
The 2007-2009 economic crisis was a period of economic recession unprecedented since the 

Great Depression of the 1930s. The collapse in global demand had an adverse impact on 

economic performance across many sectors and firms, and it had significant implications for 

the transfer pricing practices of many multinational companies. The severe volume contraction 

affected entire global supply chains for many companies, forcing them to reevaluate the 

routine/functional versus non-routine/entrepreneurial roles of their constituent entities in 

determining arm’s length transfer prices. 

In this article, we analyze the major problems imposed by the economic downturn on 

traditional transfer pricing analyses and illustrate some practical solutions. First, we provide 

some background information about the economic crisis and its impacts on supply chains, 

as well as benchmarking and comparability analysis in transfer pricing. We then use two 

illustrative case studies to highlight these problems and recommend methods to overcome 

them. These two case studies are drawn from recent client engagements where the 

Comparable Profits Method (CPM) was determined to be the best transfer pricing method 

given the facts and circumstances. The proposed treatments can be used generally to adjust 

for business cycle changes, and they are useful for addressing changes in market conditions 

during both recessionary and expansionary phases of the economy. Finally, we provide some 

suggestions on additional issues of concern to transfer pricing practitioners during severe 

volume recessions like the present one. 
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Background

The crisis began in mid-2006, when the US housing bubble finally burst. The next two years 

saw average home prices in the US decline by more than 30%. Falling prices resulted in homes 

that were worth less than their outstanding mortgage loans, and mortgage delinquencies 

soared by more than 100% while adjustable-rate mortgages began to reset at higher rates. 

This caused the securities backed by subprime mortgages to lose most of their value. As these 

securities were widely held by financial institutions, the capital of many banks and government-

sponsored enterprises was significantly eroded, tightening credit around the world. The 

economic crisis spread from Wall Street to Main Street, and most industry sectors experienced 

substantial demand contractions, leading to a cascading decline in production. 

An important feature of this recession is that the timing and magnitude of production 

declines varied widely across and within industries. Figure 1 shows the production indices 

for manufacturing of electrical equipment (blue line), motor vehicles and parts (red line), and 

construction (green line) sectors, and an overall industrial production index (yellow line) during 

the period from January 2007 to October 2009. The dotted black line indicates the start of 

the recession in December 2007 as determined by the National Bureau of Economic Research 

(NBER), while the other three dotted lines indicate the peak of the respective production 

indices. It is clear from the figure that while the construction and motor vehicles and parts 

sectors experienced production declines before the NBER-defined recession, the downturn 

in the electronic equipment sector began later. Moreover, the magnitude of output declines 

in 2008 varied widely across industry sectors, as shown in Table 1. For example, while 

construction, manufacturing, transportation, and finance were some of the worst-hit sectors, 

education and professional services were relatively unscathed. The volume changes also 

differed widely across companies within industries—Figure 2 provides change in sales data for 

seven North American automotive suppliers, illustrating a range from 1% (Linamar Corp) to 

-52% (Superior Industries International) for the 2007-2009 period.

Figure 1. Performance of Key Production Indices from Jan 07 to Oct 09

 Source: Bloomberg LP
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Figure 2. Change in Sales Volume of North American Automotive Suppliers (2007-2009)

Note: Sales numbers have been adjusted slightly to reflect only organic sales growth from 2007. 

Source: Factset, NERA research.
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Table 1: Annual Percent Changes in Real Output by Industry Groups in the US. (%)

Industry groups 2007 2008

Construction -11.2 -5.6

Manufacturing of nondurable goods 0.4 -4.6

Transportation and warehousing 2.5 -3.7

Finance and insurance 0.1 -3.0

Wholesale trade 0.8 -1.5

Manufacturing of durable goods 4.8 -1.3

Mining 0.1 -0.8

Agriculture, forestry, fishing, and hunting 6.9 -0.5

Retail trade 4.5 -0.5

Arts, entertainment, recreation, accommodation, and food services 1.7 1.7

Real estate and rental and leasing 3.3 1.8

Utilities 1.2 1.9

Educational services, health care, and social assistance 2.1 4.4

Information 8.1 5.2

Professional and business services 4.3 5.5

Gross domestic product 2.0 1.1

Source: US Department of Commerce, Bureau of Economic Analysis
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Impacts on Supply Chain Analysis

A major consequence of the economic crisis is that supply chain profits have often turned 

to losses as a result of steep declines in production volumes. There are also cases where 

comparable manufacturing and distribution companies used as benchmarks have suffered 

tremendously and have entered bankruptcy under the harsh demand conditions. The 

determination of what constitutes arm’s length transfer prices between related entities in a 

loss-making supply chain becomes extremely challenging because the related entities may be 

sharing economic risks among themselves while their uncontrolled comparables may be “full-

risk-bearing” companies. 

