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A controlled relationship is defined in the Regulations as follows: 
  
“controlled relationship means a relationship between one person and another 
person by the terms of which, the relationship is able to influence the transfer price 
set in a transaction, and in which that other person is 
 

o An associate of the first person 
o A person in a trust relationship with that first person; 
o A person who is in a partnership relationship with that first person; 
o A holding company, a subsidiary or a subsidiary of a holding company to 

which that first person is a subsidiary; 
o A member of a closed corporation together with that first person; and 
o A relative of a person who is a member of a closed corporation together with 

that first person;” 
o A relative of the first person; 









Comparable Uncontrolled Price  

 

Cost Plus 

 

Resale Price 

 

Transactional Net Margin Method 

 

Profit Split 

 

 

 

Traditional transaction methods 

 

 

 

 

Transactional profit method 
 

 

 

 

 

 

 

 

Where a traditional transaction method and a transactional profit method can be applied in an equally reliable manner, the 
traditional transaction method is preferable to the transactional profit method. Moreover, where the comparable uncontrolled 
price method (CUP) and another transfer pricing method can be applied in an equally reliable manner, the CUP method is to be 
preferred. 
 

 

Source: OECD Transfer Pricing Guidelines 2010 

 

We note that the OECD has also made provision for the same methods and actually provides a great 
deal of guidance in that regard 





Demand Fulfillment Demand 
Generation 

Secondary 
Services 

Acquisition/Exploration Mining Ore Processing 
Marketing & 

Sales 

Supply Chain Management 

Financing 

Headquarter & Support Services (Mgt & Technical) 

Primary 
Activities 



Acquisition/Exploration

Prospect/Explore  
Assess Mineral 

Resource 
Examine Production 

Options 
Develop Business 

Case 
Acquire 

Initiate 
Establishment 

Engineering Design Construct Commission  

• This stage involves the exploration strategy and associated activities to find new 
or unknown mineral deposits. 
 

• The process focuses on all the activities needed to access the ore body with the 
associated  supporting engineering infrastructure.  

Source: Information retrieved from the August 2010 “Exploration and Mining Business Reference Model” created by the Exploration, 
Mining, Metals, and Mineral Vertical Group and modified to fit the purposes of this presentation.   



Mining

Create Access Mine Ore Body Extend Infrastructure Classify Rock 

Move Rock Stockpile Ore or Waste 

• For a given mine type, rock type, and mining type this process includes the 
breaking and removal of “rock”. Rock is a generic term used to describe all 
types of mineral resources (e.g. coal, metal ores, limestone) 
 

• The process also includes the transport of the broken rock and waste material 
from the working place to the plant and/or stockpile. 

Source: Information retrieved from the August 2010 “Exploration and Mining Business Reference Model” created by the Exploration, Mining, Metals, and Mineral Vertical Group 
and modified to fit the purposes of this presentation.   



Ore Processing

Classify Material Blend Material Store Material  Prepare Material  Concentrate Material 

Smelt/Refine Material Classify Product Blend Product Package Product Store Product 

Ore Processing focuses on the following procedures: 
 
• Regulating the physical properties of the desired product (e.g. size), 

 
• Removing unwanted constituents, and 

 
• Improving the quality, purity, or grade of the desired product 
Source: Information retrieved from the August 2010 “Exploration and Mining Business Reference Model” created by the Exploration, Mining, Metals, 
and Mineral Vertical Group and modified to fit the purposes of this presentation.   



Marketing & Sales

Engage Customer Handle Order Ship and Distribute 
Process Financial 

Transaction 
Support Product 

Marketing 

• This stage focuses on dealing with customers in order to sell the product and 
attain revenue. 
 

• The process also includes product marketing. 

Source: Information retrieved from the August 2010 “Exploration and Mining Business Reference Model” created by the Exploration, Mining, Metals, and 
Mineral Vertical Group and modified to fit the purposes of this presentation.   



• Funding the investment (and associated risk) and the rights to access any losses 

• Ownership and entitlement of profits from mining rights / licenses 

• Remuneration for use of centralized services, engineering expertise, people, and technology Examples 
include arm’s length compensation of geological exploration studies, management services dealing 
with the feasibility of the project, R&D services, etc. 

• Ownership of exploration equipment and proper compensation for rental or leased equipment 

• Responsibility of insurance and associated liability risks – compensation and deduction of payments 

• Financing and related arm’s length payment of costs 
• Relationship with ore processing companies 
• Management and design of production infrastructure 
• Ownership of mining equipment and proper compensation for rental or leased equipment 
• Reward structure for design and manufacture of equipment, if any 
• Payment of royalties / leasing / service fees (people, technology, equipment) 
• Remuneration of support services 
• Attribution of liabilities, regulatory and environmental risks, insurances, and indemnities  
• Design and ownership of facilities and infrastructure 
• Investment in relation to the mine 



Main Transfer Pricing Aspects
• Ore Processing 

• R&D and IP ownership in relation to smelting/refining processes and protocols etc. 
• Plant property and equipment – design, investment / funding, ownership, 

characterization, location 
• Characterization of processing activities (low-risk contract processor/smelter, fully 

fledged risk-bearing processor/smelter) 
• Remuneration of support services 
• Reward structure for supply chain management and logistics 
• Arm’s length compensation to bearer of environmental, regulatory, and insurance risks 

• Marketing & Sales  



Demand Fulfillment Demand 
Generation 

Secondary 
Services 

Acquisition/Exploration Mining Ore Processing 
Marketing & 

Sales 

Supply Chain Management 

Financing 

Headquarter & Support Services (Mgt & Technical) 

Primary 
Activities 





Michael Seager: How should the prices of bulk minerals be set for royalty purposes? An experiment with Bauxite 



 

Process Cost Relative Cost 

1 Mining & Drying of Bauxite £1.93 0.55% 

2 Benefaction of Bauxite to Alumina £15.54 4.41% 

3 Smelting £99.05 28.13% 

4 Semi fabrication £235.60 66.91% 

Source: Graham, R., The Aluminum Industry and the Third World – Multinational Corporations and 
Underdevelopment, P.79 (United Kingdom, London: Zed Press, 1982). 



Three most common types of financing 
activities for a Treasury hub: 
 
• Long-term financing 
• Cash pooling and short term financing 
• Guarantees 

Principal Company 

Entity 
( Treasury ) 

Mining assets  

Financing 

Financing 

Extraction/  production activities 

Entity (Smelter) 



  

Banks/Lenders 

   Group lender          
  (Long term loans) 

  
       
        
  
    
 
      
      

      

Facility 
Agreements 

Cash pool leader Group guarantor Group companies 

Short-term 
funding 

through the 
cash pool 

Provision of 
guarantee 

Through proper pricing of the following intercompany financial transactions 

On-lending of funds sourced 
from banks/lenders 



Shared service centre  services: 

 

• General management 

• IT 

• HR 

• Legal 

• Commercial Services 

 

 

 

• Marketing 
Accounting & financial 
administration 

• Treasury 

• Technical 
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   Economic or commercial value 
 









What is the most appropriate allocation key? 
 



 

No No Yes Yes 

Determine 
total costs 
Determine 
total costs 

Substract 
extraordinary costs 

Substract 
extraordinary costs 

Identify 
direct charges 

Identify 
direct charges 

Substract 
Shareholder costs 

Substract 
Shareholder costs 

Allocate remainder 
(indirect charges) 

Allocate 
indirect charges 

No cost allocation 
possible 

No cost allocation 
possible 

Allocate general  
support costs 

Allocate overhead  
costs 

Are services rendered? Are services rendered? 








