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Global Boardroom Insights - The Future of Audit
A NOTE FROM KPMG’S AUDIT COMMITTEE INSTITUTE
It’s telling that so many private companies 
around the world have their financial 
statements audited – even when they’re 
not always required to do so. An audit 
provides lenders, investors, and the capital 
markets with critical added assurance on 
the integrity of the company’s financial 
statements and related controls. As we’ve 
heard more than one observer say, “if the 
financial statement audit didn’t exist today, 
someone would invent it.” That said, audits 
– and auditing – are, in some ways, on the
cusp of dramatic change, if not reinvention.

In this edition of Global Boardroom Insights, 
we explore the current state of the audit – 
where audit quality stands today, drivers 
and indicators of audit quality, and various 
stakeholders’ expectations of auditors – 
and what the near-and-long term may hold 
for auditing. Is audit quality continually 
improving? What are the key drivers and 
indicators? Should the auditor’s report be 
expanded beyond the “pass/fail” audit 
opinion? What innovations can companies 
expect to see in auditing in the next 3-5 
years?

We posed these and other questions to 
seasoned audit committee chairs and audit 
professionals; and while their answers 
differ in nuance and emphasis, several 
themes are clear. Audit quality remains 
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strong today, but the push for greater 
transparency and insight into the auditor’s 
work, and the advent of data analytics 
capabilities to help auditors scrutinize a 
much wider pool of transactions, continue 
to raise the bar for the audit profession. 
Indeed, the ever-present “expectations 
gap” – understanding what the audit does, 
and does not do – will continue to be a 
challenge for auditors; but expectations 
are nevertheless rising as regulators 
around the world move toward expanded 
auditors’ reports, and call for more insight 
and perspective from auditors (and audit 
committees).

Not surprisingly, the audit committee’s 
engagement with auditors – as well as 
internal audit and the finance organization 
– continues to deepen; and as one audit
committee chair notes, discussions are 
increasingly risk-oriented. “Today we have 
a better handle on what the company’s 
critical areas of risk are, and where the 
auditor needs to be particularly focused.” 
This bodes well for the company, its 
investors, and the marketplace – and it 
hints at the evolution of the audit.

We hope you find this edition of Global 
Boardroom Insights helpful in sparking 
robust discussions on audit quality, the role 
of the auditor, and the future of audit.

Questions?
If you have any questions about this 
article please reach out to your KPMG 
engagement team or email us at 
us-kpmg-jp@kpmg.com.

For more information, download the full report below.

Download Now
Global Boardroom Insights May 2015: The Future of Audit > (PDF/3491KB)

https://www.kpmg.com/Global/en/services/Audit/audit-committee-institute/Documents/
the-future-of-audit.pdf

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or 
entity. Although we endeavor to provide accurate and timely information, there can be no guarantee that such information is accurate 
as of the date it is received or that it will continue to be accurate in the future. No one should act upon such information without 
appropriate professional advice after thorough examination of the particular situation.

https://www.kpmg.com/Global/en/services/Audit/audit-committee-institute/Documents/the-future-of-audit.pdf


KPMG LLP (KPMG) is pleased to release 
the findings from the 2014 edition of the 
global real estate and facilities 
management (REFM) outsourcing Pulse 
survey. The REFM outsourcing Pulse is a 
member of the KPMG Pulse family of 
surveys that provide insights into trends 
and projections in end-user organizations’ 
usage of global business services (GBS), 
or shared services, outsourcing, and third-
party business and information technology 
(IT) services.
 
This collective research program focuses 
on GBS market trends and examines 
related key topics such as cloud computing 
and human resources (HR) transformation 
and vertical industry business trends. The 
findings from the REFM outsourcing Pulse 
are gleaned from end-user organizations 
that are actively exploring or undertaking 
REFM outsourcing efforts, leading REFM 

global business and IT service providers, 
and third-party legal counsel and sourcing 
advisors supporting clients' REFM 
outsourcing efforts.

KPMG conducts the global REFM 
outsourcing Pulse survey on an annual 
basis. Topics explored in this edition 
include:

KPMG 2014 Global REFM Outsourcing Pulse 
Survey
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Current REFM outsourcing market trends, 
conditions, and demand levels

•

Top drivers and challenges for REFM 
process improvement and outsourcing 
efforts

•

REFM market characteristics on topics 
such as top priorities, service delivery 
models, and space utilization plans

•

Global REFM sourcing, governance, and 
management models

•

REFM outsourcing deal attributes•
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Questions?
If you have any questions about this article please reach out to your 
KPMG engagement team or email us at us-kpmg-jp@kpmg.com.

For more information, download the full report below.

Download Now
KPMG 2014 Global REFM Outsourcing Pulse Survey > (PDF/5094KB)

http://www.kpmg-institutes.com/content/dam/kpmg/sharedservicesoutsourcinginstitute/
pdf/2015/refm-2014-pulse-report.pdf

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or 
entity. Although we endeavor to provide accurate and timely information, there can be no guarantee that such information is accurate 
as of the date it is received or that it will continue to be accurate in the future. No one should act upon such information without 
appropriate professional advice after thorough examination of the particular situation.

http://www.kpmg-institutes.com/content/dam/kpmg/sharedservicesoutsourcinginstitute/pdf/2015/refm-2014-pulse-report.pdf
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TODAY’S REALITY

Six Ways to Enhance Your Technology 
Business Management Proficiency
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Questions?
If you have any questions about this article please reach out to your 
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KPMG LLP's 2015 survey of�� more than 125 
companies around the world on technology 
business management (TBM) proficiency 
reveals significant ways CIOs can improve 
their use of IT cost and consumption data 
to determine the true cost of running the 
business of IT.
 
