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KPMG Helps Large Multinational Corporation Prepare for 
Tax Transparency Reporting

As businesses reach out across the 
globe seeking new markets, their 
tax policies and the amount of tax 
they pay are coming under increasing 
government, media, shareholder, 
and public scrutiny. With no signs of 
abating, the call for greater international 
tax transparency—spearheaded by an 
Organisation for Economic Co-operation 
and Development (OECD)-coordinated 
initiative surrounding base erosion 
and profit shifting (BEPS)—is being 
echoed around the globe. As a result, 
the debate is heating up on topics of 
corporate social responsibility, tax 
governance, enhanced transparency 
with tax authorities, and “fair share” tax 
accountability.

In response, tax directors from leading 
companies around the world are 
evaluating the potential impact of this 
fundamental shift in attitudes and 
approaches to taxation. Forward-thinking 
companies are also preparing now for 
several mandatory reporting regimes1 
soon to come into effect, and for other 
possible regulations and requirements 
as governments respond to the OECD’s 
BEPS Action Plan.2 

One of these companies, a large 
multinational corporation (the “company”), 
asked for assistance from KPMG.

The writing on the wall
The company anticipated the tax 
transparency issue and believed that tax 
transparency reporting requirements 
would move decisively in the direction of 
comprehensive disclosure requirements. 
The company was also concerned about 
the growing “tax morality” issue, having 
seen press coverage targeting high-profile 
companies and familiar brand names, as 
well the U.S. Senate and British Public 

Accounts Committee calling executives 
to testify. Additionally, because the 
company also has a large number of 
government contracts in several countries 
where government procurement rules 
are especially stringent, such as in the 
United Kingdom and the United States, it 
did not want to struggle—or be seen as 
struggling—to obtain tax data when new 
requirements went into effect. 

Against this backdrop, the company 
decided to initiate a tax transparency 
reporting process to help aggregate 
and better understand its tax payments 
around the world under all types of 
taxation. The company not only wanted 
to be prepared for new tax transparency 
reporting requirements, but also wanted 
to be a leader in establishing the potential 
standards for disclosure of its global tax 
footprint with data that illustrated all of 
the company’s tax payments. 

What is BEPS?

BEPS is an OECD-coordinated initiative motivated in part by high-level interest 

of certain jurisdictions to collaboratively address aspects of the international 

tax rules that are perceived as facilitating profit shifting, allowing for “double 

non-taxation,” and contributing to the erosion of domestic tax bases. The 

focus is on reform, not enforcement. For more information on BEPS and the 

tax transparency debate in general, visit KPMG’s BEPS | Tax Transparency 

website at: 

http://www.kpmginstitutes.com/taxwatch/insights/2013/tax-transparency.

aspx.

1.  Key transparency legislation includes Extractive Industries Transparency Initiative (EITI), Dodd–Frank Wall 
Street Reform and Consumer Protection Act, EU Accounting and Transparency Directive, and EU Capital 
Requirements Directive IV.

2. http://www.oecd.org/ctp/BEPSActionPlan.pdf
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Develop and refine the reporting process
The company asked the KPMG team, 
which included professionals from 
KPMG International member firms in 
several countries, to help build and refine 
the tax transparency reporting process—
collecting, aggregating, analyzing, and 
reporting all of the tax payments made 
across the company’s global operations.

The company’s implementation plan 
included establishing new reporting 
procedures to operate internally for several 
reporting periods. The KPMG team also 
provided deeper reviews of data and 
processes in several complex jurisdictions 
where the company had significant 
operations to provide greater confidence 
and analysis of the tax reporting process. 

Overall, the project was designed to 
build continuous improvement and 
efficiencies to support the company’s 
understanding of its data sources and 
gaps in available data, refinement of its 
data gathering processes, and validation 
of its tax reporting results before being 

required to share the tax transparency 
reporting externally.

If it looks like a tax . . .
One of the challenges faced in tax 
transparency reporting is properly 
capturing and categorizing the taxes 
paid. This typically starts with a common 
definition of a tax3—not always a 
straightforward proposition. 

A “tax” in one jurisdiction might have 
been designated in company accounts 
as a “fee for services” in another. Some 
taxes, such as income tax, were borne 
by the company. Other taxes, such as 
sales tax, were collected by the company 
and then remitted to the government as 
a “pass-through” payment. In the case 
of employment taxes, a portion of the tax 
was borne by the company, while part 
was passed through.

To address these inconsistencies, KPMG 
developed a tax reporting framework for 
the company as well as tax definitions 
for multinational tax transparency 
reporting, including: 

 • Corporate income taxes

 • Sales taxes

 • Value added taxes

 • Goods and services taxes

 • Excise taxes

 • License fees

 • Property taxes

 • Tariffs and customs duties

 • Payroll taxes

 • Social contributions

 • Consumption taxes

 • Transfer taxes

 • Environmental taxes

Tracking down data
Establishing the most accurate and 
efficient way to collect data for each 
type of tax, presented a major challenge. 
Corporate income tax data usually 
comes from the general ledger, while 
payroll tax data comes from a payroll tax 
system. Other fees, such as local taxes, 
certifications, and property taxes, are 
often found elsewhere in the general 

3  In the OECD classification, the term “taxes” is confined to compulsory, “unrequited” payments to general 
government. Taxes are unrequited in the sense that benefits provided by government to taxpayers are not 
normally in proportion to their payments.

