


 
 

 

There��are��as��yet��no��figures��which��clearly��indicate��the��amount��of��revenue��lost��to��transfer��mispricing��
that��might��otherwise��be��directed��to��development,��but��with��intra�rfirm��trade��generally��regarded��as��
comprising��more��than��30%��of��global��trade1,��there��is��reason��to��believe��that��the��figures��are��large.����While��
more��research��needs��to��be��done��on��the��size��of��the��potential��losses��for��developing��countries,��and��the��
situation��will��no��doubt��vary��greatly��from��country��to��country,��there��is��clearly��great��scope��for��pricing��
decisions�� about�� intra�rgroup�� transactions�� to�� detrimentally�� impact�� on�� domestic�� revenues�� for��
development.������
��
Conversely,��in��this��complex��area��there��is��a��risk��that��taxpayers,��especially��multinational��enterprises,��will��
be��faced��with��a��multiplicity��of��approaches��to��applying��the��arm’s��length��standard��in��practice��that��can��
lead��to��compliance��burdens��and��the��risk��of��unrelieved��double��taxation.� � � �This��can��be��the��case��even��
where��there��is��no��issue��of��tax��avoidance��or��evasion,��because��of��the��scope��for��differences��of��view��about��
what��the��arm’s��length��price��would��be��in��a��particular��case.����Helping��achieve��common��understandings��on��
transfer��pricing��issues��can��also��improve��trust��between��taxpayers��and��tax��authorities,��both��avoiding��
some��differences��between��them��and��helping��resolve��others��more��quickly.��
��
In��offering��practical��guidance��to��policy��makers��and��administrators��on��the��application��of��the��arm’s��
length��principle,��the��Manual��does��not��seek��to��be��prescriptive.� � � �In��particular��it ��recognises��that��the��
needs��of��countries,��along��with��their��capabilities,��will��evolve��over��time.� � � �A��“phased”��or��“life��cycle”��
approach,��with��a��transfer��pricing��capability��strategy��identifying��short,��medium��and��longer��term��
objectives��and��areas��of��focus��will��therefore��often��yield��the��best��results.� � � �It��follows��that��many��
developing��countries��may��find��the��early��history��of��transfer��pricing��in��developed��countries��to��be��of��
special��relevance,��as��well��as��the��current��practices��in��other,��especially��developing,��countries.��
��
By��showing��ways��in��which��the��“arm’s��length”��approach��to��transfer��pricing��can��operate��effectively��for��
developing��countries,��while��giving��a��fair��and��predictable��result��to��those��investing��in��such��countries,��the��
Manual��will��also��help��explain��why��that��approach��has��been��found��so��broadly��acceptable,��including��in��
both��major��Model��Tax��Conventions.����It��should��therefore��assist��countries��in��important��decisions��on��how��
to��approach��transfer��pricing��issues,��whatever��approach��they��ultimately��take.����It��will��also��play��a��part��in��
signposting��areas��where��more��support��and��assistance��may��be��needed��for��countries��at��the��various��
stages��of��their��transfer��pricing��“journeys”.��������
��
An��approach��to��risk��management��will��need��to��inform��transfer��pricing��strategies,��recognising��the��areas��
of��greatest��mispricing��risk,��and��the��benefits��of��constructively��engaging��with��taxpayers��to��help��them��to��
know��and��meet��their��responsibilities.� � � �Resource�reffective��ways��of��addressing��those��risks��from��the��
points��of��view��of��both��government��and��taxpayers��will��be��of��particular��importance��for��developing��
country��tax��administrations.������
��
There��are��a��number��of��other��guiding��principles��that��have��informed��this��Manual��and��p r i n c i p l e sThere��their��b e n e f i t s� �



 
 

 

 the��drafting��should��be��as��simple��and��clear��as��the��subject��matter��permits;����
 the��Manual��will��be��prepared��initially��in��English,��but��with��a��recognition��that��this��will��not��be��the��first��

language��of��most��users;��it ��should��be��translated��at��least��into��the��other��official��UN��languages;��
 a��key��“value��added”��of��the��Manual��is��to��be��its��practicality� � � r� �addressing��real��issues��for��developing��

countries��(and��of��course��those��dealing��with��the��administrations��of��such��countries)��in��a��practical��
and��problem�rsolving��way.����It��therefore��seeks��to��address��the��



 
 

 

Appreciation��is��expressed��to��the��European��Commission,��particularly��its��departments��of��Company��
Taxation�� Initiatives�� and�� of�� Budget�� Support,�� Public�� Finance�� and�� Economic�� Analysis,�� Economic��
Governance��and��Budget��Support��Unit��of��the��European��Commission��for��making��possible��the��valuable��
editorial��work��of��Hafiz��Choudhury,��and��to��the��Royal��Norwegian��Ministry��of��Foreign��Affairs��for��
additional��support.� � � �The��Subcommittee��also��expresses��its��gratitude��to��the��relevant��ministries��and��
agencies��of��the��governments��of��Malaysia,��India,��Japan,��South��Africa��and��China��for��generously��hosting��
Subcommittee��meetings.��Thanks��are��also��due��to��those��who��made��comments��on��the��draft��Chapters.��
��
While��consensus��has��been��sought��as��far��as��possible,��it ��was��considered��most��in��accord��with��a��practical��
manual��to��include��some��elements��where��consensus��could��not��be��reached,��and��it ��follows��that��specific��
views��expressed��in��this��Manual��should��not��be��ascribed��to��any��particular��persons��involved��in��its��
drafting.� � � �Chapter��10��is��different��from��other��chapters��in��its��conception,��however.� � � �It��represents��an��
outline��of��particular��country��administrative��practices��as��described��in��some��detail��by��representatives��of��
those��countries,��and��it ��was��not��considered��feasible��or��appropriate��to��seek��a��consensus��on��how��such��
country��practices��were��described.����Chapter��10��should��be��read��with��that��difference��in��mind."��
��
Finally,��it ��should��be��noted��that��this��Manual��is��conceived��as��a��living��work��that��should��be��regularly��
revised��and��improved,��including��by��the��addition��of��new��chapters��and��additional��material��of��special��
relevance��to��developing��countries.����This��will��only��improve��its��relevance��to��users��and��its��significance��as��
a��work��that��can��be��relied��upon��in��the��capacity��building��efforts��of��the��United��Nations��and��others��that��
are��so��needed��in��this��field.������


