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Introduction – Intra Group Services (“IGS”)
Intra-group services are services provided by a member or members of a multinational group for the benefit of one or more specific members of the 
same group.

Benefits 
of IGS

• Directing overall business performance and aggregating specialized knowledge

• Accelerating decision-making in response to market conditions

• Achieving economies of scale and cost efficiencies

• Driving consistency in branding, marketing and creative strategies and capturing real-time market opportunities

• Proximity to markets

• Developing own expertise, coordination & control and avoiding duplication of work.

Relevance 
of IGS

• IGS can be one of the more important and legitimate tax planning tools for achieving an optimal effective tax rate in a particular 
tax jurisdiction, if it is structured in a proper manner and if it is backed up by substantial activity. 

• Tax authorities look at this mechanism as a profit extraction technique and hence it is one of the most widely litigated issues.

“It is not in the interest of an MNE group to incur costs unnecessarily and it is in the interest of an MNE group to provide intra-group services efficiently”                               

Chapter VII OECD – Special considerations for intra group services, 2017



Shareholder activity

−Such an activity would be one that a group 
member (usually the parent company or a 
regional holding company) performs solely 
because of its ownership interest in one or 
more other group members, i.e. in its 
capacity as shareholder. 

−This type of activity would not be 
considered to be an intra-group service, 
and thus would not justify a charge to 
other group members. Instead, the costs 
associated with this type of activity should 
be borne and allocated at the level of the 
shareholder. 

−Example: Costs related to meeting of 
shareholders of the parent, stock 
exchange listing of the parent company, 
cost of the supervisory board, Cost related 
to preparation of consolidated financial 
statements, Costs relating to compliance 
of the parent company with the relevant 
tax laws, etc. 

Duplicative activity

−Any consideration of possible duplication of 
services needs to identify the nature of the 
services in detail, and the reason why the 
company appears to be duplicating costs 
contrary to efficient practices. 

−Examination of information provided by 
the taxpayer may determine that the 
intra-group services are different, 
additional, or complementary to the 
activities performed in-house. 

−The benefits test would then apply to 
those non-duplicative elements of the 
intra-group services. 

Incidental benefits

−The incidental benefits ordinarily would not 
cause these other group members to be 
treated as receiving an intra-group service 
because the activities producing the 
benefits would not be ones for which an 
independent enterprise ordinarily would be 
willing to pay. 

−For example, no service would be received 
where an associated enterprise by reason 
of its affiliation alone has a credit-rating 
higher than it would if it were unaffiliated, 
but an intra-group service would usually 
exist where the higher credit rating were 
due to a guarantee by another group 
member, or where the enterprise 
benefitted from deliberate concerted action 
involving global marketing and public 
relations campaigns.

Closer look at the nature of services

On Call services 

−These services may be available on call 
and they may vary in amount and 
importance from year to year. 

−For example “retainership fee”.  To test, 
the benefit conferred on a group company 
by the on-call arrangements should be 
considered to determine service element. 



Steps to be adopted when dealing with IGS

Identify whether a service has been performed, the type of service that has been  performed and 
the value of theservice.

Identify the benefits tothe service recipient.

Identify shareholders’ activities, service duplication and whether recipient would have paid
a third party to provide the service.

Determine which income or cost tobe charged.

Identify costs that could be charged directly.

Determine an allocation key for charging indirectcosts.

Determine an appropriate a profit element, as applicable.



Methods for charging IGS

LVAS

LVAS

Charging 
methods

Direct 
charge

Indirect 
charge

Directly Allocable Cost:

o Services that can be identified as directly benefiting a particular group company; and
o Provides greater transparency to the tax authorities.

Indirectly Allocable Cost:

o Used where proportion of the value of services rendered to each entity cannot be exactly
quantified except on an approximate or estimated basis;

o Identify all relevant costs, pool them and allocate among all recipients using pragmatic
allocation key(s);

o Allocation keys shall be based on the nature of service;

o Allocation of cost should be commensurate with the benefit derived by the recipient; and

o Allocation method chosen must lead to a result that an independent enterprise would have
been prepared to accept.



Chargeable, non-chargeable, Cost to cost

Based on the nature of the IGS and associated transfer pricing principles and guidance, it should be examined on the 
parameter of a chargeable service, cost to cost and non-chargeable



Use of cost allocation keys

An allocation key is used to allocate costs of a service provider among other related entities for the purposes of computing the arm’s length fee 
under the cost plus method using an indirect charge approach. The allocation key may be a quantity such as turnover, employee numbers, 
working hours or floor space etc. The flow chart explains when cost allocation key would be used:



S e r v i c e s  a n d  c o s t  

c o n s i d e r a t i o n s



Nature of costs Considerations from OECD

Pass through cost

(without mark-up)

• These are third party costs incurred in the capacity of an agent where the incurring of the cost has no 
role to play in the rendition of service.

