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1. Introduction 

1.1 Purpose of this report  
The purpose of this Local Country file is to provide tax administrations more detailed 
information on the at arm’s length nature of the intercompany transactions in which [local 
company full legal name] (hereinafter referred to as ‘[Local Opco]’) is involved in. [Local 
Opco] is the [XYZ] group’s contract manufacturer in [country]. 

This information should be seen as a supplement to [XYZ] group’s Master file in which a 
high level overview is provided to place the [XYZ] group’s transfer pricing practices in their 
global economic, legal, financial and tax context (attached as Appendix A).  

[Please find a master file framework report on our website which helps you to prepare such a file: 
http://www.transferpricingweb.com ] 

In this Local Country file we have followed the at arm’s length standard as defined in article 
[insert number] of the [country] corporate income tax legislation. In this article [article 
number] it is stated that [insert a brief description of the content of the local transfer pricing 
legislation].  

In addition, we took into consideration Chapter 5 of the OECD Guidelines1, which was last, 
updated in 2015 as Action 13 of the Action Plan on Base Erosion and Profit Shifting from the 
OECD2. The OECD Guidelines provide that affiliated companies should transact with each 
other using the arm's length principle and, where required or otherwise appropriate, prepare 
documentation to support the application of that principle.  

Please find enclosed a cross-reference table in Appendix B which connects the information 
requirements of a generic Local Country file as prescribed in the OECD Guidelines with the 
content of this specific Local Country file for [Local Opco]. 

1.2 Scope of this Local Country file 
[The purpose of this section is to introduce the intercompany transactions under review. Often this is 
achieved by way of providing a top down description of the group, its parent company, the company 
subject to review and the intercompany transactions the latter is involved in. Please find sample 
wording below] 

[Local Opco] is part of the [XYZ] group of companies of which [full legal name of parent 
company], established in [country], is the ultimate parent company (hereinafter referred to 
as ‘[parent company]’). 

The [XYZ] group is specialized in [insert a brief description of the XYZ group’s business and 
products] and is operating in [XX] countries in the world. 
                                                      

1 OECD Transfer Pricing Guidelines for Multinational Enterprises and Tax Administrations, July 2010. 
2 ‘Guidance on transfer pricing documentation and country-by-country reporting – Action 13: 2015 Deliverable’, 
published by the OECD/G20 on 5th October 2015. 

http://www.transferpricingweb.com/
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Section 4: Functional analysis - this section sets out the division of functions, risks and 
intangible assets between [Local Opco] and the relevant [XYZ] group companies for the 
identified intercompany transactions. The functional analysis is fundamental to understand 
[Local Opco]’s role and responsibilities assumed in the intercompany transactions under 
review. 

Section 5: Specific financial and tax information – this section contains a number of specific 
financial and tax details of [Local Opco], inter alia, statutory accounts and arrangements with 
tax authorities. 

Economic analysis 

Section 6: Selection of method - this section details the analysis undertaken to select the 
appropriate transfer pricing methods for the transactions under review, and to determine the 
arm’s length pricing for said transactions.  

Section 7: Financial analysis - this section of the report analyses the actual results realized 
by [Local Opco] on its intercompany transactions for the financial year 20[XX] and compares 
these results to the results realized by independent third parties. [This section is only required if 
local transfer pricing rules prescribe that an analysis should be made of how the actual financial 
results of [Local Opco] compare to the at arm’s length prices of the intercompany transactions (often 
based on the results found in the comparables search)]  
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Please find below an organizational chart of [Local Opco]: 

 

[insert organizational chart] [We often use MS PowerPoint to prepare such a chart] 

 

2.3 Business overview 
[Please insert a high-level description of the business in which [Local Opco] operates including the 
strategy it pursues. Also describe whether [Local Opco] has been involved in or affected by business 
restructurings or intangibles transfers in the present or immediately past year. Please find below 
sample wording]  

[Suggested information sources: [XYZ] group’s or [Local Opco]’s website, company brochures and/or 
discussions with management] 

[Local Opco] produces on the basis of instructions provided by principal in terms of, for 
example, product specifications and production volumes. [Local Opco] is responsible for the 
typical operational functions required to manufacture [insert name]  products. These include, 
but are not limited to, the procurement function, warehousing of raw materials, day-to-day 
production scheduling, production quality control and packaging. [Local Opco] does not 
undertake entrepreneurial activities that would result in intangible asset development. The 
main customer of [Local Opco] is principal. 

