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The evolution of Big Data is having a major impact on indirect
taxation. Tax authorities are also making use of data as a tool to
improve tax data gathering and collection. This article considers
how a data-driven approach to indirect tax compliance may bring
significant tax benefits to companies operating in this
environment.

By now, it should be fairly clear that the evolu-
tion of Big Data is having a significant impact
on the field of indirect taxation. Regular read-

ers of this series—and keen observers—already recog-
nize that data has changed the indirect tax landscape
in three key ways:

s First, data has become a core asset of the 21st cen-
tury business enterprise, creating opportunities for
value-creating analytics as part of a top-down man-
date within the modern business enterprise.

s Second, tax authorities increasingly understand the
importance and availability of data and, as a result,
are starting to require more of it, sooner than ever
before.

s Third, tax authorities have recognized that innova-
tion in the field of data and analytics has provided
new tools to help close the tax gap, collect data and
share it across borders, and improve the efficiency
of the tax collection function.1

With Big Data already driving major changes within
the modern business enterprise and government,
many indirect tax leaders and authorities are starting
to turn their attention toward the practical implica-
tions that these trends may hold for today’s busi-
nesses. How, for example, can data be leveraged to
improve compliance? How can analytics reduce the
complexity of working across multiple jurisdictions?
What does a ‘‘data-driven’’ indirect tax approach look
like in practice?

I. An Overwhelming Burden

The tax world is far from simple. Indeed, it seems safe
to say that it is one of the more heavily regulated envi-
ronments.2 It could also be stated that the related tax
legislation can be extremely complicated; it is playing
catch up with new business models and the digital
economy and the demand by governments to increase
tax revenues without increasing tax rates.

Consider, for example, how the US Internal Rev-
enue Code has evolved over its first 100 years. For that
first federal-level tax law to pass in 1913, the United
States Constitution first required an amendment to
expressly permit the imposition of income taxes to
support the general finances of the federal govern-
ment.3 Together, the constitutional amendment and
the text of the income tax legislation filled 27 pages; by
contrast, the 2013 CCH Winter Edition of the United
States Internal Revenue Code filled a vast 5,248 pages:
and the CCH Standard Federal Tax Reporter tallied
73,954 loose-leaf pages in a 25-volume set of binders.4

Similar examples that affect value added tax (‘‘VAT’’)
and goods and services tax (‘‘GST’’) compliance are
also evident around the world. In 2015, for example,
the 28 Member States of the EU introduced new VAT
rules for vendors (EU or non-EU) who provided tele-
communications, broadcasting, and electronic ser-
vices to final consumers residing in the EU.5

Even though the new rules contain some ‘‘simplifi-
cation’’ measures, they are still extremely complex: a
non-EU business providing electronic services to U.K.
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residents would need to read approximately 248 pages
of legislation and guidance just to familiarize itself
with the new provisions.6

Extrapolate that level of complexity to the other 27
EU Member States, and it is not difficult to imagine
that the non-EU vendor would need to read thousands
of pages of dense material to understand and evaluate
the similarities and differences in the rules prescribed
by other Member States. Such changes are spreading
across the world; Korea is introducing new VAT rules
applicable to digital services effective July 2015,7

Japan is implementing similar provisions for digital
services in October 20158 and the Australian authori-
ties announced their intention to tax imported ser-
vices with effect from July 2017 in the 2015 Federal
Budget released May 12, 2015.9

Given that more than 160 countries now employ
some form of VAT/GST to raise revenues to help fund
governmental budgetary needs, global business will
find exponential complexity.10 In only two decades,
the number of countries with a VAT/GST regime has
tripled; and with that comes the complexity of compli-
ance with hundreds of different tax systems.11

II. More Audits, More Often

As noted in the second article in this series, many tax
authorities are already starting to think more clearly
about how they might leverage data they receive to
improve their ability to spot irregularities or potential
underpayments. Experiences around the world show
that many tax authorities are already using some form
of analytics to sample taxpayer data quickly and effec-
tively, develop risk profiles, and flag potential audit
issues.12 The use of technology and data analytics is
more widespread than is generally thought. A recent
survey13 found that 19 of the 22 countries surveyed
across the Americas, Asia Pacific, Middle East and
Africa used these tools as part of their review and
audit of business taxpayers.