• For example, an associated enterprise may incur the costs of renting advertising space on behalf of 
group members, costs that the group members would have incurred directly had they been 
independent. 

• In such a case, it may well be appropriate to pass on these costs to the group recipients without a mark-
up, and to apply a mark-up only to the costs.

Chargeability of services cost • The timing and the chargeability of the expense incurred by the service provider needs to be consistent 
with the quantum or manner in which an independent service provider would have agreed to charge for 
rendering similar services.

Cost consideration with ‘long term 

view of future benefits’

• It may be necessary to consider not only the immediate impact of a service, but also its long-term 
effect, bearing in mind that some costs will never actually produce the benefits that were reasonably 
expected when they were incurred.

• For example, expenditure on preparations for a marketing operation might prima facie be too heavy to 
be borne by a member in the light of its current resources; the determination whether the charge in 
such a case is arm’s length should consider expected benefits from the operation and the possibility that 
the amount and timing of the charge in some arm’s length arrangements might depend on the results of 
the operation. The taxpayer should be prepared to demonstrate the reasonableness of its charges to 
associated enterprises in such cases.

Cost based method – check for 

adjustments required, if any

• Where a cost based method is determined to be the most appropriate method to the circumstances of 
the case, the analysis would require examining whether the costs incurred by the group service provider 
need some adjustment to make the comparison of the controlled and uncontrolled transactions reliable.

Employee Stock Option Plan 

(“ESOP”) cost, free of cost assets, 

third party outsourced cost

• In case of cost-based method, costs related to ESOP, free of cost / loaned asset, third party outsourced 
costs need to be evaluated whether they should form part of the cost base for the purpose of computing 
arm’s length price. 

Certain Cost Considerations in IGS
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Low value adding IGS - Overview (Action 10)



Low value adding IGS – Definition (Action 10)

Same service can be called as supportive 
rather than a core business practice
depending on the economic facts and 
circumstances of each single MNE 
situation, always being
coherent with its business model 
actually adopted.

Some services such as IT, finance or tax 
are increasingly being seen as integral to 
the operations of any MNE owing to 
their relevance and growing 
complexity, both for the risks they 
entail and for their economic value, it 
could be hard to continue defining
them as low value-added services.

Low value adding IGS will generally be any of the services mentioned in the example box above



OECD Guidelines | Low Value IGS

• Countries have been concerned w.r.t erosion of tax base through excessive management fees and HQ expenses by an approach
• BEPS Action 8-10 has covered low value-added services (“LVAS”) in detail

• Simplified approach for arm’s length charge:

- Showcase that services have been provided
- Tax Authorities should avoid applying benefit test
- Mark-up of 5% of LVAS costs (except for pass-through costs) - no benchmarking required
- Consistent allocation key for all recipients
- Focus on transparency of arrangement

- Maintain prescribed minimum documentation and information ➔ description of services, how LVAS?, benefits received, 

allocation keys used, agreement, calculations, etc.
- Countries can decide a threshold for the simplified approach



India Safe Harbor – including LVAIGS

Payments for low value-adding intragroup services by Indian taxpayers are eligible transactions under the India SHRs.  It is noted that rendition 
of services from India to its group companies are not covered as part of this rule. 

The definition of low value-adding intragroup services broadly is in line with the recommendations under BEPS Action 10. Low value-adding 
intragroup services are defined as support services that fulfill the following conditions:
• Are not part of the core business of the multinational enterprise group;
• Are not in the nature of shareholder services or duplicative services;
• Do not require the use of, or lead to, the creation of unique and valuable intangibles;
• Do not involve the assumption or control of significant risk or give rise to significant risk for the service provider; and
• Are services for which no reliable external comparables are available to determine the arm’s length price but does not include the following 

services, namely (i.e., exclusion list):

(i) research and development services;

(ii) manufacturing and production services;

(iii) information technology (software development) services;

(iv) knowledge process outsourcing services;

(v) business process outsourcing services;

(vi) purchasing activities of raw materials or other materials that are used in the manufacturing or production process;

(vii) sales, marketing and distribution activities;

(viii) financial transactions;

