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Transfer Pricing – Introduction

► Transfer pricing refers to the pricing of goods, services, and intangibles between related entities in a 
multinational enterprise (MNE). It plays a crucial role in international taxation, ensuring fair profit 
distribution across jurisdictions.

► Governments and tax authorities closely monitor transfer pricing practices to avoid profit shifting and 
tax evasion

Significance of Transfer Pricing

► Affects taxation, profitability, and regulatory compliance.

► Ensures transactions reflect market dynamics.

► Helps MNCs meet the Arm's Length Principle (ALP)
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Arms’s Length Principle (ALP)

► Arm's length principle (ALP) is the worldwide basis for transfer pricing rules. It states that related 
parties' transactions must be priced as though they were transacted between unrelated parties in 
similar situations. It ensures equitable taxation and avoids the manipulation of profit

Why ALP

► Ensures fair taxation

► Prevents artificial profit shifting

► Aligns with OECD guidelines

► Reduces tax disputes & audits
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Common Transfer Pricing Methods

Tax authorities identify various transfer 
pricing methods to fulfill the arm's length 
principle

► Comparable Uncontrolled Price (CUP)

► Resale Price Method(RPM)

► Profit Split Method (PSM)

► Cost Plus Method (CPM)

► Transactional Net Margin Method 
(TNMM)
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Transfer Pricing Regulations and Compliance

► Various nations have passed transfer pricing legislation to prevent tax evasion and promote equitable 
profit allocation. 

► The Organization for Economic Co-operation and Development (OECD) and the United Nations (UN) 
have created transfer pricing guidelines that will help countries regulate intercompany transactions.

► Governments and tax authorities closely monitor transfer pricing practices to avoid profit shifting and 
tax evasion

Maintaining TP Documentation – Indian Scenario

► Taxpayers are required to maintain information related to international transactions undertaken with 
Associated Enterprises.

► Such requirements can broadly be divided into two parts

• Information on the ownership structure of the taxpayer, a group profile, and a business 
overview of the taxpayer and AEs, including prescribed details such as the nature, terms, 
quantity, and value of international transactions. The rules also require the taxpayer to 
document a comprehensive transfer pricing study

• Adequate documentation must be maintained to substantiate the information, analysis, 
and studies documented under the first part of the rule. It also contains a recommended 
list of such supporting documents, including Government Publications, Reports, studies, 
technical publications, and market research studies undertaken by reputable institutions, 
Price publications

► Companies to which transfer pricing regulations are currently applicable are required to file their tax 
returns on or before November 30, following the close of the relevant tax year.

► The prescribed documents must be maintained for a period of eight years from the end of the relevant 
tax year and must be updated annually on an ongoing basis.

Exemptions – Indian Scenario

Taxpayers having aggregate international transactions below the prescribed threshold of INR 10 million 
and specified domestic transactions below the threshold of INR 200 million are relieved from maintaining 
the prescribed documentation
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Transfer Pricing- Issues

Transfer pricing presents a few problems for corporations as well as tax administrations, such as:

Impracticality in Implementation: Finding arm's length prices in case of a specific transaction 
becomes challenging.

Risk of Double Taxation: Conflicts between tax authorities of different countries can lead to double 
taxation.

Regulatory Compliance: Complying with changing transfer pricing regulations consumes a lot of effort 
and paperwork



Notice to the reader     

____________________________________________________

G. Joseph & Associates (GJA) is a firm of Chartered Accountants registered with the 
Institute of Chartered Accountants of India. This document forms part of GJA 
Learning, a publication intended solely for internal circulation and for distribution to 
select clients of GJA. It is not meant for wider public dissemination.

The contents herein represent the views and interpretations of GJA as of the date 
of publication. They are intended to provide general information and should not be 
construed as professional advice, legal opinion, or a recommendation for making 
business, financial, or investment decisions. Readers are advised to consult their 
own advisors before acting on any information contained in this document.

While due care has been taken to ensure the accuracy of the content, GJA makes 
no representation or warranty, express or implied, as to the completeness or 
correctness of the information. GJA shall not be held responsible for any direct or 
consequential loss arising from reliance on this document.

Importantly, GJA is under no obligation to update this document in light of 
subsequent amendments, notifications, judicial rulings, or changes in interpretation 
of the law. Any part of this document, or extracts thereof, may not be reproduced, 
circulated, or communicated to third parties without prior written consent from 
GJA.
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