Table 2 below shows the average percentage change in sales and the change in return on 

capital employed (ROCE) for the period 2007-2009 for the principal automotive original 

equipment manufacturers (OEMs) and subordinate supply chain service sectors (i.e., automotive 

parts manufacturers and automobile dealers), as well as the global electronics OEMs and 

their subordinate supply chain service sectors. The OEMs and the service sector companies in 

these samples are not related to each other, so the service sector companies may be viewed 

as full-risk-bearing companies, subject to their contractual agreements with their supply chain 

counterparts. It can be seen that the automotive manufacturing and electronic distribution 

companies have generally experienced more substantial sales and ROCE declines than their 

OEM counterparts. Automotive dealers, though having a sales decline greater than that of 

the OEMs, did not experience a correspondingly large decline in ROCE, however. This is due 

to their more flexible cost structures (a significant portion of automotive dealers’ costs are 

variable) and more diversified revenue streams, enabling them to switch from new car sales 

to ancillary product lines, such as used cars, parts and services, and finance and insurance 

during recessions. The relatively modest decline in profitability experienced by the electronics 

manufacturing companies is explained by their low ratio of fixed costs to sales (fixed costs here 

are measured as SG&A expenses plus depreciation); the automotive suppliers’ lower levels of 

fixed costs only partially mitigated their substantial volume declines.

Table 2. Change in Composite Sales and ROCE of OEMs vs. 

 Supply Chain Service Companies

 % Change 2007-2009 

 Sales ROCE 2008 Fixed Costs/Sales

Automotive OEM (15) -16.9% -10.4% 21.8%

Automotive Services (25) -32.4% -16.5% 11.6%

 Automotive Suppliers (19) -35.8% -20.4% 10.4%

 Automotive Dealers (6) -27.1% -4.7% 13.5%

Electronics OEM (22) -2.2% -5.3% 27.6%

Electronics Services (23) -13.8% -2.7% 9.1%

 Electronics Manufacturing (15) -14.1% -0.5% 6.8%

 Electronics Distribution (8) -12.5% -15.4% 17.5%

Note: Number of companies in parentheses.

Source: Valueline, Factset, Factiva, NERA research.
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The picture may look very different for multinational companies with subsidiaries serving 

as limited risk functional entities in manufacturing and distribution, where prior contractual 

agreements between principals and their subsidiaries may compel the principals to absorb 

most of the losses during severe recessions, leaving little or none of the losses absorbed by the 

subsidiaries. Such contractual agreements can result in the principal entity absorbing excessive 

risks in a downturn, resulting in tax accruals even when there are no profits in the supply 

chain. Therefore, building flexibility into transfer pricing systems is extremely important so that 

firms can reflect arm’s length transfer pricing arrangements during both good and bad times.2 

Impacts on Benchmarking and Comparability Analysis

The severity of this recession has also made benchmarking and comparability analysis much 

more difficult to conduct. Many companies have dropped out of their respective comparable 

sets due to bankruptcy or restructuring. Companies that have survived the comparability 

screens and are thus retained in the sample produce a “survivorship bias” that not only 

understates the true magnitude of the impact of the recession, but also results in a smaller 

sample that compromises the reliability of the underlying data set.

As noted earlier, the decline in profitability has varied widely among companies in the same 

industry sector. One contributing factor to this phenomenon is differences in cost structures 

among companies: companies with a higher proportion of fixed costs typically experience 

larger cyclical swings in profitability than companies with a lower proportion of fixed costs.  

As a result, a set of comparable companies that fall within the same industry sector but  

have varying degrees of fixed costs will experience varying levels of profitability decline in 

a severe recession. This, again, reduces the usefulness of the comparable set since it may 

produce inconsistent results during periods of severe and unanticipated recessions over the 

business cycle. 

In certain cases, the data for the comparables may indicate that all or part of the arm’s length 

range is negative. The transfer pricing practitioner may need to assess whether a controlled 

party could be reasonably expected to make a loss in these situations. Short-term volume 

declines could be massive, curtailing returns on all forms of “functional” and “entrepreneurial” 

investments and forcing firms to reexamine the risk-taking profile of their subsidiaries in the 

supply chain so that arm’s length sharing of losses could be established among the subsidiaries. 

