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TALKINF TAX: Time for advance rulings system?

Mar 07, 2007
by Mantas Petkevicius [Sorainen Law Offices]

Legal certainty is a key element in a good tax system. Its implementation, however,
is not easy. Tax systems in the Baltics should be regarded as newly constructed and
still developing. What’s more, constantly evolving economic activities do not always
fit into the existing framework of tax legislation, making interpretation and application
of detailed tax laws an ungrateful task. One instrument to achieve consistency and
certainty in interpretation and application of tax laws is advance tax rulings. In
general, advance rulings should be understood as an interpretation of legislation by
tax authorities that is binding when interpreting or applying the law to a taxpayer,
provided that the taxpayer’s facts and circumstances are the same as those set forth
in the ruling.

Currently, in Lithuania it is impossible to apply for a binding advance ruling on tax
treatment of possible activities. Lithuanian laws only provide for the possibility to
obtain a non-binding ruling that would give some guidelines in cases of ambiguous
legal regulations, yet it is not binding on the tax authority if there is a future tax audit. 

It may come as a surprise, but a future tax audit may reveal unpaid taxes, and the
taxpayer might be requested to pay taxes even if he was diligent with respect to
complying with legal regulations and applied for a written opinion of tax authorities.
While the presence of a written opinion protects the taxpayer from imposition of fines
and accrued default interest, such a regulation adds little to economic efficiency and
certainty in, for example, estimating possible net profits of specific transactions
contemplated by the taxpayer. 

Of the three Baltic states only Latvia has implemented an advance ruling system.
There a taxpayer may request an advance ruling concerning a specific situation that
will be binding upon the tax office. Thus, if a taxpayer follows the course suggested
by the tax office, he must not be put by the tax office in a less favorable situation than
the one indicated by the tax office in the advance ruling issued. 
Currently, the Lithuanian Ministry of Finance is considering amendments to the Law
on Tax Administration. One of the issues to be decided is implementation of the
advance rulings system. 

Introduction of advance rulings will place a significant burden and responsibility on
tax offices with respect to, first, retaining coherence and uniformity of the tax system,
and, second, implications it may have on tax revenue. Nevertheless, legislators will
hopefully decide that the merits outweigh the drawbacks and follow the
recommendations of OECD to introduce such a system.

Mantas Petkevicius is a senior associate at Sorainen Law Offices in Vilnius
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