[Local Opco] only incurs limited risks. It is only held responsible for the risks that directly 
relate to the manufacturing process, such as production inefficiencies and warranty risk. All 
other risks are borne by principal. 

[Local Opco]’s main goal is to minimise the costs of production based on processes and 
products developed by principal and ensuring that its production is at the expected quality 
level. 

[Local Opco] has [not] been involved in or affected by any business restructurings or 
intangibles transfers in the present or immediately past year. [If [Local Opco] has been involved 
in or affected by any business restructurings or intangibles transfers in the present or immediately 
past year, insert a description] 

2.4 Key competitors 
[Suggested information sources: industry/market studies or information available from management] 

In the [country] market [Local Opco] encounters the following key competitors: 

• [insert name] 

• [insert name] 

• [etc.] 
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3. Controlled transactions 

3.1 Introduction 
This chapters details the material categories of intercompany transactions subject to review 
in this Local Country file, including the high level characteristics of each intercompany 
transaction, the [XYZ] group companies that are engaged in the transactions with [Local 
Opco] and the amounts involved.  

The following intercompany transactions have been identified within the [XYZ] group in 
which [Local Opco] is involved in: 

• the supply of [insert name] products manufactured by [Local Opco] and sold to 
principal; 

• [Please insert any other materially relevant intercompany transaction]. 

3.2 Supply of [insert name] products 

3.2.1 Description of intercompany transaction 

[Local Opco] manufactures [insert name] products which it supplies, for the vast majority, to 
principal. The manufacturing activities of [Local Opco] are conducted under the supervision 
and instructions of principal. [Local Opco] only incurs the operational risks associated to its 
manufacturing activities that it can affect. Principal incurs all other risks. The manufacturing 
activities that [Local Opco] conduct in relation to the supply of the products to principal 
have a routine nature. For more details on these services, please refer to chapter 4. 

3.2.2 Group companies involved in the transaction 

In this particular transaction, [Local Opco] supplies products to principal. 

3.2.3 Relevant intercompany agreement 

Please see Appendix [C-1] for an example of the relevant contract manufacturing agreement. 

[In case there is no intercompany agreement in place, please refer to our website 
http://www.transferpricingweb.com. Besides framework reports, we also offer template agreements] 

3.2.4 Amounts of intercompany transaction 

The amount of the [insert name] products supplied by [Local Opco] to principal amounted to 
[currency] [amount] as per the end of FYE 20[XX].  

3.2.5 Copies of existing APAs and tax rulings 

[No APAs or tax rulings have been concluded in relation to the contract manufacturing 
services.] 

http://www.transferpricingweb.com/
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4. Functional analysis 

4.1 Introduction 
This section details the functional and risk profile of [Local Opco] for the year ended 20[XX] 
for the transactions it is involved in. These details are described in a so-called functional 
analysis.  

The OECD Guidelines state “Application of the arm’s length principle is generally based on 
a comparison of the conditions in a controlled transaction with the conditions in transactions 
between independent enterprises. (….) Independent enterprises, when evaluating the terms 
of a potential transaction, will compare the transaction to the other options realistically 
available to them, and they will only enter into the transaction if they see no alternative that 
is clearly more attractive”3.  

In dealings between two independent enterprises, comparison will usually reflect the 
functions that each enterprise performs, the assets used and the risks assumed. Therefore, in 
determining whether controlled and uncontrolled transactions or entities are comparable, 
comparison of the functions taken on by the parties is necessary. This comparison is based on 
a functional analysis, which seeks to identify and compare the economically significant 
activities and responsibilities undertaken or to be undertaken by the independent and 
associated enterprises. Consistent with the OECD Guidelines, the functional analysis covers 
only “economically significant” activities. 