2 See, for example: Curtis, Stephen L., Curt Kinsky and Ioseb Nutsubidze. “Volume-based transfer pricing for integrated 

supply chain structures” Journal of International Taxation, October 2009, 17-33.
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Figure 3. The Relationship Between Change in Sales and Change in RONA for 
 Auto Supplier Companies
 Changes Between 12/07 and 12/08

Note: The t-statistic of the regression coefficient is 5.23, and it is significant at the 1% level.

Source: Factset, NERA research.
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Interestingly, despite the fact that profitability declines varied across firms, there is generally 

a strong systematic relationship between the changes in sales volume and changes in 

profitability among the firms. Using 32 non-OEM auto supplier companies as an example, we 

ran a regression of their change in return on net asset (RONA) against their change in sales 

between Deceber 2007 and December 2008, as shown in Figure 3 below. The regression 

coefficient of 0.43 indicates that for every 1% change in sales, RONA would change by 43 

basis points. This relationship provides a useful tool of adjustment that could be used to 

improve comparability analysis. We will illustrate how to implement this adjustment in Case 

Study I below. 
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Case Study I

The first illustrative case study involves an OEM in the machinery industry, which we will call 

Company X. The US manufacturing and distribution subsidiaries are compensated by a profit 

that was tested and documented historically using third-party contract manufacturing and 

wholesale distribution comparables. Inasmuch as these comparables spanned many different 

industries, they were generally affected asymmetrically by the recession. 

The key problem here is that Company X’s US sales declined by 7% and 30% in 2008 and 

2009, respectively, which was more severe than the sales decline of most of its comparables. 

As such, the profit level indicators (PLIs) derived from the comparables do not fully reflect the 

economic conditions facing Company X.

To address this problem, we exploit the statistical relationship illustrated above in Figure 3. 

Specifically, for this case, the manufacturing comparables’ PLI is return on total cost (ROTC) 

while the distribution comparables’ PLI is return on sales (ROS). We first ran regressions 

to estimate the effect of change in sales on the change in ROTC for the manufacturing 

comparables, and the effect of change in sales on the change in ROS for the distribution 

comparables. We found that there is generally a statistically significant relationship between 

these variables. We then applied the regression coefficients to estimate the decline in ROTC 

and ROS of the comparables as if they had instead each experienced the 7% and 30% decline 

in respective sales that the OEM experienced in 2008 and 2009. This adjustment produces 

a comparable set that better reflects the economic conditions of Company X, and thus 

the interquartile range derived from it is more reliable.3 Figure 4 illustrates numerically the 

interquartile ranges before and after the adjustment for the distribution comparables, while 

Figure 5 shows this adjustment graphically for 2009.

3 This is consistent with Regs. § 1.482-1(d)(3)(iv) on economic condition as a factor for determining comparability.

Figure 4.  Numerical Illustration of the Interquartile Range of ROS Before and After Adjustment

   Actual ROS     Adjusted ROS

Comparable 2007 2008 2009 Average Comparable 2007 2008 2009 Average

 A 1.0% 0.5% -1.6% -0.1% A 1.0% 0.2% -4.1% -1.0%

 B 2.9% 1.5% 2.2% 2.2% B 2.9% 1.1% -1.0% 1.0%

 C 3.3% 3.1% 3.2% 3.2% C 3.3% 2.6% 0.6% 2.1%

 D 4.6% 3.5% 4.2% 4.1% D 4.6% 2.7% 1.3% 2.9%

 E 6.8% 5.3% 4.9% 5.7% E 6.8% 4.7% 3.1% 4.9%

 Q1 2.9% 1.5% 2.4% 2.2% Q1 2.9% 1.1% -1.1% 1.0%

 Q2 3.3% 3.1% 3.3% 3.2% Q2 3.3% 2.6% 0.6% 2.1%

 Q3 4.6% 3.5% 4.2% 4.1% Q3 4.6% 2.7% 1.3% 2.9%

Note: The adjustments are implemented for 2008 and 2009, but not for 2007, when it is assumed that both of the comparables and the tested party are operating under normal 

economic conditions.
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It is possible to refine this adjustment further by including other factors that could have 

strong effects on profitability as explanatory variables in the regression analysis, in addition  

to sales growth. For example, one may consider adding some of these microeconomic  

factors: firm size, export activity, leverage, total assets turnover, ratio of net fixed assets to 

total assets, and gross fixed assets growth and liquidity;4 or macroeconomic factors: union 

density, import penetration, industry concentration, and real wage inflation.5 Using some of 

these independent variables in the regression may improve the model, but can also increase 

the complexity of the analysis.  