Technology Business Management (TBM) 
is a discipline that uses actual IT cost and 
consumption data to determine the true 
cost of running the business of IT. Success 
in TBM means achieving the following 
outcomes:

This report offers key findings and makes 
recommendations regarding:

Having the right skills can make you 11 times more likely to be successful in TBM.

Sustained reductions in IT operating 
costs

•

The ability to clearly articulate the 
business value of IT

•

An IT structure that does not impede you 
from responding quickly and effectively 
to changing business needs

•

Transparency into IT cost, consumption 
and performance so you can make the 
best decisions to maximize IT value.

•

accountability•

data quality•

collecting and maintaining data•

managing IT services to the business•

service offerings•

reviews and monitoring.•

For more information, download the full report below.

Download Now
Cut Through the Fog: Six Ways to Enhance Your Technology Business 
Management Proficiency (PDF/1258KB) >

http://www.kpmg-institutes.com/content/dam/kpmg/advisory-institute/pdf/
2015/tech-business-mgmt-proficiency-survey.pdf

http://www.kpmg-institutes.com/content/dam/kpmg/advisory-institute/pdf/2015/tech-business-mgmt-proficiency-survey.pdf
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Contacts

Michael Maekawa 
Partner, Audit
KPMG LLP
E: tmaekawa@kpmg.com

Auditing & Accounting Update
In this section, we provide brief updates 
on regulatory developments in auditing 
and accounting that may impact Japanese 
companies in the United States. Further 
discussion of the issues can be found in 
KPMG's Department of Professional 
Practice's Defining Issues

Go to Defining Issues 15-20 > 
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/pdf/
2015/defining-issues-15-20-fair-value.pdf

FASB Issues Guidance to Exclude 
Certain Investments from Fair Value 
Hierarchy

FASB Proposes Clarifications to License 
and Performance Obligation Guidance 
for Revenue

Go to Defining Issues 15-21 > 
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/pdf/
2015/di-15-21-fasb-proposes-clarification-
revenue.pdf
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http://search.kpmginstitutes.com/?bigi=
1&q=Defining+Issues&x=0&y=0

On May 1, 2015, the FASB issued ASU No. 
2015-07, Disclosures for Investments in 
Certain Entities That Calculate Net Asset 
Value per Share (or Its Equivalent) (a 
Consensus of the FASB Emerging Issues 
Task Force), which eliminates the 
requirement to categorize investments in 
the fair value hierarchy if their fair value is 
measured at net asset value (NAV) per 
share (or its equivalent) using the practical 
expedient in FASB ASC Topic 820, Fair 
Value Measurement. Reporting entities 
must provide sufficient information to 
enable us�ers to reconcile total investments 
in the fair value hierarchy and total 
investments measured at fair value in the 
statement of financial position. Additionally, 
the scope of current disclosure 
requirements for investments eligible to 
be measured at NAV will be limited to 
investments to which the practical 
expedient is applied.

ASU 2015-07 is effective for public 
business entities in fiscal years beginning 
after December 15, 2015, and interim 
periods within those fiscal years. It is 
effective for all other entities in fiscal years 
beginning after December 15, 2016, and 
interim periods within those fiscal years. 
The ASU requires retrospective application. 
Early adoption is permitted for all entities.

Disclosures for Investments in 
Certain Entities That Calculate Net Asset 
Value per Share (or Its Equivalent)

On May 12, 2015, the FASB issued 
proposed ASU, Identifying Performance 
Obligations and Licensing, which would 
amend FASB ASC Topic 606, Revenue 
from Contracts with Customers, to clarify 
the guidance about identifying performance 
obligations and accounting for licenses of 
intellectual property. Identifying 
Performance Obligations. The proposed 
ASU would clarify the guidance about 
identifying and evaluating promised goods 
or services that are immaterial, and would 
clarify how to determine whether goods or 
services are distinct in the context of the 
contract. The proposed ASU also would 
provide a policy election that would allow 
entities to choose to account for shipping 
and handling services that take place after 
the customer obtains control over the 
goods as either a fulfillment cost or as a 
promised service.
 
Licenses of Intellectual Property. The 
proposed ASU would specify when a 
performance obligation to transfer a 
license of intellectual property would be 
satisfied (i.e., over time or at a point in 
time), and would clarify when an entity 
may apply the sales- and usage-based 
royalties exception for contracts that 
contain licenses of intellectual property 
and other goods or services. The proposed 
ASU also would clarify the guidance for 
contractual restrictions.

The amendments in the proposed ASU 
would affect ASC Topic 606, which is not 
yet effective. The effective date and 
transition requirements for the 
amendments in this proposed ASU would 
be the same as the effective date and 
transition requirements in ASC Topic 606.

