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International  
Tax

The international tax landscape is 
changing. Over the past few years 
we have seen increasing pressure on 
international businesses with regard 
to the form and transparency of their 
tax strategies. 

As a result a number of governments 
have responded, with action to address 
the perceived aggressive tax avoidance 
by multi national corporations being 
spearheaded by the Organisation 
for Economic Co-operation and 
Development (“OECD”).

The OECD Bases Erosion and Profit 
Shifting (“BEPS”) Action Plan released 
in July 2013 sets out a roadmap 
for the actions to be taken and 11 
months in we have seen significant 
progress and developments which will 
impact any organisation operating in 
multiple jurisdictions.
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The Base Erosion and Profit Shifting (“BEPS”) Action Plan

I keep hearing about ‘BEPS’.  
What is it?

‘Base Erosion’?  

And profit shifting?  

What’s prompted  
the debate?  

What is the BEPS  
action plan?  

How is this relevant to  
my organisation? 

BEPS stands for ‘Base Erosion and Profit Shifting‘

It is the OECD’s policy response to perceived aggressive tax avoidance by multi national 
corporations. The plan has been endorsed by G20 Finance Ministers and Heads of State.

This catch-all term describes a range of tax planning techniques that reduce (erode) the 
amount of corporate tax paid in a country (the tax base) relative to the operating 
profit disclosed in accounts.  

In broad terms, the use of ‘Transfer Pricing’ (pricing of cross-border goods and services 
within a multi national) to concentrate international profits in relatively low tax locations. 

There is a perception that, rightly or wrongly, multi national companies are abusing the tax 
system and not paying their ‘fair share’ of tax. A number of governments have collectively 
decided that something must be done. Global media coverage has recently upped the 
pressure.  

The OECD member states have published a plan containing 15 priority actions. 7 
deliverables have just  been made public, with further work to come by the end of 2015.

The BEPS actions will not only affect companies which have implemented complex 
structures. Any business that operates in multiple countries will be affected by some or all 
of the BEPS changes. 

>  BEPS will bring new compliance and documentation requirements (for example country-
by-country reporting) 

>  In some cases it may change the basis on which a company is taxed, and the locations 
where tax is due, especially for digital business 

> Together with other OECD initiatives it is fundamentally changing the way businesses, 
governments and advisors approach transfer pricing 
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The BEPS action plan was released in July 
2013.  Since then we have seen output on 
a number of actions with those due to be 
completed by September 2014 on course 
for a timely completion.

The output to date includes discussion 
drafts on a number of actions, covering 
Transfer Pricing, Financing Transactions, 
Country by Country Reporting and the 
Digital Economy.

Work at the OECD continues on the 
remaining actions but we have also  
seen responses by fiscal authorities and 
the principles pursued by BEPS being 
applied now.

OECD BEPS  
Action Plan

Notes
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OECD BEPS Action Plan

You should think about

> Have you considered the impact of the various BEPS actions on your business?

> Do your systems and processes have the ability collate the data required for Country by Country Reporting?

> Would you have any concerns about tax authorities having access to the information required by Country by Country Reporting

> Do your transfer pricing policies align with the location of value creation in your business?

> Does your organisation have tax structures incorporating hybrids or taking advantage of treaty benefits?

> Are you currently contemplating implementing any international tax structures?

> Are keeping abreast of current developments in domestic legislation?

Transfer pricing

Transparency

Jurisdiction to tax

Leverage

Actions  
8–10

Actions  
1,3,5–7

Actions  
11–15

Actions  
2,4
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The changing landscape of international 
taxation is happening now and the debate 
will continue over the months and years 
to come.

We have outlined some of the issues you 
may wish to consider in your businesses 
and how these can impact your short and 
longer term tax strategies:

> Review your ability to generate the 
required Country by Country reporting 
data from your business systems.

> Analyse your Group financials under the 
proposed country-by-country reporting 
template.  What could this show to tax 
authorities?

> Review your group value chains by 
function in light of the new Transfer 
Pricing guidance. Are your transfer 
pricing policies fit for purpose?

> Review your intra-group debt structures 
in light of BEPS.  Do these need to 
change?

> Update or prepare robust transfer 
pricing documentation aligned with the 
new documentation requirements.

> Keep up to date with the latest BEPS 
outputs as the 2015 actions progress.

