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Transfer Pricing —
Practical Constraints
and Obstacles

Whilst transfer pricing positions are being documented, the evolving business
environment may result in discrepancies between the transfer pricing

documentation and business realities.

ransfer pricing is traditionally viewed through

two lenses: planning and compliance. Planning

(and subsequent implementation) focuses on

establishing the optimal mix of functions, risks

and assets across the enterprise, and allocating
appropriate returns to them in order to maximise efficiency and
after-tax cash flow.

Compliance focuses on meeting statutory requirements in
order to provide sufficient justification and documentation for
transfer pricing positions taken during a specific period.

In Malaysia, transfer pricing is still a relatively new subject.
With the introduction of the Malaysian Income Tax (Transfer
Pricing) Rules 2012 and the Malaysian Transfer Pricing
Guidelines 2012, corporate Malaysia has been busy coming to
grips with the various compliance requirements.

Here, compliance is the focus rather than planning. Whilst
transfer pricing positions are being documented, the evolving
business environment may result in discrepancies between the
transfer pricing documentation and business realities.
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This article highlights some institutional and practical
constraints that can have far-reaching implications for both
transfer pricing planning and compliance.

These constraints may be encountered during the design,
implementation or documentation stages, as discussed
below.

|. Design

Many elements are necessary for an effective transfer pricing
design; however, none is more critical than the availability of
sufficient and accurate financial data.

Specific data requirements will be dictated by the facts and
circumstances of the intercompany transaction(s) and planning
goals; however, without an adequate level of granularity, effective
transfer pricing planning is simply not feasible.

Examples of commonly encountered data shortcomings
include the availability of (or rather lack of) product-specific or
channel-specific profitability data and reliable projections.

While most companies maintain some level of segmented