(ix) extraction, exploration, or processing of natural resources; and

(x) insurance and reinsurance

http://www.keepeek.com/Digital-Asset-Management/oecd/taxation/aligning-transfer-pricing-outcomes-with-value-creation-actions-8-10-2015-final-reports_9789264241244-en#.WVHET__rv1h
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Procurement Services – UN TP Manual 2021

Objective – Centralized Procurement 
Services

• Generally, apart from multiple commercial objectives,
centralization of procurement activities leads to cost
efficiency, hence giving rise to per unit cost savings
(economies of scale)

• Because of the expert co-ordination by a centralized
procurement centre, gives it the ability to command
scheduling of supply according to internal demand
from vendors leading to reduction or elimination of
down-time and associated costs.

• Central procurement activities are not simply
administrative but have the commercial objective of
improving the performance of the MNE’s operations.
Since such an objective for active and extensive
procurement activities carries the potential for a
higher evaluation of the arm’s length compensation, a
more detailed explanation of the extent of the
activities and how they contribute to the MNE’s
performance should be covered in the taxpayer’s
transfer pricing documentation.

Risk of higher scrutiny

• Procurement activities are among those specified for
disclosure in a country-by country Report and are the
subject of attention by the Forum on Tax
Administration in its Handbook on Effective Tax Risk
Assessment.

• Offshore procurement is identified as an activity to be
noted in a risk assessment.

• As it has the potential to reduce the taxable
income in the jurisdictions where goods are
processed or sold.



Evaluating compensation for 
procurement activities

• Three matters are likely to be particularly important to
understand:

(i) the role and expertise of a procurement
services provider

- Purchasing functions

- Sourcing functions

(ii) the nature of the items procured and the
commercial risks associated with those items:

- Core spend (more valuable)

- Non-core spend (comparatively less valuable)

(iii) any risks that a service provider assumes

- A centralized procurement company may
have its own risk associated with developing
and maintaining proprietary tools, systems,
know-how, and investment in physical assets

Procurement Services – UN TP Manual 2021 (Cont’d.)



Procurement function – Method selection and takeaways from GAP Ruling

• A Cost-Plus Method or TNMM on the basis of costs is likely to be an appropriate method where the procurement activities are 
mainly purchasing rather than sourcing. In such a case the value to the MNE is mainly efficient deployment of resources, and a 
cost-based fee may appropriately measure that value.

• The arm’s length mark-up may reliably be based on comparable independent service providers. 

Purchasing activity with 
no or less sourcing 
activity

• If significant sourcing activity is involved along with purchasing activity, then the activities affect business outcomes and the 
value to the MNE may correlate to revenues or profits. 

• The reliability of comparing the centralized procurement company to independent service providers under a Cost Plus Method 
or a cost-based TNMM may be reduced.

• Instead, UN TP Manual suggests to apply commission rate based model. 

Purchasing activity along 
with sourcing activity

GAP – ITAT Ruling* – Key takeaways

• While procurement companies may have different remuneration models based on their FAR profiles (eg: cost plus, commission or buy-sell margin), it is important to ensure 

that the ALP is determined using the appropriate PLI and suitable benchmarking method.  The ALP as determined by either the taxpayer or Revenue cannot lead to 

manifestly absurd or abnormal financial results, as had happened in this GAP ruling.

• It is critical to determine the substantive FAR profiles of both the taxpayer and other transacting entity for deciding upon the appropriate renumeration model.  For example , 

if a procurement company is merely providing liaison and support services, then a commission based remuneration would not be appropriate in most cases.  On the other 

hand, if the procurement company is actually providing a higher level of services so as to deserve a commission on value of good procured, then the commission rate should 

be linked to the intensity of functions of the entity.  

• The selection of the correct PLI (such as OP/Sales or OP/VAE, being a dialect of Berry ratio) is intricately linked to the selection of the right set of comparables, which in turn 

would depend on the commercial and economic realities.  Thus one should not simply take a same set of comparables and derive alternate financial results using different 

PLIs. 

