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1. Introduction 
 
In the realm of transfer pricing (“TP”), the end of the year is typically the moment to start with the 
reconciliation of the actual (financial) results of group companies with the designed transfer pricing 
policies. In case the actual financial results do not align with the group’s transfer pricing policy, year-
end adjustments (“YEA”) should be considered. The term YEA is used to describe adjustments made 
to the commercial accounts of relevant group companies, either just before or just after the year end, 
but (generally) before closing the books. Incorrect application of the group’s transfer pricing policies 
could result in serious challenges made by tax authorities, potentially resulting in transfer pricing 
adjustments (and double taxation), interest and penalties. Therefore, it is important to periodically 
review your transfer pricing policies and correct transfer prices (if necessary) in a timely manner. 
 
This article aims to provide a general framework for YEAs, which includes general guidance on the 
practical aspects (i.e., analysing, calculating, processing) of YEAs. This overview should not be 
interpreted as a tailored advice or a discussion of specific cases, which always require a case-by-case 
approach, analysis and substantiation. Moreover, this article does not consider any other tax 
implications than transfer pricing. For case-related questions on YEAs or other tax implications, the 
STP transfer pricing specialists are happy to assist you with their expertise. 
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2. What are YEAs and why are they necessary? 
 
Most group companies aim to set the intercompany prices as close as possible to a price that meets 
the arm’s length principle (i.e., act as if both group companies are in fact unrelated parties). In practice, 
the arm’s length (target) price is not always sufficiently taken into account during the year because it 
can be brought in line after the year has ended through the implementation of a YEA. 

In some cases (if a timely YEA has not been made), this is solely corrected for tax purposes. However, 
since 2022 this may entail certain risks in the Netherlands, also be referred to our blog: “mismatches 
in the application of the arm’s length principle”. For this reason, it is strongly recommended to carry 
out your YEA in time (before the books close); a true-up in case the financial results were too low and 
a true-down in case the financial results were too high. 

Whether a YEA needs to be made depends (amongst others) on which transfer pricing method is used 
and the transfer pricing policy of the company. In case the comparable uncontrolled price method 
(“CUP”) method is used, it is generally not necessary to make a YEA (as arm’s-length prices (rather 
than profits) are used), unless the prices are incorrectly applied. When using the other methods (the 
resale-price method, the cost-plus method, the transactional net margin method (“TNMM”) and the 
profit-split method), there is a greater likelihood of deviations between the actual financial result and 
the transfer pricing policy. In practice, the transfer price is often set to target a gross or net margin, or 
profit split that is considered to be an arm’s length result. However, anomalies could occur which 
result in deviations between the applied pricing and the arm’s length (target) price during the financial 
year. A few of these anomalies that we often see in practice are described below.  

2.1 Inexact budgeting and/or changed facts and circumstances (operational / 
economical) 

It is not uncommon for a company’s actual financial results not to match its budgeted financial figures. 
One of the reasons may be that the actual operating costs were higher or lower than expected 
beforehand (due to inefficiencies or increased costs). For example, if the operating costs were 
budgeted at the beginning of the year and not adjusted during the year according to the expected 
increase of costs, a difference naturally arises between the actual financial result and the budgeted 
financial result. This will in turn result in financial accounts which are not in line with the applied 
transfer pricing policy. Other reasons may be found in changed facts and circumstances, such as an 
unforeseen increase or decrease in turnover due to certain economic circumstances (like COVID; 
sector winners seeing their revenue increased and sector losers seeing a decrease in revenues). All 
these elements result in a deviation between the actual financial results and the transfer pricing policy, 
for which YEAs may be considered. 

2.2 Insufficient communication between departments (tax and finance) 

The tax department of a company is responsible for preparing, documenting and monitoring the 
transfer pricing policy. However, the day-to-day calculation and processing of intercompany prices are 
mainly conducted by the finance department. If there is insufficient coordination between these 
departments, the intercompany pricing will typically be set and/or monitored without proper 

https://www.stp.nl/mismatches-in-application-of-the-arms-length-principle/
https://www.stp.nl/mismatches-in-application-of-the-arms-length-principle/
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consideration of the transfer pricing policy. This may result in potential deviations between the 
commercial accounts and the transfer pricing policy as a consequence. 

2.3 Difference between the general ledger and financial statement 

Sometimes revenue and expenses are represented differently in the general ledger compared to the 
statutory financial statements. If incorrect general ledger accounts have been used when setting the 
intercompany prices and calculated throughout the year, discrepancies could arise. These differences 
can then in turn lead to deviations between the commercial results and the transfer pricing policy. 

2.4 Practical solutions / recommendations 

We see abovementioned anomalies occur on a regular basis which could result in major YEAs (both 
before and after closing of the books). These major adjustments could involve significant costs and 
attract adverse risks which can be avoided by comparing the actuals and the TP policy on a regular 
basis (per half year of quarterly) throughout the year. For more information on designing a proper 
policy and incorporating an appropriate monitoring system to prevent adverse effects of major YEAs, 
please feel free to discuss with your STP transfer pricing specialist. 

