K�H�Q�� �W�K�H�� �7�3�2�� �D�F�F�H�S�W�V�� �W�K�H�� �E�H�Q�F�K�P�D�U�N�L�Q�J�� �R�I�� �W�K�H��
�D�V�V�H�V�V�H�H�����W�K�H���L�P�S�R�V�L�W�L�R�Q���R�I���S�H�Q�D�O�W�\���X���V���������*���L�V���X�Q�V�X�V�W�D�L�Q�D�E�O�H��

SONY PICTURES NETWORKS INDIA PVT. LTD. VS DEPUTY 
COMMISSIONER OF INCOME TAX .BOMBAY TRIBUNAL, 
Mar 13, 2020

Decision: �7�R�Z�D�U�G�V�� �G�H�F�L�G�L�Q�J�� �X�S�R�Q�� �Z�K�H�W�K�H�U�� �W�K�H�� �S�D�\�P�H�Q�W�� �R�I��
�G�L�V�W�U�L�E�X�W�L�R�Q���I�H�H���F�D�Q���E�H���D�Q���D�O�O�R�Z�D�E�O�H���H�[�S�H�Q�G�L�W�X�U�H�����L�W���Z�D�V���G�H�F�L�G�H�G��
�W�K�D�W���L�W���F�D�Q�Q�R�W���E�H���W�H�U�P�H�G���D�V���µ�5�R�\�D�O�W�\�¶��

ESSAR SHIPPING LTD. VS ASSISTANT COMMISSIONER OF 
INCOME TAX. BOMBAY TRIBUNAL, Mar 06, 2020

Decision: �&�K�D�S�W�H�U�� �;�� ���U�H�O�D�W�L�Q�J�� �W�R�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J���� �K�D�V�� �Q�R��
�D�S�S�O�L�F�D�W�L�R�Q���L�Q���F�R�P�S�X�W�L�Q�J���W�K�H���L�Q�F�R�P�H���R�I���W�K�H���D�V�V�H�V�V�H�H���F�K�D�U�J�H�D�E�O�H��
�W�R���W�D�[���D�V���S�H�U���&�K�D�S�W�H�U���;�,�,���*��

ACER INDIA PVT. LTD. VS DEPUTY COMMISSIONER OF 
INCOME TAX, BANGALORE TRIBUNAL, Mar 05, 2020

Decision: �5�H�J�D�U�G�L�Q�J�� �7�U�D�Q�V�I�H�U�� �3�U�L�F�L�Q�J���� �:�K�H�U�H�� �W�K�H�� �S�U�R�G�X�F�W�� �L�V��
�E�H�L�Q�J���V�R�O�G���W�R���W�K�H���X�Q�F�R�Q�W�U�R�O�O�H�G���H�Q�W�L�W�L�H�V���Z�L�W�K�R�X�W���P�D�N�L�Q�J���D�Q�\���Y�D�O�X�H��
�D�G�G�L�W�L�R�Q�� �5�3�0�� �L�V�� �W�K�H�� �P�R�V�W�� �D�S�S�U�R�S�U�L�D�W�H�� �P�H�W�K�R�G�� �D�Q�G�� �V�K�R�X�O�G�� �E�H��
�S�U�H�I�H�U�U�H�G���R�Y�H�U���7�1�0�0��

KMF INFOTECH LTD. & ANR. VS DEPUTY COMMISSIONER 
OF INCOME TAX & ANR.BANGALORE TRIBUNAL, Mar 05, 
2020

Decision: �7�K�H�V�H�� �F�U�R�V�V���D�S�S�H�D�O�V�� �D�U�H�� �G�L�U�H�F�W�H�G�� �D�J�D�L�Q�V�W�� �W�K�H�� �D�V�V�W����
�R�U�G�H�U���S�D�V�V�H�G���E�\���W�K�H���$�2���X���V�����������������U���Z���V���������&���R�I���W�K�H���$�F�W���S�X�U�V�X�D�Q�W��
�W�R���W�K�H���G�L�U�H�F�W�L�R�Q�V���J�L�Y�H�Q���E�\���O�G���'�L�V�S�X�W�H���5�H�V�R�O�X�W�L�R�Q��
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HYUNDAI ROTEM COMPANY VS ASSISTANT COMMISSIONER 
OF INCOME TAX (INTERNATIONAL TAXATION). DELHI 
TRIBUNAL, Mar 02, 2020

Decision: �)�X�Q�F�W�L�R�Q�D�O�O�\�� �G�L�I�I�H�U�H�Q�W�� �F�R�P�S�D�Q�L�H�V�� �F�D�Q�Q�R�W�� �E�H�� �V�H�O�H�F�W�H�G��
�D�V���F�R�P�S�D�U�D�E�O�H���I�R�U���W�K�H���S�X�U�S�R�V�H�V���R�I���7�U�D�Q�V�I�H�U���3�U�L�F�L�Q�J���D�Q�G���$�/�3��

KAYBEE PVT. LTD. VS INCOME TAX OFFICER. BOMBAY 
TRIBUNAL, Feb 28, 2020

Decision: �$�V�� �O�R�Q�J�� �D�V�� �W�K�H�� �S�U�R�Y�L�V�L�R�Q�V�� �R�I�� �R�Q�H�� �R�I�� �W�K�H�� �F�O�D�X�V�H�V�� �L�Q��
�6�H�F�W�L�R�Q�������$���������D�U�H���Q�R�W���V�D�W�L�V�¿�H�G�����H�Y�H�Q���L�I���D�Q���H�Q�W�H�U�S�U�L�V�H���K�D�V���D���G�H��
�I�D�F�W�R�� �S�D�U�W�L�F�L�S�D�W�L�R�Q�� �F�D�S�L�W�D�O���� �P�D�Q�D�J�H�P�H�Q�W�� �R�U�� �F�R�Q�W�U�R�O�� �R�Y�H�U�� �I�R�U�� �W�K�H��
�S�X�U�S�R�V�H���R�I���7�U�D�Q�V�I�H�U���3�U�L�F�L�Q�J

DEPUTY COMMISSIONER OF INCOME TAX VS ISAGRO 
(ASIA) AGROCHEMICALS PVT. LTD.BOMBAY TRIBUNAL, 
Feb 26, 2020

Decision: �:�K�H�Q���W�K�H���S�U�R�¿�W�D�E�L�O�L�W�\���R�I���V�L�P�L�O�D�U���Q�D�W�X�U�H���R�I���W�U�D�Q�V�D�F�W�L�R�Q��
�Z�L�W�K�� �W�K�H�� �$�(�� �D�Q�G�� �Q�R�Q���$�(�V�� �D�U�H�� �D�Y�D�L�O�D�E�O�H���� �W�K�H�� �Q�H�W�� �P�D�U�J�L�Q�� �H�D�U�Q�H�G��
�R�Q�� �Q�R�Q���$�(�� �W�U�D�Q�V�D�F�W�L�R�Q�V�� �F�D�Q�� �E�H�� �F�R�Q�V�L�G�H�U�H�G�� �I�R�U�� �G�H�W�H�U�P�L�Q�D�W�L�R�Q�� �R�I��
�7�U�D�Q�V�I�H�U���3�U�L�F�L�Q�J

BRINTONS CARPETS ASIA PVT. LTD. VS DEPUTY 
COMMISSIONER OF INCOME TAX. PUNE TRIBUNAL, Feb 
24, 2020

Decision: �7�R�Z�D�U�G�V�� �G�H�W�H�U�P�L�Q�D�W�L�R�Q�� �R�I�� �$�U�P�¶�V�� �/�H�Q�J�W�K�� �3�U�L�F�H���� �$��
�F�R�P�S�D�Q�\���U�H�Q�G�H�U�L�Q�J���F�D�O�O���F�H�Q�W�U�H���R�U���E�D�F�N���R�I�¿�F�H���R�S�H�U�D�W�L�R�Q�V���F�D�Q�Q�R�W��
�E�H���D���F�R�P�S�D�U�D�E�O�H���W�R���D���F�R�P�S�D�Q�\���U�H�Q�G�H�U�L�Q�J���J�H�R�J�U�D�S�K�L�F���L�Q�I�R�U�P�D�W�L�R�Q��
�V�\�V�W�H�P�� �V�H�U�Y�L�F�H�V�� �R�U�� �H�Q�J�L�Q�H�H�U�L�Q�J�� �D�Q�G�� �G�H�V�L�J�Q�� �R�U�� �V�L�P�L�O�D�U�� �I�R�U��
�G�H�W�H�U�P�L�Q�D�W�L�R�Q���R�I���$�/�3��

MTU INDIA PRIVATE LIMITED VS DEPUTY COMMISSIONER 
OF INCOME TAX. PUNE TRIBUNAL, Feb 20, 2020
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Decision: �6�H�S�D�U�D�W�H���L�Q�W�H�U�Q�D�W�L�R�Q�D�O���W�U�D�Q�V�D�F�W�L�R�Q�V���F�D�Q���E�H���W�H�U�P�H�G���D�V��
�F�O�R�V�H�O�\�� �O�L�Q�N�H�G�� �D�Q�G�� �F�D�S�D�E�O�H�� �R�I�� �D�J�J�U�H�J�D�W�L�R�Q�� �R�Q�O�\�� �Z�K�H�Q�� �W�K�H�\�� �D�U�H��
�H�L�W�K�H�U���Y�D�O�X�H�G���W�R�J�H�W�K�H�U���R�U���Y�D�O�X�H�G���V�H�S�D�U�D�W�H�O�\���E�X�W���V�R������

STERLING COMMERCE SOLUTIONS INDIA PVT. LTD. VS 
DEPUTY COMMISSIONER OF INCOME TAX. BANGALORE 
TRIBUNAL, Sep 30, 2019

Decision: �&�R�P�S�D�Q�\�� �I�X�Q�F�W�L�R�Q�D�O�O�\�� �G�L�V�V�L�P�L�O�D�U�� �D�V�� �Z�H�O�O�� �D�V�� �K�D�Y�L�Q�J��
�G�L�I�I�H�U�H�Q�W���U�L�V�N���S�U�R�¿�O�H���I�U�R�P���W�K�D�W���R�I���D�V�V�H�V�V�H�H���F�D�Q�Q�R�W���E�H���F�R�Q�V�L�G�H�U�H�G��
�W�R���E�H���D���¿�W���F�R�P�S�D�U�D�E�O�H��

MONDELEZ INDIA FOODS PRIVATE LIMITED VS ASSISTANT 
COMMISSIONER OF INCOME TAX. BOMBAY TRIBUNAL, Oct 
14, 2019

Decision: �:�K�H�Q�� �S�D�\�P�H�Q�W�� �R�I�� �U�R�\�D�O�W�\�� �R�Q�� �W�H�F�K�Q�L�F�D�O�� �N�Q�R�Z�K�R�Z�� �L�V��
�P�D�G�H���D�V���S�H�U���W�K�H���D�S�S�U�R�Y�D�O���J�L�Y�H�Q���E�\���W�K�H���5�%�,���D�Q�G���6�,�$�����*�R�Y�H�U�Q�P�H�Q�W��
�R�I���,�Q�G�L�D�����W�K�H�U�H���F�D�Q�Q�R�W���E�H���D�Q�\���V�F�R�S�H���R�I���G�R�X�E�W���W�K�D�W���V�X�F�K���S�D�\�P�H�Q�W��
�L�V���Q�R�W���D�W���$�U�P�¶�V���/�H�Q�J�W�K���3�U�L�F�H��

OUTOTEC INDIA PVT. LTD. AND ANR. VS DEPUTY 
COMMISSIONER OF INCOME TAX AND ANR. DELHI 
TRIBUNAL, Oct 23, 2019

Decision: �:�K�H�U�H���W�K�H���I�X�Q�F�W�L�R�Q�D�O���S�U�R�¿�O�H���R�I���D���F�R�P�S�D�Q�\���L�V���G�L�I�I�H�U�H�Q�W��
�I�U�R�P�� �W�K�D�W�� �R�I�� �W�K�H�� �D�V�V�H�V�V�H�H�� �F�R�P�S�D�Q�\���� �V�D�P�H�� �V�K�R�X�O�G�� �E�H�� �H�[�F�O�X�G�H�G��
�I�U�R�P���W�K�H���O�L�V�W���R�I���F�R�P�S�D�U�D�E�O�H���F�R�P�S�D�Q�L�H�V���Z�K�L�O�H���F�R�P�S�X�W�L�Q�J���W�K�H���$�/�3��

M/S. EMULEX COMMUNICATIONS PVT. LTD. AND ANR. VS 
INCOME TAX OFFICER AND ANR.BANGALORE TRIBUNAL, 
Nov 08, 2019

Decision: �$�� �F�R�P�S�D�Q�\�� �L�Q�� �W�K�H�� �E�X�V�L�Q�H�V�V�� �R�I�� �V�R�I�W�Z�D�U�H�� �S�U�R�G�X�F�W�V��
�F�D�Q�Q�R�W���E�H���F�R�P�S�D�U�H�G���Z�L�W�K���D���S�X�U�H���V�R�I�W�Z�D�U�H���G�H�Y�H�O�R�S�P�H�Q�W���V�H�U�Y�L�F�H�V��
�S�U�R�Y�L�G�H�U��
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SARA LEE TTK LTD. (Now Amalgamated into Godrej 
Consumer Products Ltd.) VS ADDITIONAL COMMISSIONER 
OF INCOME TAX. BOMBAY TRIBUNAL, Nov 25, 2019

Decision: �$�G�M�X�V�W�P�H�Q�W�� �R�I�� �R�Q�O�\�� �������� �R�I�� �D�G�Y�H�U�W�L�V�H�P�H�Q�W�� �H�[�S�H�Q�V�H�V��
�I�R�U���W�K�H���S�X�U�S�R�V�H���R�I���F�R�P�S�X�W�L�Q�J���W�K�H���F�R�P�S�D�U�D�E�O�H���X�Q�F�R�Q�W�U�R�O�O�H�G���D�U�P�¶�V��
�O�H�Q�J�W�K�� �S�U�L�F�H�� �L�Q�� �U�H�V�S�H�F�W�� �R�I�� �V�D�O�H�V�� �P�D�G�H�� �E�\�� �W�K�H�� �D�V�V�H�V�V�H�H�� �W�R�� �$�(�� �L�V��
�Q�R�W�� �V�X�V�W�D�L�Q�D�E�O�H�� �L�Q�� �U�H�V�S�H�F�W�� �R�I�� �H�[�S�H�Q�G�L�W�X�U�H�� �L�Q�F�X�U�U�H�G�� �L�Q�� �,�Q�G�L�D�� �I�R�U��
�D�G�Y�H�U�W�L�V�H�P�H�Q�W���R�Q���D���S�D�U�W�L�F�X�O�D�U���S�U�R�G�X�F�W

DEPUTY COMMISSIONER OF INCOME TAX & ANR. VS 
GULBRANDSEN CHEMICALS P. LTD. & ANR.AHMEDABAD 
TRIBUNAL, Dec 18, 2019

Decision: �:�K�H�Q���Q�R���V�S�H�F�L�¿�F���G�H�I�H�F�W�V���Z�H�U�H���S�R�L�Q�W�H�G���R�X�W���E�\���5�H�Y�H�Q�X�H��
�L�Q�� �D�O�O�R�F�D�W�L�R�Q�� �R�I�� �F�R�V�W�V�� �L�Q�� �V�H�J�P�H�Q�W�D�O�� �D�F�F�R�X�Q�W�V�� �Z�K�L�F�K�� �Z�H�U�H�� �G�X�O�\��
�U�H�F�R�Q�F�L�O�H�G�� �Z�L�W�K�� �H�Q�W�L�W�\�� �O�H�Y�H�O�� �F�R�Q�V�R�O�L�G�D�W�H�G�� �D�F�F�R�X�Q�W�V���� �7�1�0�0�� �D�V��
�D�G�R�S�W�H�G���E�\���W�K�H���D�V�V�H�V�V�H�H���F�D�Q�Q�R�W���E�H���F�K�D�O�O�H�Q�J�H�G���E�\���W�K�H���U�H�Y�H�Q�X�H

