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The transfer pricing officer and the taxpayer are 

directed to avail services of a technical expert to 

opine on the nature of functions carried out by the 

taxpayer  

 

 
 
 

19 February 2016 

Background  

The Delhi Bench of the Income-tax Appellate 

Tribunal (the Tribunal) in the case of Carrier 

Airconditioning & Refrigeration Ltd
1 (the taxpayer) 

held that, it is essential to carry out a detailed 

functional analysis for determining the 

comparability of a transaction and that rejection of 

functional comparability based on broad 

parameters without going into the actual substance 

of functions performed is inappropriate. Thereby, 

the Tribunal restored the matter back to the 

Transfer Pricing Officer (TPO) directing the TPO 

and the taxpayer to avail services of technical 

experts before concluding on the functional 

comparability. Further, on the contention of the tax 

department to examine the correctness of the 

segmental details furnished by the taxpayer before 

the TPO afresh which were never disputed by the 

TPO, the Tribunal adjudicated that the controversy 

cannot be enlarged as the TPO had already 

accepted the segmental details and it is not a case 

where the entire order of the TPO is challenged.  

 

.  

____________ 

1
 Carrier Airconditioning & Refrigeration Ltd. v. ACIT (I.T.A. No. 

5123/Del/2010) – Taxsutra.com 

Facts of the case  

 The taxpayer is a wholly owned subsidiary of 

Carrier Corporation, U.S.A. its Associated 

Enterprise (AE), engaged in the business of 

manufacturing, assembly and sale of transport, 

air-conditioning and commercial refrigeration 

equipment.   

 The business of the taxpayer is classified into 

various divisions comprising of – segment A, 

dealing in refrigeration and cooling of all 

movable systems (transport division); segment 

B, dealing in industrial refrigeration systems; 

segment C, dealing in commercial refrigeration 

systems; and other segment dealing in air-

conditioning products.  

 For the Assessment Year (AY) 2006-07, the 

taxpayer had international transactions in the 

nature of import of raw materials/components 

and finished goods, export of finished goods, 

payment of royalty, provision of marketing 

support services and cost recharges with its 

AE. 
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 The TPO, however, rejected the comparability of 

segment A with segment C. The TPO concluded 

that the functions performed by the transport 

division (segment A) cannot be compared to the 

functions performed by the commercial 

refrigeration division (segment C) and that the 

taxpayer itself had considered these as separate 

line of business vis-a-vis the transport and 

refrigeration divisions. The TPO concluded that 

there were no internal comparables available for 

the transport division (segment A) and hence, 

carried out a fresh benchmarking analysis. The 

TPO selected Subros Ltd as an external 

comparable and proposed an adjustment of 

INR5,13,69,711 by computing the PLI of the 

comparable company at 6.98 per cent. 

 In this entire exercise, the TPO neither disputed 

the various segments being maintained by the 

taxpayer nor challenged the segmental results 

with regard to segment A, B and C as provided 

by the taxpayer.  

 Subsequently, the Dispute Resolution Panel 

(DRP) upheld the adjustment made by the TPO. 

Aggrieved by the final order of the Assessing 

Officer (AO) passed pursuant to DRP directions, 

the taxpayer filed an appeal before the Tribunal.   

Taxpayer’s contentions 

Functional comparability of the segments 

 The taxpayer contended that internal 

comparable transactions were less influenced by 

contractual and functional differences vis-à-vis 

external comparable data and that internal 

TNMM should be accepted. 

 The taxpayer further contended that no detailed 

functional analysis was carried out by the lower 

authorities and that they have not considered the 

detailed functional comparability of segment A 

with segment C. The lower authorities have 

rejected the taxpayer’s contention merely on the 

broad ground that segment A deals with moving 

refrigeration systems which apparently was 

entirely different from manufacturing of 

commercial refrigeration systems.  

