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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.
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High Confidence and Measured Expectations
In 2018, U.S. CEOs are feeling strong confidence in the U.S. economy 
and their own growth prospects over the next three years. But overall 
growth expectations are modest, and factors like technology-driven 
disruption and cyber security are real concerns. That's according to 
KPMG LLP’s "Growing Pains: 2018 U.S. CEO Outlook," an in-depth 
survey of 400 U.S. CEOs from a range of companies.

Key findings include:

Seventy-seven percent are “very confident” in the growth prospects 
for their companies over the next three years, up from 46 percent a 
year ago.

•

Despite the high confidence, moderate growth is predicted. Fifty-one 
percent expect top-line revenue growth to be less than 2 percent over 
the next three years with 49 percent expecting growth in the 2 to 5 
percent range.

•

Thirty-six percent have a “high M&A appetite” and are likely to 
undertake acquisitions which will have a significant impact on their 
organization, with cost reduction and business model transformation 
the main drivers.

•

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.

CEOs said their key strategies for achieving growth over the next three 
years include M&A (23 percent), alliances with third parties (23 percent), 
and organic growth (22 percent).

They also are planning to undertake a number of actions relating to 
innovation and collaboration to achieve their growth objectives. These 
include setting up accelerator or incubator programs for startup firms 
(46 percent), making products and services available via online providers 
(43 percent), and partnering with third-party providers (42 percent).

Eighty-one percent see emerging markets as the priority for geographical 
expansion with a focus on Central and South America.

Growth Plans

When asked about the risks posing the greatest threat to their 
organization’s growth, CEOs identified cyber security (33 percent) and 
emerging and disruptive technology (20 percent). They are significantly 
less likely than their global counterparts to see a return to territorialism 
as a threat to growth.

Sixty-eight percent said it’s now a case of “when,” not “if,” their 
organization becomes a victim of a cyber attack and 77 percent believe 
they are either “very well” or “well” prepared for it.

Top Risks: Threats to Growth

Organizations in the United States are well down the path of 
implementing artificial intelligence (AI) into process automation. 
Forty-nine percent have begun limited implementation of AI for specific 
processes, and 31 percent have already implemented it to automate a 
number of processes. A narrow majority (52 percent) of CEOs believe 
that more jobs will be created than eliminated by artificial intelligence 
and robotics technologies in their organizations over the next three years.

Looking at the importance of workforce capabilities in supporting future 
growth, CEOs are prioritizing specialists in emerging technology (76 
percent), cyber security (75 percent), and scenario and risk modeling 
(74 percent).

Digital Workforce

For more information, download the full report below.

Download Now

KPMG 2018 US CEO Outlook > (PDF/864KB)
https://assets.kpmg.com/content/dam/kpmg/us/pdf/2018/05/jnet-
2018-issue2-article1-kpmg-ceo-outlook-2018.pdf

mailto:us-kpmg-jp@kpmg.com
https://assets.kpmg.com/content/dam/kpmg/us/pdf/2018/05/jnet-2018-issue2-article1-kpmg-ceo-outlook-2018.pdf
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The Real Deal on Tax and Transactions
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Most business leaders recognize that tax issues matter to the ultimate 
success of transactions. Whether you’re a buyer, seller, lender or 
investor, tax issues have implications on valuation, financing, structuring, 
compliance, and virtually every other aspect of the deal cycle.

None of this is new: It’s the way it’s always been; a known fact. But 
knowledge doesn’t always translate into action.

So what’s the real deal? To what extent do companies involved in 
mergers, acquisitions, dispositions, and restructurings really account for 
the tax implications of transactions? Does the tax function truly play a 
strategic role from planning to integration, or does it sit on the sidelines 
until the fourth quarter?

To answer these questions, we wanted to get the insider perspective. 
So in the winter of 2017, we surveyed more than 100 senior-level tax 
and finance professionals (including Heads of Tax and CFOs) about how 
tax issues play into the M&A space.

This paper summarizes the survey findings to reveal insights on how 
corporate leaders can more effectively leverage the tax team from a 
strategic planning perspective as they evaluate, plan, and execute deals.

