
Section III

Transfer Pricing in Trade Transactions

In this part of the study an attempt has been made to view at the 'grey' area where there is potential for 'transfer pricing'.  Transfer pricing refers to prices at which goods and services are exchanged between business associates.  This practice is often associated with transnational corporations in situations when prices could be consciously fixed to benefit one of the transacting party.  Prices fixed under this practice could be quite different from market transactions between unrelated parties (i.e. arm’s length prices).   Operationally, transfer pricing takes the form of over and under invoicing and is motivated by a desire to negate government regulations may it be in the field of corporate tax, excise or custom duties, currency regulations, norms on business profits, or in licensing of production and guidelines for other business payments.  It could even be related to the extent of ownership as between wholly-owned subsidiaries, joint ventures and various other degrees of outside ownership.  For instance, in case of part-owned enterprises (e.g., listing on host country stock exchanges), the foreign company would only get a share in profits proportionate to its share in the enterprise’s equity unlike in a wholly-owned subsidiary.  The capacity to indulge in transfer pricing is a direct function of the international network of business associations while the need for it is dictated by taxes, duties and ownership levels.  In this sense, TNCs are more conveniently placed to effectively practice transfer pricing as also have the need to practice the same.  


Transfer pricing is, therefore, often discussed with reference to intra-firm trade across national borders.  However, there are instances of transfer pricing between companies which are neither subsidiaries nor a part of the same corporate group and the two may even be residents of the same country.  Tie-in clauses in licensing agreements or technical or financial collaborations may make it obligatory on one party to purchase goods from the licenser or parties designated by the licenser.  The supplier and buyer need not be TNCs; the two could be personally related or have close business association.  The phenomenon of buy-back agreements and selling agencies involving NRIs and OCBs is a case in point.  


Over the past few years, Indian investments abroad are growing fast (Table-I.24).  In addition to the officially established joint ventures, there are a number of foreign subsidiaries of Indian companies and other foreign companies in which Indian companies own share capital.  Table-I.25 shows an illustrative list of overseas companies in which a few leading Indian companies/houses hold shares and/or Indians are directors.  The growth in Indian direct investments abroad underline the need to broaden the scope for detection of transfer pricing to focus on the Indian enterprises as well. 
  

Table-I.24

Indian Direct Investment Abroad

	Year

(End-March)
	Amount

(US$ mn.)

	(1)
	(2)

	1987
	97

	1992
	247

	1996
	481

	1997
	618

	1998
	706

	1999
	1,707

	2000
	1,859

	2001
	2,373

	2002
	3,012





Source: Reserve Bank of India.

Table-I.25

Illustrative List of Foreign Subsidiaries and 

Affiliates of Indian Companies 

	Birla

	P.T. Indo Bharat Rayon Co. Limited, Indonesia

	Alexandria Carbon Black Co., S.A.E.

	Birla International Ltd. – Isle of Man

	Thai Rayon Public Company Limited, Thailand

	A.V Cell Inc., Canada

	Indophil Textile Mills Inc., Philippines

	Thai Carbon Black Public Company Limited, Thailand

	Tata

	IMD Lusanne, Switzerland

	Tata AG., Switzerland

	Tata Inc. USA

	Tata International AG., Switzerland

	Tata Technologies Pte Ltd., Singapore

	Tata Enterprises (Overseas) AG

	Tata Limited

	Tata Precision Industries Pte Ltd

	Tata Tea Inc

	Tata Tea (GB) Ltd., UK

	Tata Technologies, USA

	Tetley Group Ltd, UK

	Zee Telefilms

	             Expand Fast Holdings Ltd, British Virgin Islands

	             Winterheath Co Ltd, British Virgin Islands

	             Zee Multimedia Worldwide Ltd, British Virgin Islands

	             Zee Telefilms (International) Ltd., British Virgin Islands

	             Asia Today Ltd., Mauritius

	             Asia TV (USA) Ltd., Mauritius

	             Asia TV (Africa) Ltd., Mauritius

	             Software Supplies Intl. Ltd., Mauritius

	             Zee Multimedia Worldwide (Mauritius) Ltd

	             Expand Fast Holdings (Singapore) Pte Ltd

	             Asia TV Ltd., UK

	             Zee TV USA Inc., USA

	             Zee TV South Africa (Proprietary) Ltd

	             Asia TV (Netherlands) Ltd

	Lalbhai

	Arvind Overseas (M) Ltd.

	Arvind Worldwide Inc., USA

	Arvind Worldwide (M) Inc

	Big Mill Lauffenmuhle GmbH, Germany

	Mahindra 

	Mahindra Consulting Inc.

	MBT International Inc

	MBT Gmbh

	Mahindra USA Inc.

	Mahindra Intertrade (UK) Ltd

	NIIT

	NIIT (USA) Inc

	NIIT Europe Ltd., UK

	NIIT Europe GmbH, Germany

	NIIT Nordiska AB, Sweden

	NIIT Benelux, Netherlands

	NIIT Middle East EC, UAE

	NIIT, Egypt

	NIIT Middle East WLL, Bahrain

	NIIT Bangladesh

	NIIT Hong Kong

	NIIT Asia Pacific Pte Ltd., Singapore

	NIIT (Malaysia) Sdn Bhd, Malaysia

	NIIT (Thailand) Ltd

	NIIT Japan KK

	NIIT Asia Pacific Pty Ltd., Australia

	NIIT Belgium SA, Belgium

	

	Ranbaxy

	Basics GmbH

	Ranbaxy (Netherlands) B.V.

	Ranbaxy (SA) Pty Ltd.

	Ranbaxy (U.K.) Ltd.

	Ranbaxy Egypt Ltd.

	Ranbaxy Europe Ltd.

	Ranbaxy Ireland Ltd.

	Ranbaxy Nigeria Ltd.

	Ranbaxy Pharmaceuticals B.V.

	Ranbaxy Poland Sp. zoo

	Ranbaxy (Guangzhou China) Ltd.

	Ranbaxy (Hong Kong) Ltd.

	Ranbaxy (Malaysia) Sdn. Bhd.

	Ranbaxy PRP (Peru) S.A.C.

	Ohm Laboratories Inc.

	Ranbaxy Pharmaceuticals Inc.

	Ranbaxy Schein Pharma LLC.

	Asian Paints

	Asian Paints (Mauritius) Ltd.                         

	Asian Paints (International) Ltd.

	Asian Paints (Middle East) LLC 

	Asian Paints (Nepal) Pvt Ltd.                         

	Asian Paints (South Pacific) Holdings Ltd.     

	            Asian Paints (Tonga) Ltd.                             

	            Asian Paints (SI) Ltd.             

	            Asian Paints (Vanuatu) Ltd.     

	            Asian Paints (Queens Land) Ltd.                    

	            Asian Paints (Lanka) Ltd.                               

	            Asian Paints (Bangladesh) Ltd.       

	Reliance

	             Reliance Infocom Inc

	             Reliance Technologies LLC

	             Reliance Infocom BV

	             Reliance Europe Ltd

	Adani

	             Adani Global Ltd., Mauritius

	             Adani Global Pte Ltd, Singapore

	             Adani Global FZE, UAE

	HCL

	             HCL Technologies Bermuda Ltd

	             HCL Technologies America Inc., USA

	             HCL Technologies Europe Ltd., UK

	             HCL Technologies Sweden AB

	             HCL Technologies (Netherlands) BV

	             HCL Technologies GmbH, Germany

	             HCL Technologies Schweiz AG, Switzerland

	             HCL Technologies Italy SLR

	             HCL Technologies Belgium NV

	             HCL Technologies Australia Pty Ltd

	             HCL Technologies (New Zealand) Ltd

	             HCL Technologies (Hong Kong) Ltd

	             HCL Technologies Japan Ltd

	             HCL Technologies South Africa (Proprietary) Ltd

	             HCL Holdings GmbH, Austria

	             HCL Capital Pvt. Ltd., Bermuda

	             Intellcent Inc., USA

	Infosys

	                Yantra Corp., USA

	                EC Cubed Inc., USA

	                Alpha Thinx Mobile Phone Services AG, Austria

	                Asia Net Media (BVI) Ltd., the British Virgin Islands

	                CiDRA Corporation, USA

	                JASDIC Park Company, Japan

	                M-Commerce Ventures Pte Ltd, Singapore

	                On Mobile Systems Inc., (formerly Onscan Inc.) USA

	                Stratify Inc., (formerly PurpleYogi Inc.), USA

	                Workadia Inc., USA

	Satyam       

	              Vision Compass Inc.

