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In brief 

On March 30, 2018, the IRS Advance Pricing and Mutual Agreement Program (APMA) issued its 19th 

Annual Statutory Report (the Report) concerning Advance Pricing Agreements (APAs).  The Report 

states that APA applications for 2017 increased to 101 filed requests, up from 98 in 2016.  These numbers 

indicate that APAs continue to be an attractive option for companies seeking to manage their tax risks 

and achieve certainty around their intercompany pricing issues. 

APAs completed in 2017 increased by 35 percent from 2016, from 86 in 2016 to 116 in 2017.  The 2017 

statistic is the third highest number of completed APAs since the formation of the combined APMA office 

in 2012 (140, 145, 101, 110, and 86 completions in 2012, 2013, 2014, 2015, and 2016, respectively). 

However, the average time to complete an APA in 2017 increased to 39.1 months from 37.9 months in 

2016. 

Bilateral APAs were more prevalent than unilateral APAs as in prior years, with most completed APAs 

(over 50 percent) involving inbound transactions between non-US parents and US subsidiaries.  Japan 

and Canada continue to account for most of the executed bilateral APAs, representing a combined 73 

percent of the 85 bilateral agreements executed in 2017.   

The majority of covered transactions consisted of the sale of tangible goods and the provision of services.  

In addition, most APAs involved companies operating in manufacturing or wholesale or retail trade 

industries.  Use of intangibles comprised 21 percent of all transactions covered in 2017, consistent with 

around 20 percent in 2016.  These numbers indicate a continued willingness by the IRS to engage with 

taxpayers on more complex transactions. 

The APA Report describes APMA’s activities, including a significant update to the 2009 model APA 

agreement; as further discussed in PwC’s Insight. The IRS separately reports mutual agreement 

procedure data, which it likely will release within the next few weeks. 

 

In detail 

Continuing trend of India-

filed APAs  

APMA began accepting India 
bilateral APA requests in 2016. 
Following that announcement, 

29 US-India bilateral APA 
requests were filed in 2016, and 
18 were filed in 2017.  In 2017, 
India bilateral APA requests 
accounted for 21 percent of filed 
bilateral APAs, following closely 
behind the number of Japan (38 

percent) and surpassing Canada 
(eight percent) bilateral APA 
request filings in 2017.  Further, 
India bilateral APAs account for 
14 percent of all pending cases 
with APMA. 

https://www.pwc.com/gx/en/tax/newsletters/pricing-knowledge-network/assets/pwc-tp-apma-new-apa-template.pdf?WT.mc_id=CT2-PL201-DM2-TR2-LS1-ND30-TTAT3-CN_tp-insights-pdf-tp-usa-apm-pdf&elq_mid=8639&elq_cid=573846
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Observation:  While there were no 
reported APAs executed with India in 
2017, PwC is aware of at least one APA 
executed in early 2018, and of several 
pending APA applications that will be 
submitted in 2018.  The growing 
pipeline of India bilateral APAs 
indicates that companies are looking 
to the APA process (and not the 
Indian audit process) to address 
intercompany pricing issues with 
India. 

Japan and Canada continue to 

dominate executed cases 

Similar to 2015 and 2016, Japan and 
Canada accounted for nearly three 
fourths of all executed bilateral APAs 
in 2017.  Following Japan and Canada, 
South Korea executed the next largest 
number of bilateral APAs, accounting 
for nine percent of completed APAs in 
2017, closely followed by Switzerland 
(six percent) and Germany (four 
percent).  All other countries 
combined accounted for eight percent 
of the APAs executed in 2017. 

Increasing trend in executed 

APAs, amid longer average 

processing times  

The number of executed APAs 
increased to 116 in 2017, the highest 
number of completed APAs in four 
years, up from 86 in 2016, 110 in 
2015, and 101 in 2014. Of the 116 
agreements executed, 40 percent were 
new APAs (not renewals of existing 
APAs).  

Notwithstanding the increase in 
executed APAs, the average time to 
complete an APA increased in 2017 to 
39.1 months from 37.9 months in 
2016.  The number of withdrawn 
APAs declined from 24 APAs in 2016 
to only eight in 2017. 