*GAP International Sourcing (India) Private Ltd vs ACIT [ITA Nos. 5147/Del/2011 (AY 2006-07) and 228/Del/2012 (AY 2007-08)



Procurement functions – Pricing example from UN TP Manual 2021

Particulars Year 1 Year 2 Year 3

Own Cost (A) $ 5 mn $ 10 mn $ 10 mn

Managed spend (B) $ 200 mn $ 800 mn $ 1600 mn

Cost Plus approach

Illustrative fee based on Cost Plus
Method (A plus 10 per cent mark-up)

$ 5.5 mn $ 11 mn $ 11 mn

Profit $ 0.5 mn $ 1 mn $ 1 mn

Fee expressed as a percentage of B 2.75% 1.375% 0.6875%

CUP approach

Illustrative fee based on CUP (B x 2 per cent commission) $ 4 mn $ 16 mn $ 32 mn

Profit ($ 1 mn) $ 6 mn $ 22 mn

Fee expressed as a mark-up on A N/A 160% 320%

There may have been some over-capacity or some investment in technology by the centralized procurement 
company in its initial year that meant a CUP method results in a loss.

• As managed spend ramps up, the gap between 
profits under the Cost-Plus Method and profits 
under a CUP Method widens considerably.

• One method determines a 10 per cent mark-up 
on costs, the other method results in a 320 per 
cent mark-up; one method determines a 
commission of 2 per cent, the other method 
results in a commission of less than 1 per cent.

• Expressed another way, the recipient associated 
enterprises in Year 3 pay $32m to the centralized 
procurement company under one method and 
$11m under the other method.

A high standard of evidence and analysis is 
usually required, therefore, to demonstrate 
that the centralized procurement company 
contributes sufficiently to business outcomes to 
justify the payment of that additional $21m.

Because the choice of method can lead to 
widely different outcomes, disputes between 
taxpayers and tax administrations about the 
pricing of centralized procurement services may 
focus on differences of view about the 
appropriate
method.



Financial transactions – UN TP Manual 2021 

Determining ALP

• Determining the arm’s length nature of a financial transaction requires that the perspectives of both parties to the transaction are considered.
• Credit rating - Determining a credit rating is not an exact science and can be particularly difficult for certain types of issuers  such as start-ups, special purpose vehicles, or 

indeed for members of an MNE
• Credit rating are typically available only for the parent entity. Where no such independent credit rating is available for the borrower of the funds, consideration will therefore 

need to be given as to how to evaluate the credit risk of that borrower, the following approaches may be considered:
• Beginning with the parent’s credit risk, adjust this credit risk (if required) to approximate the credit risk of the borrower; and
• Derive the borrower’s credit risk by using various credit scoring tools.

• The effect of any implicit support available to the borrower would need to be factored into the analysis irrespective of the approach taken.

Considerations of implicit support

Analyze the following:
• If the consequences of not supporting the borrower would create negative impacts on other parts of the group (for example due to legal obligations, operational impacts, 

effect on group reputation, etc.);
• If there are explicit statements of policy/intent by the parent/ group to support the borrower;
• If there is a history of support to MNE entity borrowers in cases where they get into financial difficulty.
It should be noted that implicit support is not equivalent to an explicit guarantee and is generally unenforceable by a creditor of the borrower

Economically significant characteristics

• Contractual terms like interest, repayment obligations, term, currency, convertibility, etc needs to be evaluated. 
• Extensive FAR analysis including appraisal of credit risk, intended and actual use of funds, purpose of financial transaction. 
• Characteristics of the financial products or services should be clearly defined and supported by the conduct of the parties
• Economic circumstances like currency of financial transactions, geographic jurisdictions, specific business sector, etc
• Business strategies like structuring, the intent of the parties with respect to the funding provided, and any participation in management and voting power by the  

provider of the funds may be relevant considerations in this respect.



Intra Group Cash Pooling

TP aspect on cash pooling

• The key question from TP perspective is how the benefits from the cash pooling arrangement should be allocated between the participating group companies
• Notwithstanding the cash pooling arrangement is concluded with a third-party bank, the responsibility to use at arm’s length interest rates remains within the multinational 

group
• Determining an arm’s length price is a complex task and highly depends on the specific facts and circumstances written in the cash pooling arrangement. 
• To apply the arm’s length principle to the cash pool transactions, the functions, assets and risk of each of the parties of the arrangement should be considered and 

subsequently the most appropriate transfer pricing method can be chosen

Advantages of cash pooling

• Minimizing the liquidity requirements
• Minimizing external interest costs
• Ensuring day to day financing
• Reducing transaction costs related to local bank accounts
• Increasing the participants’ bargaining power relative to external banks and thus helping them to obtain more advantageous conditions

Pricing of cash pool transactions

Rewarding the cash pool participants

- No prescriptive approach

- Considers realistically available alternatives to participating in the cash pool 
arrangements as well as evaluating risks borne by the cash pool leader, the presence 
of cross-guarantees, and the contribution of other participants to the cash pool

