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1. NECESSITY OF EVALUATING COMMERCIAL AND FINANCIAL TRANSACTIONS BASED ON MARKET PRICES
The evaluation of commercial and financial transactions represents an important condition for the recognition of the main items of financial statements. Credibility is one of the qualitative features of financial statements. These statements are taken into consideration by financial information users in order to make economic decisions. Recognition is the process of incorporating assets and liabilities in the balance sheet and incomes and expenditures in the profit account.

The transfer price represents the due price for commercial and financial transactions evaluated at the price negotiated by the customer and supplier. To enhance credibility, commercial and financial transactions have to be evaluated according to market-based pricing. This price represents any amount of money that would be paid by an independent customer to an independent supplier at the same moment and in the same place, for the same product or service within fair competition The credibility of the evaluation of commercial and financial transactions is assured when both customer and supplier are independent. Commercial and financial transactions between independent companies are usually considered as being influenced by market forces. Nevertheless, some of the commercial and financial transactions take place between non-independent companies considered as affiliated entities.

The affiliation of these entities occurs when a natural or legal person holds shares or social shares of another legal person. We can talk about affiliation between people if they are relatives. Taking into consideration the entities who make commercial and financial transactions we can identify the following categories of transactions:

· uncontrolled transactions – when the supplier doesn’t depend on the customer;

· controlled transactions – when there is an affiliation relationship between customer and supplier.

Financial statements provide credible information if all commercial and financial transactions are evaluated at the market price. In the case of controlled transactions there are some suspicions regarding their evaluation at the market price, thus affecting the credibility of that evaluation. There could be some agreements concealing profit transfer between affiliated persons in order to cover some losses or to avoid payment of taxes.

If the price for commercial and financial transactions between affiliated entities is undervaluated or overvaluated there is no credibiliy of the evaluations regarding the items incorporated in the balance sheet and in the profit and loss account. To avoid possible discrepancies caused by prices stated by affiliated entities regarding their accounting and fiscal statements it is necessary to adjust these statements. To identify these discrepancies, the transfer price stated by affiliated entities should be compared with the market price for the same transactions. The fiscal and accounting legislation can provide many other methods for adjusting companies fiscal and accounting statements that shall include credible information.

2. IMPLICATIONS OF THE TRANSFER PRICE OVER
 COMPANIES ACCOUNTING STATEMENT
Annual accounting statements drawn up by companies have to provide accurate information about their financial position, financial performance and treasury fluxes. Annual accounting statements also have to provide information about the consequences of commercial and financial transactions according to the definitions and the recognition criteria for the main items of financial statements provided by International Accounting Standards.

An important criterion for the recognition of the items of financial statements is the correct evalution of these items. For commercial and financial transactions subject to an accounting entry, that criterion can be taken into consideration only when transactions take place at the market price. If commercial and financial transactions are evaluated at the market price, the financial statements provide accurate information about the financial position, financial performance and treasury fluxes of a company.

There are some problems occurring when commercial and financial transactions are not evaluated at the price influenced by market forces. The risk for commercial and financial transactions not to be evaluated at the market price occurs when transactions take place between affiliated companies. The undervaluation or overvaluation of the transfer price generates some consequences regarding the financial statements of the two companies. The most important consequences are:

· the financial position is changed by undervaluating or overvaluating assets and taxes;

· the financial performance is changed by undervaluating or overvaluating incomes and expenditures;

· the treasury fluxes are changed by increasing or reducing incomings and outgoings.

Affiliated companies usually undervaluate or overvaluate the price of transactions in order to cover losses of one company through profit transfer. To diminish the consequences of the decisions - made by affiliated companies regarding the transfer price - over their financial statements, it is necessary to consolidate these statements. This way, group financial statements are drawn up. These statements provide information about the financial position, financial performance and treasury fluxes of the group formed of affiliated companies. At the internationl level, the consolidation of financial statements represents the content of the International Accounting Standard no. 27 (IAS 27). In the EU member states, the consolidation of financial statements is performed by taking into consideration the 7th Directive.