* Titles including Chief Tax Officer, VP of Tax, Tax Director
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An inside look at the tax function’s role in transactions

The strategic role of the tax function to M&A value creation

67%
20%

13%

77% 10% 9% 4%

Survey demographics

Senior tax 
executive *

$1 billion 
or more

$500 million 
to $1 billion

$500 million 
or less

CFO Tax 
manager

Other



1 Number & Value of M&A Worldwide (imaa-institute.org)
2 Dealogic (Goldman Sachs Global Investment Research)
3 Tax Cuts and Jobs Act (Public law no. 115-97)
4 Amazon to Acquire Whole Foods for $13.7 Billion - Bloomberg, June 16, 2017)

5 Tax Cuts and Jobs Act (Public law no. 115-97)
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The Real Deal on Tax and Transactions

Compared to three years ago, the tax issues of deals have stayed the 
same or increased in importance in the vast majority of companies (97 
percent), our survey finds. Why do tax issues matter to dealmakers 
now more than ever?

Consider that today’s M&A market is incredibly active, characterized by 
both high deal volume and value. In 2017, global companies announced 
more than 50,000 transactions with a total value of more than $3.5 
trillion1 and Goldman Sachs forecasts that spending will climb by 6 
percent in 2018.2 Our survey reflects a similar outlook on the 2018 
M&A market. More than half of respondents (51 percent) expect more 
deals in the next 12 months, and chief tax officers and tax directors are 
especially bullish, with 63 percent thinking deals will increase. Two 
industries—healthcare (86 percent) and technology (79 percent) 
industries—also stand out as having the most optimistic expectations 
for the 2018 deal market.

The predicted bump this year for M&A is expected to be driven by a 
number of factors. One driver is overall economic strength across the 
world. Another is the repatriation of offshore profits freeing up cash in 
U.S.-based companies for potential deals—the result of the new U.S. 
tax rules, which the President Trump signed into law at the end of 
2017.3 In addition, in today’s competitive business environment, M&A 
will continue to be seen as a catalyst for value creation and even a 
necessity for survival, as disruptive influences cause the lines between 
sectors and industries to blur. E-commerce giant Amazon’s surprising 
acquisition of grocery chain Whole Foods serves is a prime example of 
this trend.4

In deals, tax issues matters more today than three years 
ago

How important are the tax issues of deals compared to 
three years ago?

What has contributed to the increased importance of 
tax issues of deals?

What are your expectations for the M&A market in the 
next 12 months?

Increased in 
importance

More deals than 
in 2017

Same as in 2017

Fewer deals than 
in 2017

Increased focus on tax 
efficiency to reduce the 
cost of deals

Greater complexity of tax 
legislation affecting deals

Increased examination of deals 
by tax authorities

Other

Stayed the same

Decreased in 
importance

It’s no wonder closing transactions with an expensive price tag by the 
most tax-efficient route has become more critical to deal success. In 
addition, companies are operating in a period of increasing shareholder 
activism and investor scrutiny, meaning deals that result in tax benefits 
help appease anxious onlookers suffering from sticker shock. Consider 
that it has historically been relatively common for U.S.-based companies 
to execute cross-border deals that place their home base in a foreign 
country where corporate tax rates are lower. Of course, these types of 
tax inversion-based deals will likely decline with the passage of the new 
tax bill, which cuts America’s corporate tax rate from 35 percent to 21
percent.5

What’s more, 60 percent of survey respondents report that the greater 
complexity of tax legislation affecting deals has contributed to the 
increased importance of tax issues in deal making. Cross-border deals 
are especially complex from a tax perspective. With each jurisdiction 
regulated by a different set of rules, the global and local implications of 
M&A transactions can vary drastically from jurisdiction to jurisdiction. 
Such complexity can result in unforeseen regulatory and compliance 
issues, potentially preventing M&A deals from achieving their expected 
value.

