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Abstract: 

The rise of digital services has revolutionized global business operations, necessitating a 

reevaluation of traditional tax and transfer pricing policies. This paper investigates the evolving 

landscape of transfer pricing in digital services, with a particular focus on the comparative taxation 

policies of North America, including the United States, Canada, and Mexico. The digital economy 

presents unique challenges for taxation authorities, particularly in addressing the intangibility of 

digital services, the geographical mobility of digital service providers, and the complexities of 

valuing intellectual property (IP). This research aims to provide a comprehensive understanding 

of how North American countries have adapted their taxation frameworks to account for digital 

services and their approach to enforcing transfer pricing regulations within multinational 

enterprises (MNEs). By comparing these frameworks, the study identifies gaps, inefficiencies, and 

best practices that could lead to more harmonized and effective tax systems in the region. 
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Introduction: 

Transfer pricing refers to the pricing of goods, services, and intellectual property transferred 

between entities within a multinational enterprise. In the context of digital services, transfer pricing 

becomes particularly challenging due to the intangible nature of the products and services 

involved, the rapid pace of innovation, and the mobility of assets like intellectual property. In 

North America, where digital services are a significant contributor to the economy, governments 

face increasing pressure to modernize tax policies to ensure fair taxation across borders. This 

research explores the unique characteristics of digital services and how they complicate transfer 

pricing regulations. The introduction of the digital economy has introduced new forms of value 

creation, such as data, user participation, and algorithms, which are difficult to quantify in 

traditional transfer pricing models. For instance, a digital service company might develop software 

in one country, store data in another, and serve customers globally. Determining the value created 

in each jurisdiction is a complex process that challenges both tax authorities and businesses alike 

[1]. The Organization for Economic Co-operation and Development (OECD) has attempted to 
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provide guidelines for these issues, but implementation varies across countries. In North America, 

the United States, Canada, and Mexico have developed distinct approaches to digital taxation and 

transfer pricing, reflecting their differing economic priorities and levels of digital development. 

The U.S., as the world’s largest digital economy, has taken a leading role in shaping global 

discussions, while Canada and Mexico, though smaller in scale, have implemented policies aimed 

at ensuring that digital services are fairly taxed within their borders. This paper will delve into the 

regulatory frameworks governing transfer pricing in these three countries, analyzing their 

similarities and differences. 

The primary focus of this research is to compare how these three North American nations address 

the challenges of taxing digital services through transfer pricing. By examining the legal and 

regulatory frameworks in each country, this paper will assess whether these policies are effective 

in capturing the value created by digital services and preventing tax avoidance through profit 

shifting. Additionally, it will explore the impact of international initiatives, such as the OECD’s 

Base Erosion and Profit Shifting (BEPS) project, on North American transfer pricing policies. 

Moreover, this research highlights the broader implications of these taxation policies for 

multinational enterprises operating in the digital services sector. MNEs face increasing scrutiny 

from tax authorities, which are keen to ensure that profits are taxed where value is created. As 

such, businesses must carefully navigate the evolving regulatory landscape, balancing compliance 

with the need for efficiency and competitiveness. This study will provide insights into how 

companies are adapting to these challenges and what the future holds for transfer pricing in the 

digital economy. 

The transfer pricing of digital services presents a range of challenges for both businesses and tax 

authorities, particularly in a region as economically diverse as North America. The goal of this 

research is to provide a comprehensive analysis of the transfer pricing policies in the U.S., Canada, 

and Mexico, offering recommendations for improving the effectiveness and fairness of these 

systems. 