KPMG LINK 360 

KPMG LINK 360 is a web-based application that helps a company monitor and control its compliance requirements 
and positions. KPMG LINK 360 provides a secure, structured environment to collaborate, manage processes, 
gather, and retrieve information. This connectivity not only helps enable the cost-effective fulfillment of compliance 
obligations, but also broader management of risk and planning.

With KPMG LINK 360, a company can:

• Improve compliance processes to better manage risks globally and achieve clearer visibility and evidence of 
process controls

• Oversee all tax and nontax filing requirements

• Create an information source with 24/7 access to data, files, and documents

• Obtain better management information

• Introduce comprehensive, consistent reporting across the group

• Attain cost efficiencies in data gathering and reporting.

© 2014 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member firms affiliated 
with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. Printed in the U.S.A. The KPMG name, logo and 
“cutting through complexity” are registered trademarks or trademarks of KPMG International. NDPPS 296697
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ledger. Tax payments (paid or passed 
through) should be captured on a cash 
basis, whereas in most large companies 
these amounts are usually reported on 
an accrual basis.

KPMG team members employed a data 
gathering plan that included identification 
of the specific nature of the tax data 
available from the company’s ERP, 
payroll, VAT, and other systems. Team 
members also assisted the company 
to determine how best to extract and 
validate this data. When the team 
could not pull data from these central 
depositaries, KPMG worked with the 
company’s country controllers using 
KPMG LINK 360 to distribute detailed 
questionnaires and compile responses. 
In other instances, KPMG employed 
statistical sampling and data analytics 
techniques to estimate taxes where the 
available information was limited. 

Benefits of tax transparency reporting
In summary, KPMG helped the company:

 • Ascertain where and how to obtain 
across-the-board tax data

 • Gather data from centralized and 
noncentralized sources

 • Aggregate the data for reporting 
purposes

 • Review its internal processes for 
operational improvements.

KPMG helped the client establish 
a common taxonomy for the global 
reporting and roll-up of the company’s 
local tax information, which in turn 
increased confidence levels on issues of 
data integrity for each of the countries’ tax 
reporting. With all of the tax data collected 
and aggregated the KPMG team provided 
recommendations for the company’s tax 
transparency report narrative.

The company is already benefitting from 
its tax transparency initiative. Seeing 
all taxes defined and quantified in one 
report has given management the ability 
to analyze its total tax contribution 
carefully. Visibility into the overall tax 
expenditure, as well as taxes borne 
versus taxes collected or remitted, 
is providing management with new 
insights into how it can better express 
its global tax narrative in a way that more 
clearly reflects the economic and social 
contributions the company makes in 
each jurisdiction in which it carries out its 
business. The company is continuing to 
improve its processes and integrate tax 
transparency reporting into its standard 
reporting obligations. KPMG is actively 
assisting the company with this evolution 
to help prepare the company for future 
tax transparency reporting requirements. 

Questions?

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

Action required

With increased tax transparency 
reporting likely, companies 
should consider assessing 
potential brand and financial 
exposure by internally testing and 
refining their reporting processes 
before new rules go into 
effect. When tax transparency 
reporting becomes a reality, 
early adopters will be better 
positioned to maintain and, if 
needed, defend brand images, 
stay in front of competitors, 
respond to government inquiries, 
and mitigate risks of negative 
media scrutiny.

Contact us

KPMG LLP has an experienced team of tax professionals to provide clients with 
Tax Transparency and BEPS advice and services. Working with professionals from the 
KPMG International network of member firms, our professionals draw on their deep 
international tax knowledge, extensive industry backgrounds, and experience in tax 
policy considerations to help companies address their Tax Transparency needs. For more 
information about BEPS and Tax Transparency Services at KPMG, please contact:

Manal Corwin
National Leader—International Tax; 
Principal in Charge of Washington 
National Tax—International Tax Policy
T: 202-533-3127 
E: mcorwin@kpmg.com

Hank Gutman
Principal in Charge of Washington 
National Tax—Federal Tax Legislative 
and Regulatory Services, and Director 
of the Tax Governance Institute
T: 202-533-3044 
E: hgutman@kpmg.com

Brett Weaver
Partner, International Tax
T: 206-913-6697 
E: baweaver@kpmg.com

Chandler Tipton
Managing Director, Tax 
Transformation
T: 601-714-7461 
E: ctipton@kpmg.com

Or e-mail us at us-taxintltransparen@kpmg.com.

© 2014 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member firms affiliated 
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Introduction
Conducting cross-border investigations 
is no simple endeavor. Add the 
complexities of legal and cultural 
differences, and you have arguably 
one of the biggest challenges facing 
global corporations today. There are 
obstacles at every step of a cross-
border investigation, including initially 
receiving a claim or allegation; complying 
with foreigndata privacy laws; using 
the appropriate staff and resources; 
respecting diverse employee rights; 
and remediating across borders. 
Understanding where the pitfalls are 
along the way and how to navigate them 
can help you avoid critical missteps.

Summary
This report Cross-border investigations: 
Are you prepared for the challenge? 
Provides an in-depth look at the 
challenges associated with conducting 
cross-border investigations based on the 
experience of investigations professionals 
working around the world and insights 
from sixty global executives who are 
responsible for managing their 
organization’s cross-border investigations.

Findings
Ninety-five percent of the executives 
expect that their needs for cross-border 
investigations will increase or at least to 
stay the same over the next year. Add 
to this the increase in global regulations, 
laws, and enforcement actions, 
companies with well designed cross 
border investigation protocols will be 
positioned for more positive outcomes 
than those that are not prepared. 

The following highlights a few of the 
critical points made in this publication. 

1.  Triggering a cross-border 
investigation

 • Proper translation – Translations 
require the understanding of local 
sayings, common euphemisms and 
double meanings.

 • Proper notification – Data privacy 
concerns might require notification to 
subject or work council. Confidentiality 
laws may limit to whom allegations are 
disclosed.

2. Triage and protocols

 • Respond in a planned and consistent 
manner to provide credibility to the 
process. More than half of the 
executives said their company has 
limited or no protocols. 

 • Align protocols with company values, 
standards, and principals and take into 
account the region and country 
specific requirements, customs and 
practices.

3. Developing an investigation plan

 • A thorough and well-designed plan will 
help to stay focused, measure 
progress and strategically incorporate 
steps. It will also help ensure 
jurisdictional differences are taken into 
account when considering the 
information to be collected and the 
individuals to be interviewed.

Cross Border Investigations – Are You Prepared 
for the Challenge?

© 2014 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member firms affiliated 
with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. Printed in the U.S.A. The KPMG name, logo and 
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4. Forming an investigation team

 • Ensure the investigation team is 
experienced in investigation strategy/
tactics, international law, language, 
and customs and has received training. 
Only 35% of respondents conducted 
training within the last year.

5.  Assessing special legal or cultural 
considerations

 • Local law may limit or even prohibit 
certain investigations. Consideration 
should be given to possible violations 
of local laws that do not align with the 
headquarter country laws.

6. Conducting the investigation

 • The manner in which investigative 
procedures are implemented, and the 
legal framework in which they are 
governed can differ dramatically from 
country to country. Key differences 
include data privacy laws and 
regulations, interviewing employees 
and reporting findings.

7. The data privacy challenge

 • Foreign data privacy laws address 
restrictions on the kinds of data that 
can be collected and transferred out 
of the jurisdiction. Failure to comply 
can be costly and lead to 
added expense, sanctions and 
possible prosecution.

8. Interviewing 

 • Interviewing employees located in a 
foreign country can present unique 
legal and cultural challenges. 
Interviewing styles may need to be 
softened to be effective. Local 
language skills should be used to catch 
differences in regional dialect and 
allow for accurate translation. Even a 
slight variation in translation could 
result in significant misinterpretation 
of the reported facts.

9. Reporting findings

 • Careful attention to the form and 
content of a report is required. Certain 
countries may compel a release of the 
report to subjects, which can lead to 
privacy or defamation claims. 
Companies may want to consider 
establishing proper data export 
channels proactively to avoid difficult 
situations.

10. Remediation across borders

 • Upon completion, consideration 
should be given to correcting books 
and records, fixing control 
weaknesses and disciplining 
employees. Remediation may be 
limited in jurisdictions with different 
legal and labor protections. In certain 
complex multicultural matters, 
remediation of controls can take a long 
time, even years, and may be 
necessary to satisfy a regulator.

Download Now
Cross-border Investigations: Are You Prepared for the Challenge? >

http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/
Documents/cross-border-investigations.pdf

Questions?

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

Cross Border Investigations – Are You Prepared for the Challenge?
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Contacts

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

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 http://search.
kpmginstitutes.com/?bigi=1&q=Defining
+Issues&x=0&y=0

Implementing the Forthcoming 
Revenue Recognition Standard
Advanced planning will enable 
companies to spread over a longer 
period the work of implementing the 
forthcoming FASB and IASB’s revenue 
recognition standard, and to include 
process and system changes in the 
implementation plan. Advance planning 
also will allow time to develop dual-
reporting capability before the effective 
date and to handle unanticipated 
complexity.

Go to Defining Issues 14-9 > 
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/
pdf/2014/defining-issues-14-9-revenue-
implementation.pdf

FASB Changes Direction and Scope of 
Insurance Project
The FASB decided to change the future 
direction of the proposed insurance 
contracts project and to limit the scope 
to insurance entities. However, the 
Board said that contracts written by 
non-insurers may be added back as the 
project progresses. 

Go to Defining Issues 14-11 > 
http://www.kpmg-institutes.
com/content/dam/kpmg/
financialreportingnetwork/pdf/2014/
defining-issues-14-11-insurance-project.
pdf

Redeliberations Continue on 
Impairment of Financial Instruments
At its February 19 meeting, the FASB 
continued redeliberations about 
the proposed standard on financial 
instrument impairment and reached 
tentative decisions about nonaccrual 
guidance, purchased credit-impaired 
assets, and troubled debt restructurings. 

Go to Defining Issues 14-12 > 
http://www.kpmg-institutes.
com/content/dam/kpmg/
financialreportingnetwork/pdf/2014/
defining-issues-14-12-redeliberations-
impairment.pdf

Redeliberations Continue on 
Classification and Measurement of 
Financial Instruments 
At its February 26 meeting, the FASB 
continued to redeliberate its proposed 
standard about financial instrument 
classification and measurement, and 
discussed the need for a cash flow 
characteristics assessment and the fair 
value option for hybrid financial assets.