DEPUTY COMMISSIONER OF INCOME TAX VS CCL 
PRODUCTS (INDIA) LTD.VISHAKAPATNAM TRIBUNAL, 
Jan 07, 2020

Decision: �:�K�H�U�H���W�K�H���D�V�V�H�V�V�H�H���K�D�G���Q�R�W���L�Q�F�X�U�U�H�G���D�Q�\���H�[�S�H�Q�G�L�W�X�U�H��
�I�R�U�� �H�[�W�H�Q�G�L�Q�J�� �W�K�H�� �F�R�U�S�R�U�D�W�H�� �J�X�D�U�D�Q�W�H�H���� �&�R�U�S�R�U�D�W�H�� �J�X�D�U�D�Q�W�H�H��
�J�L�Y�H�Q���E�\���W�K�H���D�V�V�H�V�V�H�H���R�Q���E�H�K�D�O�I���R�I���L�W�V���$�(���Z�R�X�O�G���Q�R�W���F�R�Q�V�W�L�W�X�W�H���D�Q��
�,�Q�W�H�U�Q�D�W�L�R�Q�D�O�� �7�U�D�Q�V�D�F�W�L�R�Q�� �Z�L�W�K�L�Q�� �W�K�H�� �P�H�D�Q�L�Q�J�� �R�I�� �V�H�F�W�L�R�Q�� �����%�� �R�I��
�W�K�H���,�Q�F�R�P�H���7�D�[���$�F�W

TURNER INTERNATIONAL INDIA PVT. LTD. VS ASSISTANT 
COMMISSIONER OF INCOME TAX. DELHI TRIBUNAL, Jan 
08, 2020

Decision: �6�D�W�H�O�O�L�W�H�� �7�9�� �F�K�D�Q�Q�H�O�V�� �D�Q�G�� �F�D�E�O�H�� �Q�H�W�Z�R�U�N�� �R�S�H�U�D�W�R�U�V��
�K�D�Y�H���V�L�J�Q�L�¿�F�D�Q�W�O�\���G�L�I�I�H�U�H�Q�W���R�S�H�U�D�W�L�Q�J���P�R�G�H�O�V���D�Q�G���V�X�F�K���F�K�D�Q�Q�H�O��
�F�R�Q�W�H�Q�W���R�Z�Q�H�U���F�R�P�S�D�Q�L�H�V���V�K�R�X�O�G���Q�R�W���E�H���L�Q�F�O�X�G�H�G���I�R�U���W�K�H���S�X�U�S�R�V�H��
�R�I���E�H�Q�F�K�P�D�U�N�L�Q�J���W�K�H���$�/�3���R�I���W�K�H���D�V�V�H�V�V�H�H���D���G�L�V�W�U�L�E�X�W�L�R�Q���V�H�J�P�H�Q�W
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ASSISTANT COMMISSIONER OF INCOME TAX & ANR. VS 
TYCO VALVES & CONTROLS (I) P. LTD. & ANR.AHMEDABAD 
TRIBUNAL, Jan 22, 2020

Decision: �7�K�H�� �F�R�Q�V�R�O�L�G�D�W�H�G�� �U�H�V�X�O�W�V�� �Z�K�L�F�K�� �L�Q�F�O�X�G�H�� �S�U�R�¿�W�� �I�U�R�P��
�G�L�I�I�H�U�H�Q�W���R�Y�H�U�V�H�D�V���M�X�U�L�V�G�L�F�W�L�R�Q�V���K�D�Y�L�Q�J���G�L�I�I�H�U�H�Q�W���J�H�R�J�U�D�S�K�L�F�D�O���D�Q�G��
�P�D�U�N�H�W�L�Q�J���F�R�Q�G�L�W�L�R�Q�V���F�D�Q�Q�R�W���E�H���F�R�P�S�D�U�D�E�O�H��
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Global Transfer Pricing Documentation will never be the same 
�D�J�D�L�Q�����D�I�W�H�U���W�K�H���U�H�O�H�D�V�H���R�I���W�K�H���¿�Q�D�O���U�H�S�R�U�W���R�Q���$�F�W�L�R�Q���������L�Q���U�H�O�D�W�L�R�Q��
�W�R�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �G�R�F�X�P�H�Q�W�D�W�L�R�Q�� �D�Q�G�� �F�R�X�Q�W�U�\���E�\���F�R�X�Q�W�U�\��
�U�H�S�R�U�W�L�Q�J���� �7�K�H�� �*�������2�(�&�'�� �K�D�Y�H�� �D�J�U�H�H�G�� �R�Q�� �Y�H�U�\�� �V�L�J�Q�L�¿�F�D�Q�W��
�F�K�D�Q�J�H�V���W�R���W�K�H���F�R�P�S�O�L�D�Q�F�H���D�Q�G���U�H�S�R�U�W�L�Q�J���R�I�� �J�O�R�E�D�O���L�Q�I�R�U�P�D�W�L�R�Q����
�I�R�U�� �U�L�V�N�� �D�V�V�H�V�V�P�H�Q�W�� �D�Q�G�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �S�X�U�S�R�V�H�V���� �7�K�H�� �2�(�&�'��
�K�D�V�� �D�G�R�S�W�H�G�� �D�� �W�K�U�H�H���W�L�H�U�H�G�� �D�S�S�U�R�D�F�K�� �W�R�� �G�R�F�X�P�H�Q�W�D�W�L�R�Q���� �Z�K�L�F�K��
�L�Q�F�O�X�G�H�V��

�/�R�F�D�O�� �¿�O�H�� �L�W�� �S�U�R�Y�L�G�H�V�� �D�Q�� �H�Q�W�L�W�\�� �D�Q�G�� �W�U�D�Q�V�D�F�W�L�R�Q�� �O�H�Y�H�O�� �W�U�D�Q�V�I�H�U��
�S�U�L�F�L�Q�J���D�Q�D�O�\�V�L�V���I�R�U���H�D�F�K���M�X�U�L�V�G�L�F�W�L�R�Q��

�0�D�V�W�H�U���¿�O�H

�$���K�L�J�K���O�H�Y�H�O���R�Y�H�U�Y�L�H�Z���R�I���W�K�H���0�1�(�¶�V���J�O�R�E�D�O���R�S�H�U�D�W�L�R�Q�V���D�O�R�Q�J���Z�L�W�K��
�D�Q���R�Y�H�U�Y�L�H�Z���R�I���W�K�H���J�U�R�X�S�¶�V���W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J���S�R�O�L�F�L�H�V���&�R�X�Q�W�U�\���E�\����
�&�R�X�Q�W�U�\�� �U�H�S�R�U�W���� �$�� �J�O�R�E�D�O�� �¿�Q�D�Q�F�L�D�O�� �V�Q�D�S�V�K�R�W�� �R�I�� �D�Q�� �0�1�(���� �)�U�R�P��
�D�Q�� �D�S�S�O�L�F�D�E�L�O�L�W�\�� �S�H�U�V�S�H�F�W�L�Y�H���� �D�� �µ�*�U�R�X�S�¶�� �L�V�� �G�H�¿�Q�H�G�� �D�V�� �D�� �F�R�O�O�H�F�W�L�R�Q��
�R�I�� �H�Q�W�H�U�S�U�L�V�H�V�� �U�H�O�D�W�H�G�� �W�K�U�R�X�J�K�� �R�Z�Q�H�U�V�K�L�S�� �R�U�� �F�R�Q�W�U�R�O�� �V�X�F�K�� �W�K�D�W��
�L�W�� �L�V�� �H�L�W�K�H�U�� �U�H�T�X�L�U�H�G�� �W�R�� �S�U�H�S�D�U�H�� �F�R�Q�V�R�O�L�G�D�W�H�G�� �¿�Q�D�Q�F�L�D�O�� �U�H�S�R�U�W�L�Q�J��
�V�W�D�W�H�P�H�Q�W�V�����R�U���Z�R�X�O�G���E�H���V�R���U�H�T�X�L�U�H�G���L�I�µ���H�T�X�L�W�\���L�Q�W�H�U�H�V�W�V���L�Q���D�Q�\���R�I��
�W�K�H���H�Q�W�H�U�S�U�L�V�H�V�¶���Z�H�U�H���S�X�E�O�L�F�D�O�O�\���W�U�D�G�H�G���R�Q���D���V�W�R�F�N���H�[�F�K�D�Q�J�H��

�&�R�Q�V�W�L�W�X�H�Q�W���(�Q�W�L�W�\�¶���E�H�L�Q�J���G�H�¿�Q�H�G���D�V���D�Q�\���V�H�S�D�U�D�W�H���E�X�V�L�Q�H�V�V���X�Q�L�W��
�R�I�� �W�K�H�� �J�U�R�X�S���� �L�Q�F�O�X�G�L�Q�J�� �F�R�P�S�D�Q�L�H�V�� �W�R�J�H�W�K�H�U�� �Z�L�W�K�� �S�H�U�P�D�Q�H�Q�W��
�H�V�W�D�E�O�L�V�K�P�H�Q�W�V�� �W�K�D�W�� �S�U�H�S�D�U�H�� �D�� �V�H�S�D�U�D�W�H�� �¿�Q�D�Q�F�L�D�O�� �V�W�D�W�H�P�H�Q�W�� �I�R�U��
�D�Q�\���S�X�U�S�R�V�H�����L�Q�F�O�X�G�L�Q�J���P�D�Q�D�J�H�P�H�Q�W���F�R�Q�W�U�R�O���D�Q�G���W�D�[���F�R�P�S�O�L�D�Q�F�H��
�&�E�&�� �U�H�S�R�U�W�� �L�V�� �D�� �µ�P�L�Q�L�P�X�P�� �V�W�D�Q�G�D�U�G�¶�� �U�H�T�X�L�U�H�P�H�Q�W�� �±�� �L�W�¶�V�� �Q�R�W�� �D�Q��
�R�S�W�L�R�Q���±���F�R�X�Q�W�U�L�H�V���S�D�U�W�L�F�L�S�D�W�L�Q�J���L�Q���W�K�H���%�(�3�6���S�U�R�M�H�F�W���D�U�H���H�[�S�H�F�W�H�G��
�W�R���F�R�P�P�L�W���W�R���D�Q�G���D�G�R�S�W���W�K�L�V���P�H�D�V�X�U�H

�7�K�H�� �*�������2�(�&�'�� �K�D�Y�L�Q�J�� �D�J�U�H�H�G�� �R�Q�� �Y�H�U�\�� �V�L�J�Q�L�¿�F�D�Q�W�� �F�K�D�Q�J�H�V�� �W�R��
�F�R�P�S�O�L�D�Q�F�H�� �D�Q�G�� �U�H�S�R�U�W�L�Q�J�� �U�H�T�X�L�U�H�P�H�Q�W�V���� �J�O�R�E�D�O�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J��
�G�R�F�X�P�H�Q�W�D�W�L�R�Q���Z�L�O�O���Q�H�Y�H�U���E�H���W�K�H���V�D�P�H���D�J�D�L�Q���7�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J���O�R�F�D�O��
�¿�O�H���7�K�H���O�R�F�D�O���¿�O�H���L�V���U�H�T�X�L�U�H�G���W�R���S�U�R�Y�L�G�H���L�Q�I�R�U�P�D�W�L�R�Q���D�Q�G���V�X�S�S�R�U�W��

9TRANSFER PRICING DOCUMENTATION 
AND COUNTRY BY COUNTRY REPORT
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�I�R�U���L�Q�W�H�U�F�R�P�S�D�Q�\���W�U�D�Q�V�D�F�W�L�R�Q�V���W�K�D�W���W�K�H���O�R�F�D�O���F�R�P�S�D�Q�\���H�Q�J�D�J�H�V���L�Q��
�Z�L�W�K���U�H�O�D�W�H�G���S�D�U�W�L�H�V�����,�W���Q�H�H�G�V���W�R���F�R�Q�W�D�L�Q���P�R�V�W���R�I���W�K�H���L�Q�I�R�U�P�D�W�L�R�Q��
�W�U�D�G�L�W�L�R�Q�D�O�O�\���L�Q�F�O�X�G�H�G���L�Q���G�R�P�H�V�W�L�F���W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J���G�R�F�X�P�H�Q�W�D�W�L�R�Q����
�W�K�R�X�J�K�� �V�S�H�F�L�¿�F�� �D�G�G�L�W�L�R�Q�D�O�� �U�H�T�X�L�U�H�P�H�Q�W�V�� �K�D�Y�H�� �E�H�H�Q�� �L�Q�W�U�R�G�X�F�H�G����
�7�K�H���O�R�F�D�O���¿�O�H���U�H�T�X�L�U�H�P�H�Q�W�V���L�Q�F�O�X�G�H��

�¾	 �/�R�F�D�O���P�D�Q�D�J�H�P�H�Q�W���V�W�U�X�F�W�X�U�H���D�Q�G���D�Q���R�U�J�D�Q�L�]�D�W�L�R�Q���F�K�D�U�W�����D�Q�G��
�G�L�V�F�O�R�V�X�U�H�� �R�I�� �O�R�F�D�O�� �P�D�Q�D�J�H�P�H�Q�W�� �U�H�S�R�U�W�L�Q�J�� �O�L�Q�H���� �'�H�W�D�L�O�V�� �R�I��
�L�Q�W�H�U�F�R�P�S�D�Q�\���W�U�D�Q�V�D�F�W�L�R�Q�V���D�Q�G���¿�Q�D�Q�F�L�D�O���L�Q�I�R�U�P�D�W�L�R�Q

�¾	 �'�H�W�D�L�O�H�G���I�X�Q�F�W�L�R�Q�D�O���D�Q�G���H�F�R�Q�R�P�L�F���D�Q�D�O�\�V�L�V���I�R�U���W�K�H���L�Q�W�H�U�F�R�P�S�D�Q�\��
�W�U�D�Q�V�D�F�W�L�R�Q�V��

�±	 �:�L�W�K���S�U�H�I�H�U�H�Q�F�H���I�R�U���O�R�F�D�O���F�R�P�S�D�U�D�E�O�H

�±	 �:�L�W�K���V�H�D�U�F�K���I�R�U���F�R�P�S�D�U�D�E�O�H���F�R�P�S�D�Q�L�H�V���R�Q�F�H���H�Y�H�U�\�� �W�K�U�H�H��
�\�H�D�U�V���I�R�U���V�D�P�H���I�X�Q�F�W�L�R�Q�D�O���S�U�R�¿�O�H���D�Q�G���D�Q�Q�X�D�O���G�D�W�D���X�S�G�D�W�H

�¾	 �'�H�W�D�L�O�V�� �R�I�� �E�L�O�D�W�H�U�D�O�� �D�Q�G�� �X�Q�L�O�D�W�H�U�D�O�� �$�3�$�V���� �D�Q�G�� �R�W�K�H�U�� �U�X�O�L�Q�J�V��
�µ�U�H�O�D�W�H�G���W�R�¶���W�K�H���W�U�D�Q�V�D�F�W�L�R�Q�V���R�I���W�K�H���H�Q�W�L�W�\��

�7�K�H���O�R�F�D�O���¿�O�H���L�V���W�R���E�H���¿�O�H�G���O�R�F�D�O�O�\���D�Q�G���L�W���L�V���U�H�F�R�P�P�H�Q�G�H�G���W�K�D�W���L�W���E�H��
�¿�Q�D�O�L�V�H�G���E�\���W�K�H���¿�O�L�Q�J���G�D�W�H���I�R�U���W�K�H���O�R�F�D�O���W�D�[���U�H�W�X�U�Q��

�7�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �P�D�V�W�H�U�� �¿�O�H�� �W�K�H�� �U�H�S�R�U�W�� �U�H�T�X�L�U�H�V�� �E�X�V�L�Q�H�V�V�H�V�� �W�R��
�S�U�H�S�D�U�H�� �D�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �P�D�V�W�H�U�� �¿�O�H�� �S�U�R�Y�L�G�L�Q�J�� �D�� �K�L�J�K���O�H�Y�H�O��
�R�Y�H�U�Y�L�H�Z���R�I���W�K�H���0�1�(�¶�V���J�O�R�E�D�O���R�S�H�U�D�W�L�R�Q�V���D�O�R�Q�J���Z�L�W�K���D�Q���R�Y�H�U�Y�L�H�Z���R�I��
�W�K�H���J�U�R�X�S�¶�V���W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J���S�R�O�L�F�L�H�V�����7�K�H���P�D�V�W�H�U���¿�O�H���U�H�T�X�L�U�H�P�H�Q�W�V��
�L�Q�F�O�X�G�L�Q�J�� �J�H�R�J�U�D�S�K�L�H�V�� �'�H�V�F�U�L�S�W�L�R�Q�� �R�I�� �W�K�H�� �E�X�V�L�Q�H�V�V���� �L�Q�F�O�X�G�L�Q�J��
�G�U�L�Y�H�U�V�� �R�I�� �S�U�R�¿�W���� �V�X�S�S�O�\�� �F�K�D�L�Q�� �I�R�U�� �O�D�U�J�H�� �S�U�R�G�X�F�W�V���V�H�U�Y�L�F�H�V����
�L�P�S�R�U�W�D�Q�W���V�H�U�Y�L�F�H���D�U�U�D�Q�J�H�P�H�Q�W�V���L�Q�F�O�X�G�L�Q�J���O�R�F�D�W�L�R�Q�V�����F�D�S�D�E�L�O�L�W�L�H�V����
�F�R�V�W���D�O�O�R�F�D�W�L�R�Q�V���D�Q�G���S�U�L�F�L�Q�J���'�H�W�D�L�O�V���R�I���X�Q�L�O�D�W�H�U�D�O���D�G�Y�D�Q�F�H���S�U�L�F�L�Q�J��
�D�J�U�H�H�P�H�Q�W�V�� �>�$�3�$�V�@�� �D�Q�G�� �R�W�K�H�U�� �W�D�[�� �U�X�O�L�Q�J�V�� �U�H�O�D�W�L�Q�J�� �W�R�� �D�O�O�R�F�D�W�L�R�Q��
�'�H�V�F�U�L�S�W�L�R�Q���R�I�� �R�Y�H�U�D�O�O���V�W�U�D�W�H�J�\�� �I�R�U���G�H�Y�H�O�R�S�P�H�Q�W���� �R�Z�Q�H�U�V�K�L�S���D�Q�G��
�H�[�S�O�R�L�W�D�W�L�R�Q���R�I���L�Q�W�D�Q�J�L�E�O�H�V�����L�Q�F�O�X�G�L�Q�J���R�I���S�U�L�Q�F�L�S�D�O���5�	�'���I�D�F�L�O�L�W�L�H�V���D�Q�G��
�5�	�'���P�D�Q�D�J�H�P�H�Q�W���D�Q�G���G�H�W�D�L�O�V���R�I���L�Q�W�D�Q�J�L�E�O�H�V���U�H�O�D�W�H�G���L�Q�W�U�D���J�U�R�X�S��
�D�J�U�H�H�P�H�Q�W�V�����L�Q�F�O�X�G�L�Q�J���U�H�O�D�W�H�G���W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J���S�R�O�L�F�L�H�V�����)�L�Q�D�Q�F�L�Q�J��
�D�U�U�D�Q�J�H�P�H�Q�W�V�� �Z�L�W�K�� �W�K�L�U�G�� �S�D�U�W�L�H�V���� �J�U�R�X�S�� �¿�Q�D�Q�F�L�D�O�V�� �¿�Q�D�Q�F�L�Q�J��
�D�U�U�D�Q�J�H�P�H�Q�W�V�� �Z�L�W�K�� �W�K�L�U�G�� �S�D�U�W�L�H�V���� �J�U�R�X�S�� �¿�Q�D�Q�F�L�Q�J�� �F�R�P�S�D�Q�L�H�V��
�D�Q�G�� �W�K�H�L�U�� �O�R�F�D�W�L�R�Q�� ���L�Q�F�O�X�G�L�Q�J�� �U�H�O�D�W�H�G�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J���� �'�H�W�D�L�O�V�� �R�I��
�X�Q�L�O�D�W�H�U�D�O�� �D�G�Y�D�Q�F�H�� �S�U�L�F�L�Q�J�� �D�J�U�H�H�P�H�Q�W�V�� �>�$�3�$�V�@�� �D�Q�G�� �R�W�K�H�U�� �W�D�[��
�U�X�O�L�Q�J�V���U�H�O�D�W�L�Q�J���W�R���D�O�O�R�F�D�W�L�R�Q���R�I���L�Q�F�R�P�H���D�P�R�Q�J���F�R�X�Q�W�U�L�H�V��



 TAX RESEARCH DEPARTMENT   THE INSTITUTE OF COST ACCOUNTANTS OF INDIA

INTERNATIONAL TAXATION AND TRANSFER PRICING	 97

Country-by-country [CbC]

Country-by-country [CbC] �U�H�S�R�U�W�� �7�K�H�� �&�E�&�� �U�H�S�R�U�W�� �U�H�T�X�L�U�H�V��
�H�D�F�K���0�1�(���W�R���S�U�R�Y�L�G�H���N�H�\���¿�Q�D�Q�F�L�D�O���L�Q�I�R�U�P�D�W�L�R�Q���R�Q���D�Q���D�J�J�U�H�J�D�W�H��
�F�R�X�Q�W�U�\�� �E�D�V�L�V�� �Z�L�W�K�� �D�Q�� �D�F�W�L�Y�L�W�\�� �F�R�G�H�� �I�R�U�� �H�D�F�K�� �P�H�P�E�H�U�� �R�I�� �W�K�H��
�0�1�(�����&�E�&���U�H�S�R�U�W���L�V���D���Q�H�Z���F�R�Q�F�H�S�W���I�R�U���W�K�H���L�Q�W�H�U�Q�D�W�L�R�Q�D�O���W�D�[���Z�R�U�O�G��
�D�Q�G�� �U�H�S�U�H�V�H�Q�W�V�� �W�K�H�� �E�L�J�J�H�V�W�� �F�K�D�Q�J�H�� �W�R�� �W�K�H�� �H�[�L�V�W�L�Q�J�� �J�X�L�G�H�O�L�Q�H�V��
�R�Q�� �G�R�F�X�P�H�Q�W�D�W�L�R�Q���� �7�K�H�� �S�U�R�Y�L�V�L�R�Q�� �R�I�� �W�K�H�� �&�E�&�� �U�H�S�R�U�W�� �W�R�� �W�K�H�� �W�D�[��
�D�X�W�K�R�U�L�W�L�H�V���L�V���D���µ�P�L�Q�L�P�X�P���V�W�D�Q�G�D�U�G�¶���U�H�T�X�L�U�H�P�H�Q�W�����D�Q�G���W�K�H���U�H�S�R�U�W��
�P�D�N�H�V���F�O�H�D�U���W�K�D�W���F�R�X�Q�W�U�L�H�V���S�D�U�W�L�F�L�S�D�W�L�Q�J���L�Q���W�K�H���%�(�3�6���S�U�R�M�H�F�W���D�U�H��
�H�[�S�H�F�W�H�G�� �W�R�� �F�R�P�P�L�W�� �W�R�� �D�Q�G�� �D�G�R�S�W�� �W�K�L�V�� �P�H�D�V�X�U�H���� �,�W�� �Z�L�O�O�� �S�U�R�Y�L�G�H��
�W�D�[�� �D�X�W�K�R�U�L�W�L�H�V�� �Z�L�W�K�� �J�O�R�E�D�O�� �L�Q�I�R�U�P�D�W�L�R�Q�� �I�R�U�� �W�K�H�� �S�X�U�S�R�V�H�V�� �R�I�� �U�L�V�N��
�D�V�V�H�V�V�P�H�Q�W���� �0�X�O�W�L�Q�D�W�L�R�Q�D�O�� �J�U�R�X�S�V�� �Z�L�W�K�� �F�R�Q�V�R�O�L�G�D�W�H�G�� �U�H�Y�H�Q�X�H�� �R�I��
�P�R�U�H�� �W�K�D�Q�� �¼�������� �P�L�O�O�L�R�Q�� ���R�U�� �H�T�X�L�Y�D�O�H�Q�W�� �L�Q�� �O�R�F�D�O�� �F�X�U�U�H�Q�F�\���� �L�Q�� �W�K�H��
�S�U�H�Y�L�R�X�V���¿�V�F�D�O���\�H�D�U���Z�L�O�O���K�D�Y�H���W�R���¿�O�H���D���&�E�&���U�H�S�R�U�W��

�7�K�H���¿�O�L�Q�J���U�H�T�X�L�U�H�P�H�Q�W���L�V���H�I�I�H�F�W�L�Y�H���I�R�U���¿�V�F�D�O���\�H�D�U�V���E�H�J�L�Q�Q�L�Q�J���R�Q���R�U��
�D�I�W�H�U�������-�D�Q�X�D�U�\���������������7�K�H���µ�5�H�S�R�U�W�L�Q�J���(�Q�W�L�W�\�¶���R�I���W�K�H���J�U�R�X�S���Z�L�O�O���E�H��
�U�H�T�X�L�U�H�G���W�R���¿�O�H���W�K�H���&�E�&���U�H�S�R�U�W�����Z�K�L�F�K���Z�L�O�O���X�V�X�D�O�O�\���E�H���W�K�H���µ�8�O�W�L�P�D�W�H��
�3�D�U�H�Q�W���(�Q�W�L�W�\�¶�����W�K�H���F�R�P�S�D�Q�\���W�K�D�W���S�U�H�S�D�U�H�V���F�R�Q�V�R�O�L�G�D�W�H�G���¿�Q�D�Q�F�L�D�O��
�V�W�D�W�H�P�H�Q�W�V���I�R�U���W�K�H���J�U�R�X�S�����$�O�W�H�U�Q�D�W�L�Y�H�O�\�����W�K�H���J�U�R�X�S���F�D�Q���Q�R�P�L�Q�D�W�H��
�D���µ�6�X�U�U�R�J�D�W�H���3�D�U�H�Q�W���(�Q�W�L�W�\�¶���W�K�D�W���Z�L�O�O���E�H���U�H�V�S�R�Q�V�L�E�O�H���I�R�U���¿�O�L�Q�J���W�K�H��
�&�E�&��

�7�K�H���&�E�&���U�H�S�R�U�W���V�K�R�X�O�G���V�H�W���R�X�W���W�K�H���V�S�H�F�L�¿�H�G���¿�Q�D�Q�F�L�D�O���G�D�W�D�����G�L�D��
�J�U�D�P�P�D�W�L�F�D�O�O�\���U�H�S�U�H�V�H�Q�W�H�G�����R�I���W�K�H���*�U�R�X�S���E�\���W�D�[���M�X�U�L�V�G�L�F�W�L�R�Q�����L�Q���D��
�S�U�H�V�F�U�L�E�H�G���W�H�P�S�O�D�W�H���W�R�J�H�W�K�H�U���Z�L�W�K���D���O�L�V�W���R�I���F�R�Q�V�W�L�W�X�H�Q�W���H�Q�W�L�W�L�H�V���E�\��
�F�R�X�Q�W�U�\���R�I���U�H�V�L�G�H�Q�F�H���D�Q�G���L�Q�G�L�F�D�W�L�R�Q���R�I���W�K�H�L�U���D�F�W�L�Y�L�W�L�H�V��

�7�K�H���U�H�S�R�U�W���S�U�R�Y�L�G�H�V���I�R�U���À�H�[�L�E�L�O�L�W�\���R�I���G�D�W�D���V�R�X�U�F�H�V���I�R�U���S�U�H�S�D�U�D�W�L�R�Q��
�R�I�� �W�K�H�� �&�E�&�� �U�H�S�R�U�W���� �(�D�F�K�� �0�1�(�� �P�D�\�� �F�K�R�R�V�H�� �W�R�� �X�V�H�� �G�D�W�D�� �I�U�R�P�� �L�W�V��
�F�R�Q�V�R�O�L�G�D�W�H�G�� �U�H�S�R�U�W�L�Q�J�� �S�D�F�N�D�J�H�V���� �V�H�S�D�U�D�W�H�� �H�Q�W�L�W�\�� �V�W�D�W�X�W�R�U�\��
�¿�Q�D�Q�F�L�D�O�� �V�W�D�W�H�P�H�Q�W�V���� �R�U�� �L�Q�W�H�U�Q�D�O�� �P�D�Q�D�J�H�P�H�Q�W�� �D�F�F�R�X�Q�W�V���� �(�D�F�K��
�0�1�(���L�V���U�H�T�X�L�U�H�G���W�R���S�U�R�Y�L�G�H���D���V�K�R�U�W���G�H�V�F�U�L�S�W�L�R�Q���R�I���W�K�H���V�R�X�U�F�H�V���R�I��
�G�D�W�D���X�V�H�G���L�Q���&�E�&���U�H�S�R�U�W�L�Q�J���D�Q�G���V�K�R�X�O�G���X�V�H���W�K�H���V�D�P�H���G�D�W�D���V�R�X�U�F�H��
�\�H�D�U���R�Q���\�H�D�U�����D�Q�\���F�K�D�Q�J�H�V���L�Q���V�R�X�U�F�H���G�D�W�D���Q�H�H�G���W�R���E�H���H�[�S�O�D�L�Q�H�G������
�$�G�G�L�W�L�R�Q�D�O�O�\���� �Q�R�� �D�F�F�R�X�Q�W�L�Q�J�� �D�G�M�X�V�W�P�H�Q�W�V�� �R�U�� �U�H�F�R�Q�F�L�O�L�D�W�L�R�Q�V�� �D�U�H��
�U�H�T�X�L�U�H�G��

�&�E�&�� �U�H�S�R�U�W�� �L�V�� �D�� �µ�P�L�Q�L�P�X�P�� �V�W�D�Q�G�D�U�G�¶�� �U�H�T�X�L�U�H�P�H�Q�W�� �±�� �L�W�¶�V�� �Q�R�W�� �D�Q��
�R�S�W�L�R�Q���±���F�R�X�Q�W�U�L�H�V���D�Q�W�L�F�L�S�D�W�L�Q�J���L�Q���W�K�H���%�(�3�6���S�U�R�M�H�F�W���D�U�H���H�[�S�H�F�W�H�G��
�W�R���F�R�P�P�L�W���W�R���D�Q�G���D�G�R�S�W���W�K�L�V���P�H�D�V�X�U�H��
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�6�X�E�P�L�V�V�L�R�Q�����H�[�F�K�D�Q�J�H���D�Q�G���X�V�H���7�K�H���&�E�&���L�V���W�R���E�H���¿�O�H�G���L�Q���W�K�H���W�D�[��
�M�X�U�L�V�G�L�F�W�L�R�Q���R�I���W�K�H���X�O�W�L�P�D�W�H���S�D�U�H�Q�W���H�Q�W�L�W�\�����R�U���Q�R�P�L�Q�D�W�H�G���V�X�U�U�R�J�D�W�H��
�S�D�U�H�Q�W�� �H�Q�W�L�W�\���� �D�Q�G�� �Z�L�O�O�� �E�H�� �H�[�F�K�D�Q�J�H�G�� �Z�L�G�H�O�\�� �E�\�� �J�R�Y�H�U�Q�P�H�Q�W�V����
�L�Q�F�O�X�G�L�Q�J�� �Z�L�W�K�� �P�D�Q�\�� �G�H�Y�H�O�R�S�L�Q�J�� �F�R�X�Q�W�U�L�H�V���� �Y�L�D�� �Y�D�U�L�R�X�V�� �V�K�D�U�L�Q�J��
�P�H�F�K�D�Q�L�V�P�V���� �:�K�H�U�H�� �W�K�H�� �X�O�W�L�P�D�W�H�� �S�D�U�H�Q�W�� �F�R�P�S�D�Q�\�� �M�X�U�L�V�G�L�F�W�L�R�Q��
�Z�L�O�O�� �Q�R�W�� �E�H�� �D�E�O�H�� �W�R�� �L�P�S�O�H�P�H�Q�W�� �W�K�H�� �&�E�&�� �U�H�S�R�U�W�L�Q�J�� �U�H�T�X�L�U�H�P�H�Q�W��
�Z�L�W�K���U�H�V�S�H�F�W���W�R���¿�V�F�D�O���S�H�U�L�R�G���E�H�J�L�Q�Q�L�Q�J���R�U���D�I�W�H�U�������-�D�Q�X�D�U�\��������������
�W�K�H�\�� �P�D�\�� �E�H�� �D�E�O�H�� �W�R�� �D�F�F�R�P�P�R�G�D�W�H�� �Y�R�O�X�Q�W�D�U�\�� �¿�O�L�Q�J�� �I�R�U�� �W�K�H��
�X�O�W�L�P�D�W�H���S�D�U�H�Q�W���H�Q�W�L�W�L�H�V���U�H�V�L�G�H�Q�W���L�Q���W�K�H�L�U���M�X�U�L�V�G�L�F�W�L�R�Q���I�R�U���W�K�H���¿�V�F�D�O��
�S�H�U�L�R�G���E�H�J�L�Q�Q�L�Q�J���R�I���R�U���D�I�W�H�U�������-�D�Q�X�D�U�\���������������U�H�I�H�U�U�H�G���D�V���³�S�D�U�H�Q�W��
�V�X�U�U�R�J�D�W�H�� �¿�O�L�Q�J�´������ �,�I�� �W�K�H�� �&�E�&�� �U�H�S�R�U�W�� �L�V�� �Q�R�W�� �V�K�D�U�H�G�� �E�\�� �W�K�H�� �W�D�[��
�M�X�U�L�V�G�L�F�W�L�R�Q�� �R�I�� �W�K�H�� �X�O�W�L�P�D�W�H�� �S�D�U�H�Q�W�� �F�R�P�S�D�Q�\�� ���R�U�� �W�K�H�� �Q�R�P�L�Q�D�W�H�G��
�V�X�U�U�R�J�D�W�H�������F�R�Q�V�W�L�W�X�H�Q�W���H�Q�W�L�W�L�H�V���R�I���V�X�F�K���0�1�(���P�D�\���E�H���U�H�T�X�L�U�H�G���W�R��
�¿�O�H���W�K�H���&�E�&���U�H�S�R�U�W���O�R�F�D�O�O�\���L�Q���W�K�H�L�U���U�H�V�S�H�F�W�L�Y�H���M�X�U�L�V�G�L�F�W�L�R�Q�V��

�7�K�H�� �P�R�G�H�O�� �D�J�U�H�H�P�H�Q�W�V�� �S�U�R�Y�L�G�H�� �W�K�D�W�� �L�Q�I�R�U�P�D�W�L�R�Q�� �V�K�D�U�H�G�� �D�V��
�D�� �U�H�V�X�O�W�� �R�I�� �W�K�H�V�H�� �D�J�U�H�H�P�H�Q�W�V�� �P�X�V�W�� �E�H�� �N�H�S�W�� �F�R�Q�¿�G�H�Q�W�L�D�O�� �D�Q�G��
�X�V�H�G�� �D�S�S�U�R�S�U�L�D�W�H�O�\���� �,�W�� �L�V�� �S�H�U�W�L�Q�H�Q�W���W�R�� �Q�R�W�H�� �W�K�D�W���W�K�H�� �D�J�U�H�H�P�H�Q�W�V��
�H�P�S�K�D�V�L�V�H�� �W�K�D�W�� �W�K�H�� �&�E�&�� �L�Q�I�R�U�P�D�W�L�R�Q�� �V�K�R�X�O�G�� �Q�R�W�� �E�H�� �X�V�H�G�� �D�V�� �D��
�V�X�E�V�W�L�W�X�W�H�� �I�R�U�� �G�H�W�D�L�O�H�G�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �D�Q�D�O�\�V�L�V�� �R�I�� �L�Q�G�L�Y�L�G�X�D�O��
�W�U�D�Q�V�D�F�W�L�R�Q�V���� �D�Q�G�� �W�K�D�W�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �D�G�M�X�V�W�P�H�Q�W�V�� �V�K�R�X�O�G�� �Q�R�W��
�E�H���P�D�G�H���R�Q���W�K�H���E�D�V�L�V���R�I���&�E�&���U�H�S�R�U�W�L�Q�J���D�O�R�Q�H��

�7�L�P�H�O�L�Q�H�V���&�E�&���U�H�S�R�U�W���L�V���U�H�T�X�L�U�H�G���W�R���E�H���¿�O�H�G���D�Q�Q�X�D�O�O�\���E�\���W�K�H���0�1�(��
�Z�L�W�K�L�Q�� ������ �P�R�Q�W�K�V�� �R�I�� �W�K�H�� �H�Q�G�� �R�I�� �L�W�V�� �¿�Q�D�Q�F�L�D�O�� �U�H�S�R�U�W�L�Q�J�� �\�H�D�U�� ���I�R�U��
�\�H�D�U�V�� �E�H�J�L�Q�Q�L�Q�J�� �R�Q�� �R�U�� �D�I�W�H�U�� ���-�D�Q�X�D�U�\�������������� �,�Q�� �D�G�G�L�W�L�R�Q���� �H�D�F�K��
�F�R�Q�V�W�L�W�X�H�Q�W���H�Q�W�L�W�\���Z�L�O�O���Q�H�H�G���W�R���Q�R�W�L�I�\���W�K�H�L�U���O�R�F�D�O���W�D�[���D�X�W�K�R�U�L�W�\���E�\��
�W�K�H���O�D�V�W���G�D�\�� �R�I�� �W�K�H���¿�Q�D�Q�F�L�D�O���U�H�S�R�U�W�L�Q�J���\�H�D�U���H�L�W�K�H�U�����L���� �W�K�D�W���L�W���Z�L�O�O��
�E�H�� �¿�O�L�Q�J�� �W�K�H�� �&�E�&�� �U�H�S�R�U�W�� �I�R�U�� �W�K�H�� �\�H�D�U���� �R�U�� ���L�L���� �W�K�H�� �Q�D�P�H�� �D�Q�G�� �W�D�[��
�U�H�V�L�G�H�Q�F�H���R�I���W�K�H���F�R�P�S�D�Q�\���W�K�D�W���Z�L�O�O���¿�O�H���W�K�H���U�H�S�R�U�W���I�R�U���W�K�D�W���¿�V�F�D�O��
�\�H�D�U��

�7�D�[�� �D�X�W�K�R�U�L�W�L�H�V�� �Z�L�O�O�� �E�H�� �U�H�T�X�L�U�H�G�� �W�R�� �V�K�D�U�H�� �W�K�H�� �&�E�&�� �U�H�S�R�U�W�� �Z�L�W�K��
�R�W�K�H�U���U�H�O�H�Y�D�Q�W���W�D�[���D�X�W�K�R�U�L�W�L�H�V���Z�L�W�K�L�Q���������P�R�Q�W�K�V���R�I���W�K�H���H�Q�G���R�I���W�K�H��
�¿�Q�D�Q�F�L�D�O�� �U�H�S�R�U�W�L�Q�J�� �\�H�D�U�� �I�R�U�� �W�K�H�� �¿�U�V�W�� �\�H�D�U�� ���W�K�H�U�H�D�I�W�H�U�� �Z�L�W�K�L�Q�� ������
�P�R�Q�W�K�V�� �R�I�� �W�K�H�� �¿�Q�D�Q�F�L�D�O�� �U�H�S�R�U�W�L�Q�J�� �\�H�D�U�� �R�I�� �W�K�H�� �0�1�(������ �7�K�H�U�H�I�R�U�H����
�W�K�H���¿�U�V�W���&�E�&���U�H�S�R�U�W���Z�R�X�O�G���E�H���U�H�T�X�L�U�H�G���W�R���E�H���¿�O�H�G���E�\���������'�H�F�H�P�E�H�U��
������������ �Z�K�L�F�K�� �W�K�H�Q�� �Z�R�X�O�G�� �E�H�� �V�K�D�U�H�G�� �Z�L�W�K�� �R�W�K�H�U�� �U�H�O�H�Y�D�Q�W�� �W�D�[��
�D�X�W�K�R�U�L�W�L�H�V���E�\���������-�X�Q�H���������������7�K�X�V�����W�K�H���&�E�&���U�H�S�R�U�W���P�D�\���E�H���R�Q�H��
�R�I���W�K�H���¿�U�V�W���L�Q�L�W�L�D�W�L�Y�H�V���W�R���E�H���L�P�S�O�H�P�H�Q�W�H�G���X�Q�G�H�U���W�K�H���%�(�3�6���$�F�W�L�R�Q��
�3�O�D�Q��
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�7�K�H�� �*�������2�(�&�'�� �K�D�Y�H�� �G�H�Y�H�O�R�S�H�G�� �D�Q�� �;�0�/�� �6�F�K�H�P�D�� �D�Q�G�� �D�� �U�H�O�D�W�H�G��
�8�V�H�U�� �*�X�L�G�H�� �W�R�� �D�O�O�R�Z�� �I�R�U�� �H�O�H�F�W�U�R�Q�L�F�� �W�D�J�J�L�Q�J�� �R�I�� �G�D�W�D�� �L�Q�� �W�K�H�� �&�E�&��
�U�H�S�R�U�W�V�� �W�R�� �I�D�F�L�O�L�W�D�W�H�� �W�K�H�L�U�� �H�[�F�K�D�Q�J�H�� �H�O�H�F�W�U�R�Q�L�F�D�O�O�\���� �&�R�X�Q�W�U�L�H�V��
�Z�L�O�O���E�H���P�R�Q�L�W�R�U�H�G���R�Q���W�K�H�L�U���L�P�S�O�H�P�H�Q�W�D�W�L�R�Q���R�I���W�K�H���&�E�&���U�H�S�R�U�W�L�Q�J��
�U�H�T�X�L�U�H�P�H�Q�W�V�� �D�Q�G�� �D�V�V�R�F�L�D�W�H�G�� �H�[�F�K�D�Q�J�H�� �R�I�� �L�Q�I�R�U�P�D�W�L�R�Q���� �7�K�H��
�*�������� �2�(�&�'�� �J�R�Y�H�U�Q�P�H�Q�W�V�� �K�D�Y�H�� �D�J�U�H�H�G�� �W�R�� �U�H�Y�L�H�Z�� �W�K�H�� �V�W�D�Q�G�D�U�G�V��
�W�R���H�Q�V�X�U�H���W�K�H�\���D�U�H���Z�R�U�N�L�Q�J���H�I�I�H�F�W�L�Y�H�O�\���E�\�������������*�O�R�E�D�O���D�G�R�S�W�L�R�Q��
�R�I�� �W�K�H�� �2�(�&�'�� �G�R�F�X�P�H�Q�W�D�W�L�R�Q�� �U�H�T�X�L�U�H�P�H�Q�W�V�� �,�W�� �U�H�P�D�L�Q�V�� �W�R�� �E�H��
�V�H�H�Q�� �K�R�Z�� �F�R�R�U�G�L�Q�D�W�H�G�� �Z�L�O�O�� �E�H�� �W�K�H�� �D�S�S�U�R�D�F�K�� �D�Q�G�� �W�K�H�� �H�[�W�H�Q�W�� �W�R��
�Z�K�L�F�K���W�K�H���Y�D�U�L�R�X�V���M�X�U�L�V�G�L�F�W�L�R�Q�V���D�U�R�X�Q�G���W�K�H���Z�R�U�O�G���G�R�S�W���W�K�H���2�(�&�'��
�G�R�F�X�P�H�Q�W�D�W�L�R�Q�� �U�H�T�X�L�U�H�P�H�Q�W�V���� �6�L�Q�F�H�� �W�K�H�� �U�H�O�H�D�V�H�� �R�I�� �W�K�H�� �$�F�W�L�R�Q��
�3�O�D�Q�� �)�L�Q�D�O�� �U�H�S�R�U�W�� �L�Q�� �2�F�W�R�E�H�U�� ������������ �W�K�H�U�H�� �K�D�V�� �E�H�H�Q�� �D�� �F�R�Q�V�W�D�Q�W��
�L�Q�F�U�H�D�V�H���L�Q���W�K�H���Q�X�P�E�H�U���R�I���F�R�X�Q�W�U�L�H�V���W�K�D�W���K�D�Y�H���L�P�S�O�H�P�H�Q�W�H�G���W�K�H��
�&�E�&���U�H�S�R�U�W�L�Q�J���U�H�T�X�L�U�H�P�H�Q�W���L�Q���W�K�H�L�U���O�R�F�D�O���O�H�J�L�V�O�D�W�L�R�Q��

�,�Q�G�L�D�� �S�H�U�V�S�H�F�W�L�Y�H�� �,�Q�� �R�U�G�H�U�� �W�R�� �L�P�S�O�H�P�H�Q�W�� �W�K�H�� �L�Q�W�H�U�Q�D�W�L�R�Q�D�O��
�F�R�Q�V�H�Q�V�X�V���R�Q���$�F�W�L�R�Q���������R�I���W�K�H���%�(�3�6���S�U�R�M�H�F�W�����W�K�H���)�L�Q�D�Q�F�H���$�F�W������������
�L�Q�W�U�R�G�X�F�H�G���W�K�H���&�R�X�Q�W�U�\���E�\���&�R�X�Q�W�U�\�����&�E�&�����U�H�S�R�U�W�L�Q�J���U�H�T�X�L�U�H�P�H�Q�W��
�D�Q�G���W�K�H���F�R�Q�F�H�S�W���R�I���P�D�V�W�H�U���¿�O�H���L�Q���W�K�H���,�Q�G�L�D�Q���,�Q�F�R�P�H���7�D�[���$�F�W��������������
�7�K�H�� �&�E�&�� �U�H�S�R�U�W�L�Q�J�� �U�H�T�X�L�U�H�P�H�Q�W�� �L�V�� �L�Q�W�U�R�G�X�F�H�G�� �Z�L�W�K�� �H�I�I�H�F�W�� �I�U�R�P��
�$�V�V�H�V�V�P�H�Q�W�� �<�H�D�U�� ���������������� ���¿�Q�D�Q�F�L�D�O�� �\�H�D�U�� �������������������� �U�H�T�X�L�U�L�Q�J��
�,�Q�G�L�D�Q�� �K�H�D�G�T�X�D�U�W�H�U�H�G�� �0�X�O�W�L���Q�D�W�L�R�Q�D�O�� �(�Q�W�H�U�S�U�L�V�H�V�� ���³�0�1�(�V�´���� �D�Q�G��
�F�H�U�W�D�L�Q���R�W�K�H�U���,�Q�G�L�D�Q���H�Q�W�L�W�L�H�V���R�I���J�O�R�E�D�O���0�1�(�V���W�R���¿�O�H���W�K�H���&�E�&���U�H�S�R�U�W��
�Z�L�W�K���W�K�H���,�Q�G�L�D�Q���$�X�W�K�R�U�L�W�\��

�,�Q�G�L�D���Z�L�O�O���D�G�K�H�U�H���W�R���W�K�H���2�(�&�'���S�U�H�V�F�U�L�E�H�G���J�U�R�X�S���U�H�Y�H�Q�X�H���W�K�U�H�V�K�R�O�G��
�R�I�� �(�X�U�R�� �������� �P�L�O�O�L�R�Q�� ���,�1�5�� �H�T�X�L�Y�D�O�H�Q�W���� �I�R�U�� �W�K�H�� �D�S�S�O�L�F�D�E�L�O�L�W�\�� �R�I�� �W�K�H��
�&�E�&���U�H�T�X�L�U�H�P�H�Q�W�����7�K�H���&�E�&���U�H�S�R�U�W���L�V���U�H�T�X�L�U�H�G���W�R���¿�O�H�G���R�Q���R�U���E�H�I�R�U�H��
�W�K�H�� �G�X�H�� �G�D�W�H�� �I�R�U�� �¿�O�L�Q�J�� �W�K�H�U�H�� �W�X�U�Q�� �R�I�� �L�Q�F�R�P�H�� �L�Q�� �,�Q�G�L�D�� ���W�\�S�L�F�D�O�O�\��
�R�Q�� ������ �1�R�Y�H�P�E�H�U�� �I�R�O�O�R�Z�L�Q�J�� �W�K�H�� �H�Q�G�� �R�I�� �W�K�H�� �,�Q�G�L�D�Q�� �¿�Q�D�Q�F�L�D�O�� �\�H�D�U��
�L�Q�� �0�D�U�F�K������ �7�K�H�� �F�R�U�H�� �S�U�R�Y�L�V�L�R�Q�V�� �D�U�H�� �L�Q�F�O�X�G�H�G�� �L�Q�� �W�K�H�� �$�F�W�� �D�Q�G�� �W�K�H��
�E�D�O�D�Q�F�H�� �G�H�W�D�L�O�H�G�� �S�U�R�Y�L�V�L�R�Q�V�� �L�Q�� �W�K�H�� �,�Q�F�R�P�H�� �7�D�[�� �5�X�O�H�V���� �6�W�U�L�Q�J�H�Q�W��
�S�H�Q�D�O�W�\���S�U�R�Y�L�V�L�R�Q�V���K�D�Y�H���D�O�V�R���E�H�H�Q���S�U�H�V�F�U�L�E�H�G���I�R�U���Q�R�Q���I�X�U�Q�L�V�K�L�Q�J��
�D�Q�G���R�U���I�X�U�Q�L�V�K�L�Q�J���L�Q���D�F�F�X�U�D�W�H���S�D�U�W�L�F�X�O�D�U�V��

�,�Q�� �W�K�H�� �S�U�H�V�H�Q�W�� �H�Q�Y�L�U�R�Q�P�H�Q�W���� �L�W�� �U�H�P�D�L�Q�V�� �W�R�� �E�H�� �V�H�H�Q�� �K�R�Z�� �W�D�[��
�D�X�W�K�R�U�L�W�L�H�V���Z�L�O�O���X�V�H���W�K�H���,�Q�I�R�U�P�D�W�L�R�Q���S�U�R�Y�L�G�H�G���L�Q���W�K�H���&�E�&���U�H�S�R�U�W����
�(�Y�H�Q�� �W�K�R�X�J�K�� �W�K�H�� �2�(�&�'�� �K�D�V�� �H�P�S�K�D�V�L�]�H�G�� �W�K�D�W�� �W�K�H�� �&�E�&�� �U�H�S�R�U�W�� �L�V��
�R�Q�O�\�� �P�H�D�Q�W�� �I�R�U�� �K�L�J�K�� �O�H�Y�H�O�� �U�L�V�N�� �D�V�V�H�V�V�P�H�Q�W�� �S�X�U�S�R�V�H�V���� �W�K�H�U�H�� �L�V�� �D��
�U�L�V�N���W�K�D�W���,�Q�G�L�D�Q���D�X�W�K�R�U�L�W�L�H�V���P�D�\���D�S�S�O�\���I�R�U�P�X�O�D�U�\���D�S�S�R�U�W�L�R�Q�P�H�Q�W��

�7�K�H�� �L�P�S�D�F�W�� �R�I�� �2�(�&�'�¶�V�� �U�H�S�R�U�W�L�Q�J�� �U�H�T�X�L�U�H�P�H�Q�W�� �L�V�� �W�K�D�W�� �L�W�� �U�D�L�V�H�V��
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�W�K�H���E�H�Q�F�K�P�D�U�N���I�R�U���W�K�H���T�X�D�O�L�W�\���R�I���L�Q�I�R�U�P�D�W�L�R�Q���U�H�S�R�U�W�H�G���W�R���,�Q�G�L�D�Q��
�D�X�W�K�R�U�L�W�L�H�V�� �H�Y�H�Q�� �L�I�� �L�W�� �L�V�� �Q�R�W�� �H�[�S�O�L�F�L�W�O�\�� �D�G�R�S�W�H�G�� �L�Q�� �W�K�H�� �,�Q�G�L�D�Q��
�U�X�O�H�V���� �7�D�[�S�D�\�H�U�V�� �Z�L�O�O�� �Q�H�H�G�� �W�R�� �E�H�� �P�R�U�H�� �P�H�W�L�F�X�O�R�X�V�� �L�Q�� �S�U�H�S�D�U�L�Q�J��
�G�R�F�X�P�H�Q�W�D�W�L�R�Q���D�V���W�K�H���,�Q�G�L�D�Q���D�X�W�K�R�U�L�W�L�H�V���P�D�\���G�H�P�D�Q�G���L�Q�I�R�U�P�D�W�L�R�Q��
�D�Q�G�� �G�R�F�X�P�H�Q�W�D�W�L�R�Q�� �R�I�� �W�K�H�� �0�1�(�� �J�U�R�X�S�� ���V�X�F�K�� �D�V�� �W�K�H�� �P�D�V�W�H�U�� �¿�O�H��
�D�Q�G���W�K�H���&�E�&���U�H�S�R�U�W���P�D�L�Q�W�D�L�Q�H�G���E�\���W�K�H���X�O�W�L�P�D�W�H���S�D�U�H�Q�W���H�Q�W�L�W�\��

�,�Q�G�L�D�Q�� �D�X�W�K�R�U�L�W�L�H�V�� �L�Q�� �W�U�\�L�Q�J�� �W�R�� �S�U�R�W�H�F�W�� �W�K�H�L�U�� �U�H�Y�H�Q�X�H�� �E�D�V�H�� �P�D�\��
�W�D�N�H���D���J�U�H�D�W�H�U���L�Q�W�H�U�H�V�W���L�Q���W�K�H���0�1�(�¶�V���J�O�R�E�D�O���Y�D�O�X�H���F�K�D�L�Q���W�R���H�Q�V�X�U�H��
�W�K�D�W���W�K�H���D�O�O�R�F�D�W�L�R�Q���R�I���S�U�R�¿�W���L�V���F�R�Q�V�L�V�W�H�Q�W���Z�L�W�K���W�K�H���Y�D�O�X�H���F�U�H�D�W�L�R�Q��
�L�Q���,�Q�G�L�D�����*�L�Y�H�Q���W�K�H���H�P�S�K�D�V�L�V���L�Q���H�[�D�P�L�Q�L�Q�J���W�K�H���D�F�W�X�D�O���F�R�Q�G�X�F�W���R�I��
�S�D�U�W�L�H�V���U�D�W�K�H�U���W�K�D�Q���W�K�H���F�R�Q�W�U�D�F�W�X�D�O���I�R�U�P�����0�1�(�¶�V���Z�L�O�O���E�H���U�H�T�X�L�U�H�G��
�W�R�� �V�X�E�V�W�D�Q�W�L�D�W�H�� �W�K�D�W�� �W�K�H�\�� �K�D�Y�H�� �G�H�O�L�Q�H�D�W�H�G�� �W�K�H�� �W�U�D�Q�V�D�F�W�L�R�Q��
�D�F�F�X�U�D�W�H�O�\�� �D�V�� �U�H�À�H�F�W�H�G�� �L�Q�� �W�K�H�� �G�R�F�X�P�H�Q�W�D�W�L�R�Q���� �:�D�\�� �I�R�U�Z�D�U�G��
�W�K�H�� �Q�H�Z�� �J�X�L�G�D�Q�F�H�� �Z�L�O�O�� �S�U�R�Y�L�G�H�� �W�D�[�� �D�X�W�K�R�U�L�W�L�H�V�� �Z�L�W�K�� �V�X�E�V�W�D�Q�W�L�D�O��
�L�Q�I�R�U�P�D�W�L�R�Q���D�Q�G���W�U�D�Q�V�S�D�U�H�Q�F�\���U�H�J�D�U�G�L�Q�J���W�K�H���¿�Q�D�Q�F�L�D�O���U�H�V�X�O�W�V���R�I���D��
�W�D�[�S�D�\�H�U�¶�V���J�O�R�E�D�O���W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J���S�R�O�L�F�L�H�V�����7�K�L�V���L�Q�F�U�H�D�V�H���L�Q���J�O�R�E�D�O��
�W�U�D�Q�V�S�D�U�H�Q�F�\���L�V���O�L�N�H�O�\���W�R���P�H�D�Q���W�K�D�W���G�H�Y�L�D�W�L�R�Q�V���I�U�R�P���D���F�R�P�S�D�Q�\�¶�V��
�W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �S�R�O�L�F�\�� �R�U�� �W�K�H�� �L�P�S�O�H�P�H�Q�W�D�W�L�R�Q�� �R�I�� �W�K�D�W�� �S�R�O�L�F�\�� �Z�L�O�O��
�E�H�F�R�P�H�� �P�R�U�H�� �D�S�S�D�U�H�Q�W�� �W�R�� �W�D�[�� �D�X�W�K�R�U�L�W�L�H�V�� �D�U�R�X�Q�G�� �W�K�H�� �Z�R�U�O�G����
�7�K�H�U�H�I�R�U�H���� �0�1�(�V�� �W�K�D�W�� �F�X�U�U�H�Q�W�O�\�� �G�R�� �Q�R�W�� �H�V�W�D�E�O�L�V�K�� �D�Q�G�� �P�R�Q�L�W�R�U��
�W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J���S�R�O�L�F�L�H�V���R�Q���D���J�O�R�E�D�O���E�D�V�L�V���P�D�\���¿�Q�G���D���Q�H�H�G���W�R���G�R��
�V�R���Q�R�Z��

�%�X�V�L�Q�H�V�V�H�V���D�U�H���O�L�N�H�O�\���W�R���¿�Q�G���L�W���Q�H�F�H�V�V�D�U�\���W�R���S�U�H�S�D�U�H���R�U���F�R�R�U�G�L�Q�D�W�H��
�W�K�H�L�U�� �W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J�� �G�R�F�X�P�H�Q�W�D�W�L�R�Q�� �F�H�Q�W�U�D�O�O�\�� �W�R�� �H�Q�V�X�U�H�� �W�K�D�W��
�W�K�H�� �&�E�&�� �U�H�S�R�U�W���� �P�D�V�W�H�U�� �¿�O�H�� �D�Q�G�� �O�R�F�D�O�� �¿�O�H�V�� �S�U�R�Y�L�G�H�� �F�R�Q�V�L�V�W�H�Q�W��
�L�Q�I�R�U�P�D�W�L�R�Q���D�E�R�X�W���J�O�R�E�D�O���D�Q�G���O�R�F�D�O���R�S�H�U�D�W�L�R�Q�V���D�Q�G���W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J��
�S�R�O�L�F�L�H�V��
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�7�D�[���D�X�W�K�R�U�L�W�L�H�V���D�U�H���O�L�N�H�O�\���W�R���F�R�P�S�L�O�H���U�D�W�L�R�V���W�R���H�[�D�P�L�Q�H���W�D�[���V�W�U�X�F�W�X�U�H�V��
�W�K�D�W���G�R���Q�R�W���D�O�L�J�Q���Z�L�W�K���Y�D�O�X�H���F�U�H�D�W�L�R�Q�����7�D�[�S�D�\�H�U�V���V�K�R�X�O�G���S�U�H�S�D�U�H��
�E�\���F�R�P�S�L�O�L�Q�J���U�D�W�L�R�V���E�D�V�H�G���R�Q���W�K�H���S�D�U�D�P�H�W�H�U�V���L�Q���W�K�H���&�E�&���U�H�S�R�U�W���W�R��
�S�U�H���H�P�S�W���T�X�H�V�W�L�R�Q�V���D�E�R�X�W���F�H�U�W�D�L�Q���F�R�Q�V�W�L�W�X�H�Q�W���H�Q�W�L�W�L�H�V�����Z�K�L�F�K���I�R�U��
�H�[�D�P�S�O�H���K�D�Y�H���O�R�Z���Q�X�P�E�H�U���R�I���H�P�S�O�R�\�H�H�V���Y�L�V���j���Y�L�V���W�R�W�D�O���U�H�Y�H�Q�X�H������
�7�D�[�� �D�X�W�K�R�U�L�W�L�H�V���D�U�R�X�Q�G���W�K�H���Z�R�U�O�G���F�R�X�O�G���S�R�W�H�Q�W�L�D�O�O�\�� �F�R�P�S�D�U�H���W�K�H��
�P�D�U�N���X�S�V���R�Q���F�R�V�W�V���J�L�Y�H�Q���E�\���W�K�H���0�1�(���W�R���G�L�I�I�H�U�H�Q�W���D�G�P�L�Q�L�V�W�U�D�W�L�R�Q�V��
�D�Q�G���G�H�P�D�Q�G���D�� �P�R�U�H���F�R�Q�V�L�V�W�H�Q�W���D�S�S�U�R�D�F�K�� �Z�R�U�O�G���Z�L�G�H���� �3�U�R�D�F�W�L�Y�H��
�D�S�S�U�R�D�F�K�H�V���W�R���P�D�Q�D�J�H���W�K�H���X�Q�F�H�U�W�D�L�Q�W�\���F�R�X�O�G���L�Q�F�O�X�G�H���F�R�Q�V�L�G�H�U�L�Q�J��
�W�K�H���$�3�$���0�$�3���U�R�X�W�H�����,�Q���W�K�L�V���H�Q�Y�L�U�R�Q�P�H�Q�W�����L�W���L�V���L�P�S�R�U�W�D�Q�W���I�R�U���0�1�(�V��
�W�R�� �X�Q�G�H�U�W�D�N�H�� �D�� �U�L�V�N�� �D�V�V�H�V�V�P�H�Q�W�� �H�[�H�U�F�L�V�H�� �W�R�� �H�Y�D�O�X�D�W�H�� �K�R�Z�� �W�K�H��
�Q�H�Z�� �G�R�F�X�P�H�Q�W�D�W�L�R�Q�� �J�X�L�G�D�Q�F�H�� �Z�L�O�O�� �L�P�S�D�F�W�� �W�K�H�L�U�� �F�X�U�U�H�Q�W�� �W�U�D�Q�V�I�H�U��
�S�U�L�F�L�Q�J���S�R�O�L�F�L�H�V���D�Q�G���W�K�H�L�U���S�U�R�F�H�V�V���I�R�U���L�P�S�O�H�P�H�Q�W�L�Q�J�����P�R�Q�L�W�R�U�L�Q�J����
�D�Q�G���G�H�I�H�Q�G�L�Q�J���W�K�R�V�H���S�R�O�L�F�L�H�V���D�V���Z�H�O�O���D�V���S�U�H�S�D�U�H���I�R�U���J�U�H�D�W�H�U���O�H�Y�H�O��
�R�I���V�F�U�X�W�L�Q�\���E�\���W�K�H���W�D�[���D�X�W�K�R�U�L�W�L�H�V���J�O�R�E�D�O��

�&�R�Q�W�U�R�O�O�H�G���I�R�U�H�L�J�Q���F�R�P�S�D�Q�\���U�X�O�H�V

�&�R�Q�W�U�R�O�O�H�G�� �I�R�U�H�L�J�Q�� �F�R�P�S�D�Q�\�� �>�&�)�&�@�� �U�X�O�H�V�� �D�W�W�H�P�S�W�� �W�R�� �W�D�F�N�O�H�� �W�K�H��
�L�V�V�X�H���R�I���D���W�D�[�S�D�\�H�U���V�K�L�I�W�L�Q�J���L�Q�F�R�P�H���I�U�R�P���W�K�H���6�W�D�W�H���R�I���U�H�V�L�G�H�Q�F�H��
�W�R�� �D�� �6�W�D�W�H�� �Z�K�H�U�H�� �W�K�H�� �W�D�[�� �U�D�W�H�V�� �D�U�H�� �O�R�Z���� �$�� �&�)�&�� �L�V�� �D�� �F�R�P�S�D�Q�\��
�V�L�W�X�D�W�H�G�����W�\�S�L�F�D�O�O�\�����L�Q���D���O�R�Z���W�D�[���M�X�U�L�V�G�L�F�W�L�R�Q���D�Q�G���F�R�Q�W�U�R�O�O�H�G���E�\���D�Q��
�H�Q�W�L�W�\���V�L�W�X�D�W�H�G���L�Q���D���K�L�J�K�H�U���W�D�[���M�X�U�L�V�G�L�F�W�L�R�Q��

�:�K�L�O�H�� �W�K�H�� �U�X�O�H�V�� �D�S�S�O�L�F�D�E�O�H�� �W�R�� �&�)�&�V�� �D�Q�G�� �W�K�H�� �D�W�W�U�L�E�X�W�H�V�� �R�I�� �D�� �&�)�&��
�G�L�I�I�H�U�� �I�U�R�P�� �F�R�X�Q�W�U�\�� �W�R�� �F�R�X�Q�W�U�\���� �W�K�H�� �K�D�O�O�P�D�U�N�� �R�I�� �&�)�&�� �U�H�J�L�P�H�V��
�L�Q�� �J�H�Q�H�U�D�O�� �L�V�� �W�K�D�W�� �W�K�H�\�� �H�O�L�P�L�Q�D�W�H�� �W�K�H�Q�� �R�Q���� �W�D�[�D�W�L�R�Q�� �R�U�� �G�H�I�H�U�U�D�O��
�R�I�� �L�Q�F�R�P�H�� �H�D�U�Q�H�G�� �E�\�� �D�� �&�)�&�� �D�Q�G�� �W�D�[�� �U�H�V�L�G�H�Q�W�V�� �X�S�I�U�R�Q�W�� �R�Q�� �W�K�H�L�U��
�S�U�R�S�R�U�W�L�R�Q�D�W�H�� �V�K�D�U�H�� �R�I�� �D�� �&�)�&�¶�V�� �L�Q�F�R�P�H���� �$�P�R�Q�J�� �W�K�H�� �F�R�X�Q�W�U�L�H�V��
�S�D�U�W�L�F�L�S�D�W�L�Q�J���L�Q���2�(�&�'���*�������%�(�3�6���S�U�R�M�H�F�W�����������F�R�X�Q�W�U�L�H�V���K�D�Y�H���&�)�&��
�U�X�O�H�V�� �D�Q�G�� �P�D�Q�\�� �R�W�K�H�U�V�� �D�U�H�� �L�Q�W�H�U�H�V�W�H�G�� �L�Q�� �L�P�S�O�H�P�H�Q�W�L�Q�J�� �W�K�H�P����
�+�R�Z�H�Y�H�U�����F�R�Q�V�L�G�H�U�L�Q�J���W�K�H���F�X�U�U�H�Q�W���&�)�&���U�X�O�H�V���K�D�Y�H���Q�R�W���N�H�S�W���S�D�F�H��
�Z�L�W�K���W�K�H���G�H�Y�H�O�R�S�P�H�Q�W�V���L�Q���W�K�H���L�Q�W�H�U�Q�D�W�L�R�Q�D�O���E�X�V�L�Q�H�V�V���H�Q�Y�L�U�R�Q�P�H�Q�W����
�W�K�H�U�H���Z�D�V���D���Q�H�H�G���W�R���¿�U�P���X�S���D���G�H�V�L�J�Q���I�R�U���&�)�&���U�X�O�H�V��

�8�Q�O�L�N�H�� �P�D�Q�\�� �R�I�� �W�K�H�� �R�W�K�H�U�� �%�(�3�6�� �U�H�S�R�U�W�V���� �Z�K�H�U�H�� �F�R�X�Q�W�U�L�H�V�� �D�J�U�H�H��
�R�Q���P�L�Q�L�P�X�P���V�W�D�Q�G�D�U�G�V���W�K�D�W���W�K�H�\���Z�L�V�K���W�R���D�G�R�S�W�����W�K�L�V���U�H�S�R�U�W���V�H�H�N�V��
�W�R�� �O�D�\�� �G�R�Z�Q�� �µ�E�X�L�O�G�L�Q�J�� �E�O�R�F�N�V�¶���� �7�K�H�V�H�� �E�X�L�O�G�L�Q�J�� �E�O�R�F�N�V�� �D�U�H�� �D�� �V�H�W��
�R�I�� �U�H�F�R�P�P�H�Q�G�D�W�L�R�Q�V�� �W�K�D�W�� �F�R�X�Q�W�U�L�H�V�� �Z�K�R�� �F�K�R�R�V�H�� �W�R�� �L�P�S�O�H�P�H�Q�W��
�H�I�I�H�F�W�L�Y�H���&�)�&���U�X�O�H�V���F�R�X�O�G���D�G�R�S�W���D�Q�G���V�R�P�H���R�I���W�K�H�V�H���D�U�H���G�L�V�F�X�V�V�H�G��
�E�H�O�R�Z��
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�™	 �'�H�¿�Q�L�W�L�R�Q���R�I���&�)�&��

	 �,�Q���G�H�¿�Q�L�Q�J���D���&�)�&�����W�K�H�U�H���D�U�H���W�Z�R���E�U�R�D�G���S�U�L�Q�F�L�S�O�H�V���D���M�X�U�L�V�G�L�F�W�L�R�Q��
�V�K�R�X�O�G�� �O�R�R�N�� �L�Q�W�R���� ���D���� �W�K�H�� �H�Q�W�L�W�\���� �D�Q�G�� ���E���� �F�R�Q�W�U�R�O�� �R�Y�H�U�� �W�K�H��
�H�Q�W�L�W�\���� �:�K�L�O�H�� �&�)�&�� �K�D�V�� �O�D�U�J�H�O�\�� �E�H�H�Q�� �D�S�S�O�L�H�G�� �W�R�� �F�R�U�S�R�U�D�W�H����
�L�W�� �K�D�V�� �E�H�H�Q�� �U�H�F�R�P�P�H�Q�G�H�G�� �W�K�D�W�� �&�)�&�V�� �D�O�V�R�� �L�Q�F�O�X�G�H�� �W�U�X�V�W�V����
�S�D�U�W�Q�H�U�V�K�L�S�V���� �S�H�U�P�D�Q�H�Q�W�� �H�V�W�D�E�O�L�V�K�P�H�Q�W�V�� �W�R�� �W�K�H�� �H�[�W�H�Q�W�� �W�K�D�W��
�V�X�F�K���H�Q�W�L�W�L�H�V���U�D�L�V�H���%�(�3�6���F�R�Q�F�H�U�Q�V�����$�V���U�H�J�D�U�G�V���F�R�Q�W�U�R�O�����W�K�H�U�H��
�F�R�P�P�H�Q�G�D�W�L�R�Q�V�� �V�H�H�N�� �W�R�� �O�D�\�� �G�R�Z�Q�� �K�R�Z�� �W�R�� �G�H�W�H�U�P�L�Q�H�� �Z�K�H�Q��
�V�K�D�U�H�K�R�O�G�H�U�V���K�D�Y�H���V�X�I�¿�F�L�H�Q�W���F�R�Q�W�U�R�O���R�Y�H�U���D���I�R�U�H�L�J�Q���F�R�P�S�D�Q�\��
�I�R�U���W�K�D�W���F�R�P�S�D�Q�\���W�R���E�H���D���&�)�&��

�™	 �&�)�&���H�[�H�P�S�W�L�R�Q�V���D�Q�G���W�K�U�H�V�K�R�O�G���U�H�T�X�L�U�H�P�H�Q�W�V��

	 �,�Q���P�D�Q�\���F�R�X�Q�W�U�L�H�V�����W�K�H���&�)�&���P�D�\���E�H���D�Y�D�L�O�L�Q�J���R�I���D���W�D�[���H�[�H�P�S�W�L�R�Q��
�W�K�D�W�� �U�H�V�X�O�W�V�� �L�Q�� �D�� �O�R�Z�H�U�� �H�I�I�H�F�W�L�Y�H�� �W�D�[�� �U�D�W�H���� �8�Q�G�H�U�� �W�K�H�� �F�X�U�U�H�Q�W��
�&�)�&�� �O�D�Z�V���� �W�K�H�� �I�R�U�H�L�J�Q�� �H�Q�W�H�U�S�U�L�V�H�� �P�D�\�� �U�H�J�D�U�G�� �W�K�H�� �L�Q�F�R�P�H��
�H�D�U�Q�H�G�� �E�\�� �W�K�H�� �&�)�&�� �D�V�� �D�� �&�)�&�� �L�Q�F�R�P�H���� �+�R�Z�H�Y�H�U���� �L�W�� �K�D�V�� �E�H�H�Q��
�U�H�F�R�P�P�H�Q�G�H�G���W�K�D�W���&�)�&���U�X�O�H�V���V�K�R�X�O�G���E�H���D�S�S�O�L�H�G���R�Q�O�\���L�Q���F�D�V�H�V��
�Z�K�H�U�H���W�K�H���F�R�P�S�D�Q�\���L�V���V�X�E�M�H�F�W���W�R���D�Q���H�I�I�H�F�W�L�Y�H���W�D�[���U�D�W�H���Z�K�L�F�K��
�L�V���P�H�D�Q�L�Q�J�I�X�O�O�\���O�R�Z�H�U���W�K�D�Q���W�K�H���U�D�W�H���D�W���W�K�H���S�D�U�H�Q�W���M�X�U�L�V�G�L�F�W�L�R�Q��

�™	 �'�H�¿�Q�L�W�L�R�Q�����F�R�P�S�X�W�D�W�L�R�Q���D�Q�G���D�W�W�U�L�E�X�W�L�R�Q���R�I���L�Q�F�R�P�H��

	 �7�K�H�� �U�H�F�R�P�P�H�Q�G�D�W�L�R�Q�� �K�H�U�H�� �L�V�� �W�K�D�W�� �W�K�H�� �L�Q�F�R�P�H�� �L�W�H�P�V�� �V�K�R�X�O�G��
�E�H�� �F�R�P�S�U�H�K�H�Q�V�L�Y�H�O�\�� �G�H�¿�Q�H�G���� �)�X�U�W�K�H�U���� �&�)�&�� �U�X�O�H�V�� �X�V�H�� �W�K�H��
�U�X�O�H�V�� �R�I�� �W�K�H�� �S�D�U�H�Q�W�� �M�X�U�L�V�G�L�F�W�L�R�Q�� �W�R�� �F�R�P�S�X�W�H�� �&�)�&�� �L�Q�F�R�P�H����
�7�K�H�� �D�W�W�U�L�E�X�W�L�R�Q�� �R�I�� �L�Q�F�R�P�H�� �V�K�R�X�O�G�� �E�H�� �J�X�L�G�H�G�� �E�\�� �W�K�H�� �F�R�Q�W�U�R�O��
�W�K�U�H�V�K�R�O�G���S�U�R�S�R�U�W�L�R�Q�D�W�H���R�Z�Q�H�U�V�K�L�S���R�U���L�Q�À�X�H�Q�F�H��

�™	 �3�U�H�Y�H�Q�W�L�R�Q���D�Q�G���H�O�L�P�L�Q�D�W�L�R�Q���R�I���G�R�X�E�O�H���W�D�[�D�W�L�R�Q��

	 �,�W���L�V���H�V�V�H�Q�W�L�D�O���W�K�D�W���Z�K�H�Q���D���F�R�X�Q�W�U�\���G�H�V�L�J�Q�V���D�Q���H�I�I�H�F�W�L�Y�H���&�)�&��
�U�X�O�H���� �L�W�� �G�R�H�V�� �Q�R�W�� �O�H�D�G�� �W�R�� �G�R�X�E�O�H�� �W�D�[�D�W�L�R�Q���� �)�X�U�W�K�H�U���� �L�I�� �Z�K�H�U�H��
�W�K�H�U�H�� �L�V�� �D�� �G�R�X�E�O�H�� �W�D�[�D�W�L�R�Q�� �L�Q�Y�R�O�Y�H�G���� �W�K�H�Q�� �&�)�&�� �U�X�O�H�V�� �V�K�R�X�O�G��
�J�U�D�Q�W���D�� �F�U�H�G�L�W�� �I�R�U�� �W�K�H�� �W�D�[�H�V�� �S�D�L�G���� �&�R�Q�V�L�G�H�U�L�Q�J�� �&�)�&�� �U�X�O�H�V�� �D�U�H��
�J�R�Y�H�U�Q�H�G�� �E�\�� �G�R�P�H�V�W�L�F�� �O�D�Z�V���� �W�K�L�V�� �$�F�W�L�R�Q�� �U�H�F�R�P�P�H�Q�G�V�� �W�K�D�W��
�L�I�� �W�K�H�V�H�� �U�X�O�H�V�� �D�U�H�� �G�H�V�L�J�Q�H�G�� �L�Q�� �W�K�H�� �P�D�Q�Q�H�U�� �O�D�L�G�� �G�R�Z�Q���� �L�W�� �Z�L�O�O��
�D�G�G�U�H�V�V���%�(�3�6���F�R�Q�F�H�U�Q�V��

�,�Q�G�L�D���S�H�U�V�S�H�F�W�L�Y�H���,�Q�G�L�D���F�X�U�U�H�Q�W�O�\���G�R�H�V���Q�R�W���K�D�Y�H���&�)�&���U�X�O�H�V���X�Q�G�H�U��
�L�W�V���G�R�P�H�V�W�L�F���W�D�[���O�D�Z�����+�R�Z�H�Y�H�U�����W�K�H�U�H���Z�D�V���D���S�U�R�S�R�V�D�O���W�R���L�Q�W�U�R�G�X�F�H��
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�&�)�&�� �U�H�J�X�O�D�W�L�R�Q�V�� �X�Q�G�H�U�� �W�K�H�� �'�L�U�H�F�W�� �7�D�[�H�V�� �&�R�G�H�� �>�'�7�&�@���� �7�K�H��
�L�Q�W�U�R�G�X�F�W�L�R�Q�� �R�I�� �'�7�&�� �W�R�� �U�H�S�O�D�F�H�� �W�K�H�� �F�X�U�U�H�Q�W�� �W�D�[�� �O�D�Z�� �L�V�� �S�U�H�V�H�Q�W�O�\��
�X�Q�G�H�U�� �F�R�O�G�� �V�W�R�U�D�J�H���� �7�K�H�� �*�R�Y�H�U�Q�P�H�Q�W�� �R�I�� �,�Q�G�L�D�� �K�D�V�� �K�R�Z�H�Y�H�U��
�L�Q�W�U�R�G�X�F�H�G���W�K�H���F�R�Q�F�H�S�W���R�I���3�O�D�F�H���R�I���H�I�I�H�F�W�L�Y�H���P�D�Q�D�J�H�P�H�Q�W�����µ�3�R�(�0�¶����
�I�R�U���G�H�W�H�U�P�L�Q�L�Q�J���W�K�H���U�H�V�L�G�H�Q�W�L�D�O���V�W�D�W�X�V���R�I���W�K�H���F�R�P�S�D�Q�\���L�Q���R�U�G�H�U���W�R��
�H�Q�V�X�U�H���W�K�D�W���F�R�P�S�D�Q�L�H�V���L�Q�F�R�U�S�R�U�D�W�H�G���R�X�W�V�L�G�H���,�Q�G�L�D���E�X�W���F�R�Q�W�U�R�O�O�H�G��
�I�U�R�P���,�Q�G�L�D���G�R���Q�R�W���H�V�F�D�S�H���W�D�[�D�W�L�R�Q���L�Q���,�Q�G�L�D��

�7�K�H���L�Q�W�H�Q�W���R�I���3�R�(�0���S�U�R�Y�L�V�L�R�Q�V���L�V���W�R���W�D�U�J�H�W���V�K�H�O�O�������F�R�Q�G�X�L�W���F�R�P�S�D�Q�L�H�V��
�Z�K�L�F�K���D�U�H���F�U�H�D�W�H�G���W�R���U�H�W�D�L�Q���L�Q�F�R�P�H���R�X�W�V�L�G�H���,�Q�G�L�D���D�Q�G���Q�R�W���,�Q�G�L�D�Q��
�0�1�&�¶�V���H�Q�J�D�J�H�G���L�Q���W�K�H���D�F�W�L�Y�H���E�X�V�L�Q�H�V�V���R�X�W�V�L�G�H���,�Q�G�L�D��

�7�K�R�X�J�K���W�K�H���F�R�Q�F�H�S�W���R�I���3�R�(�0�����S�H�U���V�H���L�V���Q�R�W���D�Q���D�Q�W�L���D�E�X�V�H���W�R�R�O���E�X�W��
�J�X�L�G�H�O�L�Q�H�V���I�R�U���G�H�W�H�U�P�L�Q�L�Q�J���3�R�(�0�����H�V�S�H�F�L�D�O�O�\���W�D�[�L�Q�J���W�K�H���F�R�P�S�D�Q�\��
�R�Q�� �W�K�H�� �E�D�V�L�V�� �R�I�� �D�F�W�L�Y�H�� �D�Q�G�� �S�D�V�V�L�Y�H�� �L�Q�F�R�P�H���� �W�D�N�H�V�� �W�K�H�� �F�R�O�R�X�U�� �R�I��
�D�Q���D�Q�W�L���D�E�X�V�H���P�H�D�V�X�U�H���Z�K�L�F�K���W�\�S�L�F�D�O�O�\���L�V���D���F�K�D�U�D�F�W�H�U�L�V�W�L�F���R�I���&�)�&��
�U�X�O�H�V��

�,�W�� �L�V�� �D�Q�W�L�F�L�S�D�W�H�G�� �W�K�D�W�� �L�Q�� �W�K�L�V�� �\�H�D�U�� �%�X�G�J�H�W���� �7�K�H�� �*�R�Y�H�U�Q�P�H�Q�W�� �L�V��
�O�L�N�H�O�\���W�R���L�Q�W�U�R�G�X�F�H���W�K�H���F�R�Q�F�H�S�W���R�I���µ�&�R�Q�W�U�R�O�O�H�G���)�R�U�H�L�J�Q���&�R�U�S�R�U�D�W�L�R�Q�¶��
���&�)�&���� �U�H�J�X�O�D�W�L�R�Q�V�� �U�H�S�O�D�F�L�Q�J�� �W�K�H�� �F�R�Q�F�H�S�W�� �R�I�� �W�D�[�L�Q�J�� �D�� �I�R�U�H�L�J�Q��
�F�R�P�S�D�Q�\���L�I���L�W�V���µ�S�O�D�F�H���R�I���H�I�I�H�F�W�L�Y�H���P�D�Q�D�J�H�P�H�Q�W�¶�����3�R�(�0�����L�V���L�Q���,�Q�G�L�D����
�&�)�&���U�X�O�H�V���D�U�H���J�H�Q�H�U�D�O�O�\���P�H�D�Q�W���W�R���F�R�X�Q�W�H�U���W�H�Q�G�H�Q�F�\���R�Q���W�K�H���S�D�U�W��
�R�I���0�1�&�V���W�R���G�H�I�H�U���W�D�[�H�V���W�K�U�R�X�J�K���S�D�U�N�L�Q�J���R�I���S�D�V�V�L�Y�H���L�Q�F�R�P�H�V�����H���J����
�U�R�\�D�O�W�L�H�V�����I�H�H�V�����L�Q�W�H�U�H�V�W�V�����F�D�S�L�W�D�O���J�D�L�Q�V�����S�U�R�¿�W�V���P�D�G�H���I�U�R�P���E�X�\�L�Q�J��
�D�Q�G���V�H�O�O�L�Q�J���S�U�R�G�X�F�W�V���I�U�R�P���D�Q�G���W�R���U�H�O�D�W�H�G���S�D�U�W�L�H�V�����H�W�F�������D�W���W�K�H���O�H�Y�H�O��
�R�I���I�R�U�H�L�J�Q���V�X�E�V�L�G�L�D�U�L�H�V�����L�Q�V�W�H�D�G���R�I���U�H�S�D�W�U�L�D�W�L�Q�J���W�K�H���V�D�P�H���E�D�F�N���D�V��
�G�L�Y�L�G�H�Q�G�V��

�$�V�V�X�P�L�Q�J�� �W�K�D�W�� �W�K�H�� �S�D�V�V�L�Y�H�� �L�Q�F�R�P�H�V�� �L�Q�� �T�X�H�V�W�L�R�Q�� �S�D�V�V�� �W�K�H��
�Q�H�F�H�V�V�D�U�\�� �W�H�V�W�V�� �R�I�� �O�H�J�L�W�L�P�D�F�\���� �R�U�� �H�O�V�H���� �V�X�F�K�� �L�Q�F�R�P�H�V�� �Z�R�X�O�G��
�D�Q�\�Z�D�\�� �Z�R�X�O�G�� �E�H�� �W�D�[�H�G�� �L�Q�� �,�Q�G�L�D�� �X�Q�G�H�U�� �V�S�H�F�L�¿�F�� �R�U�� �J�H�Q�H�U�D�O�� �D�Q�W�L��
�D�Y�R�L�G�D�Q�F�H���U�X�O�H�V�����L�W���L�V���G�R�X�E�W�I�X�O���Z�K�H�W�K�H�U���,�Q�G�L�D�Q���0�1�&�V���Z�R�X�O�G���S�U�H�I�H�U��
�W�R�� �S�D�U�N�� �W�K�H�V�H�� �L�Q�F�R�P�H�V�� �D�E�U�R�D�G���� �S�X�U�H�O�\�� �W�R�� �D�Y�R�L�G�� �W�D�[�H�V�� �L�Q�� �,�Q�G�L�D����
�V�L�Q�F�H�� �,�Q�G�L�D�� �F�X�U�U�H�Q�W�O�\�� �H�Q�F�R�X�U�D�J�H�V�� �,�Q�G�L�D�Q�� �F�R�P�S�D�Q�L�H�V�� �W�R�� �E�U�L�Q�J��
�E�D�F�N�� �I�R�U�H�L�J�Q�� �V�R�X�U�F�H�G�� �L�Q�F�R�P�H�� �D�V�� �G�L�Y�L�G�H�Q�G�V���� �E�\�� �J�U�D�Q�W�L�Q�J�� �D�� �O�R�Z�H�U��
�E�D�V�H�� �W�D�[�� �U�D�W�H�� �R�I�� �������� �I�R�U�� �V�X�F�K�� �L�Q�F�R�P�H���� �Z�K�H�Q�� �F�R�P�S�D�U�H�G�� �W�R�� �W�K�H��
�E�D�V�H���F�R�U�S�R�U�D�W�H���W�D�[���U�D�W�H���R�I�������������&�)�&���U�H�J�X�O�D�W�L�R�Q�V���F�R�X�O�G���D�O�V�R���K�H�O�S��
�L�Q�� �D�Y�R�L�G�L�Q�J�� �W�K�H�� �V�X�E�M�H�F�W�L�Y�H�� �Q�D�W�X�U�H�� �R�I�� �D�S�S�O�\�L�Q�J�� �3�R�(�0�� �F�U�L�W�H�U�L�D�� �I�R�U��
�2�X�W�� �E�R�X�Q�G�� �,�Q�G�L�D�Q�� �&�R�P�S�D�Q�L�H�V�� �D�V�� �&�)�&�� �Z�L�O�O�� �W�D�[�� �R�Q�O�\�� �W�K�H�� �S�D�V�V�L�Y�H��
�L�Q�F�R�P�H���R�I���F�H�U�W�D�L�Q���I�R�U�H�L�J�Q���H�Q�W�L�W�L�H�V���O�R�F�D�W�H�G���L�Q���O�R�Z���W�D�[���M�X�U�L�V�G�L�F�W�L�R�Q��
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�D�Q�G���E�H�L�Q�J���F�R�Q�W�U�R�O�O�H�G���I�U�R�P���,�Q�G�L�D�����D�V���D�J�D�L�Q�V�W���W�K�H���S�R�W�H�Q�W�L�D�O���U�L�V�N���R�I��
�J�O�R�E�D�O�� �L�Q�F�R�P�H�� �E�H�L�Q�J�� �H�[�S�R�V�H�G�� �I�R�U�� �7�D�[�D�W�L�R�Q�� �L�Q�� �,�Q�G�L�D�� �X�Q�G�H�U�� �3�R�(�0��
�7�K�R�X�J�K���G�H�V�L�J�Q�L�Q�J���H�I�I�H�F�W�L�Y�H���&�)�&���U�X�O�H�V���L�V���R�Q�H���R�I���W�K�H���P�D�Q�G�D�W�H�V���R�I��
�%�(�3�6���$�F�W�L�R�Q���3�O�D�Q�V�����\�H�W�����R�Q�H���Z�R�X�O�G���Q�H�H�G���W�R���H�Y�D�O�X�D�W�H���D�Q�G���V�H�H���K�R�Z��
�W�K�H���&�)�&���U�H�J�X�O�D�W�L�R�Q�V���Z�R�X�O�G���E�H���L�Q�W�U�R�G�X�F�H�G���L�Q���W�K�H���,�Q�G�L�D�Q���G�R�P�H�V�W�L�F��
�W�D�[���O�D�Z���'�L�V�S�X�W�H���5�H�V�R�O�X�W�L�R�Q���D�Q�G���,�P�S�O�H�P�H�Q�W�D�W�L�R�Q�����0�X�O�W�L�O�D�W�H�U�D�O��
�,�Q�V�W�U�X�P�H�Q�W���� �&�R�X�Q�W�U�L�H�V�� �S�D�U�W�L�F�L�S�D�W�L�Q�J�� �L�Q�� �%�(�3�6�� �D�J�U�H�H�� �W�K�D�W�� �W�K�H��
�L�Q�W�U�R�G�X�F�W�L�R�Q���R�I���W�K�H���P�H�D�V�X�U�H�V���G�H�Y�H�O�R�S�H�G���W�R���D�G�G�U�H�V�V���%�(�3�6���V�K�R�X�O�G��
�Q�R�W�� �O�H�D�G�� �W�R�� �X�Q�F�H�U�W�D�L�Q�W�\�� �I�R�U�� �W�D�[�S�D�\�H�U�V�� �D�Q�G�� �X�Q�L�Q�W�H�Q�G�H�G�� �G�R�X�E�O�H��
�W�D�[�D�W�L�R�Q���� �7�K�H�U�H�I�R�U�H���� �U�H�¿�Q�L�Q�J�� �G�L�V�S�X�W�H�� �U�H�V�R�O�X�W�L�R�Q�� �P�H�F�K�D�Q�L�V�P�� �L�V�� �D��
�Y�L�W�D�O���D�Q�G���L�Q�W�H�J�U�D�O���F�R�P�S�R�Q�H�Q�W���R�I���W�K�H���Z�R�U�N���R�Q���%�(�3�6���L�V�V�X�H�V��

�:�L�W�K�� �W�K�H�� �D�E�R�Y�H�� �L�Q�� �Y�L�H�Z���� �W�K�H�� �J�X�L�G�D�Q�F�H�� �L�Q�� �$�F�W�L�R�Q�� ������ �R�I�� �W�K�H�� �%�(�3�6��
�$�F�W�L�R�Q�� �S�U�R�Y�L�G�H�V�� �I�R�U�� �L�P�S�O�H�P�H�Q�W�L�Q�J�� �³�P�L�Q�L�P�X�P�� �V�W�D�Q�G�D�U�G�V�´�� �D�Q�G��
�³�E�H�V�W�� �S�U�D�F�W�L�F�H�V�´�� �W�R�� �H�Q�K�D�Q�F�H�� �W�K�H�� �H�I�I�H�F�W�L�Y�H�Q�H�V�V���� �H�I�¿�F�L�H�Q�F�\�� �R�I�� �W�K�H��
�0�X�W�X�D�O���$�J�U�H�H�P�H�Q�W���3�U�R�F�H�G�X�U�H���>�0�$�3�@���S�U�R�F�H�V�V��

�7�K�H���P�L�Q�L�P�X�P���V�W�D�Q�G�D�U�G�V���U�H�T�X�L�U�H���F�R�X�Q�W�U�L�H�V���W�R���H�Q�V�X�U�H���W�K�D�W��

�¾	 �W�U�H�D�W�\���R�E�O�L�J�D�W�L�R�Q�V���U�H�O�D�W�H�G���W�R���W�K�H���0�$�3���D�U�H���I�X�O�O�\���L�P�S�O�H�P�H�Q�W�H�G��
�L�Q�� �J�R�R�G�� �I�D�L�W�K�� �D�Q�G�� �W�K�D�W�� �0�$�3�� �F�D�V�H�V�� �D�U�H�� �U�H�V�R�O�Y�H�G�� �L�Q�� �D�� �W�L�P�H�O�\��
manner

�¾	 �L�P�S�O�H�P�H�Q�W�D�W�L�R�Q�� �R�I�� �D�G�P�L�Q�L�V�W�U�D�W�L�Y�H�� �S�U�R�F�H�V�V�H�V�� �W�K�D�W�� �S�U�R�P�R�W�H��
�W�K�H���S�U�H�Y�H�Q�W�L�R�Q

�¾	 �D�Q�G���W�L�P�H�O�\���U�H�V�R�O�X�W�L�R�Q���R�I���W�U�H�D�W�\���U�H�O�D�W�H�G���G�L�V�S�X�W�H�V���D�Q�G

�¾	 �W�D�[�S�D�\�H�U�V�� �F�D�Q�� �D�F�F�H�V�V�� �W�K�H�� �0�$�3�� �Z�K�H�Q�� �H�O�L�J�L�E�O�H���� �$�V�� �S�D�U�W�� �R�I��
�P�L�Q�L�P�X�P�� �V�W�D�Q�G�D�U�G���� �L�P�S�R�U�W�D�Q�W�� �D�V�S�H�F�W�V�� �L�Q�F�O�X�G�H�� �V�H�H�N�L�Q�J��
�W�R�� �U�H�V�R�O�Y�H�� �0�$�3�� �F�D�V�H�V�� �Z�L�W�K�L�Q�� �D�Q�� �D�Y�H�U�D�J�H�� �W�L�P�H�� �I�U�D�P�H�� �R�I��
������ �P�R�Q�W�K�V�� �D�Q�G�� �J�X�L�G�D�Q�F�H�� �W�K�D�W�� �F�R�X�Q�W�U�L�H�V�� �V�K�R�X�O�G�� �Q�R�W�� �X�V�H��
�S�H�U�I�R�U�P�D�Q�F�H���L�Q�G�L�F�D�W�R�U�V���I�R�U���W�K�H���F�R�P�S�H�W�H�Q�W���D�X�W�K�R�U�L�W�L�H�V���Z�K�L�F�K��
�D�U�H���E�D�V�H�G���R�Q���D�P�R�X�Q�W���R�I���D�G�M�X�V�W�P�H�Q�W���V�X�V�W�D�L�Q�H�G���D�Q�G���R�E�V�H�U�Y�H�V��
�W�K�D�W���Q�X�P�E�H�U���R�I���0�$�3�V���U�H�V�R�O�Y�H�G���W�L�P�H���W�D�N�H�Q���L�Q���U�H�V�R�O�Y�L�Q�J���0�$�3�V��
�P�D�\�� �E�H�� �P�R�U�H�� �D�S�S�U�R�S�U�L�D�W�H�� �L�Q�G�L�F�D�W�R�U�V���� �)�R�U�� �H�D�V�\�� �D�F�F�H�V�V�� �W�R��
�0�$�3�V���� �W�K�H�� �J�X�L�G�D�Q�F�H�� �D�O�V�R�� �V�X�J�J�H�V�W�V�� �S�H�U�P�L�W�W�L�Q�J�� �D�� �U�H�T�X�H�V�W�� �W�R��
�H�L�W�K�H�U�� �F�R�P�S�H�W�H�Q�W�� �D�X�W�K�R�U�L�W�\���� �L�P�S�O�H�P�H�Q�W�D�W�L�R�Q�� �R�I�� �D�� �E�L�O�D�W�H�U�D�O��
�Q�R�W�L�¿�F�D�W�L�R�Q���V�\�V�W�H�P�����S�X�E�O�L�V�K�L�Q�J���R�I���0�$�3���J�X�L�G�D�Q�F�H���H�W�F��
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�,�Q�� �D�G�G�L�W�L�R�Q�� �W�R�� �D�E�R�Y�H�� �P�L�Q�L�P�X�P�� �V�W�D�Q�G�D�U�G�V���� �D�� �V�H�W�� �R�I�� �E�H�V�W��
�S�U�D�F�W�L�F�H�V�� �K�D�Y�H�� �E�H�H�Q�� �S�U�R�Y�L�G�H�G�� �I�R�U���� �6�X�F�K�� �E�H�V�W�� �S�U�D�F�W�L�F�H�V�� �L�Q�F�O�X�G�H�V��
�L�P�S�O�H�P�H�Q�W�D�W�L�R�Q�� �R�I�� �E�L�O�D�W�H�U�D�O�� �D�G�Y�D�Q�F�H�G�� �S�U�L�F�L�Q�J�� �D�U�U�D�Q�J�H�P�H�Q�W�V����
�V�X�V�S�H�Q�V�L�R�Q���R�I���F�R�O�O�H�F�W�L�R�Q���G�X�U�L�Q�J���S�H�Q�G�H�Q�F�\���R�I���0�$�3���F�D�V�H�V�����W�U�D�L�Q�L�Q�J��
�I�R�U�� �W�D�[�� �H�[�D�P�L�Q�H�U�V���� �D�F�F�H�V�V�� �W�R�� �0�$�3�V�� �I�R�U�� �W�D�[�S�D�\�H�U���� �L�Q�L�W�L�D�W�H�G��
�D�G�M�X�V�W�P�H�Q�W�V���H�W�F��

�7�K�H�� �F�R�X�Q�W�U�L�H�V�� �D�U�H�� �D�O�V�R�� �G�H�Y�R�W�H�G�� �W�R�� �H�I�I�H�F�W�L�Y�H�� �L�P�S�O�H�P�H�Q�W�D�W�L�R�Q�� �R�I��
�W�K�H���D�E�R�Y�H���J�X�L�G�D�Q�F�H���W�K�U�R�X�J�K���W�K�H���H�V�W�D�E�O�L�V�K�P�H�Q�W���R�I���D���U�R�E�X�V�W���S�H�H�U����
�E�D�V�H�G�� �P�R�Q�L�W�R�U�L�Q�J�� �P�H�F�K�D�Q�L�V�P���� �)�X�U�W�K�H�U���� �Z�L�W�K�� �D�� �Y�L�H�Z�� �W�R�� �H�Q�V�X�U�H��
�W�L�P�H�O�\�� �U�H�V�R�O�X�W�L�R�Q�� �R�I�� �W�U�H�D�W�\�� �U�H�O�D�W�H�G�� �G�L�V�S�X�W�H�V���� �V�H�Y�H�U�D�O�� �F�R�X�Q�W�U�L�H�V��
�K�D�Y�H���D�O�V�R���G�H�F�O�D�U�H�G���W�K�H�L�U���F�R�P�P�L�W�P�H�Q�W���W�R���S�U�R�Y�L�G�H���I�R�U���P�D�Q�G�D�W�R�U�\��
�E�L�Q�G�L�Q�J�� �0�$�3�� �D�U�E�L�W�U�D�W�L�R�Q�� �L�Q�� �W�K�H�L�U�� �E�L�O�D�W�H�U�D�O�� �W�D�[�� �W�U�H�D�W�L�H�V���� �7�K�H��
�F�R�X�Q�W�U�L�H�V���F�R�P�P�L�W�W�L�Q�J���W�R���P�D�Q�G�D�W�R�U�\���E�L�Q�G�L�Q�J���0�$�3�V���Z�H�U�H���L�Q�Y�R�O�Y�H�G��
�L�Q���P�R�U�H���W�K�D�Q���������S�H�U�F�H�Q�W���R�I���R�X�W�V�W�D�Q�G�L�Q�J���0�$�3���F�D�V�H�V���D�W���W�K�H���H�Q�G���R�I��
�������������D�V���U�H�S�R�U�W�H�G���W�R���W�K�H���2�(�&�'��

�,�Q���O�L�Q�H���Z�L�W�K���%�(�3�6���$�F�W�L�R�Q�����������W�K�H���P�X�O�W�L�O�D�W�H�U�D�O���L�Q�V�W�U�X�P�H�Q�W���L�Q�F�O�X�G�H�V��
�F�K�D�S�W�H�U�� �9�� �R�Q�� �³�,�P�S�U�R�Y�L�Q�J�� �'�L�V�S�X�W�H�� �5�H�V�R�O�X�W�L�R�Q�´���� �Z�K�L�F�K�� �L�Q�F�O�X�G�H�V��
�D�� �V�S�H�F�L�¿�F�� �$�U�W�L�F�O�H�� �R�Q�� �0�$�3���� �,�W�� �L�Q�W�H�U�� �D�O�L�D�� �S�U�R�Y�L�G�H�V�� �I�R�U�� �L�Q�F�O�X�V�L�R�Q��
�R�I�� �$�U�W�L�F�O�H�V�� ������������ �W�R�� ������������ �R�I�� �W�K�H�� �2�(�&�'�� �0�R�G�H�O�� �&�R�Q�Y�H�Q�W�L�R�Q�� �R�Q��
�0�$�3�� �L�Q�� �D�O�O�� �W�D�[�� �W�U�H�D�W�L�H�V���� �,�I�� �D�� �W�D�[�� �W�U�H�D�W�\���U�H�O�D�W�H�G�� �F�D�V�H�� �T�X�D�O�L�¿�H�V�� �W�R��
�E�H�� �F�R�Q�V�L�G�H�U�H�G�� �X�Q�G�H�U�� �W�K�H�� �0�$�3�� �W�K�H�� �W�D�[�S�D�\�H�U�� �F�D�Q�� �D�S�S�U�R�D�F�K�� �W�K�H��
�F�R�P�S�H�W�H�Q�W���D�X�W�K�R�U�L�W�\���R�I���H�L�W�K�H�U���R�I���W�K�H���F�R�Q�W�U�D�F�W�L�Q�J���M�X�U�L�V�G�L�F�W�L�R�Q�����7�K�H��
�P�X�O�W�L�O�D�W�H�U�D�O�� �L�Q�V�W�U�X�P�H�Q�W�� �D�O�V�R�� �L�Q�F�O�X�G�H�V�� �D�� �V�H�S�D�U�D�W�H�� �F�K�D�S�W�H�U�� �9�,�� �R�Q��
�³�$�U�E�L�W�U�D�W�L�R�Q��

�,�Q�G�L�D�� �S�H�U�V�S�H�F�W�L�Y�H�� �V�H�Y�H�U�D�O�� �P�X�O�W�L�Q�D�W�L�R�Q�D�O�� �F�R�P�S�D�Q�L�H�V�� �R�S�H�U�D�W�L�Q�J�� �L�Q��
�,�Q�G�L�D���K�D�Y�H���S�U�R�W�U�D�F�W�H�G���O�L�W�L�J�D�W�L�R�Q�V�����L�Q���S�D�U�W�L�F�X�O�D�U���I�R�U���W�U�D�Q�V�I�H�U���S�U�L�F�L�Q�J��
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�P�D�W�W�H�U�V�����7�K�H���G�R�X�E�O�H���W�D�[�D�W�L�R�Q���D�U�L�V�L�Q�J���I�U�R�P���V�X�F�K���O�L�W�L�J�D�W�L�R�Q���F�R�X�S�O�H��
�Z�L�W�K�� �H�[�W�H�Q�V�L�Y�H�� �W�L�P�H�� �W�D�N�H�Q�� �L�Q�� �F�R�Q�F�O�X�G�L�Q�J�� �W�K�H�� �0�$�3�V�� �K�D�V�� �E�H�H�Q�� �D��
�P�D�M�R�U���D�U�H�D���R�I���F�R�Q�F�H�U�Q���I�R�U���W�K�H���P�X�O�W�L�Q�D�W�L�R�Q�D�O���F�R�P�S�D�Q�L�H�V��

�7�K�H�� �,�Q�G�L�D�Q�� �U�H�Y�H�Q�X�H�� �D�X�W�K�R�U�L�W�\�� �V���� �D�W�� �V�H�Y�H�U�D�O�� �I�R�U�X�P�V���� �K�D�Y�H�� �D�O�V�R��
�H�[�S�U�H�V�V�H�G�� �W�K�H�L�U�� �U�H�O�X�F�W�D�Q�F�H�� �W�R�� �L�Q�F�O�X�G�H�� �D�U�E�L�W�U�D�W�L�R�Q�� �Z�L�W�K�L�Q�� �W�K�H��
�'�R�X�E�O�H���7�D�[�D�W�L�R�Q���$�Y�R�L�G�D�Q�F�H���$�J�U�H�H�P�H�Q�W�����Z�K�L�F�K���G�R�H�V���Q�R�W���S�U�R�Y�L�G�H��
�U�H�T�X�L�V�L�W�H�� �O�H�Y�H�O�� �R�I�� �F�R�P�I�R�U�W�� �W�R�� �W�K�H�� �J�O�R�E�D�O�� �L�Q�Y�H�V�W�R�U�V���� �0�R�U�H�R�Y�H�U����
�,�Q�G�L�D�Q�� �U�H�Y�H�Q�X�H�� �D�X�W�K�R�U�L�W�L�H�V�� �E�H�O�L�H�Y�H�� �W�K�D�W�� �D�E�V�H�Q�F�H�� �R�I�� �$�U�W�L�F�O�H�� ����������
�L�Q���W�K�H���W�D�[���W�U�H�D�W�\���S�U�H�F�O�X�G�H�V���0�$�3�V���L�Q���U�H�V�S�H�F�W���R�I���H�F�R�Q�R�P�L�F���G�R�X�E�O�H��
�W�D�[�D�W�L�R�Q�� ���W�U�D�Q�V�I�H�U�� �S�U�L�F�L�Q�J���� �D�Q�G�� �W�K�H�U�H�I�R�U�H���� �W�K�H�� �P�X�O�W�L�Q�D�W�L�R�Q�D�O��
�F�R�P�S�D�Q�L�H�V���I�U�R�P���V�H�Y�H�U�D�O���O�D�U�J�H���M�X�U�L�V�G�L�F�W�L�R�Q�V���K�D�Y�H���Q�R�W���E�H�H�Q���D�E�O�H���W�R��
�D�F�F�H�V�V���0�$�3�����E�L�O�D�W�H�U�D�O���D�G�Y�D�Q�F�H���S�U�L�F�L�Q�J���D�U�U�D�Q�J�H�P�H�Q�W�V�����&�R�Q�V�L�G�H�U�L�Q�J��
�W�K�H�� �D�E�R�Y�H���� �W�K�H�� �J�X�L�G�D�Q�F�H�� �S�U�R�Y�L�G�H�G�� �X�Q�G�H�U�� �$�F�W�L�R�Q�� ������ �Z�R�X�O�G�� �E�H�� �R�I��
�V�L�J�Q�L�¿�F�D�Q�W�� �L�Q�W�H�U�H�V�W���� �U�H�O�H�Y�D�Q�F�H�� �W�R�� �V�X�F�K�� �P�X�O�W�L�Q�D�W�L�R�Q�D�O�� �F�R�P�S�D�Q�L�H�V��
�S�D�U�W�L�F�X�O�D�U�O�\���D�V�S�H�F�W�V���V�X�F�K���D�V���U�H�V�R�O�X�W�L�R�Q���R�I���0�$�3���F�D�V�H�V���L�Q���W�Z�R���\�H�D�U�V��

�$�V�� �S�H�U�� �W�K�H�� �S�U�R�Y�L�V�L�R�Q�D�O�� �O�L�V�W�� �R�I�� �U�H�V�H�U�Y�D�W�L�R�Q�� �W�R�� �W�K�H�� �P�X�O�W�L�O�D�W�H�U�D�O��
�L�Q�V�W�U�X�P�H�Q�W���� �,�Q�G�L�D���K�D�V���R�S�W�H�G���Q�R�W���W�R���D�G�R�S�W���D�� �S�U�R�Y�L�V�L�R�Q���D�F�F�R�U�G�L�Q�J��
�W�R�� �Z�K�L�F�K�� �W�K�H�� �W�D�[�S�D�\�H�U�� �F�D�Q�� �D�S�S�U�R�D�F�K�� �W�K�H�� �F�R�P�S�H�W�H�Q�W�� �D�X�W�K�R�U�L�W�\��
�R�I�� �H�L�W�K�H�U�� �R�I�� �W�K�H�� �F�R�Q�W�U�D�F�W�L�Q�J�� �M�X�U�L�V�G�L�F�W�L�R�Q���� �+�R�Z�H�Y�H�U���� �D�V�� �W�K�L�V�� �L�V�� �D��
�P�L�Q�L�P�X�P�� �V�W�D�Q�G�D�U�G���� �,�Q�G�L�D�� �K�D�V�� �R�S�W�H�G�� �I�R�U�� �E�L�O�D�W�H�U�D�O�� �Q�R�W�L�¿�F�D�W�L�R�Q�� �R�U��
�F�R�Q�V�X�O�W�D�W�L�R�Q�� �S�U�R�F�H�V�V���� �,�Q�G�L�D�� �K�D�V�� �Q�R�W�� �R�S�W�H�G�� �I�R�U�� �F�K�D�S�W�H�U�� �9�,�� �R�I�� �W�K�H��
�P�X�O�W�L�O�D�W�H�U�D�O���L�Q�V�W�U�X�P�H�Q�W���G�H�D�O�L�Q�J���Z�L�W�K���P�D�Q�G�D�W�R�U�\���D�U�E�L�W�U�D�W�L�R�Q��
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FORM NO. 3CEB

[See rule 10E]

Report from an accountant to be furnished under section 92E 
relating to international transaction(s) and  

�V�S�H�F�L�¿�H�G���G�R�P�H�V�W�L�F���W�U�D�Q�V�D�F�W�L�R�Q���V��

1.	 *I/We have examined the accounts and records of……………………… 
(name and address of the assessee with PAN) relating to 
�W�K�H�� �L�Q�W�H�U�Q�D�W�L�R�Q�D�O�� �W�U�D�Q�V�D�F�W�L�R�Q�� ���V���� �D�Q�G�� �W�K�H�� �V�S�H�F�L�¿�H�G�� �G�R�P�H�V�W�L�F��
transaction(s) entered into by the assessee during the previous 
year ending on 31st March, 	

2.	 In*my/our opinion proper information and documents as are 
prescribed have been kept by the assessee in respect of the 
�L�Q�W�H�U�Q�D�W�L�R�Q�D�O���W�U�D�Q�V�D�F�W�L�R�Q���V�����D�Q�G���W�K�H���V�S�H�F�L�¿�H�G���G�R�P�H�V�W�L�F���W�U�D�Q�V�D�F�W�L�R�Q�V��
entered in to so far as appears from *my/our examination of the 
records of the assessee.

3.	 The particulars required to be furnished under section 92E are 
given in the Annexure to this Form. In*my/our opinion and to 
the best of my/our information and according to the explanations 
given to*me/us ,the particulars given in the Annexure are true and 
correct.

**Signed Name

Address : Membership No.:
Place: _______

Date:  _______

Notes :

1.	 *Delete whichever is not applicable.

2.	 **This report has to be signed by—

(i)	 a chartered accountant within the meaning of the Chartered 
Accountants Act, 1949 (38 of 1949);or

(ii)	 any person who, in relation to any State, is, by virtue of the 
provisions in sub-section (1) of section 226 of the Companies 
Act, 1956 (1 of 1956), entitled to be appointed to act as an 
audit or of companies registered in that State.

10AUDIT FORMAT



      TAX RESEARCH DEPARTMENT   THE INSTITUTE OF COST ACCOUNTANTS OF INDIA

108	 INTERNATIONAL TAXATION AND TRANSFER PRICING

ANNEXURE TO FORM NO. 3CEB

Particulars relating to international transactions  
�D�Q�G���V�S�H�F�L�¿�H�G���G�R�P�H�V�W�L�F���W�U�D�Q�V�D�F�W�L�R�Q�V���U�H�T�X�L�U�H�G 

to be furnished under section 92E of the  
Income-tax Act, 1961

PART A

1.	 Name of the assessee � …………………………………………………………

2.	 Address …………………………………………………………………………………

3.	 Permanent account number …………………………………………………

4.	 Nature of business or activities of the assessee* …………………
	 ………………………………………………………………………………………………

5.	 Status ……………………………………………………………………………………

6.	 Previous year ended ……………………………………………………………

7.	 Assessment year……………………………………………………………………

8.	 Aggregate value of international transactions as per books 
of accounts 		

����	 �$�J�J�U�H�J�D�W�H�� �Y�D�O�X�H�� �R�I�� �V�S�H�F�L�¿�H�G�� �G�R�P�H�V�W�L�F�� �W�U�D�Q�V�D�F�W�L�R�Q�V�� �D�V�� �S�H�U��
books of accounts 		

�
����&�R�G�H���I�R�U���Q�D�W�X�U�H���R�I���E�X�V�L�Q�H�V�V���W�R���E�H���¿�O�O�H�G���L�Q���D�V���S�H�U���L�Q�V�W�U�X�F�W�L�R�Q�V��
�I�R�U���¿�O�O�L�Q�J���)�R�U�P���,�7�5����
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PART B

(International Transactions)
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