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Case Study 

 

Mutual Agreement Procedure/Arbitration 

 

 

Country R and Country S have a treaty based on the UN Model which contains Article 9, including 

Article 9 (2) and Article 25 B.  Company R, a resident of Country R, produces cars at a cost of 100 and 

sells the cars to Company S, a wholly owned subsidiary of Company R resident in State S, at a price of 

150.  Company R files a tax return with Country R showing a profit of 50.  Company S buys the cars for 

150 and sells them to unrelated third parties in State S for 175.  Company S files a tax return with 

Country S showing a profit of 25.  On audit, Country S applies its domestic transfer pricing rules to adjust 

the profit Company S should have reported to 35, finding the correct transfer price to have been 140. 

1. What might the response of Company R and Company S be to the Country S adjustment? 

2. Does Company R have the right to present its case to the Competent Authorities of Country R?  

3. Suppose that Country R finds the adjustment proposed by Country S not to be “justified both in 

principle and as regards amount.”  

4. Suppose that after three years of negotiations, the Competent Authorities of Country A and 

Country B are unable to agree on the transfer pricing principles to be applied and on the 

appropriate amount of the adjustment. How might the issues on which the Competent Authorities 

disagree be submitted to arbitration?  

5. How might the decision of the arbitrators be structured? 

6. Suppose that the arbitrators decide that the appropriate transfer price should have been 145. How 

might the arbitral decision determining the appropriate amount of tax owing to Country R and 

Country S be implemented?  

7. How might the differences in the profits accounts and the “cash” accounts of Company R and 

Company S be reconciled?  


