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Welcome to the Academy of Tax Law’s International Tax Glossary. This resource 
has been meticulously developed to support professionals, students, and 
researchers in understanding the foundational and advanced terminology 
of international tax and transfer pricing. At the Academy, we recognize that 
mastering the language of tax law is essential for navigating its complexities.

Each glossary entry is designed to provide a clear, concise definition of key 
terms, often accompanied by illustrative examples and references to relevant 
case law where applicable. These additions aim to bridge the gap between 
theoretical understanding and practical application, ensuring that this 
glossary serves as a comprehensive guide for legal teams, multinationals, 
revenue authorities, and academics alike.

Our goal is to equip you with the knowledge necessary to confidently 
address challenges in tax planning, compliance, dispute resolution, and risk 
management. Understanding the nuances of international tax and transfer 
pricing terminology is critical for success in a globalized economy, and this 
glossary is here to empower you in your professional and academic pursuits.

Thank you for making the Academy of Tax Law your trusted resource for 
expertise and continuous learning.

Sincerely,
Dr. Daniel N Erasmus
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DEFINITION

PART 1
Advance Pricing Agreements (APAs) are 
formal arrangements between a taxpayer, 
usually a multinational enterprise (MNE), 
and one or more tax authorities. These 
agreements pre-emptively establish 
the transfer pricing methods for a set of 
cross-border transactions over a specified 
period. APAs aim to provide certainty in tax 
outcomes by mitigating the risk of disputes 
and double taxation, which are common 
challenges in the complex world of transfer 
pricing. APAs can be unilateral, involving 
one tax authority; bilateral, involving two 
tax jurisdictions; or multilateral, engaging 
multiple tax authorities. The primary 
benefit of an APA is to offer clarity and 
predictability, encouraging compliance 
while safeguarding tax revenue for 
governments.
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Advance Pricing Agreements (APAs) have 
emerged as a critical tool for managing 
transfer pricing challenges. APAs are formal 
agreements between a taxpayer—often a 
multinational enterprise (MNE)—and one or 
more tax authorities that pre-determine the 
appropriate transfer pricing methodology for 
specified intercompany transactions over a 
set period, typically up to five years, with the 
possibility of renewal.

The primary purpose of an APA is to provide 
certainty and predictability in tax outcomes by 
resolving potential transfer pricing disputes in 
advance. They outline key aspects such as:

•	 The selection of transfer pricing methods 
(e.g., Comparable Uncontrolled Price, 
Resale Price, or Cost-Plus methods).

•	 Critical assumptions underlying the 
agreement (e.g., economic conditions or 
operational stability).

•	 The nature of transactions covered (e.g., 
the sale of goods, licensing of intangibles, 
or provision of services).

•	 Agreed-upon profit margins or benchmarks 
ensuring compliance with the arm’s length 
principle.

APAs are structured to align with the arm’s 
length principle and reduce the risks of double 
taxation, disputes, and audits that often arise 
in cross-border transactions. Depending on 
the parties involved, they may be:

•	 Unilateral: Between a taxpayer and one 
tax authority.

•	 Bilateral (BAPA): Involving two tax 
authorities.

•	 Multilateral (MAPA): Engaging multiple 
tax jurisdictions.

The process of negotiating an APA is 
comprehensive and resource-intensive, 
involving:

•	 Substantial Documentation: Detailed 
transfer pricing analyses, including 
industry benchmarking studies and 
financial data.

•	 Functional, Asset, and Risk Analyses 
(FAR): Examination of each entity’s 
contributions to intercompany 
transactions.

•	 Collaborative Discussions: Engagement 
with one or more tax administrations to 
establish mutual agreements.
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The process of negotiating an APA is 
comprehensive and resource-intensive, 
involving:

Substantial Documentation: Detailed 
transfer pricing analyses, including industry 
benchmarking studies and financial data.
Functional, Asset, and Risk Analyses (FAR): 
Examination of each entity’s contributions to 
intercompany transactions.
Collaborative Discussions: Engagement with 
one or more tax administrations to establish 
mutual agreements.

Countries worldwide have adopted APA 
programs to foster transparency and reduce 
litigation. These programs are particularly 
significant in light of the OECD’s Base Erosion 
and Profit Shifting (BEPS) Project, which 
promotes APAs as effective tools for dispute 
prevention and tax compliance. APAs also 
serve as a mechanism to counter aggressive 
tax planning strategies by ensuring that 
transfer pricing practices align with economic 
substance.

Despite their benefits, APAs require skilled 
professionals and significant time to finalize. 
However, the rewards of engaging in an APA 
process include:

•	 Certainty and Predictability: Taxpayers 
gain a clear understanding of their tax 
obligations, avoiding retrospective 
assessments and disputes.