Another trend is for tax authorities to require busi-
nesses to transfer transaction-based data as part of, or
in advance of, the indirect tax reporting process. In
light of this trend, it is becoming even more essential
that businesses can vouch for the accuracy of the indi-
rect tax decisions made by accounts payable and ac-
counts receivable teams and that they get it right the
first time.

It goes without saying that nobody wants to be au-
dited. Audits invariably lead to added business com-
plexity, increased costs, increased demands on scarce
resources, and potential relationship issues with tax
authorities. And, not surprisingly, indirect tax manag-
ers and executives are keen to reduce the frequency
and impact of tax audits on their business.

Yet as tax authorities become more sophisticated
with their analytics capabilities, the reality is that—
without a change in the way compliance is managed—
businesses may well find that the complexity and
frequency of tax audits increases. The specificity and
detail of the audits themselves may, at the same time,
become more intricate.

III. A Data-driven Approach

Against this backdrop, many corporate indirect tax
leaders are beginning to explore ways to make better
use of data to improve their indirect tax compliance.

Many already collect all of the data they need to
achieve significant improvements; yet few appear to
understand how to translate that data into insights
and ultimately convert these insights into value.

A data-driven approach to indirect tax compliance
may deliver a wide range of potential tax and business
benefits such as:
s Identifying exceptions and potential challenges:

By looking across all of their indirect tax data, orga-
nizations can quickly start to identify areas, pro-
cesses, or jurisdictions that create frequent
compliance challenges and then work to remedy
these issues at a more systemic level. Similarly, the
ability to identify and manage exceptions in various
markets allows businesses to help determine
whether they are paying the right tax at the right
time to remain compliant without overpaying.

s Delivering a clear audit trail: Those with a data-
driven approach to indirect tax compliance should
be well-equipped to find and present more
quickly—with increased accuracy—data or compli-
ance records required by tax authorities. More pro-
active organizations can use this capability to
provide indirect tax authorities with audit files
ahead of any anticipated action to reduce the poten-
tial for audits.

s Uncovering new trends and issues: A data-driven
approach provides indirect tax leaders and execu-
tives with enhanced insight into overall trends in
their compliance and—importantly—can help
them identify when processes or data are at odds
with the trends (such as a sudden drop in VAT pay-
ments in one market). These anomalies can again
be analyzed and appropriate resolution steps taken
either internally or with the appropriate tax author-
ity.

s Providing a unified view of compliance: Modern
visualization and analytics techniques allow organi-
zations to achieve a ‘‘single view’’ of their compli-
ance position across multiple markets and to
understand where challenges and opportunities
may occur. Given the rapid shifts in today’s business
environment, this type of visibility and insight can
lead to improved business decision-making and
flexibility.

A. Putting Data First

While the tactical implementation of a data-driven ap-
proach to indirect tax compliance will vary depending
on the organization, the markets in which it operates,
and the business model, generally data-driven models
work in the same way.

First, data is extracted from master data, finance
and inventory management sources across the enter-
prise and—if necessary—fields are translated into a
common architecture. Next, the data is validated
against a series of tests which reflect the indirect tax
principles and the unique circumstances of the orga-
nization. One set of such tests14 includes numerous
accounts payables and accounts receivables tests that
query every line of data to identify possible exceptions
or errors.

The challenge then is to use that information to im-
prove the compliance process. Clearly, not all excep-
tions identified will require full remediation;
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organizations will need to have the right insight and
capabilities to understand which exceptions need to
be elevated and which simply require ongoing moni-
toring. The point is that the appropriate measures are
taken—based on solid data—to reduce the potential
for audits and improve overall compliance.

B. Putting Misconceptions to Rest

In general, there are three main misconceptions about
data-driven approaches to indirect compliance that
often slow its adoption in many corporate businesses.
The first is the belief that data needs to be consoli-
dated before it can be used. Based on this misconcep-
tion, many organizations have spent considerable
time and resources struggling to bring all of their data
into a massive data warehouse.

The reality is that today’s data management tools
allow organizations to pull data from almost any
source and then translate and combine it in a separate
environment or platform. However, it must be noted
that data veracity is key: those with unreliable master
data will almost always find that their insights are
equally unreliable or questionable.

Another misconception is that data-driven ap-
proaches to indirect tax compliance are expensive,
complex, and disruptive to implement. Many finance
and indirect tax departments are already using all
their resources just to meet their business support, re-
porting and audit obligations; few have the time and
resources to put toward identifying new problems.

Adopting a data-driven approach does not need to
be complicated and it certainly does not need to be ex-
pensive. Indeed, there are a number of outsourced op-
tions that can deliver these services and analyze the
resulting insights on a pay-for-use basis. For example,
a platform may allow organizations to uncover in-
sights for only a small period of time, a select market
or a discrete business (the model used by KPMG
member firms). Alternatively, it can be deployed full-
time and worldwide to provide ongoing monitoring
and analysis. In this manner, value can be achieved
with reduced complexity and disruption and at a cost
that meets the needs of the organization.

The third misconception is that a data-driven ap-
proach to indirect tax compliance should deliver im-
mediate and dramatic savings, and therefore if costs
or effort start to increase rather than decrease it is a
sign of failure or lost investment.

But the reality is that—unlike many other ‘‘automa-
tion’’ initiatives—the focus of a data-driven compli-
ance approach is to improve compliance and reduce
cost in the longer term. A highly-successful approach
could, therefore, increase the amount of time and
effort put toward compliance in the short-term as
issues are uncovered and remedied. It stands to
reason that those with more fundamental compliance

problems will need to do more work in order to im-
prove their stance.

However, over the longer-term, experience suggests
that savings do emerge. Improved compliance and
monitoring can translate directly into fewer audits
and, as a result, lower costs and reduced potential for

fines or adjustments. Better
data management can also lead
to reduced costs when audits
do occur as data is more readily
available and accessible and
therefore requires less manual
intervention. This is why many
tax authorities are incentiviz-
ing businesses to include data
validation as part of their indi-
rect tax governance, processes

and controls: we use the term ‘‘incentivize’’ in the
broadest sense as it ranges from co-funding indirect
tax reviews to businesses having to vouch for their in-
direct tax governance in return for lower audit fre-
quency and penalties.15

More proactive organizations can also use this data-
driven approach to identify other value-generating
business insights, particularly for areas such as ac-
counts payable and accounts receivable. Targeted
analysis can provide actionable insight resulting in tax
recoveries, cash flow improvement and process cost
reduction. Some may also use these insights to model
the indirect tax cost of future growth plans, product
launches or new supply chains.

C. Understanding the Cost of Data-driven Compliance

The question of whether—or how much—to out-
source is always a critical decision for indirect tax
leaders. Measuring the equation of value versus cost
in today’s technology-driven environment is not
always easy.

However, it is possible to see a number of interest-
ing approaches emerging. At the March 2015 Summit
on Business Intelligence & Analytics, Gartner analyst
Neil Chandler delivered a session on measuring the
business metrics of analytics efforts. Chandler recom-
mended three calculations to help ascertain the suc-
cess or failure of such data efforts, which were: (i) the
total cost of ownership calculation; (ii) a cost-benefit
analysis; and (iii) a return on investment computa-
tion. With respect to the total costs of ownership,
Chandler observed that most businesses understate
total costs of ownership.16

Under Chandler’s approach, both direct and indi-
rect costs of ownership must be determined. Direct
costs include data, software, hardware, and people
costs; and each of those four categories contain one-
time, recurring, and special costs that must be evalu-
ated. For example, data costs must include: (i) one-
time costs, such as integration and migration
expenditures; (ii) recurring costs, such as archiving,
backup, and security costs; and (iii) special costs, such
as data governance. Similar analysis of the other three
categories of direct costs unveils a litany of expenses
required to own and operate a technological environ-
ment. On top of direct costs, there are also indirect
costs for such things as effort required to train the
team on new processes, costs required to overcome re-
sistance, and other costs.

‘‘...today’s data management
tools allow organizations to pull
data from almost any source...’’
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We think Chandler’s framework—well-understood,
thoroughly calculated, and vigorously applied—
provides a compelling construct for the analysis of the
full costs of indirect tax compliance. A number of the
world’s largest organizations, particularly those oper-
ating in multiple jurisdictions and sectors, may find
that it makes sense to build out their own internal ca-
pabilities further; that the reputational, compliance
and financial benefits outweigh the costs.