3. Preparation of YEA: a general process 
 
The OECD TP Guidelines do not contemplate specific provisions on YEAs, as there is no operational 
guidance on how businesses can apply YEAs in accordance with the at arm’s length principle. The OECD 
TP Guidelines only indicate that competent authorities are encouraged to use their best efforts to 
resolve any double taxation issues that may arise from different approaches adopted by jurisdictions 
to YEAs and that may be submitted to them under a mutual agreement procedure.1 Instead, the 
process of calculating, analyzing and processing YEAs is based on best practice. In this process, the 
following main phases can be identified: 
 

1. Testing phase: how to test the relevant results?  
2. Analysis phase: which facts and circumstances to consider and what to analyse?  
3. Processing phase: how to perform the actual year-end adjustment?  

 
It is important that all steps and decisions taken are substantiated on a case-by-case basis. 
 
3.1 Testing phase: how to test the relevant results? 

The testing phase (on how to test the relevant results) basically comprises of a few main parts: 

- Consider the actual financial results at year-end; 
- Review the transfer price or profit in light of the transfer pricing policy; and 
- Compare (i.e., test) both to assess whether YEAs should be considered. 

  

 
1 Paragraph 3.71 of the OECD Transfer Pricing Guidelines for Multinational Enterprises and Tax Administrations 2022, OECD Publishing, 
Paris. 
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Consider the actual financial results at year-end 

When reviewing the actual financial results, it is important to use the statutory (instead of 
management) accounts of the tested party. This is because the statutory accounts are the main source 
of information when a tax inspector reviews the tax return in the context of an audit. Furthermore, it 
is important to see if any extraordinary or non-recurring items need to be eliminated for transfer 
pricing purposes. Lastly, and if applicable, a segmented P&L analysis should be performed: allocate (in 
particular) direct and indirect costs to different intercompany transactions (or segments) and isolate 
third-party transactions if necessary. 

Review the transfer price or profit in light of the transfer pricing policy 

After the actual financial results have been analysed, the transfer price or profit (for certain 
intercompany transactions) in light of the transfer pricing policy can be considered. This policy 
generally includes a description of the methodology used for specific intercompany transactions. Since 
it is not always possible to arrive or determine a single price or margin that results in the arm’s length 
price, the application of the methodology usually results in a range (the so-called arm’s length range). 
In case all the results are equally reliable, the full range can be used, however in practice this is not 
often the case, and a statistical calculation (interquartile range or other percentiles) is used to help 
enhance the reliability of the analysis. This interquartile range is generally determined by means of a 
so-called benchmark study (using commercial database information). The interquartile (or arm’s-
length) range is subsequently used to test the actual results of an intercompany (or segregated) 
transaction. From a P&L perspective, this arm’s-length range or transfer pricing profit is generally 
calculated on an operating profit (or EBIT) level. Naturally, comparing the actual financial result to the 
result of the intercompany transaction should be done at the same level (i.e., operating profit).  

Compare (i.e., test) both to assess whether YEAs should be considered 

As a last step of the testing phase, now both elements are clear, the calculation or comparison can 
be made: 

- Consider the actual result of the intercompany transaction of the year involved; 
- Compare this with the transfer price or profit (arm’s-length range) as determined by means 

of a benchmark study and included in the transfer pricing policy; and 
- Consider a YEA in case the actual profit falls outside the arm’s-length range. 

In practice, the statutory financial accounts are only available after a certain period following the 
closing of the books. However, YEA should be made before closing the books in order to actually 
include the correction in the financial accounts. Therefore, it is recommended to use the most recent 
financial results that are likely to match the expected statutory financial statements. To correct the 
profit, either one-off YEAs can be made or a more regular review of the actual financials versus the 
transfer pricing policy could be done to make relatively smaller adjustments during the year. The 
latter is be preferred, as large(r) adjustments could give rise to questions from the tax authorities.  
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3.2 Analysis phase: which facts and circumstances to consider and what to analyse? 

Based on the previous step, it might be concluded that the actual results of the intercompany 
transaction or transactions may fall outside the range (i.e., deviate from the transfer pricing policy). 
YEA should then be considered. However, it is not per definition required that YEAs must be made. 
Various aspects should then always be considered before making YEAs: 

- One of the most important aspects is to analyse why there is a discrepancy between the actual 
financial result and the transfer pricing policy. This analysis should show if the cause lies in 
factors beyond the range of the tested party (changed economic conditions) or within the 
control of the tested party (such as inefficiencies).  

- Based on the identification of these causes, it can then be determined if a YEA is appropriate 
for transfer pricing purposes. Generally, this depends on whether or not the related parties 
have concluded an intercompany agreement in which the matter of YEAs has been addressed.  

- Even in case there is an intercompany agreement, the functional analysis should always be 
taken into account; if the tested party bears little or no risk, then it could be appropriate to 
make an adjustment. But in case the deviated financial results are due to risks and 
responsibilities that fall within the control of the tested party, it is most likely not appropriate 
to make an adjustment.  