Transfer Pricing and the Digital Economy: 

The digital economy is characterized by its reliance on intangible assets, cross-border services, 

and the rapid growth of e-commerce platforms. Unlike traditional industries, where goods are 

physically transferred, digital services involve transactions that can take place instantaneously 

across different jurisdictions. This presents a significant challenge for transfer pricing, which 

historically has been based on the arm's length principle, where transactions between related 

parties should be priced as if they were between unrelated entities. However, the intangibility and 

scalability of digital services often complicate the application of this principle. One of the core 

issues in transfer pricing for digital services is the valuation of intellectual property, such as 

algorithms, software, and customer data [2]. These intangible assets are often created in one 

country but exploited in another, making it difficult to determine where value is created and where 



Vol 1 Issue 1   MZ Journal of Artificial Intelligence 

3 

https://mzjournal.com/index.php/MZJAI 

 

profits should be taxed. In North America, all three countries have grappled with this issue to 

varying degrees. The U.S., with its large technology sector, has led efforts to create more robust 

frameworks for valuing intellectual property, while Canada and Mexico have followed suit with 

their own regulations. Another challenge in the digital economy is the mobility of assets and 

personnel. Digital service providers often operate with minimal physical presence in the markets 

they serve, which complicates the determination of where economic activity takes place. For 

example, a Canadian company might provide cloud computing services to customers in the U.S. 

without having a physical office there. This raises questions about whether the company should be 

subject to U.S. taxes and how profits should be allocated between the two countries. 

The OECD has recognized these challenges and has sought to address them through its BEPS 

project, which aims to ensure that profits are taxed where economic activities and value creation 

occur. One of the key aspects of BEPS is Action 13, which mandates country-by-country reporting, 

requiring MNEs to disclose detailed information about their global operations, including revenue, 

profits, and taxes paid in each jurisdiction. North American countries have incorporated elements 

of BEPS into their transfer pricing frameworks, but differences in implementation have led to 

varying outcomes [3]. 

In the U.S., the Internal Revenue Service (IRS) has implemented strict rules for transfer pricing, 

particularly concerning the valuation of intellectual property. The IRS has also adopted country-

by-country reporting requirements, in line with OECD recommendations. However, there has been 

resistance from U.S. businesses, which argue that these rules place an undue burden on them and 

could lead to double taxation. Canada, while also a member of the OECD, has taken a somewhat 

more flexible approach, allowing for greater leeway in the valuation of intangibles. Mexico, on the 

other hand, has struggled with enforcement due to resource constraints but has made significant 

progress in recent years. Despite these challenges, North American countries have made 

significant strides in adapting their transfer pricing policies to the digital economy. The U.S., 

Canada, and Mexico have all introduced measures to address the taxation of digital services, 

though there are still gaps in enforcement and coordination. This paper will examine these efforts 

in detail, focusing on the key areas of intellectual property valuation, profit allocation, and 

enforcement mechanisms. The rapid growth of the digital economy has also led to calls for greater 

international cooperation on transfer pricing. The OECD’s BEPS initiative has provided a 

framework for this cooperation, but there are still significant differences in how countries 

implement these guidelines. In North America, the challenge is particularly acute due to the high 

volume of cross-border digital services and the differing priorities of each country. The U.S., with 

its focus on protecting its technology sector, has been more resistant to certain BEPS 

recommendations, while Canada and Mexico have been more willing to adopt international 

standards [4]. 

The digital economy has fundamentally altered the landscape of transfer pricing, presenting new 

challenges for tax authorities and businesses alike. North American countries have taken steps to 
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address these challenges, but there is still much work to be done in terms of harmonizing 

regulations and improving enforcement. As the digital economy continues to grow, it is likely that 

transfer pricing will remain a contentious issue, requiring ongoing efforts to strike a balance 

between fairness and competitiveness [5]. 