Tax efficiency and complexity drive the importance of tax 
issues in deals

69% 60% 

9% 17% 

2% 

42% 

56% 

51% 

39% 

10% 

2% 

42% 

56% 
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Given the increasing importance of tax issues in deal decisions, it’s a 
positive sign that most respondents (72 percent) say their organizations 
consider tax issues from the very outset of the deal process. In addition, 
corporate tax functions are now included in more deals than previously. 
Our respondents report that the number of deals the tax function was 
involved in during the last 12 months increased in 66 percent of 
companies, as compared the last three to five years.

Since certain structures are taxable and others are tax-free, assessing 
tax questions up front is essential to capitalizing on deal value. How a 
business structures a deal can lead to very different tax consequences 
and therefore financial outcomes.

In addition, different structures utilized in transactions can change what 
tax regulations apply to the companies involved, which could result in 
regulatory and compliance risk if not carefully planned for and managed 
from the beginning.

As a result, companies should weigh both tax issues and opportunities 
throughout the deal cycle: in the due diligence and pre-planning phase, 
including identifying the target’s historical tax risks and monetizing the 
value of a target’s tax attributes; in planning the acquisition structure 
itself in a tax-efficient manner; and in the post-acquisition integration 
structuring phase, also with an eye toward tax benefits.

Tax issues are typically considered at the outset of 
transactions

When does your organization consider and plan for 
the tax implications of the transaction?

From the outset – Potential tax implications and tax 
planning are important considerations

After key deal terms and structure are decided – Only 
then are potential tax implications considered

Not at all

69%

27%

4%

How many deals has your tax function been involved 
with during the last 12 months?

1 to 5 deals

6 + deals

None

66%

34%

Increase from the 
last 3–5 years

Decrease from the 
last 3-5 years

Is this an increase or decrease from the last 
3– 5 years?

2% 

26% 

72% 
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According to our survey, less than one-third (28 percent) of companies 
have a formal protocol for aligning the tax function with other functions 
when a transaction is being considered. What’s more, in many 
companies (63 percent), the Chief Tax Officer (CTO) doesn’t even have 
final responsibility for signing off on the tax risks of a deal; that’s left to 
the Chief Financial Officer (CFO), deal team or board.

The lack of an official process for connecting the tax team to the deal 
team is troubling. It can lead to wide range of potential problems and 
may ultimately limit the success of the deal. Without the tax function’s 
voice at the table during strategic discussions along the way, business 
decision makers may not fully grasp crucial tax and financial 
consequences of the deals they evaluate and execute. This may cause 
them to miss out on tax saving opportunities and/or introduce 
detrimental regulatory and compliance risks to the business.

In fact, while tax impacts usually aren’t the primary deal- drivers, they 
can certainly be deal-breakers. For example, if a deal team lacks 
knowledge of the tax impact of a "taxable" spin off, the organization 
could engage in a transaction that ultimately creates less value for 
shareholders than expected, or even lose value.

To prevent such problems, corporations must focus on strengthening 
the relationship between the tax team and the deal team, including the 
CFO and the board. This includes defining how the tax function is 
involved at each stage and what its responsibilities are, and establishing 
clear processes for how (and how often) the tax function should 
communicate with, report to, and advise the business.

The tax team’s role in transactions is rarely formalized Does your tax department have a formal protocol to 
align with other functions when a transaction is being 
considered?

Yes

Chief Tax Officer

CFO

Deal team

Board

Other

No

At a tax risk level, who has responsibility for signing off 
on a deal?

37%

%

 
 

 
 28 

 
 21% 

 
 9% 

 
 5% 

 

28% 

7 2%
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Our survey shows that tax issues are more important than ever to M&A 
value creation, particularly from a strategic planning perspective. To 
improve the odds of deal success, we recap the following tips with 
corporate deal makers:

Assess tax issues and impacts—including both opportunities 
and challenges—for every decision through every stage of the 
deal cycle, from pre-planning to post-integration. Get buy-in 
and alignment across the business by defining the tax 
function’s role and responsibilities in transactions up front and 
then formalizing processes to engage the tax team in strategic 
deal decisions.

Three key takeaways

Include the tax function early and often:

Always consider the potential pitfalls of deals from a financial 
standpoint, such as increased tax liabilities. And don’t overlook 
possible regulatory tax and compliance risks of transactions, 
especially cross-border transactions. Proper risk management 
should be an ongoing process of evaluation, as regulators 
shift focus and tax rules change.