Go to Defining Issues 14-13 > 
http://www.kpmg-institutes.
com/content/dam/kpmg/
financialreportingnetwork/pdf/2014/
defining-issues-14-13-redeliberations-
financial-instruments.pdf

Auditing & Accounting Update
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Financial Instruments: Changes 
to Financial Assets Impairment, 
Classification and Measurement
At its March 12 meeting, the FASB 
continued redeliberations about the 
proposed standards on financial assets 
impairment, and classification and 
measurement. The FASB tentatively 
decided that the lifetime expected credit 
loss model generally would apply to all 
financial assets measured at amortized 
cost or measured at fair value with 
qualifying changes recognized in other 
comprehensive income. The FASB 
tentatively decided to retain separate 
classification and measurement models 
from current U.S. GAAP for debt 
securities and loans, and reaffirmed its 
decision that equity investments would 
be measured at fair value through net 
income with limited exceptions.

Go to Defining Issues 14-14 > 
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/
pdf/2014/defining-issues-14-14-financial-
instruments-changes.pdf

EITF Reaches One Final Consensus 
and One Consensus-for-Exposure
At the March 13 meeting, the FASB’s 
Emerging Issues Task Force discussed 
four issues and reached a final Consensus 
on Issue 13-D, Accounting for Share-
Based Payments When the Terms of the 
Award Provide That a Performance Target 
Can Be Achieved after the Requisite 
Service Period. The EITF also reached a 
Consensus-for-Exposure on Issue 12-F, 
Recognition of New Accounting Basis 
(Pushdown) in Certain Circumstances.

The EITF also discussed: 

 • Issue 12-G, Measuring the Financial 
Assets and the Financial Liabilities of a 
Consolidated Collateralized Financing 
Entity; and 

 • Issue 13-G, Determining Whether the 
Host Contract in a Hybrid Financial 
Instrument Issued in the Form of a 
Share Is More Akin to Debt or to Equity.

Go to Defining Issues 14-15 > 
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/
pdf/2014/defining-issues-14-15-eitf-
march-13.pdf

FASB Proposes Disclosure Framework
On March 4, the FASB issued proposed 
FASB Concepts Statement about the 
Conceptual Framework for Financial 
Reporting over notes to the financial 
statements. The Exposure Draft discusses 
the framework that the FASB would use 
to improve its process for evaluating future 
and existing disclosure requirements, 
including interim disclosures, and 
addresses the limits on information that 
should be included in notes to financial 
statements. A later stage of the project 
will address preparers’ decision process 
for disclosures. 

Go to Defining Issues 14-16 >
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/
pdf/2014/defining-issues-14-16-disclosure-
framework.pdf

FASB and IASB Take Divergent Paths 
on Key Aspects of Lease Accounting
At their March 18-19 meeting to 
redeliberate the proposals in their 2013 
Exposure Drafts about lease accounting, 
the FASB and the IASB could not agree 
on how lessees and lessors should depict 
their leasing activities for financial reporting 
purposes. Both Boards remain committed 
to an approach that requires on-balance 
sheet recognition of leases by lessees. 
However, the IASB decided that lessees 
should apply a single lease accounting 
model under which all leases within scope 
would be treated as the purchase of an 
asset on a financed basis. Conversely, 

the FASB decided that lessees should 
apply a dual lease accounting model 
under which many leases would qualify 
for straight-line recognition of total lease 
expense without separate presentation 
of interest expense. The Boards decided 
to eliminate many aspects of the lessor 
accounting proposals from the 2013 EDs 
and to replace them with requirements 
based on current IAS 17. The IASB decided 
to exempt small-ticket leases from the 
proposals even if the effect is material in 
aggregate, but the FASB decided not to 
provide this exemption. The Boards also 
decided to expand the scope of the short-
term lease exemption, and to introduce 
other targeted simplifications.

Go to Defining Issues 14-17 > 
http://www.kpmg-institutes.
com/content/dam/kpmg/
financialreportingnetwork/pdf/2014/
defining-issues-14-17-leases-divergent-
paths.pdf

FASB Issues Private Company 
Exemption from Consolidation of 
Certain Variable Interest Entities
On March 20, the FASB issued guidance 
that gives private company lessees the 
option to not apply the variable interest 
entity consolidation guidance to some 
lessor entities. Private companies 
electing the exemption will need to 
disclose circumstances that expose 
them to providing financial support to the 
lessor entity. 

The guidance is effective for annual 
periods beginning after December 15, 
2014, and interim periods within annual 
periods beginning after December 15, 
2015. Early adoption is allowed and 
retrospective application is required.

Auditing & Accounting Update
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Go to Defining Issues 14-18 >
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/
pdf/2014/defining-issues-14-18-private-
company-vie.pdf

FASB Retains Fair Value Option for 
Financial Instruments
The FASB has tentatively decided that 
the ability to elect the fair value option 
for a financial instrument will remain 
as it is in current U.S. GAAP. However, 
this tentative decision could change 
when the Board discusses at a future 
meeting whether the change in fair value 
that is attributable to an entity’s own 
credit risk should be recognized in other 
comprehensive income for a financial 
liability for which it has elected the fair 
value option.

Go to Defining Issues 14-19 >
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/
pdf/2014/di-14-19-retains-fair-value.pdf

FASB Changes Discontinued 
Operations Definition
In April 2014, the FASB issued 
FASB ASU No. 2014-08, Reporting 
Discontinued Operations and 
Disclosures of Disposals of Components 
of an Entity, which changes the criteria 
for reporting discontinued operations and 
requires additional disclosures.

