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Transfer Pricing: A World of Pain
Yet another unwelcome side effect of the global recession: hungrier international tax authorities. experts 
say that officials in previously tax-friendly countries, including china and India, are looking to fill their coffers by ex-
tracting more from u.S.-based multinationals. among their favorite areas to probe: transfer pricing, or the pricing of 
sales between subsidiaries and subsequent allocation of taxable income among various countries. long a focus of the 
u.S. Internal revenue Service, transfer pricing is “the lowest-hanging fruit, because it’s very subjective and most com-
panies don’t have adequate documentation to back up their assertions,” says larry harding, ceo of high Street Part-
ners, an international business-expansion consultancy.

changes are perhaps most dramatic in china, where foreign businesses enjoyed favorable treatment (even sur-
passing that of local companies) until last year. In January, china’s tax authorities issued new rules requiring foreign 
multinationals to submit extensive transfer-pricing documentation by year-end. more recently, they circulated a no-
tice to local tax authorities urging rigorous enforcement on a variety of business-tax issues, including transfer pricing. 
“a lot of u.S. companies will be exposed,” predicts harding.

china is hardly alone. “there’s an explosion of transfer-pricing controversies out there,” says Garry Stone, global 
transfer-pricing leader for Pricewaterhouse coopers. the number of such disputes among his clients doubled over the 
past year, he says, with India, canada, turkey, and Greece among those bringing more scrutiny to bear. the areas that of-
ten lead to controversy include intellectual-property values, costs of back-office functions, and losses of any type, he says.

meanwhile, the IrS is maintaining its aggressive approach to transfer pricing. the agency recently fought through 
the courts to force semiconductor com-
pany Xilinx to allocate stock-option 
expenses to its Irish subsidiary, boost-
ing the company’s u.S. tax bill by about 
$40 million and leading many other tech 
firms, including apple, cisco, and ca-
dence Design Systems, to take addition-
al income-tax expenses. Stone says he 
understands that the IrS is adding 1,200 
people to its international staff this year; 
the 2010 budget calls for another 800.

how to cope? Stone says more 
companies are seeking advance pricing 
agreements in which a company 
gets preapproval for its transfer- 
pricing methodology from tax authori-
ties. Failing that, updated documenta-
tion and clear explanations of method-
ologies are critical. Despite such efforts, 
in some cases it may be impossible to 
avoid a penalty. “even if you have the 
documentation and it is perfect, it could 
be challenged,” says harding. “a lot of 
governments go in there planning to get 
something.”  —a.S.

Canada
Merck paid an extra 

$660 million in taxes and 
interest here earlier 

this year and has  
another $500 million 

under dispute. 

EuropE
Germany’s new tax rules 

for restructuring  
are triggering many 

audits for multinationals. 
Other Eurozone countries 
remain aggressive—and 

efficient—as well.

China
New transfer-pricing 

documentation  
requirements and a  

new emphasis on en-
forcement mean foreign 

companies are likely  
to be paying more to do 

business here.

india
Authorities have gotten 

steadily more aggressive 
since transfer-pricing 
audits began in 2003. afriCa

South Africa is already 
actively enforcing 

transfer-pricing rules; 
Egypt is now working on 
new regulations that will 

likely increase enforce-
ment activities. 

MExiCo
Mexican tax authorities 

are asking Hasbro  
to pay an additional 

$98 million; the toymaker  
is “vigorously  

disputing” those charges. 
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