Changes in the APMA Program 

After increasing headcount in 2011, 
APMA now employs approximately 82 
professionals, almost an 11 percent 
decrease from 2016.  In general, the 

APMA staff is organized in groups by 
country, either with a particular group 
having responsibility for multiple 
countries or several groups having 
responsibility for one country (e.g., 
Japan and Canada) because of the 
large volume of cases with those treaty 
countries.  

Notable changes in the Program 
include a significant proposed revision 
to the APA model template in 
September 2017, and an announced 
increased in user fees, which APMA 
has publicly attributed to difficult 
budget issues.  It is expected that APA 
user fees will increase in a two-stage 
process.  For APA requests filed after 
June 30, 2018, the fees will increase 
as follows: $86,750 for new APAs; 
$48,500 for renewal APAs; $42,000 
for small case APAs; and $17,750 for 
amendments to APAs.  For APA 
requests filed after December 31, 
2018, the fees will increase to the 
following amounts: $113,500 for new 
APAs; $62,000 for renewal APAs; 
$54,000 for small case APAs; and 
$23,000 for amendments.   

Role of bilateral APAs 

Of the 101 APA submissions filed in 
2017, 86 submissions (approximately 
85 percent) requested bilateral APAs 
and 14 submissions requested 
unilateral APAs (there also was one 
multilateral request).  Of the 116 APAs 
that were executed in 2017, 85 
involved bilateral APAs 
(approximately 73 percent). 

As in prior years, executed inbound 
APAs outnumbered executed 
outbound APAs, although not by as 
significant of a margin.  In 2017, 
executed inbound APAs comprised 59 
percent of all executed APAs, 
compared to 65 percent in 2016 and 
64 percent in 2015.  

Renewal bilateral APAs as a 
percentage of executed APAs 
accounted for 41 percent in 2017, from 

37 percent in 2016 and 44 percent in 
2015.   

Decrease in pending APA 

inventory 

At the end of 2016, there were 398 
pending APAs, compared to 410, 336, 
and 331 pending APAs as of the end of 
2015, 2014, and 2013, respectively.  In 
2017, pending APAs decreased to 386 
APAs.  APAs with Japan, India and 
Canada now account for over half of 
all pending bilateral APAs. 

Observation:  While there was a 
decrease in the pending APA 
inventory, the duration to execute and 
finalize APAs is on the rise. Given the 
decrease in APMA headcount, it 
remains to be seen how quickly the 
existing APA inventory may be 
processed.    

Types of transactions covered in 

APAs 

Consistent with prior years, 
approximately 44 percent of the 
transactions covered by completed 
APAs in 2017 involved the transfer of 
tangible goods.  Sales of tangible 
goods by non-US entities into the 
United States accounted for 28 
percent, while sales by US entities 
accounted for 16 percent.  Services 
transactions were covered in 35 
percent of executed APAs in 
2017.  Services by US entities 
accounted for 19 percent, while the 
provision of services by non-US 
entities accounted for 16 percent.  
Twenty-one percent of the completed 
APAs covered the use of intangible 
property in 2017.  

Industries covered in APAs 

In 2017, completed APAs covered five 
general industry segments — 
manufacturing, wholesale/retail trade, 
services, management, and 
finance/insurance/real estate — as 
well as an ‘all other industries’ 
category.  The manufacturing industry 
was the largest industry segment, 



Tax Insights 

 
 

3 pwc 

comprising 41 percent of executed 
APAs; the wholesale/retail trade 
segment comprised 37 percent; and 
services and management comprised 
approximately 15 percent.   

Within the manufacturing industry, 
the manufacture of computer and 
electronic products accounted for nine 
APAs (nearly eight percent of all 2017 
executed APAs).  Within the 
wholesale/retail trade industry, the 
wholesale distribution of durable 
goods accounted for 33 APAs (28 
percent of all 2017 executed APAs). 