Thus, the functional analysis provides the factual foundation for establishing transfer pricing 
methods consistent with the arm’s length principle. A controlled transaction meets the arm’s 
length principle if the results of the transaction are consistent with the results that would 
have been realized had the same transaction occurred between uncontrolled entities. A 
functional analysis is essential to the development of transfer pricing policies for the 
following reasons: 

• The functions undertaken by each related party typically correlate with the risks 
borne and the assets acquired or developed; 

• The functions, assets and risks associated with a related party’s operations usually 
have a significant effect on its expected profitability; 

• The functional analysis provides the information and background necessary to the 
related parties and identifies uncontrolled transactions potentially comparable to the 
controlled transactions under review. 

In the remainder of this chapter, we will describe our understanding of the functional and 
risk profile of [Local Opco] and its group companies in the various identified transactions, 
with a particular focus on the role of [Local Opco] in those transactions. The description of 
the functional analysis reflects the situation as per [month], 20[XX] and onwards. 
                                                      

3 Paragraph 1.33 and 1.34 of the OECD Guidelines.  
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Strategy development includes activities to select lines of business (product, technology, 
market combinations), choosing organisational structure and operating procedures, 
analysing and undertaking acquisitions and divestitures, performing competitive analyses 
and responding to market forces. 

[Principal]:  

• is responsible for the overall strategy for manufacturing, logistics and procurement of the 
[insert name] products and for the infrastructure of [Local Opco]; 

• determines the product range and decides on the product life cycle; 

• makes decisions on strategic -high level- issues like the organisational structure of [Local 
Opco], the size of the production capacity and required investments in new facilities, long 
term supply and back-up strategy and the allocation strategy of resources and 
manufactured products for [Local Opco].  

[Local Opco]:  

• is not involved in the strategy development and strategic control function. 

 

Corporate reputation and brand management (trademarks/trade names) 

The related function concerns all activities that are performed to develop and manage 
corporate reputation. The reputation of a firm is often embodied in its trademarks and trade 
names. Trademarks and trade names may be of significant intangible value if prospective 
customers perceive the trademark or trade name to represent product quality, service, or 
other firm and product characteristics that customers perceive as desirable. 

[Principal]: 

• has strategic marketing responsibility;  

• is in charge of the group’s corporate reputation, and decides on any relevant actions in 
this respect, such as media exposure or product recalls; 

• manages and controls the day to day use of the brand and associated trademarks and trade 
names;  

• initiates and executes activities and projects that intend to enhance the strength of the 
brand and corporate reputation. 

[Local Opco] 

• is not involved in the corporate reputation and brand management function. 

 

Financial control and accounting 

Financial control and accounting include day-to-day cash flow management (including 
accounts receivables, accounts payable, intercompany payments, payroll), budgeting, 
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The sales and distribution function is responsible for generating sales of products through 
identifying potential clients/projects, contracting new clients and maintaining existing client 
relationships.  

 

[Principal]: 

• is responsible for the sale and distribution of finished products; 

• is responsible for setting and executing the sales strategy. 

 [Local Opco]: 

• is not involved in the field sales and distribution. 

4.2.2  Risks borne 

A significant portion of the return earned by any company reflects the fact that the business 
is bearing risks of various kinds. It is a basic commercial principle that, higher assumption of 
risk entails higher expectation of reward or remuneration i.e. ‘returns should follow risks’. 
Therefore, an appropriate transfer pricing analysis should adequately take into account the 
risks that exist in business transactions and how such risks are borne, controlled, mitigated 
by the entities in the controlled transactions. 

Risks refer to those business factors that expose a company to variability in its performance 
and profitability.  