Overall, now is the time to review and 
potentially revise group tax strategy, 
structure, policies and procedures.  

Are you ready?
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Data  
Insights

Do more with data… 

Decision needs Data needs 

Organisations routinely face many complex challenges when making decisions, none more so than how to deal with, and make 
the most of the ever growing volume of data, whether financial, transactional, operational, customer related or even social 
media and unstructured data. Organisations that fail to effectively manage their data and fully exploit its value risk missing 
opportunities for commercial and competitive advantage.

>  Insights into the state of the organisation

>  Insights about customers

>  Insights about an acquisition and synergies

>  Insights about what the future might hold

>  Insights into decisions

>  Insights that help to run the business

>  INSIGHTS are more powerful if they lead to direct actions

>  Data process and quality issues

>  Get more timely and accurate information

>  Information and data strategy to ensure the right 
information is being used across the organisation

>  Customer analytics and sentiment analysis

>  Data visualisation to accelerate analysis of issues

>  Data analytics to support assurance processes

>  Continuous monitoring solutions for key risk areas

>  Business models to support corporate finance deals, 
planning and forecasting activities and one-off strategic 
decisions

>  Help to identify and quantify the business risks 
associated with a decision

>  Using predictive analysis to help articulate what to  
do next

>  Independent assurance around the models upon which 
decisions are being made
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Data  
Journey

From data… 

What data sources are 
available and which are 
appropriate to use?

Collecting the right 
data efficiently without 
impairing data quality

Storing ever increasing 
volumes of data and 
processing it without 
losing its integrity

Understanding the  
needs of the business 
and using data to support 
these needs
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...To insight

Understanding and using predictive analytics

Enjoying data strategically to support and enhance decision 
making processes

Doing more with what you’ve got and getting more of what 
you need when reporting

Understanding what insights you are trying to achieve 
before finding the right data to support this, rather than 
blindly making the most of existing data. Insights only  
add value if they lead to direct actions.
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What next?

Getting started on your data journey - think about

>  What are the insights that you want or need to uncover for the future of the business?

>  What data do you already have available that can support the development of insights?

>  Consider how you get buy-in across the whole organisation: consider how you will get Finance IT Operations and  
Internal Audit to engage?

Notes



Corporate Update Seminar 15

© 2014 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with 
KPMG International Cooperative (“KPMG International”), a Swiss entity.

The new regime will require current 
UK GAAP adopters to choose between 
EU-IFRS accounting and FRS 102’s IFRS-
based framework for accounting periods 
starting on or after 1 January 2015. There 
are options to apply FRS 101 (EU-IFRS 
accounting with reduced disclosure) or 
FRS 102 on a subsidiary-by-subsidiary 
basis. 

The Financial Reporting Council (FRC) has 
committed to updating FRS 102 in light 
of developments in international financial 
instruments standards. In November 2013, 
it released Financial Reporting Exposure 
Draft (FRED) 51. This will allow a broader 
range of economic hedging strategies to 
qualify for hedge accounting under FRS 
102. FRED 54, released in February 2014, 
aims to reduce the need for entities to 
measure debt instruments at fair value 
under FRS 102.

Changing the basis of accounting for 
company financial statements may have 
wide-ranging effects, including impacts 
on taxation, distributable reserves, debt 
covenants, KPIs, remuneration schemes 
and systems. The ability to pick and 
choose the accounting framework on 
a subsidiary-by-subsidiary basis will 
be important in allowing companies to 
mitigate the impact of such effects – 
choosing the right accounting framework 
for each company. 

There are a number of transition options 
available, and entities will need to think 
carefully about which to apply. By taking 
certain options, entities may be able to 
bolster distributable reserves, or take 
advantage of a more favourable tax 
outcome. 

Reminders for December 
year ends New UK GAAP
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New UK GAAP 

FRS 100 
Application of financial 
reporting requirements

• Which standards to apply
• Application of SORPs
• Effective date
• Meaning of ‘equivalence’

• Operational standard derived from IFRS for SMEs
• List of disclosure exemptions from this FRS for ‘qualifying entities’

• List of disclosure exemptions for ‘qualifying entities’ applying 
recognition and measurement requirements of EU-IFRS

Issued Nov 
2012

FRS 101
Reduced disclosure 

framework

Issued Nov 
2012

FRS 102
FRS applicable in the UK 

& ROI

Issued Mar 
2013
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Reminders for December 
year ends New UK GAAP 
(cont.)

