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Abstract 

Profit shifting has become a bane to the economic development of West African 

countries because it has robbed them of developmental funds. Profit shifting is a 

process as well as a tool employed by Multinational corporations to move funds 
from a high tax jurisdiction to a low tax jurisdiction. One of the methods of profit 

shifting is through transfer pricing which is a pricing system that exists within a 
controlled group. In view of the nature of transfer pricing determination, issues 

on transfer pricing have continued to generate heated debate in Africa in 

general and West Africa in particular. The reason for this is not far from the fact 
that West African countries are amongst the developing economies of the world 

which have become fertile ground for new investments opportunities.  On this 
backdrop, this paper attempts to examine the issues associated with transfer 

pricing dynamics. The study employs an explorative research design where prior 

literature that borders on issues associated with transfer pricing in Africa and 
West Africa sun region were reviewed.  The study identifies some challenges that 

have militated against the development of an African specific TP framework 

being one of the main issues that have remained unresolved in African TP 
regime.  Amongst the recommendations made is the call for ATAF to as a matter 

of urgency develop an African specific TP framework which will form a 
foundation for countries in Africa and West Africa sub region in developing TP 

regulations. 
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Introduction 

The issues arising from transfer pricing in West African countries have received 

boost in various literature. Researchers across the globe have attempted to evaluate 

transfer pricing issues as they affect the African countries in general and West Africa 

sub-region in particular. West African countries have lost huge revenue as a result of 

transfer price manipulations engaged by multinational corporations in West African 

countries. Ajilore (2010) finds that Nigeria lost a cumulative sum of $3.5 billion during 

the period 1970-2004 as a result of the manipulation of transfer pricing. Similarly, 
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Christian Aim report (2009) cited in Obasi (2015) also reveals that Nigeria had lost a 

total sum of $502million during the period 2005-2007 still as a result of the abuse of 

transfer pricing. For Africa as a whole, evidence from the study conducted by Global 

Financial Integrity (GFI) and the Africa Development Bank between 1980 and 2009 

reveals that African economies lost between US $87 billion and US $1.4trillion in net 

resources due to transfer pricing manipulation by MNCs (Isau, 2014). 

 In a bid to avoid or reduce tax liabilities MNCs in African countries often engage 

in the unwholesome act of moving funds across international borders usually from 

developing African economy where tax rates are relatively higher to tax haven region. 

They do this by adopting any of the various methods of profit shifting which include but 

not limited to: the use of dividend, royalties, expatriates cost, management fees, thin 

capitalization and transfer pricing. MNCs in developing economy like Nigeria, Ghana 

employ transfer pricing as a tool for shifting profit or funds within controlled or related 

group which is either from parent company to a subsidiary company vice versa and/or 

from one subsidiary to another in the same controlled group (Ajilore, 2010; Dottey, & 

Cobham, 2010; Isau, 2014; Mchair, 2010; Obasi, 2015; Readhead, 2016). Funds 

transferred are usually associated with both tangible and intangible assets, and services. 

 Transfer pricing is a pricing mechanism through which goods both tangible and 

intangible and services are exchanged within a controlled group (Isau, 2014). The 

patronage that transfer pricing has received from MNCs in Africa can be adduced to the 

less restrictive limitations associated with trade in Africa. However, African governments 

through their various tax authorities are not relenting in the quest to counter the sharp 

practices being perpetrated by MNCs in Africa. To nip this ugly tide in the bud, a number 

of studies (Dottey, & Cobham, 2010; Heggmair, Boehike, & Ali-Nakyea, 2013; Isau, 

2014; Kabala, & Ndulo, 2018; Mchair, 2010; Obasi, 2015; Readhead, 2016) have been 

done to proffer a lasting solution to the exploitation of Africans.  

 Nevertheless, the studies conducted in Africa so far are relatively few for (e.g. 

Ajilore, 2010; Heggmair, Boehike, & Ali-Nakyea, 2013; Isau, 2014; Kabala, & Ndulo, 

2018; Obasi, 2015; Readhead, 2016; Shongwe, 2019), hence the need to further reiterate 

the devastating effects of the abused transfer pricing on the revenue capacity of African 

countries in general and West African countries in particular has become imperative. This 

paper therefore attempts to examine the issues associated with transfer pricing dynamics 

in West Africa with a view to making recommendations on how the issues can be 

addressed.  The remaining section of the paper deals with review of related literature, 

conclusion and recommendations.  