The United States' Approach to Transfer Pricing in Digital Services: 

The United States, as the world’s largest digital economy, plays a critical role in shaping global 

transfer pricing policies, especially in the realm of digital services. The U.S. has long been at the 

forefront of technological innovation, with many of the world’s largest technology companies 

headquartered in the country. As such, transfer pricing in the digital services sector is a major 

concern for the U.S. government, particularly regarding the taxation of profits generated by 

intellectual property and other intangible assets. The U.S. transfer pricing regime is governed by 

Section 482 of the Internal Revenue Code, which gives the IRS the authority to adjust the income 

and expenses of related entities to reflect arm's length prices. In recent years, the IRS has placed 

greater emphasis on the valuation of intangible assets, recognizing that digital services companies 

often derive significant value from intellectual property. This has led to a number of high-profile 

disputes between the IRS and major technology firms over the allocation of profits related to 

intangible assets. One of the key challenges in the U.S. has been the issue of "stateless income," 

where multinational enterprises shift profits to low-tax jurisdictions through the use of intellectual 

property. To combat this, the U.S. has implemented the Global Intangible Low-Taxed Income 

(GILTI) provision, which seeks to tax foreign earnings that are subject to low effective tax rates. 

GILTI is particularly relevant for digital services companies, as it targets profits derived from 

intangible assets held offshore. While GILTI has been effective in curbing some forms of profit 

shifting, it has also faced criticism from businesses, which argue that it creates additional tax 

burdens and complexity [6]. 

Another important development in U.S. transfer pricing policy has been the adoption of country-

by-country reporting, in line with OECD BEPS Action 13. U.S. multinational enterprises are 

required to disclose detailed information about their global operations, including revenue, profits, 

and taxes paid in each jurisdiction. This has provided tax authorities with greater visibility into the 

operations of digital services companies and has helped to identify potential cases of profit shifting. 

However, there are concerns that country-by-country reporting could lead to double taxation if 

countries do not coordinate their tax policies effectively. The U.S. has also been at the forefront of 

debates over the taxation of digital services at the international level. The U.S. government has 

expressed strong opposition to unilateral digital services taxes (DSTs) implemented by other 

countries, arguing that such measures unfairly target U.S. technology companies. Instead, the U.S. 

has advocated for a multilateral solution through the OECD’s BEPS project, specifically the 

development of a new framework for taxing digital services under Pillar One and Pillar Two of 

the BEPS initiative. Pillar One focuses on reallocating taxing rights to ensure that profits are taxed 

where value is created, while Pillar Two seeks to establish a global minimum tax. Despite these 
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efforts, there are still significant challenges in the U.S. transfer pricing regime. One of the major 

issues is the complexity of the rules, which can be difficult for businesses to navigate. The IRS has 

also faced criticism for its enforcement efforts, with some arguing that the agency lacks the 

resources to effectively monitor and audit transfer pricing arrangements. In response, the IRS has 

increased its focus on transfer pricing audits, particularly in the digital services sector, but there 

are concerns that this could lead to prolonged disputes and litigation[7] . 

The U.S. has taken a proactive approach to addressing the challenges of transfer pricing in the 

digital services sector. The implementation of GILTI, country-by-country reporting, and other 

measures has helped to curb some forms of profit shifting, but there are still gaps in the system. 

The U.S. continues to play a leading role in shaping global transfer pricing policies, particularly 

through its involvement in the OECD’s BEPS project. However, the complexity of the rules and 

the ongoing disputes over the taxation of digital services suggest that there is still much work to 

be done. 

Canada’s Approach to Transfer Pricing in Digital Services: 

Canada's approach to transfer pricing in the context of digital services is shaped by its participation 

in international frameworks, particularly those developed by the OECD, as well as by its own 

domestic policies. As the second-largest economy in North America, Canada has been increasingly 

focused on ensuring that the digital services sector is taxed fairly and that multinational enterprises 

do not engage in profit shifting through the manipulation of transfer prices. The Canadian Revenue 

Agency (CRA) has been proactive in enforcing transfer pricing rules, particularly concerning 

intellectual property and cross-border services. Canada's transfer pricing rules are governed by 