Carefully assess the tax risks of deals:

While certain structures can result in tax benefits, transactions 
should rarely be driven solely by tax (or even financial) 
considerations. Tax efficiency should be seen as an added 
benefit of a good deal plan that is aligned to the company’s 
growth goals, not the reason behind the deal.

Connect tax decisions to the overall growth 
strategy:

  
 

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

About KPMG’s M&A Tax Services

About KPMG’s Complex Transactions Group

The importance of understanding and 
planning for the tax implications of your 
transaction cannot be overlooked. It can mean 
the difference between exposing your business 
to dire risk or taking advantage of valuable 
transaction opportunities. Our M&A Tax 
professionals can help. We have deep 
experience creating tax efficiencies throughout 
the life cycle of a client’s business for support 
in understanding the tax implications of a deal, 
structuring deals in a tax-efficient way, and 
creating tax efficiencies through the life cycle 
of the deal.

Achieving the full expected value of your 
company’s major transactions is crucial to future 
success. And you’re probably spending countless 
hours and dollars chasing that value. However, 
you may be overlooking a key piece of the puzzle: 
The tax implications of the deal. That’s where 
KPMG’s Complex Transactions Group comes in. 
With experience overseeing numerous front-page 
transactions, we help multinational corporations 
and investor groups manage their transaction’s 
tax profile to achieve the deal value they expect
—and often more.

Contacts

Devon Bodoh
U.S. and Global Leader,
Complex Transactions Group
KPMG LLP
E: dbodoh@kpmg.com

Phil Cioffi
National Practice Leader,
M&A Tax
KPMG LLP
E: pcioffi@kpmg.com

mailto:dbodoh@kpmg.com
mailto:pcioffi@kpmg.com
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Please note that because the situation is fluid and evolving on a near 
daily basis, frequent updates are necessary to help ensure your 
company is acting on the most current information.

With that in mind, broadly speaking, the United States has undertaken 
three different tariff actions, with varying implications:

In response to these actions, China has announced retaliatory tariffs on 
a number of U.S.-origin products, including agricultural and automotive 
products as well as steel, aluminum, plastic, and other raw materials.

The following will provide an overview of each tariff action detailed above 
as well as provide a five-step recommendation to assist companies to 
begin addressing the potential impact each will have on U.S. business 
operations.

Section 232 national security tariffs – Additional tariffs on specified 
steel (25 percent) and aluminum (10 percent) products from all 
nonexempt countries, effective March 23, 2018

•

Section 301 unfair trade practice tariffs – Potential tariffs (25 
percent) on over 1,300 individual goods of Chinese origin, in a variety 
of industries. The tariffs are not yet effective.

•

Section 201 safeguard tariffs – Tariff-rate quotas on imported solar 
panel components (starting at 30 percent) and residential washing 
machines (starting at 20 percent) from any country, effective February 
7, 2018 (phased out over several years)

•

In recent months, the U.S. government has taken significant tariff action, affecting a variety of products in a wide array 
of industries. In light of these developments, the KPMG Trade & Customs team is happy to share this update with our 
clients.

The tariffs apply to imports of subject goods from all countries across the 
globe, with the exception of Canada, Mexico, countries that are part of 
the European Union, Brazil, South Korea, Australia, and Argentina, which 
are temporarily exempt through April 30, 2018 unless the exemption is 
extended. Other countries with which the United States has a “security 
relationship” are invited to negotiate alternatives. Further, the U.S. 
Secretary of Commerce has also published a procedure for securing 
product-based exclusions based on certain criteria, which is available to 
companies, including importers, who use steel or aluminum in business 
activities in the United States.

The tariffs went into effect on March 23, 2018, and are applied in addition 
to any current import duties and fees.

The Department of Commerce’s Section 232 report indicated the intent 
of the steel and aluminum tariffs under Section 232 is to raise domestic 
steel production from its present 73 percent of capacity to an 80 percent 
operating rate and domestic aluminum production from the present 48 
percent average capacity to an 80 percent operating rate.