Rewarding the cash pool leader

- Service provider remuneration if merely performing a co-ordination function agency, 
low level of functionality

- Enhanced reward if additional functions undertaken like:

- Controls and bears financial risks

- Has financial capacity



Certain cost consideration from India Chapter UN TP Manual 2021

ESOP

The overseas associated enterprise (AE) sometimes pays a performance-based incentive in the form of employee stock option plans (ESOPs) 
to the employees of the Indian taxpayer. Such ESOP expenses should be included in the cost base for the limited purpose of computing the 
mark-up, since the additional compensation is given by the overseas AE for the performance of the employees of the Indian taxpayer. This is 
based on the principle that stock-based compensation is a part of the remuneration structure of the employees; therefore, it is included in 
the cost base for the purpose of computing the mark-up in the same way as the cash component of remuneration.

Free of cost
(“FOC”)

Third-party 
vendor cost 

incurred by the 
Indian taxpayer

Software/ licenses: Such costs received on FOC should be included in the cost base when computing the mark-up amount.
Free-of-cost assets: In some cases, an overseas AE provides free-of-cost assets to the Indian taxpayer, which are then used by the Indian
taxpayer. In such situations, a depreciation on the value of such free-of-cost assets should be included in the cost base for the limited
purpose of computing the mark-up amount.
The above would apply even in situations when the software/ assets are provided at a discounted price.

Sometimes, an Indian taxpayer may outsource part of its work to a third-party vendor; further, it may argue that it does not do any value 
addition with respect to the work outsourced to such a vendor, and thereby it should be treated as a pass-through entity. Consequently, such 
charges are rechargeable at cost however it would not demand any mark-up on it. 
Such third-party costs should normally be included in the cost base, where they are found to be related to the functions and associated risks 
of the Indian taxpayer.



H i g h  v a l u e  s e r v i c e s



High Value Services: A Digital Perspective

High value-adding intra-group services are services performed by one member or

more than one member of an MNE group on behalf of one or more other group

members which:

• are not of a supportive nature;

• are part of the core business of the MNE group;

• require the use of unique and valuable intangibles or lead to the creation of

unique and valuable intangibles; and

• involve the assumption or control of substantial or significant risk and give rise

to the creation of significant risk.

R&D

IP

Platform 
development

Business analysis and 
solutions

Manufacturing

Sales and Marketing

Distribution

Procurement

Customer delivery and relationship

Local market insights

Administration



Determination of arm’s length prices for High 
Value Services

Determination of 
cost pools

Allocation of 
High Value 

Services costs

Profit Mark-up

Charge for High 
Value Services

• Assess the total amount on annual basis 
of all costs incurred by members of the 
MNE.

• Shareholders costs and costs that are 
solely on behalf of one group should be 
included in the cost pool 

• Allocation key will depend on the nature of service.
• Same allocation key must be used on a consistent 

basis.
• The allocation key should reflect level of benefit 

expected to be received by each recipient of the 
particular service.

• The service provider shall apply a mark-
up to all costs in the pool.

• Applying such a mark-up shall have to be 
substantiated with a benchmark study.

• Cost incurred + profit mark-up
• Share of pooled costs + profit 

mark-up



Case – 1

• Company R, situated in Country R, is a shoe manufacturer 
and wholesale distributor of shoes in North-West region. 

• Its wholly owned subsidiary K, situated in Country K, is a 
wholesale distributor in the South-East region of the shoes 
manufactured by R. 

• As part of its operations, R routinely performs a credit risk 
analysis on its customers on the basis of reports purchased 
from a credit reporting agency.  

• R performs, on behalf of K, the same credit risk analysis 
with respect to K’s customers, using the same methods and 
approaches.  

Under the facts and circumstances, it could be reasonably 
concluded that the service R performs for K is a low value-adding 
intra-group service. 

Case study – Value depends on situations

Case – 2

• Company X is a subsidiary of a worldwide investment banking 
group.  

• Company X performs credit risk analysis with respect to 
potential counterparties for transactions involving financials 
derivatives contracts and prepares credit reports for the 
worldwide investment banking group.

• The credit analyses performed by Company X are utilized by the 
group in establishing the prices of financial derivatives for the 
group’s clients. 

• The personnel of Company X have developed special expertise 
and make use of the internally developed, confidential credit 
risk analysis models, algorithms and software.   

Under the facts and circumstances, it could not be concluded that the 
service Company X performs for the worldwide investment banking 
group is a low value-adding intra-group service. 