[Please note that the descriptions below might differ from the actual situation which is described in the 
intercompany agreement between principal and [Local Opco]. The actual conduct of parties then 
prevails and should be included in the paragraphs below. If there is no intercompany agreement in 
place, please refer to http://www.transferpricingweb.com where intercompany template agreements are 
offered] 

4.2.2.1 Market risk 

Market risk refers to the loss associated with operating in an uncertain marketplace. Market 
risk may arise due to demand factors that adversely affect price or volume, such as increased 
competition in the marketplace, adverse demand conditions within the market, the inability 
to develop markets, or failure to position products to service targeted customers. Market risk 
may also be due to supply-side factors, such as fluctuation in the availabilities and prices of 
raw materials and other inputs. 

Under the current contract manufacturing agreement between principal and [Local Opco], 
the demand side market risks (that is, fluctuations in prices and volumes of [Local Opco]’s 
finished products) and supply side market risks (that is, fluctuations in input prices for 
[Local Opco]’s products) are borne by principal. In the agreement, principal offers fixed 
prices for the finished products and bears any price deviations between actual and budgeted 
prices of the raw materials and semi-finished products. 

http://www.transferpricingweb.com/
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6. Selection of method 

6.1 Introduction 
In the previous chapters we have undertaken a factual analysis for the various intercompany 
transactions subject to review in the Local Country file. We also determined the 
characterisation of the entities involved in the various transactions. Next step in the transfer 
pricing analysis would be to identify the most appropriate transfer pricing method for each 
transaction. 

In the next paragraphs we will first provide a summary of the available transfer pricing 
methods as described in the OECD Guidelines. Subsequently we selected the most 
appropriate transfer pricing method for the identified intercompany transactions. 

6.2 Transfer pricing methods 
The OECD Guidelines focus on the application of the arm's length principle in transactions 
between related parties. The OECD Guidelines aim to help tax administrations (of both 
OECD Member countries and non-member countries) and multinational enterprises by 
indicating mutually satisfactory solutions to transfer pricing cases, thereby minimizing 
conflict among tax administrations and between tax administrations and multinational 
enterprises, and avoiding costly litigation. Multinational enterprises are encouraged to 
follow the guidance in the OECD Guidelines, as amended and supplemented, in order to 
ensure that their transfer prices reflect the arm's length principle. 

The Guidelines should be generally accepted in all OECD member countries, respecting their 
local legislation. As the application of the OECD Guidelines should result in identifying the 
arm’s length prices, the procedures that are in accordance with the OECD Guidelines should 
generally be in compliance with local tax legislation in non-OECD countries, since the 
transfer pricing legislation always strives to use the arm’s length price. 

The OECD Guidelines distinguish between traditional transactional methods and other 
methods used to determine an arm’s length price. 

Chapters II and III of the OECD Guidelines regulate the use of methods for determination of 
transfer prices that are in accordance with the arm’s-length standard. As a general rule, none 
of the methods can be used in every situation, and the applicability of individual methods 
has to be substantiated. A taxpayer should have supporting documentation for the method 
used to set transfer prices.  

The arm’s length standard does not require that more than one method be used. In principle, 
it is possible to select one method that will be suitable for the provision of the best estimate 
of a market price. However, it is recommendable to verify the results of one method using 
another method in order to reduce the risk that tax authorities would question the prices 
agreed. In more complicated cases where one approach is not sufficiently convincing, it is 
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study. We can also recommend an advisor to perform a benchmark study for you: please complete the 
contact form on our website: click here] 

6.3.1.2 Analysis of arm’s length results 

The results of the search process are summarized in the table below. 

Results of benchmark study Result 

Upper-quartile  

Median  

Lower-quartile  

Number of observations  

 

In case [Local Opco] would realize, in the long run and under normal circumstances, an 
operating margin within the interquartile range of MOTCs as indicated in the table above, 
there is no reason to assume that the transfer prices would not be arm’s length. 

6.3.2 [insert transaction 2] 
[Please insert a description of the applicable transfer pricing method , and the analysis of the arm’s 
length results for any other material intercompany transactions [Local Opco] is engaged in] 

http://www.transferpricingweb.com/contact
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