Romanian accounting legislation stipulates the obligation of affiliated companies to draw up consolidated financial statements. But this obligation has been postponed despite the importance of the financial information quality offered by Romanian companies. Financial statements from the end of 2006 had to be consolidated taking into consideration the fact that Romania has to apply the European Accounting Directives since our country is an EU member state. Once Romanian companies consolidate their financial statements they will be able to provide relevant and credible information.

Affiliated companies accounting may include some entries which could determine tax authorities to adjust the commercial and financial transactions that took place between these companies. The adjustment of the transactions value has only a fiscal purpose because it doesn’t imply a change in accounting entries corresponding to incomings and outcomings of these transactions. Nevertheless, the adjustment of transactions between affiliated companies only for fiscal purposes determines the increase or reduction of the companies taxes.

3. IMPLICATIONS OF THE TRANSFER PRICE OVER THE
 COMPANIES FISCAL STATEMENT
The fiscal statement of companies is influenced by the price whereupon commercial and financial transactions are evaluated. The value of these transactions is approved by tax authorities only if they were evaluated at the market price. According to OECD (Organisation for Economic Cooperation and Development) Model Convention underlying bilateral fiscal treaties that involve OECD member states, one can identify the following categories of commercial and financial transactions:

· uncontrolled transactions – between independent companies, with a transaction price influenced by market forces;

· controlled transactions - between affiliated companies, where the transaction price can be influenced by this affiliation.

At the same time, OECD Model Convention underlying bilateral fiscal treaties that involve OECD member states provides information about the methods and the procedure regarding fiscal adjustment of controlled transactions. This adjustment is made by tax authorities from the countries where the affiliated companies have their registered office.

The fiscal adjustment of the value of controlled transactions has the purpose of cancelling the consequences of undervaluation or overvaluation. The fiscal consequences of controlled transactions lead to two situations:

· in case of price undervaluatian, the tax authority from the country where suppliers have their registered office will register losses, while the tax authority from the country where customers have their headquarters will register benefits;

· in case of price overvaluatian, the tax authority from the country where suppliers have their registered office will register benefits, while the tax authority from the country where customers have their headquarters will register losses.

The fiscal adjustment of controlled transactions has the purpose of observing the principles of equity between tax authorities. Fiscal Code approved by Law no. 571/2003 includes information about the transfer price for commercial and financial transactions, such as:

· the definition of the market price which is approved by the Romanian tax authority regarding commercial and financial transactions;

· the situation in which two entities are affiliated;

· the methods that can be used for fiscal adjustment of controlled transactions;

· the situation in which it is necessary to make this fiscal adjustment.

For example, fiscal adjustment is necessary only when controlled transactions doesn’t take place between Romanian legal entities and the price is not influenced by market forces. When the price is not given by market forces, it is necessary to adjust the bases of taxation corresponding to the income tax and value added tax.

The fiscal adjustment is based on the fiscal methods and procedure described in Law no. 571/2003 regarding Fiscal Code. The process of choosing the method of fiscal adjustment is based on the information provided by the fiscal authority in order to make a correct  and accurate calculation of taxes. Fiscal adjustments are made by fiscal control authorities when they audit affiliated entities. According to the right to defend oneself, any affiliated person has the right to contest the results of fiscal auditing.

4. CONCLUSIONS AND PROPOSALS
The fiscal and accounting adjustments represent an obligation and not an option for companies because this way companies will provide credible fiscal information. Accounting adjustments are made when an affiliation relationship exists between entities, even if prices for transactions are not given by market forces. On the other hand, in case of fiscal adjustments, fiscal authorities don’t have the right to  implicitly suppose that the affiliated companies want to manipulate the benefits. There could be a real difficulty in determining the market price in the absence of market forces or when a specific commercial strategy is adopted.

In the case of fiscal adjustment, there shouldn’t be made any confusion between the analysis of transfer price and the analysis of the problems regarding tax avoidance or tax evasion, even if the policies of transfer prices could be used for these purposes.

Usually, in the case of fiscal adjustments, fiscal authorities should try to find a solution in an amiable way. Accounting and fiscal adjustments give companies the possibility to provide credible information through their annual financial statements. At the same time, fiscal authorities have the possibility of auditing companies regarding the payment of taxes according to the fiscal legislation. Thus, the fiscal and accounting legislation has to provide information about the conditions, methods and adjusting procedure of the transfer price for transactions between affiliated companies.
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