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SUMMARY

Key terms: transfer pricing, arm’s length principle, transfer pricing methodology,

Advance Pricing Arrangements, mutual agreement procedure

Advance Pricing Arrangements is created during the process of the development of
transfer pricing taxation system. Advance Pricing Arrangements is an administrative
approach agreed upon between the competent tax authorities and tax payer to prevent the
potential transfer pricing disputes in advance. It attempts to prevent transfer pricing
disputes from arising by determining criteria for applying the arm’s length principle to
transactions in advance of those transactions taking place. It is infended to supplement,
rather than replace, the traditional administrative, judicial, and treaty mechanisms for
resolving transfer pricing issues(the traditional adjustment through transfer pricing
methodology included). Considering of an Advance Pricing Arrangements shall be most
appropriate when the methodology for applying the arms’ length principle gives rise to
significant questions of reliability and accuracy, or when the specific circumstances of the
transfer pricing issues being considered are unusually complex. Bilateral or multilateral
Advance Pricing Arrangements is advocated. The bilateral or multilateral Advance Pricing
Arrangements is suggested to be established on the on the following basis: i) the mutual
agreement procedure provision of a double tax convention; ii) a procedure specified on
how to initiate the bilateral or multilateral Advance Pricing Arrangements between the
signatory states, either included in the double tax convention or otherwise agreed upon
between/ among the signatory states. iii) Advance Pricing Arrangements procedure

stipulated at domestic legislation level.
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