Background: Section 232 tariffs on steel and aluminum
On March 8, President Trump introduced, by Presidential Proclamation, 
tariffs on certain raw and semifinished steel and aluminum products. The 
steel (25 percent) and aluminum (10 percent) tariffs were issued pursuant 
to Section 232 of the Trade Expansion Act of 1962, which authorizes, 
among other actions, additional tariffs for national security reasons. 
Products covered by the tariff are mostly industrial and semifinished steel 
and aluminum goods, such as tubing, wire, rod, and flat-rolled sheets. 
Currently, the tariffs do not apply directly to consumer articles and other 
“finished goods” made of steel and aluminum.

Background: Section 301 tariffs
On April 3, the United States Trade Representative (USTR) recommended 
an additional 25 percent tariff on certain products originating from China. 
These tariffs were proposed pursuant to Section 301 of the Trade Act of 
1974, which authorizes, among other trade actions, tariffs to counteract 
violations of trade agreements or other discriminatory trade practices.

In the current case, the USTR determined that China has systematically 
sought to misappropriate U.S. intellectual property through joint venture 
requirements, unfair technology licensing rules, purchases of U.S. 
technology firms with state funding, and theft of business information via 
intrusions into U.S. computer networks. An interagency team estimated 
that China’s policies result in harm to the U.S. economy of at least $50 
billion per year.

To counteract this practice, the USTR recommended tariffs on over 1,300 
unique products originating from China, across a variety of industries. 
Industries affected include industrial and agricultural machinery, aerospace, 
information and communication technology, and consumer electronics, 
among others. The proposed tariffs would affect between $50 and $60 
billion in imports annually.



Residential appliances•
Televisions and stereos•
Agricultural machinery•
Plastic products•
Iron/steel/aluminum•
Chemicals•
Aerospace apparatus•
Electrical machines•
Machine tools•
Medical supply goods•

Semiconductors•
Power and hand tools•
Home furnishings•
Printed circuit boards•
Biomedical products•
Printers/scanners•
Motors/engine parts•
Brewing Machinery•
Bearings•
Motorcycles/automotive•
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Products affected include, but are not limited to:

Background: Chinese retaliation
In addition to the retaliatory tariffs announced in response to the 
administration’s steel and aluminum tariffs, on April 4, China announced a 
second set of potential retaliatory tariffs—this time on 106 U.S. products 
affecting as much as $50 billion in US exports.

The official list of affected HTS codes has not yet been released, but the 
product groups targeted include aircraft and automobiles, including parts 
and components; industrial apparatus and machinery; plastic products; 
agricultural products and juices; and various alcohol and tobacco products.

At present, the Chinese Ministry of Commerce has not advised when 
these tariffs might become effective; however, we are closely monitoring 
developments.

Additional tariff actions – Section 201
Prior to any of the actions taken above, the U.S. government also 
announced import tariff rate quotas on residential washing machines 
(starting at 20 percent), and cells and modules used in solar panels 
(starting at 30 percent). These tariffs are set to phase out over the course 
of three and four years, respectively, and apply to imports from all countries 
globally. An interagency team estimated that China’s policies result in harm 
to the U.S. economy of at least $50 billion per year.

The Trade and Customs group at KPMG is standing by to assist your 
company in formulating a strategy and develop an action plan to mitigate 
the effects of tariffs.

While a list of Harmonized Tariff Schedule (HTS) codes affected by the 
tariffs has been published by USTR, the Section 301 tariffs are currently 
subject to a public comment period and will not take effect until the review 
process is complete. At such time, we expect a final list of products 
subject to additional tariffs to be published (on or after May 22, 2018).

At present, we are not aware of a specific date for when these tariffs 
might become effective, nor can we predict what the final list of products 
will look like; however, we are tracking updates daily.

Collect trade data – Collecting all relevant trade data from both 
internal and government sources is the first step toward to begin 
an assessment of ongoing trade activity.