	               Satyam Manufacturing Technologies Inc.

	               Satyam (Europe) Ltd

	               Satyam Asia Pte Ltd

	               Satyam Japan Ltd

	Wipro

	                 Wipro Inc. USA

	                 Enthink Inc. USA

	                 Wipro Japan KK

	



Apart from the spread of overseas investments by Indian companies which could increase the scope for transfer pricing, a point that needs careful consideration is with regard to imports from trading companies.  In case of imports from trading companies, the manufacturer remains in the background.  Use of the intermediary could help avoid scrutiny under transfer pricing regulations.  The possibility of an understanding between the two is high if the manufacturer and supplier belong to the same country.  To gain an idea of the role of trading companies on the one hand and related party transactions on the other, the import DTRs for the year 1994-95 were examined.  DTRs of importers belonging to the top 100 houses and foreign-controlled companies were separated from the main file and names of the suppliers were standardised.   For each importer, individual suppliers were examined from the point of whether the latter had any direct or indirect equity participation or technical collaboration agreements with the importer.  Apart from the general trading companies of Japan
 other trading companies were identified from among the suppliers.  The shares of different categories of suppliers according to the type of importer are shown in Table-I.26.  It is pertinent to note that the share of parents and affiliates is the highest for foreign-controlled companies as they procured at least one-third of their total imports from such entities.  Illustrative cases of FCCs importing from their parents and affiliates are shown in Table-I.27.  In the case of Indian top houses too, the share is substantial at about 10 per cent.  Interestingly, supplies by trading companies formed a major portion (nearly one-fourth) of imports of Indian large houses.  


More direct and recent evidence confirms the extensive inter-branch transactions by TNCs.  For instance, Asea Brown Boveri Ltd reported that it transacted, in addition to the holding company, with as many as 136 fellow subsidiaries during 2001. Interestingly, there was no mention of any single foreign affiliate while the names of Indian affiliates were given. The company imported raw materials and components worth Rs. 164 crores.  It has been stated that the total purchases of raw materials and components from fellow subsidiaries during the year was of the order of Rs. 136 crores thereby implying that the fellow subsidiaries accounted for 83 per cent of such imports. 
   Similarly, Ingersoll Rand (I) Ltd also reported only the names of the foreign holding company and fellow subsidiaries.  In its case too, transactions with such companies accounted for bulk of the imports and exports.   While total exports during 2001-02 amounted to Rs. 80 crores, sales to the holding company and fellow subsidiaries were of the order of Rs. 79 crores.  Similarly, against the Rs. 68 crores worth of import of raw materials and components, imports from these related parties amounted to Rs. 51 crores.
  An examination of the Annual Report of Gillette India for the year 2001 also brings out a similar phenomenon.

Table-I.26

Shares of Different Types of Suppliers in Imports: 1994-95

	Importer Category
	Share of the Suppliers (%)

	
	Parents, Affiliates, Collaborators & EPC Cos.
	Trading Companies
	Others
	Total

	(1)
	(2)
	(3)
	(4)
	(5)

	Foreign-Controlled Cos.
	33.88
	10.51
	55.61
	100.00

	Top 50 Houses
	9.54
	23.78
	66.68
	100.00

	Second 50 Houses
	11.65
	26.26
	62.08
	100.00

	Total
	16.66
	20.70
	62.64
	100.00


Generated from the DTR data.

The importance of trading companies can also be seen from the fact that out of the top 25 suppliers for the large house companies and FCCs, the top five are trading companies (Table-I.28).  Out of the remaining 20, another 10 can be termed as trading companies.   Two EPC companies
 were also supplying entirely to the companies with which they had approved collaboration agreements.  There are only four companies which appeared to supply entirely to unrelated parties.  


It is interesting to note that Tata Incorporated of USA, belonging to the Tata House, is among the top suppliers and it stood at the 17th position.  According to the House, the company specialises in all facets of global trading, including the purchase of capital goods and machinery, raw materials, the chartering of vessels, etc.  In the US, it arranges delivery of the goods to customers’ premises. All products of Tata Steel and Tata SSL are exclusively handled by Tata Inc. Apart from handling products manufactured by Tata Companies, it also markets products manufactured by other steel plants in India.  It purchases equipment, spares and raw materials mainly for Tata Companies.  It offers its services to other companies too.
  In this background, it is not surprising to find that apart from Tata House companies, among its consignees in India are: Bombay Dyeing, Mahindra Ugine, Kalyani Steels, and Mukand Ltd.

Table I.27


       Illustrative List of Foreign-Controlled Companies 

Importing from their Parents and Affiliates
	Importer
	Supplier
	Share in Total Imports (%)