Identifying Performance 
Obligations and Licensing, which would 
amend FASB ASC Topic 606, Revenue 
from Contracts with Customers,

http://search.kpmginstitutes.com/?bigi=1&q=Defining+Issue&x=0&y=0
http://www.kpmg-institutes.com/content/dam/kpmg/financialreportingnetwork/pdf/2015/defining-issues-15-20-fair-value.pdf
http://www.kpmg-institutes.com/content/dam/kpmg/financialreportingnetwork/pdf/2015/di-15-21-fasb-proposes-clarification-revenue.pdf
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Go to Defining Issues 15-22 > 
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/pdf/
2015/defining-issues-15-22-credit-
impairment.pdf

Go to Defining Issues 15-23 > 
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/pdf/
2015/defining-issues-15-23-sec-pay-
performance.pdf

Forthcoming Credit Impairment 
Standard Will Produce Significant 
Change

FASB Proposes Changes to Equity 
Method Accounting

Defining Issues 15-22 summarizes KPMG’s 
understanding of the FASB’s decisions to 
date on the recognition and measurement 
aspects of the new expected credit loss 
model, which is the centerpiece of the 
forthcoming standard about credit 
impairment. The standard, which is 
expected later this year, will significantly 
change the way entities recognize credit 
impairment on financial assets. The 
Defining Issues also provides KPMG’s 
observations about differences from 
current U.S. GAAP that may require the 
most significant changes to processes and 
internal controls, and highlights some areas 
of the standard in which further 
clarifications may be necessary.

EITF Reaches Two Final Consensuses 
and Two Consensuses-for-Exposure
On June 18, 2015, the FASB’s Emerging 
Issues Task Force met and discussed five 
issues and reached Final Consensuses on 
Issue 15-A, “Application of the Normal 
Purchases and Normal Sales Scope 
Exception to Certain Electricity Contracts 
within Nodal Energy Markets,” and Issue 
15-C, “Employee Benefit Plan 
Simplifications.” The Task Force also 
reached Consensuses-for-Exposure on 

On June 5, 2015, the FASB issued 
proposed ASU, Simplifying the Equity 
Method of Accounting, which is intended 
to simplify equity method accounting by 
eliminating the requirements for (1) an 
equity method investor to account for the 
difference between the cost of an 
investment and the investor’s proportionate 
share of the net assets of an investee (the 
basis difference) and (2) an investor to 
retroactively apply the equity method when 
an increase in ownership interest in the 
investee triggers a change from cost to 
equity method. The proposed ASU is part 
of the FASB’s simplification initiative.

The proposed change to eliminate 
accounting for the basis difference would 
be applied on a modified prospective basis. 
For existing equity method investments, 
accounting for the basis would cease at 
the effective date, and remaining basis 
differences would be treated as part of the 
basis of the investment. The proposal to 
eliminate the retroactive application of the 
equity method would be applied 
prospectively. The FASB will determine the 
effective date and whether to permit early 
adoption after considering stakeholder 
feedback.

Method of Accounting,
Simplifying the Equity 

Issue 15-D, “Effect of Derivative Contract 
Novations on Existing Hedge Accounting 
Relationships,” and Issue 15-E, 
“Contingent Put and Call Options in Debt 
Instruments.” The Task Force discussed 
Issue 15-F, “Statement of Cash Flows: 
Classification of Certain Cash Receipts and 
Cash Payments,” and will continue 
discussion of that Issue at a meeting in 
September.
Go to Defining Issues 15-26 >
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/pdf/
2015/defining-issues-15-26-eitf-2-final.pdf

FASB and IASB to Propose Amendments 
to Principal-Agent Guidance in Revenue 
Standard
At their June 22, 2015 joint meeting, the 
FASB and IASB decided to propose 
amendments to their respective revenue 
recognition standards to clarify how the 
principal versus agent guidance should be 
applied for determining whether revenue 
should be presented gross (as a principal) 
or net (as an agent).

FASB Proposes to Simplify Accounting 
for Share-based Payments
On June 8, 2015, the FASB issued a 
proposed ASU that is intended to simplify 
the accounting for share-based payment 
transactions. The proposal, which is part 
of the FASB’s simplification initiative, did 
not include an effective date. The FASB 
will determine the effective date and 
whether to permit early adoption after 
considering stakeholder feedback. The 
comment period ends August 14.

Go to Defining Issues 15-27 >
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/pdf/
2015/defining-issues-15-27-revenue-
principal.pdf

Go to Defining Issues 15-28 >
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/pdf/
2015/defining-issues-15-28-share-based-
payments.pdf

Go to Defining Issues 15-24 > 
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/pdf/
2015/defining-issues-15-24-changes-
equity-method.pdf
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SEC Proposes Rules for Pay-for-
Performance
On April 29, 2015, the SEC proposed rules 
that would require a company to disclose 
in a clear manner the relationship between 
the executive compensation that it paid 
and the company’s financial performance. 
The proposed disclosures would be 
required in proxy or information statements 
that require executive compensation 
disclosures. They would not be required 
for emerging growth companies, foreign 
private issuers, and registered investment 
companies. However, they would apply to 
smaller reporting companies.