4 G. Agiomirgianakis, F. Voulgaris and T. Papadogonas, “Financial factors affecting profitability and employment 

growth: the case of Greek manufacturing” International Journal of Financial Services Management, Vol. 1, Nos. 2/3, 

2006, 232-242.

5 James Ted McDonald, “The determinants of firm profitability in Australian manufacturing” The Economic Record, 

Vol. 75, No. 229, June 1999, 115-126. 

Figure 5. Graphical Illustration of the Adjustment to ROS for 2009

Note: This figure shows the adjustment made for the comparables (listed in Figure 4) in 2009. For example, Comparable 

B’s 2009 ROS is adjusted from 2.2% to -1.0%; while Comparable D’s 2009 ROS is adjusted from 4.2% to 1.3%. 

-2% 

-1% 

0% 

1% 

2% 

3% 

4% 

5% 

6% 

-35% -30% -25% -20% -15% -10% -5% 0% 

R
O

S 

∆S/S 

Before
adj.

After
adj.



 www.nera.com 9

Case Study II

Next, we examine the case of a global automotive OEM, Company Y, which uses the residual 

profit split method (RPSM) to split profits according to each entity’s contribution of functional 

and entrepreneurial capital. During 2008-2009, Company Y’s worldwide profitability declined 

substantially, and, similar to Company X, we find that previously developed period-average 

comparables’ sets are not representative of Company Y’s current experience in 2008-2009. 

The key problem here is that without adjustments to the comparables’ PLI—ROCE in this 

case—the primarily functional participants in the supply chain are allocated excessive functional 

profits, thus leaving inadequate, below arm’s length residual profits imputed to entrepreneurial 

investments. Simple multiple-year averaging (for example, 2006-2008) of the comparables’ 

ROCE, as indicated by the US transfer pricing regulations, is not reliable, since the downturn 

effect in 2008 was partially offset by earlier years’ high profitability. 

Since 2008-2009 were abnormal years with severely depressed volumes, the comparables 

should be adjusted specifically to the economic conditions in these years in order to better 

reflect the economic conditions of Company Y in 2008-2009. We briefly describe two possible 

methods of adjustment, and then illustrate the impact of these adjustments on the profit split 

results of Company Y.

The first method is called the “median method,” wherein an adjustment is made by deducting 

the difference between the median ROCE in the current fiscal year and in the preceding years 

for each comparable.6 The rationale behind this method is to bring the medians of the previous 

years closer to the current year so that the averages will be more representative of the current 

economic climate. This method is especially appropriate during times of sudden and severe 

downturn, where the profitability of previous periods is a poor indicator of current conditions.7 

Figure 6 below provides an example where we: (i) first compute the difference in median 

ROCE between 2007 and 2008 (10% - 6% = 4%); and between 2006 and 2008 (12% - 6% 

= 6%); (ii) then adjust each comparable’s ROCE in 2007 and 2006 by subtracting 4% and 6% 

respectively. This adjustment produces a lower three-year average interquartile range that 

reflects the economic conditions in 2008.

6 This is consistent with the “Proposed revision of chapters I-III of the transfer pricing guidelines, 9th September 2009 

– 9th January 2010,” published by the OECD, paragraph 3.61, page 67, where median is mentioned as one of the 

acceptable central tendency measures to rectify comparability defects.

7 By the same rationale, this method is also useful during periods of substantial and above-normal 

economic expansion.



10 www.nera.com

The second method, called the “year-effect method,” employs a regression analysis to 

determine the systematic annual ROCE of comparables in each year. An adjustment value is 

then computed by multiplying the difference between the systematic annual ROCE in each 

year and ROCE of the recession year (2008) by the capital employed. The operating profit of 

each comparable in each year is then adjusted by subtracting the adjustment value. Finally, 

the interquartile range is determined after averaging the comparables’ adjusted results across 

the years. The rationale of the “year-effect method” is basically the same as the “median 

method”—to adjust the prior year numbers so that, on average, they will reflect the more 

recent (therefore more relevant) abnormal experience. 

As illustrated in Figure 7 below, this adjustment would produce recession-adjusted estimates  

of ROCE across the years and more robust estimates of the arm’s length range in the  

recession year. 