	Abbott Labs Ltd
	Abbott Chemicals Inc
	38.36

	 
	Abbott Labs.
	33.78

	Total
	 
	72.14

	Alfa Laval India Ltd
	Alfa Laval International SA
	13.92

	 
	Alfa Laval Separation A S
	10.76

	 
	Alfa Laval Thermal Ab
	17.51

	 
	Tetra Laval Fats and Oils Ab
	3.38

	Total *
	
	58.88

	Ashok Leyland Ltd
	Iveco Fiat Spa
	100.00

	Total
	 
	100.00

	Atlas Copco (India) Ltd
	Atlas Copco Airpower N V Belgium
	45.87

	 
	Atlas Copco Comptec Inc
	9.63

	 
	Atlas Copco Energas Gmbh
	3.89

	Total *
	
	63.08

	BASF India Ltd
	BASF Ag
	64.96

	Total *
	
	65.51

	Bayer India Ltd
	Bayer Ag
	59.61

	 
	Bayer Antwerpen N V
	6.72

	 
	Bayer India Ltd
	4.27

	Total *
	 
	70.85

	Bharat Shell Pvt Ltd
	Shell Gas Trading (Asia Pacific) Inc
	78.32

	 
	Shell International Chemical Co Ltd
	4.91

	 
	Shell International Trading Co
	13.95

	Total *
	 
	100.00

	Birla 3M Pvt Ltd
	Birla 3M Ltd
	100.00

	Total
	 
	100.00

	Black & Decker Bajaj Pvt Ltd
	Black & Decker Corpn
	34.54

	 
	Black & Decker Global Purchasing Asia
	9.64

	 
	Black & Decker Industriale S.P.A.
	21.93

	 
	Black & Decker Overseas A.G.
	15.10

	Total *
	 
	83.87

	Cee Kay Daikin Ltd
	Daikin Mfg Co Ltd
	90.88

	Total
	 
	90.88

	Colour Chem Ltd
	Hoechst Ag
	46.25

	 
	Hoechst Celanese Chemical Group Inc
	6.11

	 
	Hoechst International Tokyo K.K.
	1.85

	Total
	 
	54.21

	Daewoo Motors Ltd
	Toyota Motor Corp
	74.75

	 
	Toyota Tsusho Corp
	25.25

	Total
	 
	100.00

	DCM Toyota Ltd
	Toyota Tsusho Corp
	100.00

	Total
	 
	100.00

	Du Pont South Asia Ltd
	Du Pont De Nemours (Nederland) Bv
	43.72

	 
	Du Pont De Nemours Luxembourgh Sa
	10.24

	 
	Du Pont Kabushiki Kaisha
	10.56

	 
	Du Pont Mitsui Flurochemicals Co Ltd
	35.47

	Total
	 
	99.99

	Escorts Claas Ltd
	Claas Ohg
	66.48

	Total
	 
	66.48

	Escorts Herion Ltd
	Herion Werke Kg
	77.50

	Total
	 
	77.50

	Escorts Tractors Ltd
	New Holland Ford Ltd
	78.74

	Total
	 
	78.74

	Eureka Forbes Ltd
	Electrolux Major & Floor
	100.00

	Total
	 
	100.00

	Fisher Rosemount India Ltd
	Fisher Rosemount Inc USA
	35.68

	 
	Rosemount
	3.93

	 
	Rosemount Analytical Inc
	5.58

	 
	Rosemount Inc
	33.43

	Total *
	 
	84.70

	Fleetguard Filtration Systems I Pvt Ltd
	Fleetguard Inc
	93.41

	 
	Fleetguard International Corp
	4.48

	Total *
	 
	99.99

	Fujitsu ICIM Ltd
	Fujitsu (Singapore) Pte Ltd
	8.84

	 
	Fujitsu Hong Kong Ltd
	3.31

	 
	Fujitsu Ltd
	3.26

	 
	ICI Ltd
	37.40

	Total *
	 
	58.34

	Fuller KCP Ltd
	Fuller International Inc
	64.14

	Total
	 
	64.14

	GE Apar Lighting Pvt Ltd
	GE
	16.04

	 
	GE Lighting
	23.63

	 
	General Electric Co
	2.98

	 
	General Electric Do Brasil SA
	33.32

	 
	GE Glass Lighting Ltd
	0.44

	Total *
	 
	78.21

	German Remedies Ltd
	Schering Ag
	47.43

	 
	Asta Medica Ag.
	12.96

	Total *
	 
	64.95

	Gl Rexroth Inds Ltd
	Mannesmann Exports
	0.62

	 
	Mannesmann Rexroth
	55.48

	 
	Rexroth
	5.42

	 
	Rexroth Brueninghaus Hydromank Gmbh
	9.84

	 
	Rexroth Sigma S A
	9.36

	Total
	 
	80.72

	Godrej Kis Ltd
	Kis Sarl-France
	47.98

	Total
	 
	47.98

	Gotco India Pvt Ltd
	Gotco USA Inc
	100.00

	Total
	 
	100.00

	Graphite Vicarb India Ltd
	Vicarb
	70.10

	Total
	 
	70.10

	Hero Honda Motors Ltd
	Honda Motor Co Ltd
	47.42

	 
	Honda Trading Corp
	3.22

	Total
	 
	50.64

	Hindustan Ciba Geigy Ltd
	Ciba
	3.01

	 
	Ciba Geigy
	19.98

	 
	Ciba Geigy Ltd
	43.77

	 
	Hindustan Ciba Geigy Ltd
	0.48

	Total
	 
	67.24

	Hoechst India Ltd
	Hoechst Ag
	67.83

	 
	Hoechst India Ltd
	2.30

	 
	Hoechst International Tokyo K.K.
	3.33

	Total
	 
	73.46

	Hoerbiger India Ltd
	Hoebiger Ventilwerke Ag.
	61.51

	 
	Hoerbiger Ventilwerke Ag
	38.49

	Total
	 
	100.00

	Hoganas India Ltd
	Hoganas A.B.
	89.94

	 
	Hoganas India Ltd
	1.73

	Total
	 
	91.67

	Hyundai Heavy Inds Co Ltd
	Hyundai Heavy Industries Co Ltd
	59.19

	Total
	 
	59.19

	India Photographic Co Ltd
	Eastman Kodak Co.
	2.05

	 
	Kodak (Aus) Pty Ltd
	2.10

	 
	Kodak (Near East) Inc
	61.61

	 
	Kodak Inc
	24.99

	Total *
	 
	92.19

	Indian Additives Ltd
	Chevron Chem Inds Sales
	32.42

	 
	Chevron Chemical International Inc.
	38.82

	 
	Chevron Chemical Pte Ltd
	27.25

	 
	Oronite Chevron Chemical SA
	1.51

	Total
	 
	100.00

	Indian Shaving Products Ltd
	Gillette Co
	47.79

	 
	Gillette UK Ltd
	2.21

	Total
	 
	50.00

	Ingersoll Rand India Ltd
	Ingersoll Rand International Sales Inc
	16.99

	 
	Dresser Rand Co
	8.06

	 
	Ingersoll Rand
	11.77

	 
	IRAbg Allgemeine Hameln
	3.89

	Total
	 
	41.29

	
	
	