Map import activity – With sufficient data, you can begin to 
map the scope of your import activity so you are prepared to act 
when the new tariffs are released. Key considerations include: 
product classification; valuation; origin; likelihood of tariff exposure; 
and evaluation of cost savings strategies.

Consider duty savings strategies – Once you have an 
understanding on what your trade activity looks like, you can 
begin mapping strategies to mitigate the impact of any tariffs that 
may apply. This would include evaluation of available cost savings 
programs that may have gone unused in the past, as well tariff 
engineering strategies to potentially exclude certain products 
from consideration under the tariffs altogether. Begin assessing 
whether any duty savings programs or strategies might be 
feasible/more attractive in the new trade landscape.

Review your trade compliance function – Consider the 
capacity of your organization’s trade compliance function. Many 
product lines previously entered duty free may become subject 
to significant duty under Section 301. How can you make efficient 
use of resources to prepare for increased compliance obligation?

Review supply chain/product pricing strategies – New tariffs 
may mean adjustments to your supply chain are required, or 
evaluation of current product pricing strategies.

Top five steps to get ahead

1

2

3

4

5

© 2018 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 and logo are registered trademarks or trademarks of KPMG International.



Jnet Newsletter: Issue 2 – 2018 | 9

2018 Tariff Update and Impact Analysis

Trade & Customs contacts

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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Principal
T: 404-222-3292
E: gzaharatos@kpmg.com

Questions?
If you have any questions about this article please 
reach out to your KPMG engagement team or the 
contacts listed with this article.
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Strategies for the third line of defense
Internal audit strategies are critical as technologies evolve and business 
environments change. This annual publication outlines the critical role 
internal audit has in helping technology companies manage some of 
today’s most important risk areas.

KPMG selected these focus areas based on discussions with chief audit 
executives at technology companies, feedback from our technology 
internal audit share forum, input from KPMG professionals who work 
with technology companies, and relevant KPMG survey data.

A number of megatrends continued to manifest themselves in 2017 and 
early 2018. Cyber breaches seem to be growing in scope and frequency. 
The importance of integrity and a strong corporate culture is more 
important now than ever, especially for technology companies. Artificial 
intelligence (AI) and data and analytics (D&A), in their many forms, are 
accelerating their impact on our workplaces and personal lives. New 
regulations surrounding accounting standards and data protection are 
here instead of “coming down the road.”

For internal audit (IA) professionals at technology companies, these 
issues and a host of others have created a new risk matrix, placing greater 
priority than ever before on the efficient oversight of corporate governance, 
internal controls, and regulatory compliance.

As always, our annual top 10 focus areas represents our assessment of 
the key challenges facing technology companies right now. Of course, 
every technology company is unique. It is critical that IA as a function 
takes a company-specific view of the risks involved in the development 
and prioritization of its own focus areas.

In the end, it is not important if our #6 is your #2 and our #1 is your #4. 
What is significant is that, collectively, this list inspires you to think 
critically and develop strategies for combating the internal and external 
threats that can keep your organization from innovating and growing.

Cybersecurity1

Regulatory compliance

Open source software compliance and vulnerability 
management

Non-GAAP financial and operating measures

Culture risk

Governance for intelligent automation

New accounting standards

Use of data and analytics in internal audit

Transitioning to and operating in the cloud

Data protection and privacy

2

3

4

5

6

7

8

9

10

The 10 focus areas for technology companies in 2018 are:

For more information, download the full report below.

Download Now

Top 10 Internal Audit Focus Areas for Technology Companies 
in 2018 > (PDF/734.1KB)

https://assets.kpmg.com/content/dam/kpmg/us/pdf/2018/02/kpmg-top
-10-internal-audit-tech-2018.pdf

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.

https://assets.kpmg.com/content/dam/kpmg/us/pdf/2018/02/kpmg-top-10-internal-audit-tech-2018.pdf
mailto:us-kpmg-jp@kpmg.com
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To realize intelligent automation benefits faster, many organizations want 
to accelerate the automaton journey. With a detailed action plan, you can 
be ready to scale up to production in about three months.

To learn more on the automation journey including common myths 
around automation, case studies and a roadmap of the first 100 days, 
download the report below.

For more information, download the full report below.

