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Foreword

The United NationsPracticalManual on TransferPricingfor DevelopingCountriesis a responseto the
need, often expressedby developing



There are as yet no figureswhich clearly indicate the amount of revenuelost to transfer mispricing
that might otherwise be directed to development,but with intra firm trade generallyregarded as
comprisingmore than 30%of globaltrade’, there is reasonto believethat the figuresare large. While
more researchneedsto be done on the sizeof the potential lossesfor developingcountries,and the
situation will no doubt vary greatly from country to country, there is clearly great scopefor pricing
decisions about intra group transactions to detrimentally impact on domestic revenues for
development.

Converselyin this complexareathere is a risk that taxpayers especiallymultinational enterprises will
be faced with a multiplicity of approachesto applyingthe arm’s length standardin practicethat can
lead to complianceburdensand the risk of unrelieveddouble taxation. Thiscan be the caseeven
wherethere is no issueof tax avoidanceor evasion becauseof the scopefor differencesof view about
what the arm’slength price would be in a particularcase. Helpingachievecommonunderstandingon
transfer pricing issuescan also improve trust between taxpayersand tax authorities, both avoiding
somedifferencesbetweenthem and helpingresolveothersmore quickly.

In offering practical guidanceto policy makersand administratorson the application of the arm’s
length principle, the Manual does not seekto be prescriptive. In particular it recognisesthat 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
developingcountries may find the early history of transfer pricing in developedcountriesto be of
specialrelevance aswell asthe current practicesin other, especiallydeveloping,countries.

By showingwaysin which the “arm’s length” approachto transfer pricing can operate effectively for
developingcountries,while givinga fair and predictableresultto thoseinvestingin suchcountries,the
Manual will also help explainwhy that approachhas been found so broadly acceptable,includingin
both major Model TaxConventions.It shouldtherefore assistcountriesin important decisionson how
to approachtransfer pricingissueswhateverapproachthey ultimately take. It will alsoplay a part in
signpostingareaswhere more support and assistancemay be needed for countries at the various
stagesof their transferpricing“journeys”.

An approachto risk managementwill needto inform transfer pricing strategies,recognisinghe areas
of greatestmispricingrisk, and the benefits of constructivelyengagingwith taxpayersto help them to
know and meet their responsibilities. Resourceeffective ways of addressingthose risks from the
points of view of both governmentand taxpayerswill be of particular importance for developing
countrytax administrations.

There are a number of other guiding principles that have informed this Manual and p Theretheir b
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While consensudasbeen soughtasfar aspossible,it wasconsideredmost in accordwith a practical
manualto includesomeelementswhere consensusould not be reached,and it follows