From experience, many businesses that undertake
this type of self-review are astonished to learn how
much they are paying for their compliance function;
and they often find that the identified benefits do not
seem to justify the level of expenditure for the func-
tion. In such cases, certain companies have shown a
proclivity in recent years to move quickly to outsource
the function.

IV. Driving Value from the Indirect
Tax Compliance Function

Outsourcing the indirect tax compliance function is
about more than just cost-benefit ratios and returns.
In today’s rapidly-evolving technology and tax envi-
ronment, many are looking to combine their data-
driven approach with targeted outsourcing in order to
achieve wider benefits for the function and for the or-
ganization.

For many, outsourcing the indirect tax compliance
function allows organizations—particularly those
with leaner finance and tax functions—to access more
recent technologies without having to invest new capi-
tal. Similarly, an outsourced function can often offer
‘‘leading practices’’ in compliance processes, and data
management based on deeper experience and insight.

Many of those who have outsourced their indirect
tax compliance function have found they have en-
joyed wider business benefits such as increased effi-
ciency, better decision-making, improved risk
management, and a stronger focus on the core busi-
ness. Larger, more complex organizations also see sig-
nificant benefit from achieving tighter global control
and improved visibility into their indirect tax compli-
ance.

No matter what level of outsourcing is used, the
overwhelming objective should be to ‘‘lock down’’ the
compliance process so that internal resources can be
better allocated to value-adding activities such as driv-
ing continuous improvement or uncovering insights
from transactional data.

For those in the indirect tax function, this shift can
have significant implications. Capabilities, skills and
roles may quickly change and evolve. With this, per-
ceptions of the function can also change, driving the
function away from being a simple ‘‘cost center’’ and
towards becoming a value-creation center.

V. Conclusion

As the complexity and risks of indirect tax compliance
increase for organizations around the world, we be-
lieve that a data-driven approach to compliance will
increasingly become key to success. Those that are
able to properly evaluate their capabilities and create
the right model and structure—leveraging outsourc-
ing, shared services and internal models to drive
greater efficiency and control—should find them-

selves well-positioned to reap the wider benefits of a
more mature and focused indirect tax compliance
function.

Clearly, technology will be a key consideration for
organizations as they start to make this shift. In the
next article in this series, Chris Downing, Partner,
KPMG in the U.K. will take a deeper look at some of
the big technology questions facing indirect compli-
ance functions in the era of Big Data, and will provide
some insight into future trends and emerging tech-
nologies to help support tax functions as they move
towards a data-driven model.

Tim Gillis is Head of Global Indirect Tax Services, KPMG LLP in
the U.S. and can be contacted at: tgillis@kpmg.com

Adrienne McStocker is Regional Leader, KPMG Asia Pacific
Indirect Tax Compliance Center and can be contacted at:
amcstocker1@kpmg.com.sg

Alec Percival is Partner, KPMG Global Services Hungary and
can be contacted at: Alec.Percival@kpmg.hu

NOTES
1 Timothy H. Gillis & Philippe Stephanny, Going Beyond
the Data: Tax Data is Big Data, Tax Planning Interna-
tional, Vol. 12, No. 9 (September 2014); Niall Campbell,
Tax Policy and Administration in an Era of Big Data, Tax
Planning International, Vol. 12, No. 12 (December 2014).
2 See e.g., Joint Committee on Taxation, Complexity in the
Federal Tax System (JCX-49-15), March 6, 2015; IRS, The
Complexity of the Tax Code (2008) available at http://
www.irs.gov/pub/tas/08_tas_arc_msp_1.pdf; United King-
dom Cabinet Office and Office of the Parliamentary
Counsel, When Laws Become too Complex (April 16,
2013).
3 Technically, direct taxes were allowed, but they were re-
quired to be apportioned among the states on the basis of
the U.S. Census.
4 CCH, Fact Sheet, 100-Year Tax History: The Length and
Legacy of Tax Law (2013).
5 See e.g., Council Directive 2008/8/EC Amending Directive
2006/112/EC as Regards the Place of Supply of Services,
2008 O.J. (L44) 11.
6 248 pages were calculated as follows:
Council Directive 2008/8/EC (amending Directive 2006/
112/EC) 12 pages
Council Regulation 967/2012 (amending 282/2011) 7
pages
Council Implementing Regulation 1042/2013 (amending
282/2011) 20 pages
Explanatory Notes to Council Implementing Regulation
1042/2013 92 pages
EU Commission Guide to the VAT Mini-One-Stop-Shop
31 pages
EU Commission Guidelines: Auditing under the MOSS
3 pages
Local In-Country Legislation (e.g., U.K. legislation)
61 pages
Local In-Country Guidance (e.g., U.K. HMRC’s MOSS
Guidance & Q&A) 22 pages
7 See e.g., CCH, Global VAT News, South Korea Confirms
Electronic Services VAT (May 21, 2015).
8 See e.g., KPMG Japan tax newsletter, Consumption Tax
Treatment of Cross-Border Supplies of Digital Services
(May 28, 2015) available at http://www.kpmg.com/jp/en/
knowledge/article/japan-tax-newsletter/documents/
consumptiontax-digital-services-20150528.pdf.