	Kalyani Brakes India Ltd
	Nabco Ltd
	44.90

	 
	Allied Signal Aftermarket Europe
	10.99

	 
	Allied Signal Automotive
	13.87

	 
	Allied Signal Systems
	3.27

	 
	Allied Signal
	5.29

	
	Nabco Ltd
	4.17

	 
	Nabco Ltd
	5.30

	Total
	 
	87.79

	Kanthal Bimetals India Ltd
	Kanthal Ab
	95.75

	 
	Kanthal Bimetals India Ltd.
	4.25

	Total
	 
	100.00

	Kelloggs India Ltd
	Kellogg Co Of Gb Ltd
	1.84

	 
	Kellogg USA
	76.11

	Total
	 
	77.95

	Kirloskar Cummins Ltd
	Cumins Engine Co USA
	2.17

	 
	Cummins Diesel Sales Corporation
	11.21

	 
	Cummins Engine Co
	58.76

	Total *
	 
	72.79

	Kirloskar Ebaraa Pumps Ltd
	Ebara Corpn
	96.23

	Total
	 
	96.23

	Total
	 
	15.81

	Kvaerner Boving Construction
	Kvaerner Boving Construction Ltd
	100.00

	Total
	 
	100.00

	L&T Niro Ltd
	Niro A/S
	99.33

	Total *
	 
	100.00

	Lipton India Exports Ltd
	Lipton Ltd
	74.91

	Total
	 
	74.91

	Mafatlal Lubricants Ltd
	Motul Motor Oil
	27.94

	 
	Motul Oil S A France
	66.85

	Total
	 
	94.79

	Mattel Toys India Ltd
	Mattel Tools Sdn Bhd
	66.88

	 
	Mattel Toys Singapore Pte Ltd
	4.41

	 
	Mattel Toys Vendor Operation Ltd
	7.39

	Total *
	 
	80.16

	Mercedes Benz India Pvt Ltd
	Mercedes Benz Ag
	100.00

	Total
	 
	100.00

	Modi Federal Ltd
	Federal Paper Board Inc
	80.09

	Total
	 
	80.09

	Modi Gbc Ltd
	General Binding Corpn
	57.83

	Total
	 
	57.83

	Modi Hoover Ltd
	Hoover Ltd
	75.95

	 
	Modi Hoover Ltd
	18.87

	Total
	 
	94.82

	Modi Mirrless Blackstone Ltd
	Mirrlees Blackstone Ltd
	93.57

	Total
	 
	93.57

	Modi Xerox Ltd
	Rank Xerox Ltd
	83.81

	 
	Xerox Ltd
	11.30

	Total
	 
	95.11

	Monsanto Chem Of India
	Monsanto Chemical Co Ltd
	18.24

	 
	Monsanto Co
	81.67

	Total *
	 
	100.00

	Munjal Showa Ltd
	Showa Corp
	89.93

	 
	Showa Manufacturing Co
	10.07

	Total
	 
	100.00

	Nestle India Ltd
	Nestle UK Ltd
	8.26

	 
	Nestle S A
	85.15

	Total
	 
	93.41

	Philips India Ltd
	Philips
	20.39

	 
	Philips Hongkong Ltd
	2.49

	 
	Philips Japan Ltd
	7.13

	 
	Philips Lighting Bv
	9.77

	 
	Philips Singapore Pte Ltd
	4.06

	Total *
	 
	52.02

	Rhone Poulenc India Ltd
	Rhone Poulenc
	35.81

	 
	Rhone Poulenc Agrochimie
	13.13

	 
	Rhone Poulenc Rorer SA
	40.12

	Total
	 
	89.06

	Roche Products Ltd
	F Hoffmann La Roche Ag
	42.07

	 
	F Hoffmann La Roche Ltd
	14.69

	Total *
	 
	57.60

	Roussel India Ltd
	Roussel Uclaf
	97.42

	Total *
	 
	98.34

	SAB Nife Power Systems Ltd
	Saft Nife AB
	100.00

	Total
	 
	100.00

	Sandoz India Ltd
	S&G Seeds BV Export
	14.60

	 
	Sandoz
	11.03

	 
	Sandoz Pharma AG
	36.20

	Total *
	 
	65.87

	Sandvik Asia Ltd
	AB Sandvik Central Service
	4.38

	 
	AB Sandvik Coromant
	16.95

	 
	AB Sandvik Rock Tools
	2.35

	 
	Sandvik
	34.80

	 
	Sandvik Asia Ltd
	4.65

	Total *
	 
	66.22

	Siemens Information Systems Ltd
	Siemens Nixdorf
	100.00

	Total
	 
	100.00

	Siemens Ltd
	Siemens
	61.14

	 
	Siemens Elema Ab
	2.84

	 
	Siemens Showa Solar Pte Ltd
	1.64

	Total*
	 
	66.81

	SKF Bearings India Ltd
	SKF
	6.68

	 
	SKF Industries S.P.A.
	20.24

	 
	SKF Osterreich Ag
	3.46

	 
	SKF South  East Asia & Pacific Pte Ltd
	3.61

	 
	SKF Sverige Ab
	2.14

	Total*
	 
	44.21

	Sulzer India Ltd
	Ferrum
	4.47

	 
	Sulzer Burckhardt
	35.56

	 
	Sulzer Chemtech Ag,
	13.65

	 
	Sulzer Ruti Ltd
	7.65

	Total *
	 
	62.20

	Tata Honeywell Ltd
	Honeywell
	15.63

	 
	Honeywell Automation & Control.
	4.17

	 
	Honeywell Inc
	37.63

	Total
	 
	58.18

	Tetrapak India Pvt Ltd
	Tetra Pak
	98.87

	Total
	 
	98.87

	Timex Watches Ltd
	Tmx Hong Kong Ltd
	18.12

	 
	Tmx Ltd
	35.05

	 
	Tmx Philippines Inc
	11.54

	 
	Tmx Watch Ltd.
	7.66

	Total *
	 
	73.65

	Total Lubricants India Pvt Ltd
	Total Reffinage Distribution Sa
	88.01

	 
	Total Lubricants Middle East
	8.64

	Total *
	 
	96.87

	Vickers Systems Intl
	Vickers, a Trinova Co.
	61.42

	 
	Vickers CFP
	5.39

	 
	Vickerz Inc
	4.61

	Total *
	 
	78.18

	Videocon Vcr Ltd
	Mitsubishi Corp
	71.85

	Total
	 
	71.85

	Wartsila Diesel India Ltd
	Wartsila Diesel
	83.15

	Total
	 
	83.15

	Zf Steering Gears India Ltd
	ZF Friedichshafen AG Germany
	80.73

	 
	ZF Gesxhaftsbereich Lenkungstechnik
	2.95

	 
	ZF Steering Gears India Ltd
	1.85

	Total *
	 
	85.64




* Total includes imports from other associates

Table-I.28

Top 25 Suppliers to Large House Companies and 

Foreign-Controlled Companies

	
	
	Share in Supplies (%)

	
	Name of the Supplier
	Collaborators/Fellow Group Companies
	Other Importers

	
	(1)
	(2)
	(3)

	1
	Mitsubishi Corp*
	19.79
	80.21

	2
	Richmond Trading & Invest Co Ltd #
	
	100.00

	3
	Hing Wah Trading #
	
	100.00

	4
	Nissho Iwai Corp*
	
	100.00

	5
	Marc Rich & Co Ltd #
	
	100.00

	6
	Fuji Photo Film Co Ltd
	99.93
	0.07

	7
	Itochu Corp*
	
	100.00

	8
	Phibro Gmbh #
	
	100.00

	9
	Kanematsu Corpn*
	
	100.00

	10
	Samsung Corp
	7.34
	92.66

	11
	Barmag Ag Germany
	
	

	12
	DTC London #
	
	100.00

	13
	John Brown Engineers & Constructions @
	100.00
	

	14
	Steel Co-Ordinating Services #
	
	100.00

	15
	Toyo Engg Corpn @
	100.00
	

	16
	FLS Automation A/S
	100.00
	

	17
	Tata Incorporated #
	22.92
	77.08

	18
	Scandia Essar Me Ltd
	100.00
	

	19
	Mobil Petrochemicals International Ltd
	
	

	20
	Evergrow Trading #
	
	100.00

	21
	Marubeni Corp*
	17.76
	82.24

	22
	Chemtex International Inc @
	100.00
	

	23
	Romaga AG
	
	

	24
	Wartsila Diesel
	
	

	25
	Wilmar Trading Pte Ltd #
	
	100.00


* General Trading Companies of Japan. 

# Other trading companies. 

@ Engineering, Procurement and Construction Companies.

The Videocon House offers another relevant example regarding the role of trading companies. A company by name Amersonic International Ltd, Hong Kong (Amersonic) figures prominently among the suppliers to the group. Amersonic is a trading company which deals with a variety of products ranging from silk to electronics.    During 1994-95, 28.15 per cent of Videocon VCR Ltd’s imports were accounted by Amersonic.  Amersonic also supplied 19.95 per cent of imports of Videocon Appliances and 12.54 per cent of the imports of Videocon International Ltd. Amersonic is the largest supplier for Videocon Appliances and the third largest supplier for Videocon International.   Amersonic supplied essentially to the Videocon group since 1992.
  What is even more interesting is the fact that the company is represented by Mr. Manu Dugar, obviously a person of Indian origin.  We are unable to express any opinion regarding Romaga AG, Switzerland, which has supplied almost exclusively to Mafatlal group companies.


Another case of interest is that of Floatglass India Ltd., a company promoted by Asahi Glass Co of Japan.  Incidentally, Asahi’s supplies accounted for only 0.15 per cent of the total imports of the company in 1994-95 for which we have the DTR data.  While the share of Mitsubishi Warehouse & Transportation Co of Japan was 52.62 per cent another company of the Mitsubishi group namely, Mitsubishi Corp accounted for 47.02 per cent of the total. The items of import relate to plant and machinery.  Thus practically all the imports of the company (99.64 per cent) are from the Mitsubishi group.   Incidentally, Mitsubishi Corp met 13.6 per cent of imports of Asahi India Safety Glass, another group company of Asahi in India.   Both Asahi and Mitsubishi belonging to Japan, the phenomenon needs closer examination if such transactions could contain an element of transfer pricing.   Goodlass Nerolac Paints, a subsidiary of Kansai Paints of Japan, received 46.78 per cent of its imports from Nissho Iwai, a general trading company of Japan.  An equally interesting case in this respect is that of Honda presented in Table-I.29.  While in case of the two joint ventures of Honda in India, the share of the parent and its affiliates is quite high when imports from other Japanese companies are taken into account the share of Japan turns even higher.   In the third one, Japan Intermodal Transport Co. (JIT) accounted for as much as 80 per cent of the total imports.  JIT obviously, is not a manufacturing company.