http://www.kpmg-institutes.com/content/dam/kpmg/financialreportingnetwork/pdf/2015/defining-issues-15-22-credit-impairment.pdf
http://www.kpmg-institutes.com/content/dam/kpmg/financialreportingnetwork/pdf/2015/defining-issues-15-23-sec-pay-performance.pdf
http://www.kpmg-institutes.com/content/dam/kpmg/financialreportingnetwork/pdf/2015/defining-issues-15-24-changes-equity-method.pdf
http://www.kpmg-institutes.com/content/dam/kpmg/financialreportingnetwork/pdf/2015/defining-issues-15-26-eitf-2-final.pdf
http://www.kpmg-institutes.com/content/dam/kpmg/financialreportingnetwork/pdf/2015/defining-issues-15-27-revenue-principal.pdf
http://www.kpmg-institutes.com/content/dam/kpmg/financialreportingnetwork/pdf/2015/defining-issues-15-28-share-based-payments.pdf


FASB Finalizes One-Year Deferral of the 
Revenue Standard

FASB Decides to Change Hedge 
Accounting

At its July 9 meeting, the FASB agreed to 
defer by one year the mandatory effective 
date of its revenue recognition standard, 
but will also provide entities the option to 
adopt it as of the original effective date.

Revenue Transition Resource Group 
Discusses Nine Issues
The Joint Transition Resource Group for 
Revenue Recognition met for the fifth time 
on July 13 and discussed nine issues 
related to the joint FASB/IASB revenue 
recognition standard.

policy to recover incentive-based 
compensation that executive officers were 
awarded erroneously as a result of a 
material restatement of their financial 
statements.

All listed companies would be required to 
adopt a policy that complies with the rule 
and disclose the recovery policy as an 
exhibit to the annual report. In the event 
of a material accounting restatement, a 
company must determine and recover the 
amount of incentive-based compensation 
for certain executives in excess of what 
otherwise would have been awarded 
based on the restated financial statements.

FASB Changes Measurement Principle 
for Inventory

Go to Defining Issues 15-32 >
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/pdf/
2015/defining-issues-15-32-sec-clawback.
pdf

SEC Seeks Feedback on Audit 
Committee Reporting
On July 1, 2015, the SEC issued a concept 
release inviting public comment on possible 
revisions to audit committee reporting 
requirements. The concept release does 
not propose specific disclosure rules but, 
rather, seeks feedback about 11 new 
disclosure topics categorized into 3 groups: 
Audit Committee’s Oversight of the Auditor; 
Audit Committee’s Process to Appoint or 
Retain the Auditor; and Qualifications of 
the Audit Firm and Certain Engagement 
Team Members. The outcome of the public 
comment process can influence whether 
the SEC adopts more detailed audit 
committee disclosure rules, issues general 
guidelines, encourages disclosure to evolve 
voluntarily, or takes no action.

IFRS in the U.S. – Current Status and 
Outlook
Defining Issues 15-35 updates readers 
about the current status and outlook for 
IFRS in the United States, which has made 
little progress in recent years in its 
consideration of incorporating IFRS into the 
financial reporting regime for domestic 
companies. Meanwhile, acceptance of IFRS 
continues to grow around the world. This 
Defining Issues considers whether the goal 
is still to have a single set of globally 
accepted standards that are consistently 
applied and enforced. It also considers how 
the United States might contribute to 
achieving that objective.

Go to Defining Issues 15-33 >
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/pdf/
2015/defining-issues-15-33-inventory-
measurement.pdf

Go to Defining Issues 15-34 >
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/pdf/
2015/defining-issues-15-34-sec-audit-
committee.pdf

Go to Defining Issues 15-35 >
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/pdf/
2015/defining-issues-15-35-ifrs-us.pdf

The FASB met on June and decided to 
change the U.S. GAAP hedge accounting 
model to broaden its use and decrease 
operational burdens. The Board decided to 
permit hedge accounting for certain 
components of nonfinancial hedged items. 
For financial instruments, the Board 
decided to permit hedge accounting for 
contractually specified variable rates and 
other hedge strategies. In addition, the 
FASB also decided on changes to the 
shortcut method.
Go to Defining Issues 15-29 >
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/pdf/
2015/defining-issues-15-29-hedging.pdf

Go to Defining Issues 15-30 >
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/pdf/
2015/defining-issues-15-30-fasb-revenue-
deferral.pdf

Go to Defining Issues 15-31 >
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/pdf/
2015/defining-issues-15-31-trg-july-13.pdf
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On July 22, 2015, the FASB issued ASU No. 
2015-11, Simplifying the Measurement of 
Inventory, which will change the 
measurement principle for inventory from 
the lower of cost or market to lower of 
cost or net realizable value for entities that 
do not measure inventory using the last-in, 
first-out or retail inventory method. The 
ASU also eliminates the requirement for 
these entities to consider replacement cost 
or net realizable value less an approximately 
normal profit margin when measuring 
inventory.

The ASU is effective for public business 
entities for fiscal years beginning after 
December 15, 2016, and interim periods 
within those years. It is effective for all 
other entities for fiscal years beginning 
after December 15, 2016, and interim 
periods within fiscal years beginning after 
December 15, 2017. The ASU requires 
prospective adoption, and early adoption is 
permitted.