Section 247 of the Income Tax Act, which mandates that transactions between related parties must 

be conducted at arm's length. Like other OECD members, Canada adheres to the arm’s length 

principle, which aims to ensure that related-party transactions are priced as they would be between 

independent entities. In the context of digital services, this principle is often difficult to apply due 

to the intangibility of the products and services involved. Canada has therefore been working to 

update its guidelines to better address the challenges posed by the digital economy. One of the key 

areas of focus for the CRA has been the valuation of intellectual property, which is a significant 

driver of value for many digital services companies. The CRA has implemented strict rules for the 

transfer of intangible assets between related parties, requiring companies to demonstrate that the 

prices they charge for such assets reflect their true economic value. This has led to increased 

scrutiny of transfer pricing arrangements involving intellectual property, particularly for 

companies in the technology and software sectors [8]. 

Canada has also implemented country-by-country reporting as part of its commitment to the 

OECD’s BEPS project. Canadian multinational enterprises are required to file detailed reports on 

their global operations, including revenue, profits, and taxes paid in each jurisdiction. This has 

given the CRA greater insight into the operations of digital services companies and has helped to 
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identify potential cases of profit shifting. However, there are concerns that the country-by-country 

reporting requirements place an additional burden on businesses, particularly smaller firms that 

may not have the resources to comply with these rules. Another important aspect of Canada’s 

transfer pricing regime is its approach to cross-border services. Digital service providers often 

operate in multiple jurisdictions without having a physical presence in each market, making it 

difficult to determine where value is created and where profits should be taxed. The CRA has 

implemented rules aimed at ensuring that digital services provided to Canadian customers are 

subject to Canadian taxes, even if the service provider is located in another country. This has been 

a particularly contentious issue, as some businesses argue that these rules lead to double taxation. 

In addition to its domestic policies, Canada has been actively involved in international efforts to 

reform the taxation of digital services. The Canadian government has expressed support for the 

OECD’s Pillar One and Pillar Two initiatives, which aim to address the challenges of taxing digital 

services in a globalized economy. Pillar One seeks to reallocate taxing rights to ensure that profits 

are taxed where value is created, while Pillar Two proposes a global minimum tax to prevent profit 

shifting to low-tax jurisdictions. Canada has been a vocal advocate for these reforms, arguing that 

they are necessary to ensure a level playing field for businesses operating in the digital economy. 

Despite these efforts, there are still challenges in Canada’s transfer pricing regime. One of the 

major issues is the complexity of the rules, which can be difficult for businesses to navigate. The 

CRA has also faced criticism for its enforcement efforts, with some arguing that the agency lacks 

the resources to effectively monitor and audit transfer pricing arrangements. In response, the CRA 

has increased its focus on transfer pricing audits, particularly in the digital services sector, but 

there are concerns that this could lead to prolonged disputes and litigation. Canada has taken a 

proactive approach to addressing the challenges of transfer pricing in the digital services sector. 

The implementation of country-by-country reporting, stricter rules on the valuation of intellectual 

property, and the CRA’s increased focus on transfer pricing audits have helped to curb some forms 

of profit shifting. However, there are still gaps in the system, particularly regarding the taxation of 

cross-border digital services. Canada’s involvement in international efforts to reform the taxation 

of digital services suggests that the country is committed to finding long-term solutions to these 

challenges. 

Mexico’s Approach to Transfer Pricing in Digital Services: 

Mexico’s transfer pricing regime for digital services is still in a relatively nascent stage compared 

to its North American counterparts, but it has made significant strides in recent years. As the third-

largest economy in North America, Mexico has been grappling with the challenges of ensuring 

that digital service providers pay their fair share of taxes, particularly in light of the rapid growth 

of the digital economy. The Mexican tax authorities, known as the Servicio de Administration 

Tributaries’ (SAT), have been working to update the country’s transfer pricing rules to better 

reflect the realities of the digital services sector. Mexico’s transfer pricing rules are governed by 