Figure 6:  Illustration of the Interquartile Range of ROCE Before and After Adjustment Using the Median Method

   Actual ROCE     Adjusted ROCE

Comparable 2006 2007 2008 Average Comparable 2006 2007 2008 Average

 A 15% 13% 6% 11.3% A 9% 9% 6% 8.0%

 B 18% 14% 9% 13.7% B 12% 10% 9% 10.3%

 C 10% 10% 7% 9.0% C 4% 6% 7% 5.7%

 D 4% 6% 5% 5.0% D -2% 2% 5% 1.7%

 E 12% 9% 3% 8.0% E 6% 5% 3% 4.7%

 Q1 10% 9% 5% 8.0% Q1 4% 5% 5% 4.7%

 Q2 12% 10% 6% 9.0% Q2 6% 6% 6% 5.7%

 Q3 15% 13% 7% 11.3% Q3 9% 9% 7% 8.0%

Figure 7. Illustration of the Interquartile Range of ROCE Before and After Adjustment Using the Year-Effect Method
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Next, we illustrate how Company Y’s profit split allocation changes when we employ either of 

these two adjustments. Suppose Company Y operates in Country A and Country B, where the 

ratio of functional to entrepreneurial capital is 100:100 in Country A and 100:50 in Country B. 

Table 3 below shows three residual profit split scenarios for A and B.

In the first column of results, where Company Y is operating under normal economic 

conditions, the consolidated profit of A and B is 70, and the functional comparables’ ROCE 

is 20%. In this case, the functional profit is 20 (100 x 20% = 20) each for A and B, and the 

residual profit is thus 30 (70 – 20 – 20 = 30). The residual profit is then split according to the 

ratio of entrepreneurial capital contributed by A and B (100:50), i.e., 20 and 10 respectively. 

This results in a total profit of 40 and 30 for A and B, respectively. 

In the second column of results, Company Y faces a severe economic downturn, and the 

consolidated profit of A and B shrinks to 20. We assume that the contribution of functional 

and entrepreneurial capital by A and B remain the same as the previous case. Using just  

simple multiple-year averaging, the functional comparables’ ROCE in this case is 10%, 

reflecting the lower profitability of the comparables during the year at issue after averaging 

with results in the prior two years. Using this ROCE, the functional profit works out to  

be 10 (100 x 10% = 10) each for A and B, but there are no residual profits left in the system. 

Thus, target profit is 10 each for A and B. The problem here is that while Company  

Y experienced substantial profit decline, the decrease in comparables’ ROCE was not  

sufficient to reflect counterparty economic conditions, thus resulting in a non-arm’s length 

profit allocation among the entities under the RPSM.

Table 3.  Profit Split Results Before and After Adjustment to Comparables’ ROCE

 Normal economic Severe economic Severe economic

 condition downturn downturn

 Multiyear averaged Multiyear averaged 2008-adjusted

 ROCE ROCE ROCE

A functional capital 100 100 100

A entrepreneurial capital 100 100 100

B functional capital 100 100 100

B entrepreneurial capital 50 50 50

A + B Consolidated Profits 70 20 20

Comparables’ ROCE 20% 10% 0%

A functional profit 20 10 0

B functional profit 20 10 0

Total residual profit 30 0 20

A entrepreneurial profit 20 0 13.3

Total Country A profit 40 10 13.3

B entrepreneurial profit 10 0 6.7

Total Country B profit 30 10 6.7
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In the last column, the economic situation is similar to that of the third column but the 

comparables’ ROCE is adjusted specifically to 2008 using either the median or the year-effect 

method. The functional profit is 0 for both A and B, while the entrepreneurial profit as well 

as the total profit is 13.3 and 6.7 for A and B respectively. The profit allocation in this case is 

more closely aligned with the relative contributions of entrepreneurial capital of A and B, which 

is their main point of differentiation, while compensating functional capital at arm’s length 

levels that are appropriate for the economic conditions of the time. 

Figures 8 and 9 below illustrate how adjustments to the comparables’ ROCE using the median 

or year-effect method could facilitate a more arm’s length profit allocation consistent with 

the underlying economic conditions. Country B’s arm’s length profit range is shaded in grey. 

Assume that the interquartile range of the comparables’ ROCE is initially 10%-20% before the 

adjustment (Figure 8). In this case, Country B’s operating profit is dictated by the upper quartile 

when the consolidated profits (π) are abnormally high (π>70), by the lower quartile when the 

consolidated profits are abnormally low (π<35), and can be anything between the quartiles 

when the consolidated profits fall within the normal range (35<π<70).