Simplifying the Measurement of 
Inventory,

SEC Rule Addresses Clawback of 
Executive Compensation
On July 1, 2015, the SEC proposed rule 
that directs national securities exchanges 
and associations to establish listing 
standards that would require listed 
companies to develop and implement a 

http://www.kpmg-institutes.com/content/dam/kpmg/financialreportingnetwork/pdf/2015/defining-issues-15-29-hedging.pdf
http://www.kpmg-institutes.com/content/dam/kpmg/financialreportingnetwork/pdf/2015/defining-issues-15-30-fasb-revenue-deferral.pdf
http://www.kpmg-institutes.com/content/dam/kpmg/financialreportingnetwork/pdf/2015/defining-issues-15-31-trg-july-13.pdf
http://www.kpmg-institutes.com/content/dam/kpmg/financialreportingnetwork/pdf/2015/defining-issues-15-32-sec-clawback.pdf
http://www.kpmg-institutes.com/content/dam/kpmg/financialreportingnetwork/pdf/2015/defining-issues-15-33-inventory-measurement.pdf
http://www.kpmg-institutes.com/content/dam/kpmg/financialreportingnetwork/pdf/2015/defining-issues-15-34-sec-audit-committee.pdf
http://www.kpmg-institutes.com/content/dam/kpmg/financialreportingnetwork/pdf/2015/defining-issues-15-35-ifrs-us.pdf
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Questions?

If you have any questions about this article please reach out to your KPMG 
engagement team or the contacts listed with this article.



Tax Update
In this section of Jnet, we provide brief updates on legislative, judicial, and 
administrative developments in tax that may impact Japanese companies 
operating in the United States.

July 2015

“Highway Bill” Signed into Law 
On July 31, President Obama signed H.R. 
3236, Surface Transportation and Veterans 
Health Care Choice Improvement Act of 
2015.

H.R. 3236 provides funding and authorizes 
spending with respect to the highway trust 
fund through October 29, 2015. In addition 
to measures concerning TSA fees and 
veterans’ health issues, the bill includes a 
number of tax-related provisions to raise 
approximately $5 billion in revenue to offset 
the cost of the additional months of 
spending for surface transportation as 
follows:

Draft Proposal for Innovation Box 
Two senior members of the Ways and 
Means Committee — Rep. Charles 
Boustany (R-TX) and Rep. Richard Neal 
(D-MA) — have released for public comment 
a discussion draft and technical explanation 
of an “innovation box” proposal.

The innovation box draft proposal would 
substantially lower the rate of tax for a 
corporation with respect to dispositions of 
intellectual property (IP) and products 
produced using IP. The proposal would 
establish a special deduction equal to 71% 
of the lesser of the taxpayer’s innovation 
box profit or taxable income for the tax year. 
This would result in an effective tax rate of 
approximately 10% on innovation box profits. 
However, the deduction could not be taken 
into account in computing any net operating 
loss and therefore could not create, or 
increase, the amount of a net operating loss 
deduction.

In addition to these revenue offsets, the bill 
would decrease the excise tax on LNG and 
LPG to 14.1 cents per gallon (down from 
24.3 cents) and 13.2 cents per gallon (down 
from 18.3 cents), respectively, for sales or 
use of fuel after December 31, 2015
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The bill generally would modify the 
schedule for filing tax returns to: (1) March 
15 (or two and a half months after the 
close of the tax year) for partnerships and 
S corporations; and (2) April 15 (or three 
and a half months after the close of the 
tax year) for C corporations. The bill would 
direct the Secretary of Treasury to modify 
the rules governing extensions for returns 
for C corporations, partnerships, trusts, 
employee benefit plans, tax exempt 
organizations, and others.

•

The bill would require estates with positive 
estate tax liability to report to both the IRS 
and the appropriate heirs the value, on the 
owner’s death, of bequeathed property.

•

The bill would require mortgage lenders to 
expand Form 1098 reporting to include: (1) 
the origination date, (2) outstanding principal, 
and (3) the property address that relate to 
the reported mortgage interest expense.

•

substantial income omission was made on 
the return triggering the extended six-year 
statute of limitation.

The bill would provide that an overstatement 
of basis is an omission of gross income for 
purposes of determining whether a 

•

The bill would extend the ability of 
employers to transfer excess defined 
benefit plan assets to retiree medical 
accounts and retiree group-term life 
insurance through 2025. Originally enacted 
in 2012, the underlying provision currently 
expires on December 31, 2021.

•



Repeal of the preferential B&O tax rate for 
royalty income

•

B&O tax nexus changes•

Introduction of click-through nexus rules•

Changes in sales and use tax exemption 
rules on manufacturing and R&D 
machinery and equipment

•

Increase in late payment penalties•

Unclaimed property administrative changes•

Tax Update

The international tax reform working group of 
the Senate Finance Committee, in its final 
report (July 7, 2015), included among its 
recommendations the adoption of an 
innovation box regime. The working group’s 
report noted that some 11 countries have 
adopted such regimes, and that an apparent 
consensus has been reached in connection 
with the OECD’s base erosion and profits 
shifting (BEPS) project around a modified 
nexus approach that would permit innovation 
box regimes. An early change to U.S. tax 
policy is necessary, the authors of the working 
group’s report wrote, to prevent these shifts 
in the international landscape from leading to 
“…a significant detrimental impact on the 
creation and maintenance of intellectual 
property in the United States, as well as on 
the associated domestic manufacturing sector, 
jobs, and revenue base.”

