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Transfer Pricing (TP) regulations under extraordinary gazette no. 2217/7 (“Regulations”), have been issued under Section 194 of
the Inland Revenue Act no.24 of 2017 as amended (“IRA”), replacing the extraordinary gazette notification no.2104/04 issued
previously under Inland Revenue Act no.24 of 2017. The Regulations will be effective from 1 April 2020.

These Regulations will apply in the following cases:

a) International transactions between Associated Enterprises (“AEs”) recognised under Section 76 of the IRA
b) Domestic transactions amongst AEs as identified below:
e |f tax exemptions have been granted to any AE under the Inland Revenue Act no. 38 of 2000 or Inland Revenue Act no.
10 of 2006 or no. 24 of 2017 or Board of Investment (BOI) of Sri Lanka Law no. 4 of 1978
e [fany difference between income tax rates specified in any schedules to the Act or any income tax rate given in the BOI
agreement is applicable to any AE
e |[floss has been incurred by any AE for the year of assessment or immediately the preceding years of assessment, which
has been brought forward to that year of assessment

A permanent establishment shall be treated as a distinct and separate entity from its head office and related branches (within or
outside Sri Lanka) under the IRA, for the purpose of TP.

This alert provides an update on the key amendments that have been made to the TP framework under the Regulations.

1. Arms length price

Under the Regulations, arm’s length price is determined on the basis of arm’s length range, which is the interquartile range
(25th-75th percentiles) of the relevant financial indicators. The Department of Inland Revenue administratively applied this
change via the TP guidelines issued on 20 October 2020.

The range is calculated using the most appropriate transfer pricing method as applicable to the enterprise under the Regulations.

2. Definition of AE

Previous definitions Definition modification/exclusion under the Regulations

Regulation 8(c) Regulation 8(c)

“Loans advanced by one enterprise to another enterprise constitute not ~ “Loans advanced by one enterprise to another enterprise constitute not
less than 51% of the book value of the total assets of the other less than 51% of the book value of the total assets of the other enterprise
enterprise provided that it is not given by a bank, which is not provided that it is not given by a financial institution, which is not
considered as an associated enterprise under any other item of this considered as an associated enterprise under any other item of this
Regulation.” regulation.”

Regulation 8(d) Regulation 8(d)

“Loans and equity provided by one enterprise to another enterprise “Loans and equity provided by one enterprise to another enterprise
constitute not less than 51% of the book value of the total assets of the  constitute not less than 51% of the book value of the total assets of the
other enterprise provided that it is not given by a bank, which is not other enterprise provided that it is not given by a financial institution,
considered as an associated enterprise under any other item of this which is not considered as an associated enterprise under any other item
Regulation.” of this Regulation.”
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3. Changes to the transfer pricing documentation requirments

Document Applicable section

Prior regulation under
Gazette No 2104/4

Amended regulation under Gazette No
2217/7

Transfer Pricing Disclosure Form (TPDF) Threshold
Regulation 6(d)*

TPDF must be prepared by enterprises
that carry out controlled transactions or
categories of controlled transactions
with associated enterprises, regardless of
the size and nature of those transactions

TPDF must be prepared by enterprises
that carry out aggregate controlled
transactions that exceed LKR 200
million with associated enterprises,
during a year of assessment

Note - Enterprises that carry out
categories of transactions with AEs
below LKR 200 million, need to disclose
only the transaction category and
details of AEs (Columns and II). In
addition to disclosing the transaction
category and details of AEs,
enterprises that carry out categories of
transactions with AEs exceeding LKR
200 million, must disclose details of
the transfer pricing methodolgy and
arm'’s length price (Columns | to IV)

Local file Threshold - To be prepared and maintained by those ~ To be prepared and maintained by
Regulation 6(a) enterprises that carry out controlled those enterprises that carry out
transactions or where each category of aggregate controlled transactions with
controlled transactions with associated associated enterprises exceed LKR 200
enterprises exceed LKR 200 million for million for each year of assessment
each year of assessment
Information to be included Applicable for any enterprise that carries ~ Applicable for the aggregate value of
Annexure 1 (Part B) out controlled transactions or where each category of controlled
each category of controlled transactions transactions exceeding LKR 200 million
with associated enterprises exceed LKR for the particular year of assessment.
200 million for each year of assessment
Submission dedline Within 30 calendar days of a written request Within 60 calendar days of a written
Regulation 6(c) issued by the Commissioner General of request issued by the Commissioner
Inland Revenue General of Inland Revenue
Masterfile Threshold Declared revenue whose value exceeds LKR Declared group revenue whose value

Regulation 6(a)

7.5 billion for each year of assessment

exceeds € 50 million or its equivalent in
LKR for each year of assessment as
recorded in the books of account

Commencing year

Regulation 6(a)

1 April 2020

Submission dedline

Regulation 6(c)

4 Within 30 calendar days of a written

Within 60 calendar days of a written

request issued by the Commissioner Generalrequest issued by the Commissioner

of Inland Revenue

General of Inland Revenue

Threshold
Regulation 6 (1) (iii)**

Country by Country Report (CbCR)

CbCR must be prepared by group entities
whose total consolidated group revenue
exceeds LKR 115 billion during the Fiscal
Year immediately preceding the
Reporting Fiscal Year

CbCR must be prepared by group entities
whose total consolidated group revenue
exceeds € 750 million or its equivalent in
LKR during the Fiscal Year immediately
preceding the Reporting Fiscal Year

Commencing year

Regulation 6 (e) (vii)**

Effective for reporting fiscal years of
MNE groups begining on or after 1 April
2019

Effective for reporting fiscal years of MNE
groups beginning on or after 1 April 2020

* This change was incorporated in the TP Guide issued on 20 October 2020

** This change was incorporated in the Notification issued on 22 December 2020
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