•	 Compliance and Transparency: Tax 
authorities receive assurances of a fair 
allocation of taxable income across 
jurisdictions.

•	 Streamlined Operations: MNEs can focus 
on business growth without the fear of 
prolonged audits or litigation.

In the modern tax landscape, characterized 
by increasing regulatory scrutiny and the 
global push for tax transparency, APAs are 
indispensable. They create a win-win scenario 
for taxpayers and tax authorities, fostering 
cooperation and safeguarding tax revenue 
while enabling businesses to operate with 
confidence in a stable tax environment.
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EXAMPLES

PART 2

EXAMPLES
IN PRACTICE

MULTINATIONAL MANUFACTURING CO.

A multinational manufacturing company operates production facilities in Country A and 
a distribution subsidiary in Country B. The company faces challenges determining an arm’s 
length price for intercompany sales due to fluctuating production costs and differing economic 
conditions in both jurisdictions.

The APA process involves:

•	 A functional analysis of the production and distribution functions.
•	 Assessment of the risks borne by each entity (e.g., inventory risks for the distributor and 

production risks for the manufacturer).
•	 Selection of the Cost-Plus Method (CPM) as the most suitable transfer pricing methodology.

The bilateral APA specifies a cost-plus margin of 10% for intercompany sales. This ensures:

•	 Certainty: Both Country A and Country B agree on the transfer pricing methodology and 
tax outcomes, eliminating potential tax disputes.

•	 Compliance: The company adheres to the arm’s length principle while avoiding double 
taxation.

•	 Business Continuity: The company can confidently focus on operational efficiency without 
concerns about retrospective tax adjustments.
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EXAMPLES EXAMPLES 
IN PRACTICEIN PRACTICE

TECH COMPANY WITH IP LICENSING

A global technology company headquartered in Country X licenses software to subsidiaries in 
Countries Y, Z, and W. Historically, disputes over royalty rates arise due to the intangible nature 
of IP and differing local tax laws.

Through a multilateral APA involving all three jurisdictions, the company and tax authorities 
agree to:

•	 Use the Transactional Net Margin Method (TNMM) to determine a royalty rate based on 
comparable market transactions.

•	 Perform detailed economic analyses, including benchmarking studies of IP transactions.

Outcomes of the APA include:

•	 Predictability: A pre-determined royalty rate for five years eliminates uncertainty in tax 
outcomes for all parties involved.

•	 Efficient Resource Allocation: Tax authorities focus on other areas of compliance, reducing 
the administrative burden of frequent audits.

•	 Innovation and Growth: The company can allocate resources to R&D and market expansion 
without fear of tax litigation disrupting operations.

PHARMACEUTICAL CO’S R&D OPERATIONS

A pharmaceutical company headquartered in Country Y conducts costly R&D operations and 
licenses the resulting patents to its manufacturing subsidiary in Country Z. Without an APA, 
disputes over the allocation of R&D costs and royalty payments often arise, given the complexity 
of valuing intangibles.

The bilateral APA includes:

•	 A comprehensive analysis of Cost Contribution Arrangements (CCAs) for shared R&D 
expenses.

•	 Agreement on a royalty rate based on the Comparable Uncontrolled Price (CUP) method 
or TNMM.

•	 Examination of industry benchmarks to validate the methodology.

Benefits of the APA:

•	 Dispute Prevention: Ensures both jurisdictions agree on income allocation and royalty 
payments.

•	 Enhanced Compliance: Demonstrates adherence to the arm’s length principle, reducing 
audit risk.

•	 Fair Allocation of Revenues: Both tax administrations gain assurance that taxable profits 
reflect economic realities.
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RELEVANT 
CASES

PART 3

RELEVANT CASES

UK VS REFINITIV AND OTHERS

This case highlights the role of APAs in transfer pricing disputes and emphasizes their 
importance in reducing litigation risks.

The Refinitiv case underscores the critical role APAs play in:

1.	 Reducing Litigation Risks: If an APA had been in place, the prolonged litigation could have 
been avoided, saving resources for both the taxpayer and tax authorities.

2.	 Ensuring Transparency: APAs require detailed disclosure of transactions, fostering trust 
between MNEs and tax authorities.

3.	 Addressing Complex Transactions: APAs are particularly relevant for intangible assets like 
IP, which were at the heart of the Refinitiv case.

4.	 Mitigating BEPS Risks: The case illustrates the challenges of addressing profit shifting 
without pre-agreed frameworks.

CLICK HERE TO READ THE CASE SUMMARY
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