Case Study – Service provider providing 
both high and low value services

Background

• Company R&D Corp, resident in Country India, is a subsidiary of 
Company IP Corp headquartered in United Kingdom

• Company R&D Corp provides outsourced contract software 
development to Company IP Corp. Under software development, 
Company R&D Corp develops software by carrying out technical 
specifications, Programming and testing. 

• Company R&D Corp also provides accounting services to Company IP 
Corp. 

Key terms of the Contract

• Contract software development is compensated at cost plus 15% and 
accounting services is compensated at cost plus 8%. 

Issues

• Delineation of the transactions – IGS provided by the service provider
• Will the above arrangement pose any TP risks ?
• Can we suggest an alternative pricing to this ?

IP Corp R&D Corp

Function: Financing, 
exploitation, IP management

Risk: Development risk, financial 
risk Risk: Risk-insulated captive 

contract service provider

Contract SWD Function: Develop and design 
SWD program, develop / control 
SWD budgets and timeline, 
performance of SWD, decision 
regarding  adaptation and 
termination upon milestones. 



Case Study – Service provider providing 
both high and low value services

Contract research Function: Develop and design 
SWD program, develop / control 
SWD budgets and timeline, 
performance of SWD, decision 
regarding  adaptation and 
termination upon milestones. 

IP Corp R&D Corp

Function: Financing, 
exploitation, IP management

Risk: Development risk, financial 
risk Risk: Perform activities 

competently

Analysis of facts and circumstances:

Step 1: Identify IP & economically significant risks associated with DEMPE

Step 2: Identify legal rights and contractual arrangements

Step 3: Functional analysis (conduct of the parties)

Step 4:  Contractual arrangements ≡ (conduct of parties + effective control over risks 
+ financial capacity to assume risks)?

Step 5: Delineation of actual transaction

Step 6: Determine ALPs for actual transactions consistent with each party’s 
contributions of functions performed/assets used/risks assumed 



Case Study – Service provider providing 
both high and low value services

As per Action 8 of the BEPS projects, the OECD has introduced the concept of DEMPE of Intangibles. 

With the introduction of DEMPE concept, the OECD aims to ensure that the allocation of economic returns from the exploitation of intangibles will be 
based on the relative contribution of each party to the DEMPE.  

Specifically, OECD’s DEMPE functions are defined as follows:

Functions Definition

Development Refers to everything that is associated with coming up with ideas for the brand and products, and putting plans 
and strategies in place for their creation

Enhancement Continuing to work on aspects of intangibles to make sure they can perform well at all times and are constantly 
improving

Maintenance Involves doing everything possible to ensure the intangibles can perform well and generate revenue all times

Protection Protection of intangible assets against any infringement

Exploitation The terms of exploitation will differ according to the way in which intangible are used to generate profit. 



Case Study – Service provider providing 
both high and low value

R&D Services Accounting Services

• Based on functional analysis having regard to 
DEMPE functions, determine the appropriate 
return for the services.

• Based on the detailed analysis, arrive at a method: 
- TNMM based on comparability analysis for 
outsourced software development, including 
outsourced software product/ solution 
development
- PSM considerations for use of double-sided 
method

• A cost plus 15% may pose TP risks and therefore 
detailed comparability analysis is required to 
determine return commensurate with risks and 
functions carried out. 

• Since accounting services fall within the definition 
of “Low-value” intra group services, the simplified 
approach as per OECD can be adopted.  As per 
India, ‘Safe Harbor rules’ which follows OECD rules 
can be applied. 

• Hence it can be suggested that the compensation 
model can be changed from cost plus 8% to low 
value IGS costs plus 5% as per Safe Harbor Rules. 

Approach and Solution



B e s t  p r a c t i c e s  a n d  

d o c u m e n t a t i o n  



Best practices & documentation to be maintained 

Documents/ evidences accepted 
by Tribunals

Recommendations

Email correspondences, invoices,
write-up and reports issued
during the course of rendering of
services

Recommended that an audit trail be established to link the invoices with the
email correspondence/ advice received, write ups and reports by category of
services, to establish rendition of services.

Inter-company agreements and
supporting

Recommended that in addition to the inter-company agreement, detailed
description and rationale behind the services received for each year along with
explanation on how the same is not duplicative or shareholder services be
maintained.

Allocation of cost Recommended that detailed workings documenting the total cost incurred by the
Assessee for provision of inter-group services along with basis of allocation and
cost drivers be maintained.

