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AI May Take Transfer Pricing Up a Notch 
but Carries Some Risk 
____________________________________ 

• KPMG’s Thomas Herr says AI could help IRS close a tax gap 

• Transfer pricing data has more nontraditional financial info 

Transfer pricing is unique among all tax areas in that it requires very different data from a wider variety 
of sources. Ar�ficial intelligence has the poten�al to unlock this data. Tax authori�es have access to data 
that taxpayers don’t. Combined with that data , AI could strengthen the hand of tax authori�es in tax 
and transfer pricing audits. 

As of July 2023, the IRS’s Large Business and Interna�onal Division had a 190-person staffing deficit in its 
transfer pricing prac�ce. This limits its ability to conduct more transfer pricing examina�ons of large 
mul�na�onal corporate tax returns. 

LB&I is closing that deficit with funding from the Infla�on Reduc�on Act. Some of these new hires may 
find themselves collabora�ng with a different kind of IRS agent. 

The Government Accountability Office recently stated that AI could help the IRS close the annual tax 
gap of almost $700 billion. While transfer mis-pricing accounts for only a small part of the tax gap, it is a 
big area of concern. The IRS and global tax authori�es are exploring how AI can help them improve their 
enforcement success in transfer pricing. 

Done right, AI can simplify transfer pricing audits, streamline compliance, and improve dispute 
resolu�on. Done wrong, AI could lead to transfer pricing agents gone wild—scru�nizing every small 
transac�on—and an AI arm’s race among tax authori�es with mul�na�onal enterprises caught in the 
middle. 

Data is the soil from which AI models grow and are nourished. In turn, AI models can unearth secrets 
hidden in the data swamp, especially when that swamp contains different data elements. 

Transfer pricing data is different from other tax data because it involves more nontradi�onal financial 
data. The transfer pricing data swamp stems from the complexity of what must be processed: both 
taxpayer-specific data and third-party, quan�ta�ve, and qualita�ve data. 

This is especially tough for tax authori�es. While they o�en decry the informa�on asymmetry in transfer 
pricing, they do have one large advantage: access to vast amounts of transfer pricing relevant taxpayer 
data. 

Tax authori�es haven’t always been good at using that data. There have been some shoots of data 
analysis, such as the efforts by His Majesty’s Revenue & Customs around nudge leters in the profit 
diversion compliance facility or the more recent IRS inbound distributor ini�a�ve. And while those are 
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very simple data analysis exercises not involving much AI, they give a sense of what might be possible 
with AI unleashed on transfer pricing by tax administra�ons. 

Tax authori�es can access vast data from a few different areas: 

• Corporate tax and transfer pricing filings: tax returns, financial statements, transfer pricing 
reports, and transfer pricing forms 

• Other tax data: customs data, electronic payment data, employee tax returns 

• Other required data filings by corpora�ons: This could include a variety of required sta�s�cal 
reports that provide informa�on about MNE ac�vi�es 

In addi�on to this confiden�al data, transna�onal and private actors are making more efforts to compile 
data sets and insights from publicly available data. For example, the Organiza�on for Economic 
Coopera�on and Development and the United Na�ons have developed a pla�orm that tracks the legal 
en�ty structure of the largest 500 MNEs built purely off publicly available data. 

AI enables the integra�on of these disparate data sources and new insights that were previously too 
hard or costly to come by. Tax authori�es will be able to use this data to develop proprietary AI and 
machine learning-based algorithms that will improve their ability to target intercompany transac�ons 
they deem “high risk.” 

The IRS noted earlier this year that it has already started using AI to target large, complex taxpayers. 
Other tax authori�es—such as the Australian Taxa�on Office, HMRC, Austrian Tax Authority, and French 
Tax Authority—have also been using AI. And this all started before genera�ve AI came on the scene. 
Future investments in and developments of tax-administra�on-specific AI tools may very well �p the 
informa�on asymmetry in favor of tax authori�es. 

With the data theore�cally available today, tax authori�es already can gain deep insights into the 
opera�ons and transfer pricing of an MNE even before issuing a single informa�on document request. Of 
course, this assumes the models are well developed and not so opaque that the tax administrators don’t 
understand them. 

Tax authori�es could be drawn into an escala�ng war over intercompany transac�ons as their different 
and not harmonized AI models alert them to “risk” areas they otherwise might not have iden�fied. 

But it isn’t necessarily all bad news for taxpayers. AI also offers an opportunity for improvement in 
resolving tax disputes. For example, AI could enhance mutual agreement procedures and advance 
pricing agreements by: 

• Improving case management, which would automate rou�ne tasks, track case progress, and 
priori�ze high-risk cases 

• Enhancing nego�a�on support, which would provide data-driven insights and scenario analysis 
to support nego�a�ons, facilita�ng quicker resolu�ons 

• Predic�ng outcomes, which would analyze past cases to predict likely outcomes, aiding informed 
decision-making 

Based on its historical MAP and APA data, the IRS and other tax authori�es could develop models to 
iden�fy trends and common resolu�on paterns and make them available to taxpayers via AI models to 
help them an�cipate challenges and develop effec�ve strategies. 
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For example, a taxpayer with losses at a distributor could provide the AI with relevant data and the 
model could help predict the likelihood of achieving resolu�on, poten�al �melines, informa�on they 
should be ready to present to the tax authori�es, ques�ons they should expect, and how answers to 
those ques�ons could affect the outcome. This could be an AI pre-pre-filing conference. 

We might also hope that AI will help the IRS and other tax authori�es minimize targe�ng false posi�ves. 
And we may even look at a future where virtual AI agents of different tax authori�es harmonize their 
approaches and automa�cally nego�ate resolu�ons. This might sound like science fic�on today—but so 
did so�ware that generates podcasts off tax rulings, un�l recently. 

Like any transforma�ve technology, AI comes with opportuni�es and risks. But there can be litle doubt it 
will have a significant impact on transfer pricing and transfer pricing audits. Taxpayers should start to 
leverage AI to understand their own data beter and how tax authori�es may interpret their data with 
AI’s help. 

This article does not necessarily reflect the opinion of Bloomberg Industry Group, Inc., the publisher of 
Bloomberg Law and Bloomberg Tax, or its owners. 
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