The first set of financial statements 
prepared under the new framework 
include must comparative information, 
restated under the new rules. For entities 
with a calendar year end (31 December) 
we are now in this comparative period. 
A number of important decisions will 
need to be made this year, particularly in 
relation to tax. These may include:

> making an election to receive a 4% 
writing down allowance on goodwill, to 
avoid losing a tax deduction on goodwill 
amortisation;

> applying the Disregard Regulations, 
to avoid tax volatility on unhedged 
derivatives

> unwinding of existing tax planning and 
implementing new tax planning; and

> understanding changes to deferred tax 
balances and taking action to mitigate 
the impact where possible.

To avoid dividend blocks, entities whose 
distributable reserves will decrease 
may wish to pay up dividends before 
31 December 2014. Any dividends paid 
up under old UK GAAP are legal under 
company law, as long as there are 
positive distributable reserves at the time 
the dividend is declared and paid.

KPMG has undertaken a number of 
projects to help clients understand the 
impact of the new regime, ranging from 
large listed groups to small private ones. 
We work in cross-functional teams to 
help ensure both tax and accounting 
implications are considered. Through 
these projects, we have developed a 
detailed understanding of how companies 
will be affected and the steps they can 
take now to help mitigate the impact of 
the changes. 
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New UK GAAP 

Illustrative timeline for a December year-end

31 Dec 2013 31 Dec 2014 31 Dec 2015

Transition date for 
the year ended 31 
December 2013

Comparative information 
required for the year ended 31 

December 2014

First set of EU-IFRS/ FRS 102 
financial statements for the 

year ended 31 December 2015

Tax decisions required 
before 31 December 2014

Dividends may be paid up 
under old UK GAAP before 

 31 December 2014
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Revenue
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Under the new five-step model, revenue 
is recognised when control of the goods 
or services passes to the customer. This 
is different to the existing risks and 
rewards criteria, and will potentially mark 
a significant change in the timing and 
amount of revenue recognised for many 
companies. Industries likely to be most 
affected include telecommunications, 
defence, aviation, shipping, real estate, 
software and construction.

It is proposed that the new standard will 
apply to accounting periods commencing 
on or after 1 January 2017, with early 
adoption allowed. There are a number of 
transition options available which will 
need careful consideration. 

Whilst this sounds a long way off, 
the accounting changes need to be 
considered now in order to identify cost 
saving opportunities on implementation. 
Critical actions may include:

> Updating IT systems,

> Re-writing contracts,

> Identifying commercial opportunities, 
and

> Discussing likely impacts with 
investors.

We have undertaken a number of projects 
to help clients understand the impact of 
the new model and how to implement 
the changes required. Through these 
projects we have developed a detailed 
understanding of how companies could 
be affected and the steps they can take 
now to help mitigate the impact of 
the changes.
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New revenue recognition model – potential impacts

Step 1: 

Identify the contract

Homogenous sales

Application on 
a portfolio basis 
is allowed if not 
materially different 
from on an individual 
basis.
Preparation time and 
costs reduced.

Step 2: 

Identify the separate 
performance 
obligations in the 
contract

Contract 
modifications

Modifications may 
require immediate 
true-up.
Systems need to have 
contract modification 
capability.

Step 3: 

Determine the 
transaction price

Variable 
consideration
Cash receipts in 
advance and arrears 
may be treated as 
financing. There is 
a limited exception 
for certain royalties, 
where revenue is 
recognised only when 
the ultimate sale or 
use occurs.
Revenue may be 
accelerated or 
deferred.

Cash / revenue 
disconnect
Cash receipts in 
advance and arrears 
may be treated as 
financing. 
Total revenue 
recognised over the 
life of the contract 
may change.

Step 4: 

Allocate the 
transaction price 
to the separate 
performance 
obligations

Multi-element 
contracts
Distinct goods 
and services are 
separated into 
performance 
obligations. 
Revenue may be 
accelerated or 
deferred.

Step 5: 

Recognise revenue 
as each performance 
obligation is satisfied

Licenses
Timing of revenue 
recognition depends 
on whether licence 
provides a right to 
use, or access to, 
intellectual property. 
Revenue may be 
recognised at a point 
in time or over time.
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