The ASU is effective for public business 
entities and certain not-for-profit entities 
for annual periods, and interim periods 
within those annual periods, beginning 
on or after December 15, 2014. For 
other entities, the ASU is effective for 
annual periods beginning on or after 
December 15, 2014, and interim periods 

within annual periods beginning on or 
after December 15, 2015. Early adoption 
is permitted, but only for a disposal (or 
classification as held for sale) that has 
not been reported in financial statements 
previously issued or made available for 
issuance. The ASU must be applied 
prospectively.

Go to Defining Issues 14-20 > 
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/
pdf/2014/di-14-20-discontinued-
operations.pdf

FASB Changes Fair Value Option for 
Financial Liabilities
At the April 23 meeting, the FASB 
announced that the change in fair value 
that is attributable to an instrument-
specific credit risk should be recognized 
in other comprehensive income for a 
financial liability for which an entity has 
elected the fair value option. The FASB 
also discussed the methods that can 
be used to calculate those changes, 
and affirmed its earlier decision that the 
ability to elect the fair value option for a 
financial instrument will remain as it is in 
current U.S. GAAP. 

Go to Defining Issues 14-21 >
http://www.kpmg-institutes.com/content/
dam/kpmg/financialreportingnetwork/
pdf/2014/di-14-21-fair-value-option.pdf

Questions?

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

April 2014 

Delaware: Qui Tam Action Filed 
Alleging Violation of Unclaimed 
Property Law 
A Delaware Superior Court complaint 
was unsealed alleging that transactions 
between certain retailers and gift 
card servicing companies were sham 
transactions designed to avoid Delaware’s 
unclaimed property laws. According to 
the complaint, over two dozen named 
Delaware-incorporated retailers have 
excluded gift cards from their unclaimed 
property compliance because those 
entities maintain agreements with third 
party gift card servicing companies in 
which the third party companies purport 
to be the holder of the unredeemed 
cards and to manage unclaimed property 
payments to various other states. The 
third party servicing companies are 
generally formed in states that do not 
require the escheat of gift cards to the 
state, such as Florida and Ohio.

The complaint, a qui tam action where 
a private individual assists the state in 
prosecution of another, was originally filed 
in June 2013 by an Ohio resident but was 
under seal from June 2013 and only made 
public recently. The complaint alleges that 
the contractual arrangements between 
the gift card servicing company and 
Delaware retailers lack substance because 
the retailers issuing the cards retain 
possession, custody, and control of the 
value of unredeemed gift cards. Therefore, 
the complaint argues, the agreements are 
sham transactions designed to defraud the 
state out of millions of dollars in unclaimed 
property revenue. 

If the complaint is decided in favor of 
the state, it could expose the defendant 
companies to millions of dollars of 
unclaimed property liability as well as 
significant damages, interest, and other 
costs. It is anticipated that this litigation 
may well spur similar litigation against 
other gift card servicing companies as 
well as against arrangements where a 
card issuer has not used a card servicing 
company, but instead has formed its 
own, separately incorporated gift card 
subsidiary. Delaware is reportedly 
challenging the gift card subsidiary 
structure of some companies under audit.

GAO Report – Effects of Budget Cuts 
on IRS Staffing, Performance 
On April 21, the U.S. Government 
Accountability Office (GAO) release a 
report concerning the effects of budget 
cuts on IRS staffing and performance. 
In its report—Internal Revenue Service: 
Absorbing Budget Cuts Has Resulted in 
Significant Staffing Declines and Uneven 
Performance, GAO-14-534R (April 21, 
2014)—the GAO findings reflect that:

 • Appropriations for the IRS have declined 
to below fiscal year (FY) 2009 levels, 
and “full-time equivalents” have been 
reduced by about 8,000 since FY 2009.

 • Planned performance in enforcement 
and taxpayer service has decreased 
or fluctuated. For example, in the FY 
2014 congressional justification, the 
audit coverage target for individual 
examinations was 1.0% for 2014, and 
the target was lowered to 0.8% in the 
FY 2015 congressional justification.
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 • The IRS has absorbed approximately 
$900 million in budget cuts since FY 
2010 through savings and efficiencies 
and by reducing, delaying, or 
eliminating services. For example, IRS 
delayed two information technology 
projects (information reporting and 
document matching and return review 
program) and substantially reduced 
employee training.

“Killer B” Final Regulations to be 
Revised 
On April 25, the IRS released Notice 
2014-32 announcing modifications and 
clarifications to the regulations under 
section 367(b) relating to the treatment 
of property used to acquire parent 
stock or securities in certain triangular 
reorganizations involving foreign 
corporations. Revisions to be made to 
the regulations, known as the “Killer B 
regulations,” would include: 

 • Elimination of the deemed contribution 
model under the existing regulations; 

 • Modification of the amount of income 
and gain taken into account for 
purposes of applying the priority rules 
of section 367(a) and (b); and 

 • Clarification of the application of the 
anti-abuse rule.

California: Senate Bill to Change 
California Corporate Tax Rates
On April 1, California Senate Bill 1372 
was amended to provide for revised tax 
rates on corporate entities. Under current 
law, the corporate income/franchise tax 

rate is 8.84 percent. As amended, Senate 
Bill 1372 would, if enacted, for tax years 
beginning on and after January 1, 2015, 
revise the rate for taxpayers that are 
publicly held corporations, as defined. 
Such corporations would be subject to 
tax at a rate from 7 percent to 13 percent. 