Articles 179 and 180 of the Mexican Income Tax Law, which require that transactions between 
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related parties be conducted at arm’s length. In line with OECD guidelines, Mexico adheres to the 

arm's length principle, which aims to ensure that related-party transactions are priced as they would 

be between independent entities. However, the application of this principle in the digital services 

sector is often complicated by the intangibility of the products and services involved, as well as 

the difficulty of determining where value is created. One of the key challenges for Mexico has 

been the taxation of cross-border digital services. Many digital service providers operate in Mexico 

without having a physical presence in the country, which makes it difficult for the SAT to enforce 

tax compliance. In response, Mexico has implemented rules aimed at ensuring that digital services 

provided to Mexican customers are subject to Mexican taxes, even if the service provider is located 

in another country. This has been a particularly contentious issue, as some businesses argue that 

these rules lead to double taxation and place an undue burden on foreign companies [9]. 

Mexico has also been actively involved in international efforts to reform the taxation of digital 

services. The Mexican government has expressed support for the OECD’s BEPS project, 

particularly Pillar One and Pillar Two, which aim to address the challenges of taxing digital 

services in a globalized economy. Pillar one seeks to reallocate taxing rights to ensure that profits 

are taxed where value is created, while Pillar Two proposes a global minimum tax to prevent profit 

shifting to low-tax jurisdictions. Mexico has been a vocal advocate for these reforms, arguing that 

they are necessary to ensure a fair and equitable tax system for the digital economy. In addition to 

its involvement in international efforts, Mexico has implemented a number of domestic policies 

aimed at curbing profit shifting in the digital services sector. The SAT has introduced stricter rules 

for the valuation of intangible assets, such as intellectual property, which are a significant driver 

of value for many digital services companies. These rules require companies to demonstrate that 

the prices they charge for intangible assets reflect their true economic value, and they have led to 

increased scrutiny of transfer pricing arrangements involving intellectual property. Another 

important aspect of Mexico’s transfer pricing regime is its approach to country-by-country 

reporting. As part of its commitment to the OECD’s BEPS project, Mexico has implemented rules 

requiring multinational enterprises to file detailed reports on their global operations, including 

revenue, profits, and taxes paid in each jurisdiction. This has given the SAT greater insight into 

the operations of digital services companies and has helped to identify potential cases of profit 

shifting. However, there are concerns that the country-by-country reporting requirements place an 

additional burden on businesses, particularly smaller firms that may not have the resources to 

comply with these rules. 

Despite these efforts, there are still significant challenges in Mexico’s transfer pricing regime. One 

of the major issues is the lack of resources available to the SAT, which has made it difficult for 

the agency to effectively monitor and enforce transfer pricing rules. Mexico has also faced 

criticism for its reliance on a relatively small number of large taxpayers, which has led to concerns 

that the country’s transfer pricing policies may disproportionately affect smaller businesses. In 

response, the Mexican government has announced plans to increase funding for the SAT and to 

strengthen its transfer pricing enforcement capabilities. Mexico has made significant progress in 
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adapting its transfer pricing policies to the digital services sector. The implementation of stricter 

rules on the valuation of intangible assets, the introduction of country-by-country reporting, and 

Mexico’s involvement in international efforts to reform the taxation of digital services have helped 

to curb some forms of profit shifting. However, there are still significant challenges, particularly 

regarding the taxation of cross-border digital services and the enforcement of transfer pricing rules. 

As the digital economy continues to grow, it is likely that Mexico will face increasing pressure to 

further refine its transfer pricing policies. 