Basis of mark-up Recommended that benchmarking analysis substantiating the mark-up proposed
to be charged be maintained to demonstrate the arm’s length nature of the
services.

Audit report from independent
accountant

Recommended that Assessee obtain audit report from independent accountant
certifying the quantum, cost allocation methodology and allocation key for
computing contribution to be made by each participating group entity.

• Indian regulations does not specifically prescribe details of documentation to be maintained for intra-group services.
Accordingly, cue maybe taken from case laws where in tribunals have rules on intra-group services -



• Further cue may also be taken from OECD Guidelines -

Documents/ evidences to be 
maintained as per OECD 
Guidelines

Recommendations

Supporting documents
substantiating the benefits
received from rendering the
services

Recommended to maintain the following –
• Description and reasons justifying the various categories of low value-added

intra-group services provided;
• Rationale behind the services provided and its benefits for the business of

the entire Group; and
• Detailed description of the benefits or expected benefits of each category of

services.

Inter-company agreement and
modifications, if any

Recommended that written contracts or agreements to be maintained for the
provision of services reflecting all the members of the Assessee Group on which
the allocation criteria will be applicable. Further, maintaining any addendum to
the said contracts or agreements.

Determination of cost pool Recommended to maintain the below calculations showing the determination of
the cost pool and maintaining detailed list of all categories and amounts of
relevant costs. The steps to calculate the cost pool are provided below :

Step 1 – Calculate cost incurred on an annual basis excluding costs that are
beneficial for the company rendering the services;
Step 2 - Remove cost that are attributable to services performed by one group
member solely on behalf of another group member; and
Step 3 – Now, the cost shall be allocated based on allocation keys such as
headcount, relevant transactions or turnover basis etc.

Best practices & documentation to be maintained 



Documents/ evidences to be 
maintained as per OECD 
Guidelines

Recommendations

Allocation keys Recommended to maintain the following –
• Description and the reasons of selection of an allocation keys substantiating

the benefits received by the Assessee Group; and
• Documenting the calculation supporting the result post application of

specified allocation keys.

Basis of Mark-up Recommended to maintain supporting documents providing confirmation on the
mark-up applied.

Best practices & documentation to be maintained 
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Title Describing the issues and providing recommendations

Benefit Test The benefit test as currently set out in Chapter VII considers the benefit only from the perspective of the service recipient, and
this is often interpreted on a very narrow basis. In addition, some countries impose onerous evidentiary requirements that are
disproportionate to the amount and nature of the service being provided. Revisions to Chapter VII must ensure that any
analysis of services, as for other transactions, looks at the arm’s length approach that would be agreed between third parties.
This means that the position of the service provider must also be taken into account, as well as consideration of the wider
benefits for the group and the recipient entity.

Finding an appropriate
allocation key for
charging intra-group
services

The current guidance on allocation keys generally works well but further examples would be helpful for groups and tax
authorities in relation to the practical application of the rules.

The appropriate allocation key will partly be determined by the level of accuracy it is possible to obtain from the available data.
For example, tax authorities may suggest that timesheets should be completed. In our experience timesheets in a business that
does not use them as the basis for dealings with clients/customers can be extremely unreliable, as there is no business
incentive or crosscheck on the business people completing them. Often they are not completed in real time and in sufficient
detail to accurately reflect the activities undertaken. In most cases an allocation key based on reliable business data (perhaps
turnover or headcount) combined with functional analysis interviews with department leaders will lead to a more reliable
result. In addition, timesheets cannot accurately capture all the beneficiaries when a single activity may benefit multiple group
entities.

In some cases, it is clear that the combined use of more than one key would be most appropriate. Guidance should be provided
on the ability to use combined allocation keys where appropriate, and on considerations for weighting the comparative value. It
should be clear that it may not be possible to determine a precise split but that any consistent approach that provides a
reasonable outcome should be acceptable.

IGS – 2018 recommendations



Title Describing the issues and providing recommendations

Determining the costs
that should or should not
be included in the cost
base of the
remuneration for the
provision of services
between associated
enterprises;

The Guidelines should include a clear statement that businesses incur costs to generate value or to meet legal or contractual
obligations and those costs should be allowed as deductions in arriving at taxable profits. Any specific domestic corporate tax
provisions denying deductibility of costs should apply equally to third party or domestic costs as to costs incurred on cross-
border intra-group services. In some cases domestic denial of deductions for intra-group service costs creates double taxation.
It can hinder the operation of the international tax framework (including double tax treaties and the OECD Guidelines) to
provide an appropriate balance of taxing rights between countries but at the same time allow for the development and growth
of international trade.