- There are, of course, also situations where no agreements have been concluded or, where an 
agreement has been concluded, but the agreement does not mention anything about YEAs. In 
these cases, it should be analysed what unrelated parties would have agreed upon in similar 
circumstances. 

- Nevertheless, all things considered, a thorough analysis of the reasons for the differences 
(between the results and the transfer pricing policy) should be considered, as well as the 
functional and risk profile of the tested party when making YEAs.  

Some other elements that should be considered for YEAs, are more of a financial nature: 

- One could conclude, that based on an analysis of the financial results for one year, as well as 
the reasons as mentioned above, that an adjustment should be made. However, in practice 
the results of the tested party are often evaluated on a multi-year basis, rather than for one 
year (also by tax authorities in case of an audit). It could very well be possible that the actual 
financial results for multiple years fall within the multi-year range, whereas the results do not 
fall within the one-year range. This could be a good reason not to make an adjustment for the 
respective period. 

- Another important aspect to consider is what the tested party has done the previous year. It 
should, at all times, be prevented that tax authorities feel that arbitrariness has led to 
answering the questions whether adjustments will be made or not (for example if in year one 
no adjustments are made while downward corrections could have been made, while upward 
corrections are made in year two even though the facts and circumstances are similar). This 
could give rise to questions from the tax authorities. 
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3.3 Processing phase: how to perform the actual year-end adjustment? 

The last phase is the so-called processing phase, where the YEA actually has to be processed. This 
means that the YEA is actually booked in the financial systems and an intercompany invoice is sent 
out. For practical reasons, YEAs are generally implemented by means of an additional invoice between 
the related parties after year-end (and before closing of the books – also see the next paragraphs on 
timing and restrictions).2 

A relevant aspect to consider when preparing the invoice for the adjustment, is the actual title or 
description of the invoice. This is especially important for VAT and customs purposes. In practice, the 
invoice for the YEA is considered to be either a debit or credit note to the same intercompany 
transaction and invoices sent during the year that is being reviewed. Some countries do require that 
these adjustments are made to all the individual transactions (underlying invoices) for VAT and 
customs purposes. However, in practice this can prove to be very difficult. Therefore, and for transfer 
pricing purposes, YEAs are often structured as one-off amounts with reference to the services and 
conditions as described in the legal agreement.  

3.3.1 Timing of the year-end adjustment 

As can be derived from the name, YEAs are generally made at year-end. This does not mean that the 
corrections need to be made before or on the last day of the fiscal year. The YEAs can still be made 
after the end of the book year, preferably as long as the adjustments are taken into account in the 
actual financial accounts. 

To minimize the risks in relation with large YEAs, it is preferable to periodically check (e.g., monthly, 
quarterly, or semi-annually) whether an adjustment of the intercompany prices for the remainder of 
the year is necessary. Regular and early adjustments will reduce the chances of having to make 
substantial YEAs and thereby minimizing the risk of potential questions from tax authorities.  

3.3.2 Restrictions in the Netherlands: timing is key 

As of January 2022, Dutch legislation on the elimination of mismatches in the application of the at 
arm’s length principle (“Wet tegengaan mismatches bij toepassing zakelijkheidsbeginsel”) entered 
into force: based on these rules, it will no longer be possible to make transfer pricing corrections 
resulting in a lower taxable amount (downward adjustments), in the corporate income tax return, 
when the company cannot substantiate that the other jurisdiction includes a (taxable) corresponding 
upward correction. These mismatches are eliminated by a denial of the downward correction of the 
taxable income at the level of the Dutch entity (please also be referred to our blog regarding this new 
legislation). In order to prevent these adverse effects, it is essential to apply YEAs before closing the 
financial accounts (rather than in the tax return). In other words, timing of the preparation of the YEAs 
have become even more important; it is imperative to prepare them before closing the financial 
accounts and process them in the books accordingly if it is appropriate to make an adjustment. 

  

 
2 J.T. van Egdom, “Verrekenprijzen; de verdeling van de winst van een multinational”, Deventer 2017, p. 61. 

https://www.stp.nl/mismatches-in-application-of-the-arms-length-principle/
https://www.stp.nl/mismatches-in-application-of-the-arms-length-principle/
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4. Key takeaway 
 
 
This article shows that a correct application of the group’s transfer pricing policy is imperative, as a 
deviation from your transfer pricing policy could lead to serious challenges made by tax authorities 
(transfer pricing adjustments (resulting in double taxation), interest and penalties). In order to 
correctly and consistently apply your transfer pricing policy, a well-structured periodical review 
process of the transfer pricing policy as well as the practical aspects as explained in this article is 
required. A key element of this process, in particular in the Netherlands (since 2022), is timing: as in 
certain cases transfer pricing corrections can no longer be made and lead to double taxation. 
Companies should, therefore, timely and carefully review the extent to which YEAs should be made 
and make sure these are implemented in the financial accounts before closing the accounts. 
 
Should you have any questions regarding the above (or transfer pricing in general), the STP transfer 
pricing specialists are of course happy to assist you with their expertise. 
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