Table-I.29

Showing the Relative Importance of Imports from Japan

by the Affiliates of Honda, Japan

	Importer/

Supplier
	Share in Total Imports (%)
	Share of the Japanese Collaborator & affiliates
	Share of Japanese Suppliers

	Kinetic Honda Motors Ltd
	
	
	

	Honda Motor Co Ltd, Japan
	62.41
	69.98
	88.48

	Okura & Co Ltd, Japan
	10.38
	
	

	Takao Aluminium Alloy Co Ltd, Taiwan
	9.79
	
	

	Kinetic Honda Motor Ltd, Japan
	7.57
	
	

	Mitsubishi Corporation, Japan
	7.52
	
	

	Thai Stanley Electric Public Co Ltd, Thailand
	0.98
	
	

	Sidmar N.V., Belgium
	0.74
	
	

	Not Available
	0.60
	
	

	Q-Panel Co., USA
	0.01
	
	

	Nikon Corpn, Japan
	Negligible
	
	

	Total
	100.00
	
	

	
	
	
	

	Hero Honda Motors Ltd
	
	
	

	Honda Motor Co Ltd, Japan
	47.49
	50.75
	90.67

	Okura & Co Ltd, Japan
	30.99
	
	

	Marubeni Corpn, Japan
	8.93
	
	

	Metal Distributors (UK) Ltd, Canada
	6.80
	
	

	Honda Trading Corpn, Japan
	3.26
	
	

	Aloverzee Handelsgesellschaft Mbh, Germany
	2.53
	
	

	Total
	100.00
	
	

	Shriram Honda Power Eqp Ltd
	
	
	

	Japan Intermodal Transport Co Ltd, Japan
	80.31
	0.00
	88.88

	Mitsubishi Corporation, Japan
	8.57
	
	

	Asian Autoparts Co Ltd, China
	7.39
	
	

	Hyundai Corporation, Korea
	2.27
	
	

	Alugral, Germany
	1.45
	
	

	C M Supply, Thailand
	0.01
	
	

	Total
	100.00
	
	


Based on the Import DTRs for 1994-95.

The extent of variation in import prices can be substantial.  For instance, in the case of Mono Ethyl Glycol (MEG) the unit value of imports during 1990-91 varied very widely.   It can be seen from Table-I.30 that there is no trend in the prices to explain the differences.
  On the same day, two Bills of Entry were filed,  one  each  by  ICI  India Ltd and Reliance Industries Ltd.,   both   importing   from   Sabic   Marketing   Ltd.,  Saudi  Arabia.  While the 

	Table - I.30

	Showing Variations in the Import Price of Mono Ethylene Glycol During Apl-Dec. 1990 (Chronological Order)


	Importer
	Product
	BENO*
	BEDate#
	Supplier
	Country
	Net Qty
	Unit
	Value
(Rs.Lakhs)
	Price per
Tonne

	 
	 
	 
	 
	 
	 
	 
	 
	
	

	(1)
	(2)
	(3)
	(4)
	(5)
	(6)
	(7)
	(8)
	(9)
	(10)

	Indian Organic Chemicals Ltd
 
	Monethylene Glycol
In Blk In Fibre Grade
	17451
 
	260490
 
	Sabic Marketing Inc.
 
	Arab Emts
 
	2039
 
	Mts
 
	137.38
 
	6737.45
 

	Indian Organic Chemicals Ltd
	Monoethylene Glycol
	29542
	190790
	Sabic Marketing Ltd
	Saudi Arabia
	2033
	Mts
	135.34
	6657.02

	Orissa Synthetics Ltd
 
	Mono-ethylene Glycol
(meg) Fibre Grade
	1247
 
	210890
 
	Mobil Polymers Int.
Saudi Arabia
	Saudi Arabia
 
	1049.52
 
	Mts
 
	72.99
 
	6954.55
 

	Standard Organics Ltd
	Monoethylene Glycol
	37466
	100990
	Bayer
	German F Rep
	18
	Mts
	1.84
	10233.94

	Standard Organics Ltd
	Monoethylene Glycol
	37763
	110990
	Bayer
	German F Rep
	18
	Kgs
	1.84
	10233.94

	Indian Organic Chemicals Ltd
	Monoethylene Glycol
	39820
	260990
	Sabic Marketing Ltd
	Saudi Arabia
	1978
	Mts
	132.82
	6714.86

	Indian Organic Chemicals Ltd
	Monoethylene Glycol
	39821
	260990
	Sabic Marketing Ltd
	Saudi Arabia
	1978
	Mts
	132.82
	6714.87

	ICI India Limited
 
	Mono Ethylene Glycol
(meg)
	677
 
	11190
 
	Sabic Marketing Ltd.
 
	Saudi Arabia
 
	206.28
 
	Mts
 
	18.8
 
	9116.17
 

	ICI India Limited
	Mono Ethylene Glycol
	678
	11190
	Sabic Marketing Ltd.
	Saudi Arabia
	618.84
	Mts
	56.41
	9116.11

	Reliance Industries Ltd
 
	Meg (mono Ethylene
Glycol)
	289
 
	11190
 
	Sabic Marketing Ltd
 
	Saudi Arabia
 
	1289.26
 
	Mts
 
	87.51
 
	6787.96
 

	Reliance Industries Ltd
	Meg (mono Ethylene
Glycol)
	290
 
	11190
 
	Sabic Marketing Ltd
 
	Saudi Arabia
 
	618.84
 
	Mts
 
	42.01
 
	6788.01
 

	 
	
	
	
	
	
	
	
	
	

	Orissa Synthetics Ltd
 
	Monoethylene
Glycol(meg)fibre Grade
	152
 
	51190
 
	Mobil P Sales & 
Supply Corpn.
	Saudi Arabia
 
	1038825
 
	Kgs
 
	78.84
 
	7590
 

	Beck & Co Ltd
	Monoethylene Glycol
	3185
	71190
	Mitsui & Co.Ltd.
	Singapore
	37600
	Kgs
	4.89
	13000

	Beck & Co Pvt Ltd
	Monoethylene Glycol
	3186
	71190
	Mitsui & Co Ltd
	Singapore
	18800
	Kgs
	2.44
	13000

	Schenectady Chemicals India Ltd
 
	Monoethylene Glycol
 
	13104
 
	281190
 
	Nederlandsohe Benzol
Naatschappij B.V.
	Netherlands
 
	7200
 
	Kgs
 
	1.5
 
	20840
 

	Orissa Synthetic Ltd
 
	Monoethylene
Glycol(meg)fibre Grade
	448
 
	61290
 
	Mobil Petrochem
Sales & Supply Corp
	Saudi Arabia
 
	100
 
	Mts
 
	7.55
 
	7553.43
 

	Orissa Synthetics Ltd
 
	Monoethylene
Glycol(meg)fibre Grade
	449
 
	61290
 
	Mobil Petrochemical
Sales & Supply Corpn
	Saudi Arabia
 
	938.83
 
	Mts
 
	70.91
 
	7553.39
 

	Garware Nylons Ltd
 
	Monoethylene Glycol
Fibre Grade
	5986
 
	141290
 
	Sabic Marketing Ltd
 
	Saudi Arabia
 
	260213
 
	Kgs
 
	24.18
 
	9290
 

	Garware Plastics & Polyester
	Monoethylene Glycol
	5985
	141290
	Sabic Marketing Ltd
	Saudi Arabia
	250
	Mts
	23.31
	9323.8

	Orkay Stl Mills Ltd
 
	Mono Ethylene Glycol
Fibre Grade
	5966
 
	141290
 
	Sabic Marketing Ltd
 
	Saudi Arabia
 
	520426
	Kgs
 
	47.92
 
	9210
 

	
	
	
	
	
	
	 
	