06/15 Tax Planning International: Indirect Taxes Bloomberg BNA ISSN 1741-0886 5

mailto:tgillis@kpmg.com
mailto:amcstocker1@kpmg.com.sg
mailto:Alec.Percival@kpmg.hu
http://www.irs.gov/pub/tas/08_tas_arc_msp_1.pdf
http://www.irs.gov/pub/tas/08_tas_arc_msp_1.pdf
http://www.kpmg.com/jp/en/knowledge/article/japan-tax-newsletter/documents/consumptiontax-digital-services-20150528.pdf
http://www.kpmg.com/jp/en/knowledge/article/japan-tax-newsletter/documents/consumptiontax-digital-services-20150528.pdf
http://www.kpmg.com/jp/en/knowledge/article/japan-tax-newsletter/documents/consumptiontax-digital-services-20150528.pdf


9 See e.g., Deborah Jenkins, KPMG Australia, Federal
Budget 2015: GST on imported intangibles (May 2015)
available at http://www.kpmg.com/AU/en/
IssuesAndInsights/ArticlesPublications/tax-insights/
Pages/federal-budget-2015-gst-imported-intangibles-12-
may-2015.aspx.
10 See e.g., OECD, Consumption Tax Trends 2014, Annex B
(2014).
11 Id.
12 Niall Campbell, Tax Policy and Administration in an
Era of Big Data, Tax Planning International, Vol. 12, No.
12 (December 2014).
13 Survey conducted by KPMG’s Asia Pacific Indirect Tax
Compliance Center of Excellence, called ‘‘Indirect Tax
Regulatory Activity in New and Emerging Markets’’, and
presented at KPMG’s Global Indirect Tax Forum in 2014.

14 Tests carried out at KPMG’s Indirect Tax Compliance
Center in Hungary: tests not only applicable to Hungary.

15 The Singapore Government provided co-funding for its
GST Assisted Compliance Assurance Program and a
waiver of penalties for non-fraudulent errors voluntarily
disclosed. The co-funding was used up by June 30, 2014
but the waiver of penalties continues until March 31,
2019 for participants in the program. The co-funding ap-
proach was unique to Singapore but the self-review ap-
proach in return for none or lower penalties has been
adopted across a number of countries.

16 Gartner Summits, Gartner Business Intelligence &
Analytics Summit, March 30–April 1, 2015, Las Vegas,
NV.

6 06/15 Copyright � 2015 by The Bureau of National Affairs, Inc. IDTX ISSN 1741-0886

http://www.kpmg.com/AU/en/IssuesAndInsights/ArticlesPublications/tax-insights/Pages/federal-budget-2015-gst-imported-intangibles-12-may-2015.aspx
http://www.kpmg.com/AU/en/IssuesAndInsights/ArticlesPublications/tax-insights/Pages/federal-budget-2015-gst-imported-intangibles-12-may-2015.aspx
http://www.kpmg.com/AU/en/IssuesAndInsights/ArticlesPublications/tax-insights/Pages/federal-budget-2015-gst-imported-intangibles-12-may-2015.aspx
http://www.kpmg.com/AU/en/IssuesAndInsights/ArticlesPublications/tax-insights/Pages/federal-budget-2015-gst-imported-intangibles-12-may-2015.aspx

	Indirect Tax Compliance in an Era of Big Data
	KPMG_BBNA_Big_data(2).pdf
	Indirect Tax Compliance in an Era of Big Data