The rate applied to a particular taxpayer 
would be based on the so-called 
compensation ratio of the corporation. 
The numerator of the “compensation 
ratio” would equal the greater of the 
compensation paid to the taxpayer’s 
chief operating officer or the taxpayer’s 
highest paid employee while the 
denominator would equal the median 
compensation of all the taxpayer’s 
U.S. employees. The amount of the 
compensation is determined based on 
the calendar year preceding the tax year 
at issue. 

Taxpayers required to be included in 
a combined report would be treated 
as a single taxpayer for purposes 
of determining the compensation 
ratio. Corporate taxpayers with a 
compensation ratio over 400 would be 
subject to tax at the highest 13 percent 
tax rate. 

Senate Bill 1372 would also increase 
the applicable tax rate by 50 percent for 
those taxpayers that have a specified 
decrease in full-time employees 
employed in the United States as 
compared to an increase in foreign and 
contract employees. 

GAO Report on Large Partnerships 
and IRS Audits 
On April 18, the U.S. Governmental 
Accountability Office (GAO) released a 
report providing data on the number and 
characteristics of large partnerships and 
IRS audits of large partnership returns. 
For these purposes, “large partnerships” 
were defined as those that reported 
having 100 or more direct partners and 
$100 million or more in assets. 

In this report, the GAO found:

 • The number of large partnerships 
increased from 720 in tax year 2002 to 
2,226 in tax year 2011. 

 • Large partnerships increased in terms 
of the average number of direct 
partners and average asset size. 

 • The number of completed field audits 
of large partnership returns increased 
from 11 in FY 2007 to 31 in FY 2013. 

 • The audits closed through IRS 
“campus function audits” increased 
from 42 to 143 over the same period, 
FY 2007 to FY 2013. 

 • The percentage of IRS audits that 
resulted in no change to the taxpayer’s 
return varied from FY 2007 to FY 2013 
but was 52% for campus function audits 
and 45% for field audits in FY 2013.
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2013 APA Statistics Released
On March 27, the IRS released the advance pricing agreement (APA) statistics for 
calendar year 2013. 

Number of Cases:

2013 Cumulative
(Since 1991)Unilateral Bilateral Multilateral Total

Applications Filed 20 89 2 111 1,856

Executed New 12 56 - 68 832

Renewal 27 49 1 77 468

Pending 
Requests

New 31 151 2 184 N/A

Renewal 20 126 1 147 N/A

Canceled or Revoked 0 0 0 0 11

Withdrawn 3 6 0 9 189

Average Number of Months to Complete:

New Renewal Combined

Unilateral 34.9 25.4 28.4

Bilateral/ Multilateral 41.8 36.2 39.2

Combined 40.5 32.4 36.2

From 2012 to 2013, the number of applications filed slightly decreased from 126 to 
111 while the number of cases executed slightly increased from 140 to 145, resulting 
in a reduction in the number of pending cases from 391 to 331. 

Of the total number of bilateral APAs executed in 2013, 53% of the cases were 
agreed between the U.S. and Japan, with the other two treaty countries with 
significant activity being Canada (19%) and the United Kingdom (8%).
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House Judiciary Committee Hearing 
on Marketplace Fairness Act
On March 12, the House Judiciary 
Committee held a hearing on “Exploring 
Alternative Solutions on the Internet 
Sales Tax Issue.” The purpose of 
the hearing was to examine several 
proposed alternatives to requiring 
vendors to collect tax on sales made 
over the Internet under the Marketplace 
Fairness Act of 2013 (MFA) which 
was passed by the Senate last year. In 
September 2013, the Chairman of the 
committee, Bob Goodlatte, published 
seven guiding principles on the issue 
including 1) tax relief; 2) tech neutrality; 
3) no regulation without representation; 
4) simplicity; 5) tax competition; 
6) states’ rights; and 7) privacy rights.

In his opening statement at the hearing, 
Chairman Goodlatte observed that, in 
his view, the MFA suffers from several 
fundamental defects including 1) the 
public perception that the MFA imposes 
a new tax on Internet sales; 2) significant 
costs of compliance; and 3) the potential 
to expose remote sellers to multiple 
audits in jurisdictions where the sellers 
have no presence.

The witnesses including various state 
and local tax professionals from industry, 
private law practice and policy groups 
presented the following alternatives: 

 • Implementation of a multistate 
compact similar to the Streamlined 
Sales and Use Tax Agreement 
(SSUTA) that would apply exclusively 
to remote sales. 

 • “Home base” approach whereby 
remote sellers would collect tax on 
their sales based on the rate and base 
in its home state, remit that tax to 
the seller’s home state, and then the 
taxing authority would distribute the 
collected tax proportionally to each 
state where the sales were destined. 

 • Implementation of provisions to require 
remote sellers to file information reports 
on sales made without collection of tax 
with a federal clearinghouse that would 
aggregate all reports for each purchaser 
and provide the purchasers and the 
state of residence with the consolidated 
information on the volume of purchases. 

 • Prohibition on doing business in the 
state by remote sellers that do not 
collect sales taxes. 

 • Imposition of origin based sourcing 
sales where tax is imposed based 
on the location of the seller, rather 
than the buyer, with revenues retained 
by the origin state.