	
	

	Reliance Industries Ltd
	Mono Ethylene Glycol
	6085
	141290
	Sabic Marketing Ltd
	Saudi Arabia
	3132.77
	Mts
	281.62
	8989.49

	Intec Polymers Pvt Ltd
 
	Mono Ethylene Glycol
 
	8370
 
	211290
 
	Novochem
Handelsgesellschaft
	German F Rep
 
	18400
 
	Kgs
 
	3.15
 
	1712
 

	ICI India Ltd
 
	Mono Ethylene Glycol
(meg) Fibre Grade
	12463
 
	311290
 
	Sabic Marketing Ltd
 
	Saudi Arabia
 
	607.6
 
	Mts
 
	55.39
 
	9116.15
 

	Reliance Industries Ltd
 
	Meg (mono Ethylene
Glycol)
	12043
 
	311290
 
	Sabic Marketing Ltd
 
	Saudi Arabia
 
	3038.02
 
	Mts
 
	273.1
 
	8989.49
 

	Century Enka Limited
 
	Monoethylene Glycol
Fibre Grade
	1109
 
	40191
 
	Mobil Petrochemical
Sales & Supply Corpn
	Saudi Arabia
 
	1049.44
 
	Mts
 
	100.13
 
	9541.1
 

	Reliance Industries Ltd
	Mono Ethylene Glycol
	6596
	170191
	Gantrade Corpn
	U S A
	2445.22
	Mts
	271.24
	11092.79

	
	
	
	
	
	
	
	
	
	

	*  Bill of Entry Number
	
	
	
	
	
	
	
	
	

	#  Bill of Entry Date
	
	
	
	
	
	
	
	
	


value declared by ICI works out to Rs. 9,116.11 per tonne, the corresponding value for Reliance was Rs. 6,787.96 per tonne only.  A basic question requiring answer is: whose price is the right one?  Is it that the ICI indulged in over-invoicing or the Reliance was under-invoicing?  Or, there had been long term contractual obligations for one of the importers?    Only a detailed inquiry could indicate the precise magnitude of the losses to the exchequer in such cases.


Detailed product specification, model, brand name, and availability of manufacturer's name in the DTR would go a long way in facilitating such exercises.  Unfortunately, products are reported in vague terms and in varying and unlikely units of measurements.  For instance, Reliance group is reported to have imported 'Machinery being capital goods' which was of certain KGS in weight.  These are not small consignments but are valued at crores of rupees. A list of machinery imports each valued at least Rs. 1 crore is provided in Table-I.31 to illustrate this phenomenon.  It does appear that TNCs mainly import plant and machinery from their respective parent companies and affiliates.  Given the vague product description, and the tendency on part of TNCs to exploit transfer pricing mechanism, it would be extremely difficult to detect abnormal pricing in such transactions.


A number of consumer goods companies are getting their products made by local units, often small scale ones, and market these under their own brand names.  For a few units which manufacture tooth paste for Colgate Palmolive India Ltd. (CPIL), an earlier study of ISID noticed that the support manufacturers of Colgate sought and received approval for technology licensing from the US parent company of Colgate.
  Interestingly, it was found from the DTRs that two such companies namely, Coral Cosmetics Ltd., and Sunshine Cosmetics Ltd were importing from the same sources from which CPIL was importing.   Such  instances   could   be   seen  in  case  of  suppliers  to Hindustan Lever also

Table – I.31

Illustrative List of Machinery Imports with Vague Product Description

	Report Date
	Importer
	Supplier
	Item*
	Qty_code
	Net_qty
	Assble_val
(Rs.) 

	3/21/94
	ATV Petro Chem Ltd
	Lluisiana Chemical Co
	Used Palnt and Machinery Required for Setting-up Purified Therephthalic Acid Plant
	MTS
	1287.6
	113133385

	3/23/94
	ATV Petro Chem Ltd
	Louisiana Chemical Equipment Co.Inc
	Used Palnt and Machinery Required for Setting-up Purified Therephthalic Acid Plant
	MTS
	238.6
	12300579

	3/30/94
	Balaji Foods & Feeds Ltd
	Food Engineering Service
	Food Processing Machinery
	NOS
	1
	10820534

	3/30/94
	Balaji Foods & Feeds Ltd
	Food Engineering Service
	Food Processing Machinery
	NOS
	1
	10104398

	12/23/93
	Balaji Foods & Feeds Ltd
	Food Engineering Services
	Food Engineering Services Machinery One Egg Breaking Separating Powdering
	NOS
	1
	28683248

	8/24/93
	Birla Ericksson Optical Ltd
	Fibroco S.A.
	Second Hand Machinery for Setting-up the Project to Mfg Optical Fibre Cables
	NOS
	8
	169379262

	9/16/93
	Chromo Boards & Papers India
	Otomi Corpn
	Second Hand Machinery - Two Nos  Fully Functional Plants for Manufacture of One Side & Double Side
	SET
	1
	73165354

	11/11/93
	Cimmco Ltd
	KHD Humboldt Wedag Ag
	Comp. for Cement Plant Machinery
	NOS
	110
	43961389

	5/18/93
	CMI Ltd
	Ceeco Machinery Manufactuirng Ltd
	Cable Manufacturing Machinery
	KGS
	9133
	13734990

	3/22/94
	Daulat Shetkari Sahakari Sakha
	Bison Bahre & Greten Gmbh & Co
	Machinery Parts for Bagasse Baseparticale Board Plant
	NOS
	9
	99643608

	2/18/94
	Eastern Overseas Corpn
	Gilbert Gilkes And Gordon Ltd
	New Hydro Electric Project Machinery for Initial Setting-up of Likimro Part Shipment Consignment
	KGS
	55027
	39461054

	10/29/93
	Futex Steels Inds Pvt Ltd
	Fu Cgang Metal Inds Co Ltd
	Capital Goods Such As Plant and Machinery Spares Moulds
	KGS
	30289
	11121186

	3/30/94
	GE Apar Lighting Pvt Ltd
	GE Venezuela
	Second Hand Machinery
	SET
	2
	43200125

	5/11/93
	Govind Rubber Ltd
	Allwell Industry Co. Ltd
	Rubber Machinery Bycycle Tire Building Machine with Spare Parts
	SET
	8
	10784657

	9/3/93
	Grasim Inds Ltd
	F L Smidth And Co
	Plant and Machinery for Pyro Cement Plant
	KGS
	12033
	17637595

	1/3/94
	Grasim Inds Ltd
	Udhe Gmbh
	Various Plant & Machinery with Necessary Spares   
	PCS
	2855
	141464717

	12/17/93
	Grasim Inds Ltd
	Uhde Gmbh
	Various Plan and Machinery with Necessary Spares  and Acessories for Membrae Cells Installation
	PCS
	1252
	188443902

	1/18/94
	Gujarat Alkalies & Chem Ltd
	Geawiegand Kestner
	Critical Equipment and Machinery for Implementation of A Phosphoric Acid Plant
	KGS
	36087
	114917356

	Report Date
	Importer
	Supplier
	Item
	Qty_code
	Net_qty
	Assble_val

	10/19/93
	Hanil Era Textiles Ltd
	Trutzschler
	Spinning Textile Capital Goods
	NOS
	163
	79102481

	10/19/93
	Hanil Era Textiles Ltd
	Trutzschler
	Spinning Textiles Capital Goods
	NOS
	63
	36280695

	6/7/93
	Hindustan Construction Co Ltd
	Boretec Inc
	Tunnel Boring/Mining Machinery Boretec Model Sth 5Ls Raise
	NOS
	1
	10412570

	6/21/93
	Indian Petrochem Corp Ltd
	Uhde Gmbh
	Capital Goods for Chloro Alkali Plant.
	MTS
	32.901
	79423494