New York: Guidance on Identifying 
Investment Capital

Washington State: Changes relating to 
B&O Tax, Nexus, Unclaimed Property

The Ways and Means Committee members, 
Rep. Renacci (R-OH) and Rep. Kind (D-WI) 
introduced H.R. 2821, the Partnership Audit 
Simplification Act, a bill that would reform the 
partnership audit rules. 

H.R. 2821 in general would replace the 
existing partnership audit procedures 
established by the Tax Equity and Fiscal 
Responsibility Act (TEFRA) and the “electing 
large partnership” audit rules with a single 
set of rules. If enacted, H.R. 2821 generally 
would be effective for partnership tax years 
ending after 2018, with partnerships 
permitted to elect to apply the new rules for 
any partnership year beginning after date of 
enactment.

Ways and Means Members Propose to 
Reform Partnership Audit Rules

New York State Department of Taxation and 
Finance issued a technical memorandum 
outlining the identification requirements for 
Article 9-A taxpayers with investment capital.
 
Under New York’s recent corporate tax 
reform (effective for tax years beginning on 
or after January 1, 2015), net investment 
income from qualifying investment capital is 
excluded from a taxpayer’s business income. 
Similarly, investment capital is excluded from 
a taxpayer’s business capital tax base.

To qualify, investments in non-unitary 
corporate stock must: 1) qualify as a 
“capital asset” under IRC section 1221; 2) 
be held for investment for more than one 
year; 3) generate long-term capital gain or 
loss under the IRC if disposed of; 4) for stock 
acquired on or after January 1, 2015, have 
never been held for sale to customers in the 
regular course of business; and 5) before the 
close of the day on which the stock was 
acquired, be clearly identified in the 
corporation’s records as stock held for 

investment in the same manner as required 
under IRC section 1236(a)(1).

The technical memorandum sets forth the 
procedures required to satisfy the 
identification requirement for investment 
capital. Taxpayers generally are required to 
perform identification procedures with 
regard to stock and options currently held 
that may qualify as investment capital before 
October 1, 2015. Taxpayers also need to 
consider procedures that allow for proper 
identification of stock acquired on or after 
October 1, 2015, as investment capital 
before the close of the day on which such 
stock was acquired.

H.R. 2821 is largely similar to proposed 
changes included in the tax reform bill 
introduced by former Ways and Means 
Chairman Dave Camp (R-MI) in the last 
Congress. Although the Obama Administration 
has not yet expressed an official position on 
H.R. 2821, the administration’s budget 
proposals for FY 2016 also include a similar 
proposal. Because H.R. 2821 can be expected 
to be estimated as raising revenue, members 
of Congress might consider using it to offset 
costs of other legislation.

On July 8, the governor of the State of 
Washington signed into law legislation that 
makes changes to the state’s business and 
occupation (B&O) tax and sales and use tax 
statutes, including:

The nexus changes are effective September 1, 
2015. All other provisions are effective August 
1, 2015.
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BEPS - Tax Committee Chairmen 
Request Treasury Coordinate with 
Congress
On June 9, the chairmen of the 
congressional tax-writing committees wrote 
to Treasury Secretary Jack Lew, calling on 
Treasury to work with Congress concerning 
the international tax proposals being 
considered under the OECD’s base erosion 
and profit shifting (BEPS) project and in 
advance of OECD International Tax 
Conference being convened in Washington, 
D.C.

Senate Finance Committee Chairman Orrin 
Hatch (R-UT) and House Ways & Means 
Committee Chairman Paul Ryan (R-WI) 
wrote that they were troubled by some 
positions the Treasury Department 
apparently was agreeing to as part of the  
BEPS project. In particular, they were 
concerned about that foreign governments 
would be able to collect the “master file” 
information directly from U.S. multinationals 
without any assurances of confidentiality or 
that the information collection is needed.

As some recent press reports indicated that 
the Treasury Department believes it currently 
has the authority under the Internal Revenue 
Code to require country-by-country reporting 
and that the IRS guidance on this reporting 
will be released later this year,  Mr. Hatch 
and Mr. Ryan believed the authority to 
request, collect, and share this information 
with foreign governments is questionable 
and requested that the Treasury Department 
and IRS provide the tax-writing committees 
with a legal memorandum detailing its 
authority for requesting and collecting the 
country-by-country information from certain 
U.S. multinationals and master file 
information from U.S. subsidiaries of foreign 

multinationals. They also requested a 
document (i) identifying how the country-by-
country reporting and other transfer pricing 
documentation obtained by the IRS on 
foreign multinationals operating in the United 
States will be utilized and (ii) providing the 
justification for agreeing that sensitive master 
file information on U.S. multinationals can be 
collected directly by foreign governments. 
They warned that Congress will consider 
taking action to prevent the collection of the 
country-by-country and master file 
information if requested information is not 
provided.

Mr. Hatch and Mr. Ryan also expressed 
concerns about other proposals of the BEPS 
project including modification to the 
permanent establishment rules, use of 
highly subjective general anti-abuse rules 
(GAAR) in tax treaties, and introduction of 
interest-deductibility limitation.

This Hatch-Ryan letter is largely consistent 
with the position taken by Senator Hatch and 
then Ways & Means Chairman Dave Camp 
in the last Congress. In particular, the House 
and Senate tax writers have consistently 
viewed much of the OECD’s BEPS work 
product to be within the jurisdictional domain 
of the legislative branch, not the executive. 
The Hatch-Ryan letter, however, moves 
beyond general criticism to directly question 
Treasury’s authority to implement the 
country-by-country reporting standard.