U.S. Supreme Court: Severance 
Payments are Wages Subject to FICA 
On March 25, the U.S. Supreme Court 
held (8 to 0) that severance payments 
made to employees who are terminated 
against their will are taxable wages and 
are subject to certain withholding taxes, 
including FICA taxes. United States v.  
Quality Stores, Inc., 12-1408 (S. Ct. 
March 25, 2014). 

The Supreme Court found that the 
Sixth Circuit’s decision upholding the 
refund claim by the taxpayer was wrong 

because the Sixth Circuit relied on the 
definition of wages under a provision 
governing income tax withholding 
(section 3402(o)) rather than FICA’s 
definition of wages. The Court noted that 
the IRS (in Rev. Rul. 90-72) still provides 
that severance payments tied to the 
receipt of state unemployment benefits 
are exempt from, not only income tax 
withholding, but also from FICA taxation.

New York: Corporate Tax, Banking 
Tax Reform Bills Enacted 
On March 31, New York Governor 
Andrew Cuomo signed the bills which 
enact the tax changes included in 
the Executive Budget and provide an 
estimated $2 billion tax relief. On the 
corporate tax side, the bills repeal the 
Article 32 Banking Franchise Tax and 
substantially revise the Article 9-A 
general corporate franchise tax. Under 
the new regime, banks are subject to the 
revised Article 9-A tax. The corporate tax 
changes are generally effective for tax 
years beginning on or after January 1,  
2015. The changes do not apply for 
New York City corporate and banking tax 
purposes unless and until New York City 
enacts its own conforming legislation. 

Highlights of the corporate tax reform are 
as follows: 

 • A corporation will be considered 
“deriving receipts from activity” and 
thus having nexus in New York if it has 
$1 million or more in receipts within 
New York. 

 • Tax on subsidiary capital will be 
eliminated. 
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Ways and Means Chairman’s Tax 
Reform Proposal 
On February 26, House Ways and 
Means Committee Chairman Dave 
Camp (R-MI) released a proposal for 
comprehensive tax reform. The 979 
pages of the proposal would rewrite the 
Internal Revenue Code in much the same 
way Congress did in 1986 and modify 
hundreds of provisions of the Code. 

Business Provisions in the proposal 
include the following: 

 • The proposal would reduce the 
statutory maximum corporate tax rate 
to 25% over five years, eliminating the 
current 15% tax bracket. 

 • It would also eliminate the corporate 
alternative minimum tax (unused AMT 
credits would be refundable over 
several years). 

 • The cost of the reduction in the rate 
would be offset by a great number 
of base-broadening measures, 
including elimination or modification 
of accelerated cost recovery system, 
requirement to amortize research and 
advertizing expenses, modification of 
net operating loss (NOL) rules to limit the 
amount of NOL deductions permissible 
in any year, repeal of the last-in, first-out 
and lower-of-cost-or-market methods of 
accounting for inventory, and phase out 
of the special deductions for domestic 
production activities.

 • Research & development tax credit 
regime would be made permanent 
and simplified by allowing only the 
alternative simplified credit method 
and by eliminating some categories 
of eligible expenses (such as for 
computer software development).

 • Assets of “systemically important” 
financial institutions above $500 billion 
would be subject to an annual excise 
tax of 14 basis points. 

International Provisions of the proposal 
include the following: 

 • The proposal would adopt a 
“territorial” system, under which 
active foreign earnings of U.S. 
companies would be allowed a 
dividend-received deduction of 95%. 

 • Income from intangibles, deemed to 
be income in excess of 10% of the 
basis of assets, would be subject to 
tax, but at a reduced rate effected, 
after phase-in, by a 40% deduction. 

 • The proposal also includes other 
measures to avoid erosion of the U.S. 
tax base through, for example, the 
excessive placement of debt in the 
U.S. relative to worldwide group debt.

 • While C corporations currently pay tax 
on one of four bases including entire 
net income, minimum taxable income, 
capital, and fixed dollar minimum, which 
produces the highest tax, minimum 
taxable income while the minimum 
taxable income base will be eliminated. 

 • “Entire net income” base is replaced 
by “business income” base which is 
defined as entire net income minus 
net investment income and net “other 
exempt income.”

 • Tax rate on business income would be 
6.5% for taxable years beginning on or 
after January 1, 2016. 

 • Capital tax rate will be gradually 
reduced and eliminated for tax years 
beginning on or after January 1, 2021. 

 • Fixed dollar minimum tax cap will be 
increased from $5,000 to $200,000. 

 • For non-US companies, entire net 
income will be limited to effectively 
connected income (i.e., worldwide 
income taxation is eliminated). 

 • New York NOLs are computed on 
a post-apportionment basis, can be 
carried back to the three taxable years 
preceding the loss year, and can be 
carried forward for twenty years. 

 • Modifications will be made to the sales 
sourcing rules in computing the single-
receipts apportionment factor. 

 • Combined reporting is generally 
required for corporations that are 
engaged in a unitary business 

and meeting the direct or indirect 
more-than-fifty-percent ownership 
threshold. Combined reporting may be 
elected where no unitary business is 
conducted. 

 • Metropolitan Transportation 
Business Tax Surcharge will be made 
permanent.
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 • Accumulated, untaxed foreign earnings 
would be taxed at 8.75% if invested 
in cash or cash equivalents or would 
be taxed at 3.5% if invested in other 
assets. The resulting tax could be paid 
in installments over eight years.