Challenges and Opportunities in Harmonizing North American Transfer 

Pricing Policies: 

The digital services sector presents unique challenges for transfer pricing, particularly in a region 

as economically diverse as North America. The U.S., Canada, and Mexico have each developed 

distinct approaches to transfer pricing in the digital services sector, reflecting their differing 

economic priorities, levels of digital development, and regulatory frameworks. While there are 

some commonalities in their approaches, particularly regarding adherence to OECD guidelines, 

significant differences remain, which can lead to inefficiencies and opportunities for profit 

shifting. One of the primary challenges in harmonizing transfer pricing policies across North 

America is the varying levels of enforcement and resources available to tax authorities in each 

country. The U.S., with its larger economy and more robust tax enforcement agencies, has been 

able to implement stricter transfer pricing rules and conduct more thorough audits of multinational 

enterprises [10]. In contrast, Canada and Mexico, while making significant progress in recent 

years, still face challenges in enforcing their transfer pricing rules, particularly concerning the 

valuation of intellectual property and the taxation of cross-border digital services. Another 

challenge is the differing approaches to the taxation of intangible assets. The U.S., with its focus 

on protecting its technology sector, has implemented measures such as the GILTI provision to 

target profits derived from intangible assets held offshore. Canada and Mexico have also 

implemented rules aimed at ensuring that profits generated by intangible assets are taxed fairly, 

but there are significant differences in how these rules are applied. This has led to concerns that 

multinational enterprises may exploit these differences to engage in profit shifting, particularly by 

locating intellectual property in low-tax jurisdictions. 

In addition to these challenges, there are also significant opportunities for greater cooperation and 

harmonization of transfer pricing policies across North America. The OECD’s BEPS project has 

provided a framework for international cooperation on transfer pricing, and all three North 

American countries have implemented elements of the BEPS recommendations, such as country-

by-country reporting and stricter rules on the valuation of intangible assets. However, there is still 

room for greater coordination, particularly in the area of enforcement and the sharing of 

information between tax authorities. One potential avenue for greater harmonization is the 

development of a regional framework for the taxation of digital services. This could involve the 
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creation of a North American digital services tax (DST), which would ensure that digital services 

provided in the region are taxed fairly and consistently. Such a framework could help to address 

the challenges of cross-border digital services, particularly the issue of determining where value is 

created and where profits should be taxed. While there are significant political and economic 

hurdles to overcome, the development of a regional DST could provide a more level playing field 

for businesses operating in the digital services sector [11]. 

Another opportunity for harmonization is the adoption of a global minimum tax, as proposed under 

Pillar Two of the OECD’s BEPS project. A global minimum tax would help to prevent profit 

shifting to low-tax jurisdictions by ensuring that profits are subject to a minimum level of taxation, 

regardless of where they are located. This would help to reduce the incentives for multinational 

enterprises to engage in tax avoidance through the manipulation of transfer prices, particularly in 

the digital services sector, where the mobility of intangible assets makes profit shifting more 

prevalent. While there are significant challenges to harmonizing transfer pricing policies across 

North America, there are also significant opportunities for greater cooperation and coordination. 

The OECD’s BEPS project has provided a framework for international cooperation, but more work 

is needed to ensure that these guidelines are implemented consistently across the region. By 

working together to address the challenges of transfer pricing in the digital services sector, the 

U.S., Canada, and Mexico can help to create a more fair and equitable tax system for the digital 

economy [12]. 

Conclusion: 

The rise of the digital economy has fundamentally altered the landscape of transfer pricing, 

presenting new challenges for tax authorities and multinational enterprises alike. In North 

America, the U.S., Canada, and Mexico have each taken steps to address the challenges of transfer 

pricing in the digital services sector, but significant differences remain in their approaches, 

particularly regarding the taxation of intangible assets and cross-border services. These differences 

have created opportunities for profit shifting and tax avoidance, but they have also highlighted the 

need for greater cooperation and harmonization of transfer pricing policies across the region. The 

OECD’s BEPS project has provided a framework for addressing many of the challenges of transfer 

pricing in the digital services sector, and all three North American countries have implemented 

elements of the BEPS recommendations. However, there is still much work to be done, particularly 

regarding the enforcement of transfer pricing rules and the coordination of tax policies across 

borders. The development of a regional framework for the taxation of digital services, as well as 

the adoption of a global minimum tax, could help to reduce the opportunities for profit shifting 

and create a more level playing field for businesses operating in the digital services sector. 
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