June 2015
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Significant increases (in many cases, 
doubling or tripling) in penalties for failure 
to file correct information returns

•

Significant increases (in many cases, 
doubling or tripling) in penalties for failure 
to furnish correct payee statements

•

Modifications to the due dates of some 
corporate estimated tax payments due in 
2020

•

A requirement that taxpayers claiming the 
American Opportunity, Hope Scholarship, 
and Lifetime Learning education credits or 
deductions for Qualified Tuition and related 
expenses to receive a statement provided 
by the educational institution regarding 
qualified expenses in order to claim the tax 
benefits

•

A new provision excluding taxpayers taking 
advantage of the section 911 exclusions 
from claiming a refundable child tax credit

•

Trade Bill Includes Tax Provisions
H.R. 1295, the Trade Preferences Extension 
Act of 2015, passed by Congress and signed 
into law by the president on June 29 
addresses a number of expiring trade items 
and also includes a number of tax-related 
provisions as revenue offsets:

Texas: Reduction in Franchise Tax Rates
On June 15, House Bill 32, the Franchise Tax 
Reduction Act of 2015, has been signed into 
law by Governor Abbott. The bill, which 
applies to original reports filed on or after 
January 1, 2016, permanently reduces Texas 
franchise tax rates.

Specifically, the general one percent rate 
will be reduced to 0.75 percent. The 0.5 
percent rate that applies to taxpayers 
primarily engaged in wholesaling and retailing 
will be reduced to 0.375 percent.

Another provision of the bill provides relief to 
small businesses.  Currently, a taxable entity 
may elect the EZ computation (and reduced 
rate) if its total revenues are not more than 
$10 million. Under the revised law, a taxable 
entity may elect the EZ method if its total 
revenue does not exceed $20 million. House 
Bill 32 also reduces the franchise tax rate for 
taxpayers electing the EZ computation from 
0.575 percent to 0.331 percent.
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that are completely intrastate in nature can 
elect to file combined or use separate 
accounting. The taxpayer, a motorcycle 
company and its several subsidiaries, argued 
that the differential treatment afforded to 
intrastate and interstate unitary businesses 
violated the Commerce Clause.

After quickly concluding that the differential 
treatment prong was satisfied, the court 
reviewed a number of discrimination cases 
and determined that the taxpayers had 
sufficiently alleged that the differential 
treatment of intrastate and interstate unitary 
groups was discriminatory under Commerce 
Clause precedent. The court next remanded 
the case to the trial court to address the 
Board’s contention that even if the 
differential treatment discriminated against 
interstate commerce, it nonetheless passed 
a strict scrutiny analysis because the state 
had a legitimate reason for the 
discriminatory treatment.

California: Law Mandating Combined 
Reporting Only for Interstate Taxpayers 
Held Unconstitutional
The California Court of Appeal, Fourth District 
ruled that the trial court erred when it 
sustained the FTB’s objection to a taxpayer’s 
claim that allowing to elect between 
combined reporting and separate accounting 
only to intrastate taxpayers violated the 
Commerce Clause.

Under California law, multistate taxpayers 
engaged in a unitary business are required 
to file a combined report while unitary groups 

kinks, the regulation may also need to 
address the treatment of receipts from 
unsuccessful or aborted missions. Finally, 
the pesky problem of receipts assigned to a 
jurisdiction where a taxpayer is not taxable 
takes on a whole new meaning when 
dealing with receipts that could be assigned 
to locations beyond the earth’s atmosphere.

California: Regulatory Project on Space 
Transportation Activities
The FTB recently announced that it will hold 
an interested parties meeting on July 9, 2015 
to explore a regulatory project on space 
transportation activities. More specifically, 
the FTB wants to assess the advisability of 
undertaking a regulatory project on how the 
state should source receipts derived from 
sending people and cargo to and from space. 
At this initial meeting, FTB staff plan to solicit 
input from industry and practitioners on tax 
issues that should be addressed in any 
proposed regulation.

Possible topics for discussion include 
(1) how space transportation activities should 
be defined; (2) at what point should aircraft 
or space vehicles be considered as traveling 
into space; and (3) what factors and weight 
should apply to receipts derived from space 
transportation activities. Apparently 
recognizing that space travel is not without 



Senate Finance Tax Reform Working 
Group Recommendations Delayed

On May 21, Senate Finance Committee 
Chairman Orrin Hatch (R-UT) and ranking 
member Senator Ron Wyden (D-OR) 
announced that they would give their tax 
reform working groups additional time to 
develop specific recommendations.

Each working group is assigned to one of 
five topics (individual income tax, business 
income tax, savings and investment, 
international tax, community development 
and infrastructure) and had been tasked with 
making recommendations back to the Senate 
Finance Committee during the week of May 
25, 2015. Since March 2015, the working 
groups have spent months holding meetings 
and roundtables with congressional and 
administration staff, taxpayers, and other 
stakeholders. In addition, comments from 
interested parties were solicited, and 
stakeholders responded by submitting over 
1,400 suggestions.