 

Literature Review 

 

The Concept of Transfer Pricing 

Kabala (2018) describes transfer pricing as a significant tax issues in African 

continent and maintains that transfer pricing risk has increased in most Africa countries 
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as a result of the growth of MNCs in Africa which is also a function of increased 

economic growth recently experienced in African nations. 

Transfer pricing is associated with intra-group transaction. It is the price by which 

tangible and intangible goods are exchanged between members of the same controlled 

group (Obasi, 2015). The essence of Transfer Pricing is to maintain balance income and 

expense in the transaction between parents and subsidiary. However, global commerce 

which has increase internationally has redefined Transfer Pricing concept. Transfer 

Pricing has now been taken by MNCs as a formidable tool for exploiting the vulnerable 

West African countries (Obasi, 2015 & Kabala, 2018). MNCs in developing economy 

like those of Africa employ transfer pricing to shift profit from those countries thereby 

depleting/eroding their tax base which of course has a dire negative effect on economic 

development. This, according to PWC (2012) accounts for the slow pace of development 

in Africa. 

The call by various findings of studies carried out on transfer pricing in Africa is 

therefore not unconnected with the negative impact, transfer pricing manipulation has had 

on economic development and African countries (Shongwe, 2019). Accordingly, 

Shongwe (2019) reiterates the need for intra group transaction to be on the basis of the 

arm’s length standard. 

 

Transfer Pricing Versus Arm’s Length Standard 

The twin terms transfer pricing and the arm’s length standard are inseparable. 

Arm’s length standard is a bench mark for resolving issues of manipulative transfer 

pricing. OECD and UN employ the arm’s length standard to determine an acceptable 

transfer pricing for goods and services of a controlled group. Transactions at arm’s length 

are transactions between unrelated or independent parties. Unrelated parties are 

uncontrolled and transaction between uncontrolled parties are at market price (McNair, 

Dottey & Cabham, 2010). 

Transfer pricing is associated with related parties and are usually different from 

prices obtainable in the market. Because of the implication of transfer pricing on tax, tax 

authorities of developing countries are usually wearing of the financial disclosure of 

MNCs which may be influenced by intra-group dealings. In order to address the 

perceived problem, tax authorities employ the arm’s length standard to determine/adjust 

intra-group appropriate prices (OECD, 1995). Intra group or related parties’ transactions 

are compare with those done by unrelated parties which are usually considered to be at 

arm’s length. In order to ascertain whether or not a transaction is consistent with arm’s 

length standard, recourse is made to any of the following methods of transfer pricing: 

 

1. The comparable uncontrolled prices (CUP) method. 

2. The cost plus method. 

3. The resale price method 

4. The transactional net margin or 

5. The transactional profit split method and any other method that may be prescribed by 

regulation made by the service from time to time (Isau, 2014). 
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However, in West Africa, the adoption of the comparable uncontrolled price as a 

determinant of an arm’s length transaction has generated issues that have remained 

unsettled. One of the issues is the lack of local content comparable entity where 

comparable price of the transaction under consideration may be obtained. African 

countries that are faced with transfer pricing issues often resort to obtaining comparable 

prices of developed countries which may not be compatible with African content. For 

example, it is difficult to obtain a comparable price for intangible like intellectual 

property. This is one of the principal reasons why Ernt and Young (2012) suggested 

African specifics transfer pricing framework for Africa and West Africa sub region. 

 

Transfer Pricing Framework in West Africa  

All West Africa countries that have transfer pricing policy in place have either 

adopted the OECD Transfer pricing model or the UN transfer pricing model (Ernt & 

Young, 2012). The other international body that also influences transfer pricing policies 

of African countries is African Tax Administration Forum (ATAF). The OECD transfer 

pricing guideline was first issued in 1979 and subsequently revised and updated in 1995 

and 2010. The OECD guideline is aimed at stemming the tide of the devastating effect of 

double taxation problems associated with transfer pricing within OECD member 

countries. Although, the OECD guidelines on transfer pricing is focused on developed 

countries, majority of the developing countries that have instituted transfer pricing laws 

have relied on OECD guidelines. The OECD transfer pricing model like the UN model is 

hinged on the arm’s length standard. 

Another transfer pricing framework that has helped West African countries to 

development transfer pricing model is the UN transfer pricing model. Concerned that the 

OECD model favors member’s countries which are developed countries, the UN decided 

to establish a model that address the transfer pricing needs of developing countries like 

those of West Africa. However, the UN model also believes in the concept of the arm’s 

length standard as a basis for determining transfer pricing principle. 