Figure 8. Country B Arm’s Length Profit Range Before Comparables’ Adjustment
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After the adjustment, the interquartile range of the comparables’ ROCE reduces to 0%-10% 

(Figure 9). The adjustment effectively extends downwards the arm’s length profit range 

of Country B when consolidated profits are abnormally low (π<35), so that Country B is 

appropriately compensated for its functional capital, resulting in the recognition of less 

functional profit and more entrepreneurial profit in the arm’s length range. Notice that this 

adjustment does not alter the profit allocation when consolidated profits are in the normal 

range or are abnormally high. Thus the adjustment produces a “stepwise” outcome that ties 

B’s profits more closely with the profitability of the whole firm—e.g., B’s profit could be zero 

when the consolidated profit is zero—a more plausible outcome than before. 

Compliance with Transfer Pricing Regulations

The adjustment methods that we have proposed in the above case studies are generally 

consistent with the US transfer pricing regulations and the new OECD guidelines proposed 

in 2009. The US transfer pricing regulations specifically require that economic conditions 

be considered in a comparability analysis, and that differences in business experience due 

to market contraction or expansion should be addressed to improve the reliability of the 

comparable profits method (CPM).8 Similarly, the new proposed OECD guidelines emphasize 

the need to adjust for differences in economic circumstances so that a comparability analysis 

can adhere more closely to the arm’s length principle. Thus, the methods proposed above are 

appropriate since they account objectively for differences in the economic conditions faced by 

the tested party and the available comparables.9

8 Regs. § 1.482-1(d) and § 1.482-5(c).

9 OECD, Proposed Revision of Chapters I-III of the transfer pricing guidelines, 9th September 2009 – 9th January 

2010, paragraphs 1.54 – 1.57 (page 19), and paragraphs 3.46 – 3.61 (pages 64 – 67).

Figure 9. Country B Arm’s Length Profit Range After Comparables’ Adjustment
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Conclusion

One of the most important implications of the analyses above is that benchmarking and 

comparability studies need to be revised to account for the adverse economic conditions 

of 2008-2009. Most firms experienced substantial declines in volume and profitability in 

this recession. The wide variation in the timing and magnitude of such declines has made 

comparability analysis much more challenging as these economic dislocations have significantly 

reduced the quality and comparability of previously developed benchmark sets. Moreover, 

arm’s length profits for routine functions and services were affected as much as profits 

for non-routine, entrepreneurial functions. Consequently, benchmark sets may need to be 

expanded, and comparables may need to be adjusted vis-a-vis the experience of the tested 

party, particularly with respect to the “abnormal” recession years. Also, additional adjustments 

may need to be made other than simple multiple-year averaging in order to align the normal 

year conditions to the recession years more closely. 

It is worth considering the opposite situation that will be encountered as we emerge 

from the recession. The comparables data from the recession period will then need to be 

updated and modified again to reflect the improving economic circumstances. The additional 

adjustment methods that we propose in this paper, namely the median method and the year-

effect method, are particularly useful in this regard as they can be used to adjust for both 

recessionary and expansionary conditions of the economy.

Moreover, some existing transfer pricing systems should be modified or made more flexible so 

that they can respond appropriately to economic shocks. The functional and risk profile of the 

entities within a supply chain must be examined carefully, and in order to achieve arm’s length 

results, a mechanism that links transfer prices to economic conditions and the entity’s risk 

profile should be developed to ensure that profits and losses are shared appropriately among 

the entities in the supply chain.10

 

In addition, transfer pricing documentation must address the specific circumstances 

surrounding a company’s results. In particular, the functional analysis and the risk profile of 

company entities may need to be revised and updated periodically so that, in times of losses, it 

can be determined accurately which entity should bear the losses and by how much.

As 2010 begins with some optimism that the economy is moving towards recovery, albeit 

probably on a bumpy path, transfer pricing practitioners must monitor their company 

performance carefully as the year progresses. As companies continue to restructure and 

adjust to mitigate the initial effects of the downturn, the adjustment methods proposed in the 

case studies above may become less relevant to the tested party. Accordingly, care must be 

taken when applying those methods. In any case, the continued variances across sectors and 

companies reinforces the need to comprehend the underlying market pricing dynamics as well 

as to document their implications even after the recession is over. 

10 See the 10-step process for comparability analysis considered to be “good practice” in OECD’s Proposed revision of 

chapters I-III of the transfer pricing guidelines (9th September 2009 – 9th January 2010), page 54.
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