It is important that in audits it is the transactions (accurately delineated) that have taken place that are considered. The
Guidelines should ensure that they do not lead tax authorities to imagine or question how a business is run. If a group could
have procured identical services of the same quality at a lower cost locally that are wholly consistent with group standards and
protocols and with the same group-wide benefits of consistency and efficiency, then it might have chosen to do so. However,
there may also have been local costs incurred in relation to design of specifications, dealing with suppliers, contracting,
management time, quality assurance and monitoring, etc. In addition, in many cases it is not possible to procure identical
services if, for example, the required skills are not readily available or quality control cannot be managed effectively. The
subjectivity involved in this type of analysis mean that it is impossible for businesses or tax authorities to come to an answer
that is reliable and commensurate with the arm’s length standard.

IGS – 2018 recommendations



L i t i g a t i o n  i s s u e s  

a n d  j u d i c i a l  

p r e c e d e n t s
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Common audit issues for IGS in India

• Intra-group service charges is one of the highly litigated TP issues in India. 

• Indian tax authorities typically start with an assumption that these charges 
were levied for the purpose of profit shifting and determine the ALP of these 
services 
as NIL.

• Accordingly, maintenance of adequate supporting documentation on a 
contemporaneous basis becomes critical.

Need, benefit, 
receipt test: To 
establish need for 
services availed, 

the benefit derived 
and whether 

services actually 
provided

TP method; 
Aggregation Vs 
Segregation; 
Selection of 
tested party

Nature of 
services 

(chargeable / 
non-chargeable): 
Management v/s 

shareholder 
services

Question of 
duplication over 

multiple payments 
& 

whether a third 
party would have 

paid for such 
services

Extensive 
documentary 

evidence required

ALP 
determination: Nil 

or ad-hoc or 
allowing only 

quantifiable amount

Common 
audit 
issues
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Key principles emanating from judicial precedents

The judicial precedents comprise of mixed bag involving both favourable and adverse
outcome from the taxpayer’s perspective based on specific facts of the case.

Case law reference Conclusion

EKL Appliances, Dresser Rand • Need to demonstrate only receipt of services
• Need, benefit test not required - based on commercial 

expediency concept

(a) TNS India Pvt. Ltd (HYD ITAT), 
(b) Henkel Chembond Surface 
Technologies Limited (Mum ITAT), 
(c) CIT Vs M/s Max India Limited (Punjab)

• Management services are intangible in nature, difficult to 
provide concrete evidence of rendition

• Advice, introductions, information may well be 
communicated orally

CLSA India Pvt. Ltd. v. DCIT [2019] 101 
taxmann.com 388 (Mumbai-Trib.).

The payment of intra group charges was accepted as being 
at arm’s length based on the TNMM analysis undertaken by 
the taxpayer. 

Cushman and Wakefield (India) (P.) Ltd. 
[2014] 367 ITR 730 (Delhi)

TPO is only required to determine ALP and whether benefit 
received from the services should be determined by the AO 
u/s 37 of the Act

Safran Engineering Services India (P.) 
Ltd. v. ACIT [2018] 89 taxmann.com 77
(Bengaluru – Trib.).

Tribunal has cast complete onus on the taxpayer to prove 
rendition of services and demonstrate that payment 
adheres to the provisions of section 92C of the Act.

In case the tax officer picks up this issue for audit, based on the variety of positions that
have emerged from the case laws, it would be wise to be prepared from all perspectives.

• Commercial expediency cannot be 
questioned

• TPO’s act of merely disallowing entire 
amount on ad-hoc basis is not as per the 
Rules. TPO is bound to make TP 
adjustment using one of the TP methods.

• Onus is upon the Assessee to establish the 
actual receipt of services and onus is not 
upon Assessee to fulfill benefit test

• Aggregation under TNMM is upheld when it 
is demonstrated that IGS is intrinsically 
linked to main economic activity 
(distribution/ manufacturing/ assembly/ 
services) and where documentary 
evidence maintained

• Circumstantial evidences to substantiate 
the receipt of IGS are accepted (increase 
in turnover, profits, withholding taxes, GST 
compliances etc.)

• Taxpayer needs to demonstrate a proper 
pricing policy which is in line with the 
Group TP policy.

• Management services are intangible in 
nature, difficult to provide concrete 
evidence of rendition
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Thank you