 

 

 

 

 The taxpayer in its transfer pricing study 

determined the Arm’s Length Price (ALP) of 

the international transactions relating to import 

of raw materials/components and finished 

goods of all divisions by applying the 

Transactional Net Margin Method (TNMM), 

considering the Operating Profit to Operating 

Revenue (OP/OR) ratio as the Profit Level 

Indicator (PLI) and in respect of the export of 

finished goods by applying TNMM considering 

Operating Profit to Operating Cost (OP/OC) 

ratio as the PLI.  

 For transactions under the transport and 

refrigeration division, the taxpayer 

benchmarked the same with the aid of internal 

transactional margins (internal TNMM). The 

taxpayer explained that the products 

manufactured/assembled under segment C 

were made from raw materials and 

components procured from unrelated entities 

and accordingly, the profitability of segment C 

was considered as an internal comparable with 

the profitability of segment A and segment B. 

The taxpayer in relation to the import of raw 

materials and finished goods determined the 

PLI of segment A as a loss of 6.13 per cent 

and compared it to the internal comparable 

margin of segment C at a loss of 9.30 per cent. 

Further, in relation to the export of finished 

goods, the taxpayer determined the PLI at a 

loss of 4.32 per cent on cost and compared it 

with the internal comparable margin of 

segment C at 8.51 per cent and concluded it to 

be at arm’s length. 

 The TPO accepted segment B to be at ALP by 

observing that though there was a small 

difference in products, the segments were 

broadly comparable as both dealt with the 

functions of manufacturing of refrigeration 

systems i.e. segment B being industrial 

refrigeration systems and segment C being 

commercial refrigeration systems. Further, in 

respect of the air-conditioning division, the 

TPO accepted the ALP for all the transactions 

namely import of raw materials and finished 

goods, payment of royalty and marketing 

support services.  
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Dispute on de novo proceedings on 

segmental accounts 

 The taxpayer contended that when the TPO 

has accepted the results of segment B and 

has not disputed the segmental results, then 

the entire process cannot be resorted back for 

fresh consideration.  

Tax department’s contentions 

Functional comparability of the segments 

 The tax department asserted that the functions 

performed by segment A dealing with bus and 

truck refrigeration systems cannot be 

compared to segment C, which dealt in 

commercial refrigeration systems. In addition 

to the above, the tax department relied on the 

final order of the AO and the segmental 

accounts of the taxpayer to demonstrate that 

segment A was entirely different from segment 

B and C.  

Dispute on de novo proceedings on 

segmental accounts 

 Further, with regard to the matter being 

restored to the TPO for fresh examination, the 

tax department submitted that a de novo 

(fresh) exercise should be carried out, and the 

segmental results of the assessee should also 

be examined afresh. 

Tribunal’s ruling 

Functional comparability of the segments 

 The Tribunal held that the lower authorities 

have not carried out a detailed functional 

analysis to determine the comparability of the 

two segments and have rejected the 

taxpayer’s claim on broad parameters without 

going into the actual substance of functions 

carried out by segment A and C. In this regard, 

the Tribunal has observed that the functions 

performed by these two segments require 

evaluation of the nature of technical services, 

and therefore, restored the matter to the TPO, 

directing the TPO and taxpayer to avail 

services of technical experts before arriving at 

a conclusion on functional comparability. 

 

Dispute on de novo proceedings on 

segmental accounts 

 The Tribunal held that the controversy cannot be 

enlarged by allowing the TPO to examine the 

correctness of the segmental accounts furnished 

by the taxpayer as the same was not disputed by 

the TPO in the first place, particularly when the 

TPO had accepted the segmental details and 

that the very premise of the proceedings cannot 

be altered while setting aside the matter as it is 

not a case where the entire order of the TPO is 

being challenged. 

Our comments  

The ruling delivered by the Tribunal emphasises the 

significance of the functions performed with respect 

to any transaction for comparability analysis. The 

Tribunal laid down the principle that in instances 

where complex functions are performed, the opinion 

of technical experts shall be availed to form an 

opinion on functional comparability.  

The ruling further strengthened the fact that resorting 

a matter for fresh examination cannot go beyond the 

issues that are challenged.  
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