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ABSTRACT

ABSTRACT

As a fundamental way for Multinational Enterprises to maximum group
profit and evade taxation internationally, Transfer Pricing is of great significance
to any related enterprise and nation. Transfer Pricing Method lies in the core of
Transfer Pricing taxation regime. Due to its weakness as well as the complexity of
practical related transactions, the traditional methods, long considered to be the
most direct means of establishing whether conditions in the commercial and
financial relations between associated enterprises are arm's length, are found to be
losing their applicability. Therefore, nations are turning to Transactional Profit

Methods.

The legidation of Transactional Profit Methods began with the United States
that stipulated “Other Methods’ in its Internal Revenue Code in the 1960s.
Transactional Profit Methods, after continuous development of nearly half a
century, have become an important part of the tax system of almost all nations.
The application of Transactional Profit Methods has extended to a scope even
more extensive than traditional methods, their status as the methods of the last
resort constantly weakened. Transactional Profit Methods review the profits
resulting from the controlled transactions, adjust the taxable income and embody
the Arm’s Length Principle with reasonable profits. Transactional Profit Methods
may be applied in conjunction with atraditional method or as a sanity check, and
should be applied in accordance with the requirements for comparability and for
the collection of information. The three methods of transactional profits, namely
Profit Split Method, Transactional Net Margin and Comparable Profit Method,
respectively have their distinct features and conditions for application. The choice

of methods depends on the circumstances and fact of the case.

With unremitting endeavor and effort, legidation of Transactional Profit
Methods in China has been tremendously improved and theoretically stands

among the world’'s most advanced. The promulgation and implementation of



ABSTRACT

Enterprise Income Tax Law of the People’'s Republic of China, together with its
implementation regulation in 2008 shows the enormous progress China has made
in the legidation of Transactional Profit Methods. Nevertheless, there exist

problems in many aspects that need further improvement.

The first chapter of this essay discusses the concept of Transactional Profit
Methods, history of development, conditions for their application and their status
as the methods of the last resort. The second chapter is on the three transactional
profit methods. It discusses the concept, application of the three methods and
analyses their respective strengths and weakness. The last chapter discusses the
evolution of legislation of Transactional Profit Methods system in Ching, its

defects, and correspondently raises some suggestion for future improvement.

—Key words: Transfer Pricing; Transactional Profit Methods
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¥ [E 4k (Multinational Enterprise, MNE) F57E B AN B AN BLF 1 %
MFAE = HUIRS AR . B AN BREA R R AR Z 06 & AR HT
Bty i S HE AP, B R FPRR R I OCIOC R, Al
Z A H B A (Related Enterprises) . ¥ A A U SR . O seBLAE
R 2t dse KAk, 5 ] Al 4R P A 8 5 DRI Al 2 TR AE EAT I A s o ik
JBBE 7 SRAEIRSS MRl B AE N AC 5 (Internal Transaction,  XFRCH “5%
kA2 %" , Related Transaction 5 “Aw]N#AZ 5 ” , Intrafirm Transaction)
INf, AR ORICOC R, B Re ke, e ik (Transfer Price). 1%
AL AR T IE# A 54 (the Arm's Length Price). $BiI4-HL<1 &
2 55 848 Ty WK IRARNY SRR R Z A 40BN (Controlled Taxpayer), KB
AV ] PRI AZ ) PRk 524548 &) (Controlled Transaction).

Heil g (Transfer Pricing) A& SCIEASME AL 55 HL I SR AL 8] 1AL &)
AT @M AT Ko BRALEE SQIE AL N 32 5 e AT 4, AR BL 45 KLkt
SR AMEAS I 243555 k2 4 (Transfer Pricing Manipulation) 5 [ 25 1
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