The delay is notable in two ways. First, it 
narrows the window in which the Senate 
Finance Committee could act on the working 
group recommendations this year because 
many believe that complex and potentially 
controversial legislation like tax reform could 
become impossible once the 2016 
presidential race begins in earnest later this 
summer. Second, while some speculated 
that the bipartisan groups’ work product 
might be something short of actual tax 
reform recommendations, it appears that 
Hatch and Wyden still expect the working 
groups to develop recommendations and are 
willing to wait a bit longer to get them.
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Proposed treaty rule addressing so-called 
“exempt permanent establishments”

•

Proposed treaty rules addressing payment 
by “expatriated entities”

•

Proposed treaty rules addressing “special 
tax regimes”

•

Proposed limitation on benefits treaty 
article

•

Proposed treaty article addressing 
subsequent changes in law

•

Treasury’s Proposed Revisions to U.S. 
Model Tax Convention

On May 20, the Treasury Department 
released drafts of the following five proposed 
revisions to the U.S. Model Tax Convention 
for public comment:

As noted in a Treasury release, the aims of 
these revisions are: (1) to determine that the 
United States is able to maintain the balance 
of benefits negotiated under its treaty 
network as the tax laws of treaty partners 
change over time; and (2) to deny treaty 
benefits to companies that change their tax 
residence in an inversion transaction.

One set of draft provisions addresses issues 
arising from “special tax regimes” that 
provide very low rates of taxation in certain 
countries — in particular to mobile income, 
such as royalties and interest. Consistent 
with the BEPS project, the proposals are 
intended to avoid instances of “stateless 
income” or double non-taxation, whereby a 
taxpayer uses provisions in the tax treaty, 

combined with special tax regimes, to pay 
no or very low tax in the treaty partner 
countries.

The second set of draft provisions is 
intended to reduce the tax benefits from a 
corporate inversion by imposing full 
withholding taxes on key payments such as 
dividends and base stripping payments, 
including interest and royalties, made by U.S. 
companies that are “expatriated entities” as 
defined under the Internal Revenue Code.

Also part of the effort to eliminate BEPS, 
proposed revisions are intended to prevent 
taxpayers from inappropriately obtaining the 
benefits of a tax treaty on income that 
escapes tax in their country of residence. 
These include more robust rules on (1) the 
availability of treaty benefits for income that 
is not subject to tax by a treaty partner 
because it is attributable to a permanent 
establishment located outside the country 
of residence; and (2) the ability of a company 
to make excessive base eroding payments.

The revised limitation on benefits (LOB) 
article includes a reworked version of the 
existing “derivative benefits” rule, to provide 
the opportunity of qualifying for treaty 
benefits based on a broader concept of 
ownership that includes certain third-country 
ownership.

Treasury has invited comments on these 
proposed treaty rules. The U.S. Model Tax 
Convention was last updated in 2006.

May 2015
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new standards are permissible methods of 
accounting for federal income tax purposes, 
the types of accounting method change 
requests that will result from adopting the 
new standards, and whether the current 
procedures for obtaining IRS consent to 
change a method of accounting are adequate 
to accommodate those requests.

Because adoption of the new standards may 
create or increase differences between 
financial accounting and tax accounting rules, 
the IRS and Treasury Department are 
considering whether to issue guidance on 
the new standards and request public 
comments on the scope, substance, and 
form of guidance needed.  Comments are 
due on or before September 16, 2015.
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The new standards may affect some 
industries more than others. For example, it 
has been noted that the new standards may 
affect the software, entertainment, 
manufacturing, and construction industries 
because the new standards may change the 
timing of income recognition for financial 
accounting purposes significantly for these 
industries.

As the IRS noted, accounting method 
changes for federal income tax purposes 
require the permission of the IRS. Notice 
2015-40 states that the new standards raise 
a number of substantive and procedural 
issues for the IRS, including whether the 

Currently using the percentage of 
completion method

•

Deriving income from the provision of 
services

•

Engaging in bill and hold transactions for 
the sale of goods

•

Accounting for sales and returns of goods•

Earning income from warranties•

IRS Request for Comments on New 
Financial Accounting Revenue 
Recognition Standards

On May 29, the IRS released Notice 2015-40 
to request comments regarding the effect 
on taxpayers’ methods of accounting of new 
financial accounting revenue recognition 
standards announced by the Financial 
Accounting Standards Board (FASB) and the 
International Accounting Standards Board 
(IASB).

The new standards for the timing of income 
for financial accounting purposes may affect 
the timing of income for tax accounting 
purposes for many taxpayers, such as 
taxpayers:
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Questions?

If you have any questions about this article please reach out to your KPMG 
engagement team or the contacts listed with this article.

ANY TAX ADVICE IN THIS COMMUNICATION IS NOT INTENDED OR WRITTEN BY KPMG TO BE USED, AND CANNOT BE USED, BY A CLIENT 
OR ANY OTHER PERSON OR ENTITY FOR THE PURPOSE OF (i) AVOIDING PENALTIES THAT MAY BE IMPOSED ON ANY TAXPAYER OR (ii) 
PROMOTING, MARKETING OR RECOMMENDING TO ANOTHER PARTY ANY MATTERS ADDRESSED HEREIN.

The views and opinions are those of the author and do not necessarily represent the views and opinions of KPMG LLP. All information provided is of 
a general nature and is not intended to address the circumstances of any particular individual or entity.
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