
 

Transfer Pricing 

 

Learning Objectives 

→ Transfer Pricing 

→ Purpose 

→ Scope 

 

Example – Reducing tax 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Amazon 

India Ltd. 

Amazon 

US 

Tax Saving 

₹50,000 

Actual price ₹5,000 per unit 

Price charged ₹4,000 per unit 

Tax rate 

30% 

Sale of goods – 500 units 

Tax rate 

20% 

Influence the actual transaction price  

Save tax for the overall group 



 

Important Terms  

 
Arm’s Length Price: Price that would be paid if the transaction had taken place 

between two comparable independent and unrelated parties, where the 

consideration is only commercial. 

Transfer Pricing: Determination of price which is charged between two or more 

entities of an MNC operating in different countries 

The objective of transfer pricing provisions is to protect the tax base of India and 

to ensure that due to inter-company transactions, there is no reduction in the 

taxable profits 

Scope 

Charging Section- S. 92 

Any income arising from an “international transaction” shall be computed having 

regard to “the arm’s length price” 

→ International Transaction (S.92B) 

→ Associated enterprises (S. 92A) 

→ Computation of the arm’s length price (S. 92C) 

International Transaction (S.92B) 

❑ Transaction should be between two or more associated enterprises either or 

both of whom are non-residents 

❑ Purchase, sale or lease of tangible or intangible property 

❑ Provision of service 

❑ Lending or borrowing money 

❑ Any other transaction having a bearing on the profits, income, losses or 

assets of such enterprise 

❑ Mutual agreement or arrangement between two or more associated 

enterprise 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 of such 

enterprises. 

Transaction [S. 92F(v)] 

Transaction includes an arrangement, understanding or action in concert – 

❑ Whether or not such arrangement, understanding or action is formal or in 

writing; or 

❑ Whether or not such arrangement, understanding or action is intended to 

be enforceable by legal proceeding 

Specified Domestic Transaction  

Domestic transactions are under the purview of transfer pricing : 

Entities eligible for tax incentive (S. 10AA, 80IA) 

❑ Shifting of  profits  from  a profit-making entity to related entity which is into 

losses or from one group entity to another to take undue advantage of tax 

incentive (tax holiday or any other), can create unwarranted situation of 

significant revenue loss to the Government. 

❑ Total value of SDT exceeds 20 cr. – TP applicable 

Example 

Profit shifting from a domestic tariff area (DTA) unit to a tax holiday unit 

Actual situation 

Particulars Tax Holiday Unit DTA Unit 

Tax Rate - 30% 

Income from related party 

transaction (‘RPT’) 

100 
- 

Other income 300 300 

Expenses in relation to RPT - 100 

Other expenses 200 50 

Profit / (loss) 200 150 

Tax 
0 45 (i.e. 150 * 30%) 



 

 

 

Profit shifting from a domestic tariff area (DTA) unit to a tax holiday unit 

Shifting of profit 

Particulars Tax Holiday 

Unit 

DTA Unit 

Tax Rate - 30% 

Income from related party 

transaction (‘RPT’) 
250 - 

Other income 300 300 

Expenses in relation to RPT - 250 

Other expenses 200 50 

Profit / (loss) 350 0 

Tax 0 0 

 

Deemed International transaction - Example 

   

 

      Amazon Inc. Amazon Ltd. 

TP  

Flipkart Ltd. 

       Amazon Inc. 

Amazon Ltd. 

TP  



 

 

Example 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Deemed International transaction [S. 92B (2)] 

Transaction entered by an enterprise with a person other than an associated 

enterprise 

→ There exists a prior agreement in relation to the relevant transaction  

between  the  other  person and the associated enterprise or, 

→ Where the terms of the relevant transaction are determined in substance 

between such other person and the associated enterprise; 

→ Either the enterprise or the associated enterprise or both are non-residents 

→ Then such transaction entered into between the enterprise and the other 

person shall be  deemed to be an international transaction entered 

between two associated enterprises, whether such other person is a non-

resident. 

Flipkart Ltd. 

         Amazon Inc. 

Amazon Ltd. 

TP  

Transaction entered on 

1/2/2019 

Agreement for sale of 

Product X entered on 

1/1/2019 



 

 

Associated Enterprise (S. 92A) 

→ Associated enterprise refers to: 

→ An enterprise which participates, directly or indirectly, or through one or 

more intermediaries, in: 

→ Management of the other enterprise, or 

→ Control of the other enterprise, or 

→ Capital of the other enterprise 

→ Associated enterprises are those which are owned or controlled by the same 

or common entity/ person. 

 

Capital Based 

Associated Enterprise (S. 92A) 

Enterprise ownership: One enterprise holds 26% or more of the voting power, 

directly or indirectly, in the other enterprise. 

 

 

 

 

Voting power by common person : Any person or enterprise holds 26% or more 

of the voting power, directly or indirectly, in each of two different enterprises. 

 

 

  

A B C 
33% 40% 

A Ltd. 

X Ltd. Y Ltd. 

40% 40% 



 

 

 

Control Based 

Associated Enterprise (S. 92A) 

Appointment of Board by other enterprise - One Enterprise appoints 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 

another enterprise 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Associated Enterprise (S. 92A) 

Appointment of Board of two different enterprises by same person(s) - More 

than half of the directors or members of the governing board, or one or more of 

the executive directors or members of the governing board, of each of the two 

enterprises are appointed by the same person or persons. 

 

  

PQR Ltd 

Can appoint 

more than 4 

directors 



 

 

Capital Based 

 

 

 

 

 

 

 

 

 

 

 

 

 

Associated Enterprise (S. 92A) 

❑ Lender - One enterprise advances loan to the other enterprise of an amount 

of 51% or more of the book value of the total assets of such other enterprise 

❑ Guarantor - One enterprise guarantees 10% or more of the total borrowings 

of the other enterprise 

 

Management Based 

Associated Enterprise (S. 92A) 

Dependence on intangibles - The manufacture or processing of goods or articles 

or business carried out by one enterprise is wholly dependent (i.e. 100%) on the 

know-how, patents, copyrights, trade-marks, licenses, franchises etc 

 

 

 

 

 

  

Tata Sons 



 

 

Associated Enterprise (S. 92A) 

Dependence on supply in manufacturing process - 90% or more of raw 

materials and consumables required for the manufacture or processing of goods 

or articles or business carried out by one enterprise, are supplied by the other 

enterprise 

In any transaction, who decides the price of the product or good? - Seller 

Associated Enterprise (S. 92A) 

Dependence on sale - 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. 

Control Based 

Associated Enterprise (S. 92A) 

Individual Control: 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 his relatives. 

 

 

 

 

 

 

 

 

 

 

 

Mr. A Mr. B 

X Ltd. Y Ltd. 

Control 

Relatives 

Control 



 

Associated Enterprise (S. 92A) 

Control by Hindu Undivided Family: Where one enterprise is controlled by a 

Hindu  undivided family (HUF) and the other enterprise is controlled by a member 

of such HUF or by relative of a member of such HUF or jointly by such member 

and his relative 

 

 

 

 

 

 

 

 

Associated Enterprise (S. 92A) 

Holding in a firm, association of persons or body of individuals - Where one 

enterprise is a firm, association of persons or body of individuals, the other 

enterprise holds 10% or more interest in firm/AOPs/BOls. 

Mutual interest relationship - There exists between the two enterprises, any 

relationship of mutual interest, as may be prescribed. 

 

Mr. A Mr. B 

X Ltd. Y Ltd. 

Control 

Relatives 

Control 