Individual Provisions of the proposal 
include the following:

 • The seven current tax brackets would 
be reduced to three—10%, 25%, 
and 35%—the top rate, reduced from 
39.6%, applicable to single filers with 
income of $400,000, married joint 
filers with income of $450,000. 

 • Capital gains and dividends would be 
taxed at these same ordinary rates, 
but only after a 40% deduction, 
correspondingly reducing the 
effective rate.

 • The individual alternative minimum tax 
would be repealed.

 • The standard deduction would be 
increased.

 • The revenue cost of these changes 
would be offset by modification 
or elimination of tax preferences, 
elimination of personal exemptions, 
reduction in the principal limitation of 
the home mortgage interest deduction 
from $1 million to $500,000, elimination 
of the deduction for state and local 
taxes, limitation of the benefit of 
itemized deductions (other than the 
deduction for charitable contributions) 
and the standard deduction at the 
25% rate, limitation of tax preferences 
involving exclusions from income (such 

as certain employer-provided benefits, 
foreign earned income, tax-exempt 
interest, and untaxed Social Security 
benefits) in essence imposing a 10% 
surtax on these items.

Other technical changes for current 
provisions of the Code are extensive and 
are designed to eliminate inconsistencies 
and overlaps, as well as to more narrowly 
target them. For example, while there 
are 15 tax benefits for higher education 
currently, the proposal would consolidate 
them into five including American 
Opportunity Tax Credit, deduction for 
work-related education expenses, 
exclusion for scholarships and grants, gift 
tax exclusion for tuition payments, and 
tax-free section 529 plans. 

It would also make extensive changes 
to the provisions in the areas of 
insurance, real estate, tax-exempt 
financing, executive compensation, and 
partnerships and other pass through 
entities. 

The Joint Committee on Taxation (JCT) 
prepared a series of documents that 
examine the various provisions in the tax 
reform proposal.

IRS Releases Transfer Pricing Audit 
“Roadmap” 
On February 16, the IRS Large 
Business & International (LB&I) 
division released a transfer pricing 
audit “roadmap.” 

The roadmap is developed by Transfer 
Pricing Operations (TPO) to provide the 
transfer pricing practitioners with audit 
techniques and tools to assist with the 

planning and execution of transfer pricing 
examinations. The roadmap is organized 
around a basic 24-month audit time-line 
and provides advice and links to useful 
reference material.

Revenue Procedure on Changes in 
Accounting Methods for Disposition 
of Tangible Property 
On February 28, the IRS released 
Rev. Proc. 2014-17 that describes the 
accounting method changes under 
the proposed disposition regulations. 
Specifically, the 91-page revenue 
procedure:

 • Continues to allow late general asset 
account elections through 2013 for 
assets currently owned

 • Removes the ability to file late general 
asset account elections for assets not 
currently owned

 • Allows a late partial disposition 
election under the proposed 
regulations to be treated as a change 
in method of accounting for a limited 
period of time

 • Will continue to allow a method 
change for a “ghost” unit of property 
(basis is being depreciated but physical 
asset is gone)—this change does not 
apply if the disposition involves only 
part of the unit of property 

 • Provides the ability to revoke a general 
asset account election

Questions?

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

© 2014 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member firms affiliated 
with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. Printed in the U.S.A. The KPMG name, logo and 
“cutting through complexity” are registered trademarks or trademarks of KPMG International. NDPPS 296697



KPMG’s Global Japanese Practice in the United States

Japanese Practice Leadership Contacts

National Leader 
Kaz Mori 
T: +1 212-872-5876 
E: kazutakamori@kpmg.com 

Atlanta 
Mie Igarashi 
T: +1 404-222-3212 
E: mieigarashi@kpmg.com 

Chicago 
Yasuko Metcalf 
T: +1 312-665-3409 
E: ymetcalf@kpmg.com

Dallas 
Mark Moses 
T: +1 214-840-2434 
E: mlmoses@kpmg.com 

Los Angeles 
Kozo Tamura 
T: +1 213-955-8412 
E: kozotamura@kpmg.com 

New York 
Makoto Nomoto 
T: +1 212-872-2190 
E: mnomoto@kpmg.com 

Norio Takeda 
T: +1 212-872-3094 
E: ntakeda@kpmg.com

Silicon Valley 
Yukimasa Kitano 
T: +1 408-367-4915 
E: ykitano@kpmg.com 

kpmg.com

Subscribe

To subscribe to this Newsletter or to receive further information on any of the matters discussed, please contact 
your local Japanese Practice professional, or email us at us-kpmg-jp@kpmg.com

About KPMG’s Global Japanese Practice

KPMG LLP has a Japanese Practice in the United States, comprised of approximately 300 bilingual 
professionals, dedicated to providing audit, tax, and advisory services to help Japanese companies succeed 
in the United States. The U.S. Japanese Practice is a member of the global network of Japanese practices, 
which enables us to coordinate services with bilingual professionals in each region. We work closely with 
KPMG International member firms in Japan and around the world to provide seamless services. Our specialists 
are able to provide objective advice to help organizations enhance value across their operations. 

© 2014 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member firms affiliated 
with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. Printed in the U.S.A. The KPMG name, logo and 
“cutting through complexity” are registered trademarks or trademarks of KPMG International. NDPPS 296697