	1/3/94
	Indian Petrochem Corp Ltd
	Uhde Gmbh
	Capital Goods for Chloro Alkali Plant
	NOS
	2169
	163505360

	3/22/94
	Indian Petrochem Corp Ltd
	Uhde Gmbh
	Capital Goods for Chloro Alkali Plant
	MTS
	130.805
	133874849

	9/16/93
	Jain Irrigation Systems Ltd
	Texchemie.,
	Second Hand Machinery Equipment Accessories.
	NOS
	75
	33101854

	10/13/93
	JK Corp Ltd
	Fuller International, Inc.
	Components and Mandatory Spares for Cement Mackingmachinery.
	NOS
	3
	14281197

	2/16/94
	Kelloggs India Ltd
	Nis Ltd
	Food Processing Machinery
	KGS
	17820
	16919030

	6/28/93
	Larsen & Toubro Ltd
	F.L.Smidth And Co
	Components for Cement Making Machinery
	SET
	13
	32519272

	11/2/93
	Larsen & Toubro Ltd
	F.L.Smidth And Co
	Components Fo Cement Making Machinery
	SET
	1
	24125084

	9/1/93
	Larsen & Toubro Ltd
	Fls Automation
	Components for Cement Making Machinery
	SET
	1
	11315609

	5/21/93
	Larsen & Toubro Ltd
	F.L.Smidth And Co
	Components for Cement Making Machinery
	NOS
	5
	17103081

	1/4/94
	Lloyds Steels Inds Ltd
	United Engg Inc.,
	Machinery for Steel Palnt
	NOS
	5
	13453205

	12/29/93
	Lloyds Steels Inds Ltd
	United Engineering Inc.
	Machinery for Steel Plant Entry Pinch Roll Unit
	NOS
	3
	15014935

	7/9/93
	Maharashtra State Electricity Board
	Siemens Aktiengesellschaft
	Uran Combined Cylce Power Station Stage III Project- Import of Capital Goods  Power Project Above5
	KGS
	11736
	10746007

	9/7/93
	Maharashtra State Electricity Board
	Siemens Aktiengesellschaft
	Uran Combined Cycle Power Station Stage III Projecpower Project Above 50Mm Import of Capital Goods
	KGS
	1460
	15083622

	6/10/93
	Maharashtra State Electricity Board
	Siemens Aktiengesellschaft.
	Uran Combined Cycle Power Station,Stage III-Proj.Import of Capital Goods.
	KGS
	2253
	31140822

	3/4/94
	Mcdowell & Co Ltd
	Krones
	Air Rinser/ Filling and Capping  Machinekrones Super Nblock Machinery
	NOS
	3
	10054426

	3/9/94
	Murudeshwar Ceramics Ltd
	Breton
	Second & Last Partial Shipment of Machinery & Equipment
	MTS
	11.2
	27806763

	1/10/94
	Nathpa Jhakri Joint Ventures
	Atlas Copco Italia
	Atlas Capco Make Tunnelling Machinery
	MTS
	138.922
	77884522

	1/6/94
	Nathpa Jhakri Joint Ventures
	Atlas Copco Italia Spa
	Atlas Copco Make Tunnelling Machinery Mechanised Rock Bolting Unit Model Boltec C32 Fe/6 Complete
	NOS
	2
	20384307

	Report Date
	Importer
	Supplier
	Item
	Qty_code
	Net_qty
	Assble_val

	7/9/93
	Philips India Ltd
	Philips Export Bv
	Electrical Appliances - Second Hand Capital Goods
	NOS
	4
	13360630

	6/22/93
	Preyanshu Finance Ltd
	Yousuf Haji Tradings
	One Unit of Processing Plant and Machinery
	NOS
	1
	47574506

	1/31/94
	Rajasthan Breweries Ltd
	Simonazzi
	Machinery (Covering Full Invoice Vaue of Shipment Despatches Puporting to Be Canning Line
	KGS
	83480
	75663706

	11/5/93
	Rajasthan Spg & Wvg Mills Ltd
	Crosrol Ltd.
	First Part Shipment of Textile Carding Machinery
	KGS
	68493
	16532216

	10/21/93
	Rajratan Synthetics Ltd
	Gibbs Ag Textimashinen
	Second Hand Textile Machinery(Polyester/Polypropylene Plant and Spare Parts)
	NOS
	1
	18730598

	2/28/94
	Reliance Inds Ltd
	N.Schlumberger & Cie France
	Chain Gill Gv Machinery & Parts
	KGS
	52555
	35719094

	12/9/93
	Sanghi Inds Pvt Ltd
	Shine Kon Enterprises Co. Ltd.
	Machinery Equipment Rigid Pvc Calender Making Equipment
	SET
	10
	65445364

	8/13/93
	Sanghi Polyesters Ltd
	Murata Machinery Ltd.
	Textile Machinery
	KGS
	22950
	17256730

	8/13/93
	Sanghi Polyesters Ltd
	Murata Machinery Ltd.
	Textile Machinery
	KGS
	27270
	17256730

	2/15/94
	Solarson Inds Ltd
	C.Itoh & Co.Ltd.
	Machinery & Equipment for Production of Polcycrystalline Transulcent Alumina Tubes
	KGS
	23215
	54304070

	11/1/93
	Steel Authority of India Ltd
	Schuler Pressen
	Plant and Machinery Including Commissioning Spares and Operating Consumables
	KGS
	46210
	38086437

	2/3/94
	Sterlite Inds India Ltd
	Oasis International Trading Corp.
	Secon Hand Machinery of Phosphoric Acid Plant
	SET
	1
	27085675

	4/28/93
	Sterlite Inds India Ltd
	Oasis International Trading Corpn
	2Nd Hand Machinery for Mfg of Jelly Filled Telecommunication Cables
	NOS
	1
	31695935

	11/17/93
	Surya Roshni Ltd
	Li Tech Corp Korea
	Plant and Machinery to Mhalgoen Lamps H4Series Stemming Machine SA Hydrogen Furnace
	MTS
	12.04
	32694609


* As given in the DTRs

Could such transactions also offer transfer pricing opportunities for the TNCs?  Would this practice increase in a regime of stricter transfer pricing regulations? These questions need detailed examination.
While the problem of transfer pricing has been known for a long time,
 India started developing a proper system to monitor transfer pricing transactions only recently.  Evolution of the system is continuing.  Following the Finance Act, 2001, the Income Tax Act, 1961 has been amended to substitute the ineffective Section 92 and insert new sections 92A to 92F to provide statutory backing to the transfer pricing law.  Section 92C lays down the methods for the determination of arm’s length prices.  These are the same as the transaction methods prescribed in the OECD Guidelines.  Rule 10D of the Income Tax Rules prescribe the various types of information to be maintained in respect of an international transaction, the associated enterprise and the transfer pricing method used.
  The first compliance date in respect of the new transfer pricing regulation is July 31, 2002 for non-corporate and October 31, 2002 for corporate tax payers in respect of international transactions.

Similarly, Auditors of companies have been required to comment on the reasonableness of the prices at which goods and materials are purchased from or sold to entities in which the directors are interested.  Similar observations of the auditors are required on loans taken or provided by the companies.  The examination has generally been only at a broad level.  The new accounting standard AS(18) introduced in 2001 by the Institute of Chartered Accountants of India, enhanced the disclosure about transfer pricing related transactions.  The Expert Group on Transfer Pricing Guidelines constituted by the Department of Company Affairs is, however, of the view that under AS(18) there is no obligation on part of the company to use an arm’s length price nor is there an adequate mechanism whether transfer prices are fair or not.
  Towards this end, the Group suggested adoption of Transfer Pricing Guidelines formulated by it and enhanced disclosure in the company Annual Report inter alia compliance with Transfer Pricing Guidelines.  Companies have to report about the related parties and the nature of transactions with them.  Apart from the disclosures, reliance would be placed on maintaining information on related parties, examination by the Board’s Audit Committee and auditor’s certificate.  Interestingly, while transfer pricing has broader scope and can be taken advantage by enterprises irrespective of their size, and earlier adoption of AS(18) was prescribed uniformly, the Institute of Chartered Accountants of India (ICAI) decided early this year to make the standard mandatory only to enterprises whose equity or debt securities are listed on a recognised stock exchange in India, and other enterprises, whose turnover for the accounting period exceeds Rs. 50 crores.  