Closer home, is the Africa Tax Administration Forum (ATAF) which according 

to PWC (2012) was “created to promote and facilitate manual cooperation among African 

tax administrative with the goal of improving the efficiency of their tax legislation and 

administration”. 

With 34 members (i.e. African tax commissioners) at the beginning, ATAF is set 

up to resolve issues associated with tax administration in taxation and promote learning 

and capacity building in African tax administration. 

 

The Current State of Transfer Pricing Legislation in West Africa 

Prior to 2012, only Africa South Africa and Kenya in the whole of Africa, have 

fully established transfer pricing regime that serves as models for other African nations 

(PWC, 2012). Other African countries like Ghana has prior to 2012 transfer pricing 

legislation provided under the internal revenue act as well as under the general anti-

avoidance rules in tax law (Heggmair, Boehike & Ali-Nakyea, 2013). However, Ghana 
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like Nigeria passed its transfer pricing regulation in 2012. Nigeria’s income tax (transfer 

pricing) regulations, 2012 has recently been repealed and replaced by income tax 

(transfer pricing) regulation of 2018 (EY, 2018). According to EY (2018), the new 

regulations were issued to reflect some of the main transfer pricing related changes 

introduced to the 2017 edition of the OECD and development transfer pricing guideline 

for multinational enterprise and tax administrative (OECD TPG) and the united nations 

practical manual on transfer pricing for developing countries (UNTP manual). Majority 

of West African countries are yet to key into transfer pricing regulation due partly to the 

challenges associated with enacting transfer pricing rules or as a result of lack of capacity 

to enact transfer pricing regulations. 

 

Issues Challenging Effective Transfer Pricing Regulations in West Africa 

In view of the harsh implications of unregulated transfer pricing system in most 

of the West African countries, that often loss huge revenue running to billions of US 

dollars (Kabala & Ndulo, 2018), African and West African countries have made attempt 

to put an end to the exploitations by MNCs in the continent but are often constrained by 

some problem/challenges. These challenges range from: 

 

Inconsistent Regulatory Framework for Transfer Pricing 

  The non-existence of African specific transfer pricing regulating framework has 

hampered transfer pricing regulation project in Africa as a whole and west Africa in 

particular. Countries in West Africa that have established transfer pricing regulations 

have either adopted the OECD or the UN model. While the UN model is designed to suit 

and address transfer pricing issues in developing economy like those of West African 

countries, the OECD exclusively and wholly captures transfer pricing issues relating to 

developed economy. In order to address the problems associated with conflicting transfer 

pricing regulating framework, a home-bases (i.e. an African) body ATAF was created to 

promote and facilitate mutual cooperation among African tax administrations with the 

aim of improving the efficiency of their tax legislation and administration. ATAF is to 

look into transfer pricing issues in Africa with a view to encouraging   and assisting 

African countries in the development of transfer pricing regulations (PWC, 2012). 

 

Lack of Resources and Knowledge 

MNCs operating in West African countries are so advanced in the operations. 

That is, they are acquainted with sophisticated methods of transactions which make it 

easier for them to shift profit/revenue from less developed countries of West Africa to 

their home country thereby depriving them of revenue for growth and development. 

African countries lack the resource to monitor and curtail the excesses of the MNCs in 

their locality. (McNair, Dottey, Cobham, 2010). According to PWC (2012), African 

nations except for the few rich ones are devoid of transfer pricing professionals like 

auditors, lawyers, economists who are experienced in transfer pricing mechanism and be 

able to access the databases where transfer pricing information are sourced for analysis. 
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Lack of Comparable Transaction 

Countries in west Africa that have either comprehensive transfer pricing 

regulations or transfer pricing rules embedded in their local tax regulation have often 

employed either the OECD or the UN provisions. The OECD and the UN transfer pricing 

model are based on the arm’s length standards. The problem usually faced by developing 

nations especially west African countries in implementing the ALS is the issues of 

identifying a comparable transaction which the MNCs transfer price are to be compared 

with. It becomes even more challenging when the transfer pricing method is profit-based 

such as transactional net margin method (TNMM). This method requires that independent 

companies engaging in functions comparable to those functions performed by a 

controlled party within a MNCs must be identified. Identifying those comparable 

transactions takes time and often time impossible. Tax authorities in West Africa are 

therefore compared to rely on foreign comparable after adjusting for local market 

differences.  

