
TRANSFER PRICING
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New Emerging Trends like Globalisation and the Increasing Participation of Multi-National Groups in the Economic Activities in the Country have given rise to new and complex issues emerging from
International Transactions entered into between two or more enterprises belonging to the same multi-national group. The Profits derived by such enterprises carrying on business in any country can be controlled
by the Multi-National Group which is functioning from some other country, by manipulating the prices charged and paid in such intra-group transactions, thereby leading to erosion of tax
The Provisions of Transfer Pricing are intended to ensure that the profits taxable are not understated(or the losses over-stated) by declaring lower receipts or higher outgoings than those that
would have been declared by persons entering into similar transactions with unrelated parties in similar circumstances. The basic intention underlying the Transfer Pricing Regulations is to prevent
shifting out of profits by manipulating prices charged or paid in International Transactions, thereby eroding the Country’s Tax Base.
The following needs to be clearly understood while computing the Arm’s Length Price (Fair Value of a transaction) in an International Transaction
1. Who is an Associated Enterprise
2. What is an International Transaction
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Two enterprises will be deemed to be Associated Enterprises if, at any point of time during the previous year –
1. Any Enterprise holds, Directly or Indirectly, shares carrying not less than 26% of the Voting Power in the other enterprise, or
2. Any Person or Enterprise holds , Directly or Indirectly, shares carrying not less than 26% of the Voting Power in each ofsuch enterprise, or
3. A Loan advanced by one Enterprise to the Other Enterprise constitutes not less than 51% of the Book Value of Total Assets of the Other Enterprise, or
4. One Enterprise guarantees not less than 10% of the total borrowings of the other Enterprise; or
5. More than half of the Board of Directors or Members of the Governing Board, or one or more executive directors or Executive Members of the Governing Board of One Enterprise are appointed by the
Other Enterprise, or
6. More than half of the Board of Directors of the Governing Board or one or more Executive Directors or Executive Members of the Governing Board of each of the 2 Enterprises are
same person or persons, or
7. The Manufacture or Processing of Goods or Articles or Business carried on by one Enterprise is wholly dependent on the use of Know-How, Patents, Copyrights, Trademarks, Licences, Franchises or
any other Business or CommercialRights ofsimilar nature, or any Data, Documentation, Drawing or Specification relating to any Patent, Invention, Model, Design, secret formula or process of which the
other enterprise is the owner or in respect of which the other enterprise has the exclusive Rights
8. 90% or more of the Raw Material and Consumables required for the Manufacture or Processing of Goods or Articles carried out by one enterprise, are supplied by the other enterprise, or by persons
specified by the other enterprise, and the prices and the other conditions related to the supply are influenced by such other enterprise, or
9. The Goods or Articles manufactured or processed by one enterprise are sold to the other enterprise or to persons specified by the other enterprise, and the prices and other conditions relating thereto are
influenced by such other enterprise, or
10. Where one enterprise is controlled by an Individual, the other enterprise is also controlled by such individual or his relative or jointly by such individual and relative ofsuch individual, or
11. Where one enterprise is controlled by a Hindu Undivided Family or by relative of a member ofsuch Hindu Undivided Family or jointly by such member and his relative, or
12. Where one enterprise is a firm, association of persons or body of individuals, the other enterprise holds not less than 10% interest in such firm, association of persons or body of individuals, or
13. There exists between two enterprises, any relationship ofMutualInterest as may be prescribed.
· Meaning of International Transaction
F
or the purpose of Provisions of Transfer Pricing, International Transaction means a transaction between two or more associated enterprises, either of whom are non-residents in the nature of
lease of tangible or intangible property, or provision ofservices, or lending or borrowing money, or any other transaction having a bearing on the profits, incomes, losses or assets of such enterprises, and shall
include a mutual agreement or arrangement between 2 or more associated enterprises for the allocation or apportionment of, or any contribution to, any cost or expense incurred or to be incurred in connection
with a benefit, service or facility provided or to be provided to any one or more such enterprises.
A transaction entered into by an enterprise with a person other than associated enterprise shall, for the purposes of the above, be deemed to be a transaction entered into between two associated enterprises, if
there exists a prior arrangement in relation to the relevant transaction behind such other person and the associated enterprise, or the terms of the relevant transaction are determined in such substance between
such other person and the associated enterprise.
While applying the Rules of Transfer Pricing and computing the Arm’s Length Price, various methods can be applied. (Refer Article- Transfer Pricing:Methods of Computation of Arm’s Length Price
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