As can be seen from the next part of the study, for corporates there are a number of avenues for taking advantage of transfer pricing.  Out of the total foreign exchange expended by a company a large proportion is spent on import of materials, capital goods, spare parts, etc.  While there can be no scope for transfer pricing in case of dividend payouts, payments for technology, interest on loans received, issue of shares, etc. too can carry an element of transfer pricing.  On the other hand, earnings in foreign exchange are largely dependent on exports.  Together, exports and imports accounted for 79 per cent of total transactions in foreign exchange in 2000-01 of the sample companies – of which 41 per cent relates to imports and 38 per cent relates to exports.  This shows the important role Customs Houses can play in detecting transfer pricing and ensuring that transactions are made at arms-length prices thus ensuring on one hand no loss of revenue for the exchequer and on the other no undue loss of foreign exchange for the economy.

For detecting transfer pricing, the checking at Customs Houses should, therefore, be thorough.  Customs Houses are better placed because these can make immediate and direct comparisons with similar other transactions.  It would prove useful to have international market intelligence and a good sample of large shipments, which could be used to regularly enquire into transactions between closely associated companies.  The point is whether a centralised system could be developed so that decision-making at customs houses is fast to avoid undue delays and inconvenience to the trading parties on the one hand and on the other there is transparency in transactions so that malpractices by the Customs Houses are minimised.  With each of the major TNCs having thousands of affiliates it is going to be a gigantic task to maintain such an information system on a realtime basis.
  Also, the question of how much information needs to be made public is something one needs to give more thought to.  In this respect, the DTR could be an indispensable means.  As was brought out in the previous sections, there is heavy concentration both in exports and imports in terms of the trading parties.  This suggests the relevance of focussing on the large companies to begin with for a meaningful monitoring of the transfer pricing phenomenon.

Presently, at the Customs, the emphasis has been on imports. As the title “Customs Valuation (Determination of Price of Imported Goods) Rules, 1988’ itself suggests, the valuation rules are addressed to import valuation.  Similarly, the Special Valuation Branches (SVB) located at the four major Customs Houses namely, Mumbai, Chennai, Kolkata and Delhi examine the influence of relationship on the invoice value of the imported goods in respect of transactions between related parties.  In respect of Technical Collaboration Agreements and Joint Venture Agreements, the terms and conditions of these agreements are examined to arrive at the conclusion, whether the existence of such agreement has influenced the invoice value of the imports.  Even here, the onus is mainly on the importer to declare at the time of filing the Bill of Entry in case the imports are made from related parties as defined under the Customs Valuation Rules, 1988 or they were having special relationship like technical collaboration agreement. Understandably, all the finalised cases reported by the SVB Chennai relate to imports only.  While the Commissioner of Customs can make a reference to the SVB regarding the valuation on account of a special relationship, even if the same is not disclosed by the importer, the procedure appears to be essentially of a voluntary disclosure nature.  Further, with the emphasis being on collection of customs duties, the possibility of over-invoicing of imports could attract little attention.  In fact, the cases reported by the Chennai SVB contain cases of additional loading to the invoice value and not any subtraction from it.  
The emphasis on imports could be due to their implications for collection of customs duties. In case of exports, the maximum the Customs authorities might be concerned with is over-invoicing for its implications for drawback payment and possibly for meeting export obligations.  On the other hand, there is considerable scope for under-invoicing in exports especially in case of TNCs’ dealing with their parents and affiliates.  It is important to note that even earlier, the names of manufacturer and supplier were part of only the import DTR and in case of exporter even the address of the exporter was missing.  The emphasis on revenue leakages is further evident from the fact that providing appropriate HS codes was emphasised in case of exports but not for imports even though improper coding takes place in both types of transactions.  As mentioned above, export transactions are equally important when it comes to plugging of leakages due to transfer pricing and hence need to be looked at more carefully than what has been the case so far.  

Given the trends in globalisation of Indian industry, many Indian parties qualify to be termed as TNCs and many others would have related parties in other countries.  Being the first entry/final exit points for goods it is important that transfer pricing should be dealt with at the level of Customs which could make the task of the other agencies involved lighter.

� 	The policy with regard to investments abroad by Indian enterprises has been relaxed over time.  From earlier investments abroad were allowed mainly through export of capital goods. Now companies can acquire enterprises in other countries through direct purchases. Budget 2001-02, for instance, doubled the outward limit investment from US $ 50 million to up to US $ 100 million on an annual basis through the automatic route. Similarly, Indian companies making overseas investment in joint ventures abroad by market purchases were allowed to do so without prior approval up to 50 per cent of their net worth.  The earlier limit was 25 per cent.





� 	These are called Sogo Shosha.  The seventeen General Trading companies belonging to the Japan Foreign Trade Council are: Hitachi High-Technologies Corp, Itochu Corp, Iwatani International Corp, Kanematsu Corp, Kawasho Corp, Kowa Co Ltd., Marubeni Corp, Mitsubishi Corp, Mitsui & Co., Ltd., Nagase & Co. Ltd., Nichimen Corp, Nissho Iwai Corp, Sumikin Bussan Corp, Sumitomo Corp, Tomen Corp and Toyota Tsusho Corp. See: http://www.jftc.or.jp/english/sogoshosha_e/outline_e.htm


� Asea Brown Boveri Ltd., Annual Report, 2001.


� Ingersoll Rand (I) Ltd., 80th Annual Report, 2001-2002.


� Engineering, Procurement and Construction companies.


� 	http://www.tata.com/tatainc/index.htm


� 	The other companies to whom Amersonic was the supplier and about which we do not have any information are : Malani Aquatemp Pvt Ltd of Secunderabad and Bombay Coolers Pvt Ltd of Thane.  Since both the companies imported parts which go into the making of Desert Coolers and Videocon group deals also in such coolers, there is a  possibility of these companies also being either constituents of the group or being support manufacturers.


�.	In the absence of manufacturer's name in the Import DTR one is not able to ascertain the precise business associations of the transacting partners.  


� 	See: S.K. Goyal, et. al., Foreign Investment Approvals: An Analysis (August 1991 – July 1993), Institute for Studies in Industrial Development (ISID), a Report submitted to the Ministry of Finance, 1994.


� 	For instance, the MRTP Commission found Philips to be grossly undervaluing its exports in 1971, 1972 and 1973.  Similarly, the Public Accounts Committee of Parliament found IBM and ICL to be indulging in transfer pricing in their imports to and exports from India. See: S.K. Goyal, Impact of Foreign Subsidiaries on India’s Balance of Payments, 1979.


� 	Dinesh Verma, “Documentation Requirements under the Indian Transfer Pricing Law”, available at http://www.transferpricing.com/COUNTRY/india%20Dinesh%20Verma.htm. 


� 	See INDIA, Ministry of Industry and Company Affairs, Department of Company Affairs, Report of the Expert Group on Transfer Pricing Guidelines, August 2002 available at: http://dca.nic.in/expert_group_report.htm.


� 	For instance, Sesa Goa Ltd reported that the number of affiliates and fellow subsidiaries with whom the company had no transactions during 2001-02 was 1,086. The company said it could provide the details of such companies to the concerned authorities as it would be unwieldy to provide the same in the Annual Report.  See Sesa Goa Ltd., 37th Annual Report, 2001-2002.  
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