TPMs and PLIs: CPM and OM lead 

again 

Consistent with the nearly 27-year 
history of the APA program, the 
comparable profits method (CPM), 
with varying profit level indicators 
(PLIs), dominated transfer pricing 
methods (TPMs).  In 2017, 87 percent 
of transfers of tangible and intangible 
property in APAs applied the CPM. 

For covered transfers of tangible and 
intangible property that used the 
CPM, an operating margin (OM, the 
ratio of operating profit to sales) was 
the most frequently used PLI, 
accounting for 85 percent of case 
results.  Other PLIs — such as the 
Berry Ratio (the ratio of gross profit to 
operating expenses) and Return on 
Assets or Capital Employed — were 
used in the remaining 15 percent of 
cases in 2017.   

APA terms 

In 2017, the term lengths of executed 
APAs ranged from two years to 14 
years.  The majority of APAs had a 
five-year term (38 APAs).  The next 
most frequent term lengths were 
seven or eight years (16 APAs each) 
and nine years (11 APAs).  Of APAs 
executed in 2017, only 22 percent 
included rollback years.  Including 
rollback years, the average term 
length for APAs executed in 2017 was 
seven years. 

Proposed changes to model APA 

As noted in PwC’s Insight, the draft 
APA template and explanatory 
documents were released in 
September 2017.  APMA’s draft 
template aims to streamline how 
taxpayers propose terms and 
standardize language used in executed 
APA.  Comments were due by October 
2017.  The report does not note the 
current status of the final APA 
template, which would be effective for 
all APAs executed under Revenue 
Procedure 2015-41. 

The takeaway 

The IRS’s 19th Annual Statutory 
Report concerning Advance Pricing 
Agreements reflects a significant 
uptick in the number of filed 
applications and executed APAs, as 
well as a trending decrease in the 
pending inventory of APAs.  On the 
downside, APA processing times have 
increased. 

Corporate tax personnel and their 
advisors should evaluate the benefits 
and opportunities afforded by an APA 
as a means of proactively resolving 
potential tax controversies, especially 
in light of the expected scrutiny of 
transfer pricing in a post-BEPS world. 

 

https://www.pwc.com/gx/en/tax/newsletters/pricing-knowledge-network/assets/pwc-tp-apma-new-apa-template.pdf?WT.mc_id=CT2-PL201-DM2-TR2-LS1-ND30-TTAT3-CN_tp-insights-pdf-tp-usa-apm-pdf&elq_mid=8639&elq_cid=573846
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Let’s talk   

For a deeper discussion of how this issue might affect your business, please contact: 

APMA & Transfer Pricing Controversy 

Joe Murphy, Washington, DC 
+1 202 414 1013 
w.joe.murphy@pwc.com 

Greg Ossi, Washington, DC 
+1 202 414 1409 
greg.ossi@pwc.com 

Mike Danilack, New York 
+1 646 471 4001 
mike.danilack@pwc.com 

Global Transfer Pricing and TCDR Leaders 

Isabel Verlinden, Brussels 
Global Transfer Pricing Leader 
+32 2 710 44 22 
isabel.verlinden@be.pwc.com 

David Swenson, Washington, DC 
Global TCDR Leader 
+1 202 414 4650 
david.swenson@pwc.com 
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and the latest insights on today’s key transfer pricing developments around the world. 

  
SOLICITATION 
 
© 2018 PwC. All rights reserved. PwC refers to the PwC network and/or one or more of its member firms, each of which is a separate legal entity. 
Please seewww.pwc.com/structure for further details. 
 
This content is for general information purposes only, and should not be used as a substitute for consultation with professional advisors. 
 
At PwC, our purpose is to build trust in society and solve important problems. We're a network of firms in 158 countries with more than 236,000 people 
who are committed to delivering quality in assurance, advisory and tax services. Find out more and tell us what matters to you by visiting us 
at www.pwc.com. 

mailto:w.joe.murphy@pwc.com
mailto:greg.ossi@pwc.com
mailto:mike.danilack@pwc.com
mailto:isabel.verlinden@be.pwc.com
mailto:david.swenson@pwc.com
http://www.pwc.com/us/subscriptions
http://pwc.to/2kVxLUU
http://www.pwc.com/structure
http://www.pwc.com/