McNair, Dottey, Cobham (2012) adduce the following reasons for the lack of 

comparable in Africa: 

• Developing nations have comparably fewer organizations companies  

• Lacks of African specifics databases for transfer pricing analysis 

• African economy is an emerging one which is still developing hence the less 

sectional organized companies. 

 

The So-Called Intangible Goods 

The lack of intellectual property in African countries has constituted and would 

continue to constitute a challenge to the implementation of transfer pricing regulation 

based on the ALS in African and west African countries. The ALS attributes so much 

value to intellectual property which makes West African countries vulnerable to income 

flight by MNCs in the sub region. The lack of IP in African (PWC, 2012) and the fact 

that some provisions of the ALS do not represent the interest of developing economy. 

 

Tax Treaties 

Majority of West African countries do not have comprehensive tax treaties. Tax 

treaties are bilateral agreements between countries which aims at resolving the issues of 

double taxation. A comprehensive tax treaty helps ameliorate the grail issues associated 

with transfer pricing.  

 

Implication of Transfer Pricing Abuse in West Africa 

Transfer pricing manipulation has been and is detrimental to the growth and 

development of West African economy. Kabala (2018) noted that over 60% of the 

transactions across Africa bounders are transfer mispriced by an average of 11% resulting 

in shifting of huge revenue from West African economy which has negatively affected 

growth of the economy of West African countries. 
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MNCs in West African countries employ transfer pricing as a tool for tax evasion 

and tax avoidance with its consequent loss of revenue by host West African countries 

(Isau, 2014). 

Due to the colossal loss of revenue to abusive transfer pricing, many West 

African countries have made deliberate attempt to stamp this tide through the enactment 

of transfer pricing regulations. A few have succeeded for example Ghana, Nigeria (EY, 

2018; Heggmair, Boehike & Ali-Nakyea, 2013; Kabala, 2018; Obasi, 2015), many others 

have been faced with challenges. 

 

Conclusion  

The study examines the issues associated with transfer pricing dynamics in West 

Africa sub region. Literature reviewed highlighted a number of issues: the concept of 

transfer pricing; transfer pricing and its relationship with the arm’s length standard; 

transfer pricing framework in west Africa; the current state of transfer pricing in west 

Africa; challenges to effective transfer pricing regulation in west Africa; and implication 

of the abuse of transfer pricing on west African economy. West African economy has 

been found to have suffered revenue loss due to the abuse of transfer prices by the 

MNCs. This has been adduced to the lack of African specific transfer pricing framework 

and the urgent need to develop one for Africa in general has therefore been proposed. 

Other challenges that have hindered smooth transfer pricing regime in West Africa sub 

region has also been stressed.  

 

Recommendations 

On the strength of the issues identified and discussed, the study makes the 

following recommendations 

1. The call for ATAF to establish transfer pricing framework that will form the 

foundation upon which African nations will build their transfer pricing regulation on 

demands urgent response. The aim’s length standards which the OECD and UN 

models adopt has not be able to address African specific problems.  

In Africa and West Africa countries, tax serves more than one purposes unlike the 

developed economy where tax is known to serve the purpose of revenue generation. 

Transfer pricing framework for Africa is a way out of the exploitation currently 

suffered in the hands of MNCs. Africa and West Africa countries will continue to 

suffer loss of revenue if urgent solution is not sorted with respect to transfer pricing 

framework. 

2. Tax authorities in West Africa countries must brace up in the area of training their tax 

officers, auditors and the lawyers handling transfer pricing cases. The need for this 

special training is borne out of the fact that transfer pricing matters are different form 

the traditional tax matters of raising assessments. Where tax officers are 

knowledgeable in transfer pricing matters, transfer mispricing of related party 

transactions can easily be detected and loss of revenue by West Africa countries via 

transfer mispricing will be drastically curtailed.  
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3. Another way transfer pricing challenges can be address is the establishment of 

Advanced Pricing Agreements (APA) by West Africa countries. APA is an 

agreement between countries on how certain transactions are to be priced. 

4. The current status of tax treaties in West Africa is too small compare to what is 

obtainable in the developed world. African nations should endeavor to enter into 

comprehensive tax treaties with other developing and developed countries of the 

world. This will not only address the problems associated with transfer pricing but 

will promote seamless exchange of information and regional cooperation. 

5. To solve the problem of lack of comparable, ATAF should as a matter of urgency 

seek for ways it can develop Africa-specific database where data for transfer pricing 

analysis can be obtained.  
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