Download Now

Accelerating automation > (PDF/1.12MB)

https://assets.kpmg.com/content/dam/kpmg/us/pdf/2018/05/jnet-2018
-issue2-article5-accelerating-automation-faster-smoother-journey.pdf

Accelerating Automation

* * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * *

* * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * *

45% of activities individuals currently perform in the 
workplace can be automated using already 
demonstrated technologies

60.5% compound annual growth in robotics 
automation market forecast by 2017-2018

More than 55% of global corporations currently 
exploring new automation opportunities

Rules
Robotic process automation technologies address simpler processes 
that follow very explicit rules-based documented manual steps, often 
leveraging multiple systems (e.g. order entry). These automation tools 
often reside on the desktop resulting in shorter integration times and a 
faster path to automation.

Reasoning
Cognitive automation is the most recent entry into the intelligent 
automation space and should be used when confident with evidence-
based rationale. It includes machine learning, artificial intelligence, 
natural language processing and big data analytics, which are used to 
create sophisticated technologies that think and learn like humans.

Learning
The next level uses built-in knowledge and natural language processing 
capable of recognizing patterns from unstructured data and automating 
based on accuracy ratings. This often incudes starter automations right 
out of the box for activities such as IT operations and finance.

See the future. Get there faster. Intelligent automation is set to 
transform our lives. For business services, it promises huge gains, 
including lower costs along with better market insight into customer 
experiences. As a result, many organizations are already using basic 
robotic process automation (RPA) to carry out simple, rules-based tasks 
to become more productive.

The next step is to introduce more sophisticated intelligent automation 
classes that have the potential to lead to transformational change.

The automation journey: types and benefits

Different types of automation offer varying potential 
benefits

Plan your faster, smoother journey

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.

https://assets.kpmg.com/content/dam/kpmg/us/pdf/2018/05/jnet-2018-issue2-article5-accelerating-automation-faster-smoother-journey.pdf
mailto:us-kpmg-jp@kpmg.com
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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

SEC issues guidance on cybersecurity disclosures
Defining Issue 18-2 reports on the SEC’s guidance on cybersecurity 
disclosures. This updates the SEC’s 2011 guidance, but does not add 
new rules or regulations.

Go to Defining Issues 18-2 (PDF) >
https://frv.kpmg.us/content/dam/kpmg-frv/pdf/2018/defining-issues-
18-2-sec-cybersecurity.pdf

FASB approves new transition method and lessor practical 
expedient for leases standard
Defining Issue 18-3 reports on decisions made by the FASB at its March 
2018 meetings. The FASB approved amendments to create an additional 
transition method and a lessor practical expedient for separating lease 
and non-lease components; and decided to propose additional 
amendments to address operational issues for lessors related to sales 
taxes and lessee payments of lessor costs.

Go to Defining Issues 18-3 (PDF) >
https://frv.kpmg.us/content/dam/kpmg-frv/pdf/2018/fasb-approves-
lease-transition.pdf

FASB proposes targeted improvements to the accounting for 
collaborative arrangements
Defining Issue 18-4 reports on a FASB proposal to clarify when 
transactions between collaborative participants are in the scope of ASC 
606 and can be presented as revenue. The proposed ASU is intended to 
reduce diversity in practice among companies that have collaborative 
arrangements.

Go to Defining Issues 18-4 (PDF) >
https://frv.kpmg.us/content/dam/kpmg-frv/pdf/2018/defining-issues-
18-4-collaborative-arrangements.pdf
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Questions?
If you have any questions about this article please 
reach out to your KPMG engagement team or the 
contact listed with this article.

Contacts

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

http://search.kpmginstitutes.com/?bigi=1&q=Defining+Issues&x=0&y=0
mailto:tmaekawa@kpmg.com
https://frv.kpmg.us/content/dam/kpmg-frv/pdf/2018/defining-issues-18-2-sec-cybersecurity.pdf
https://frv.kpmg.us/content/dam/kpmg-frv/pdf/2018/fasb-approves-lease-transition.pdf
https://frv.kpmg.us/content/dam/kpmg-frv/pdf/2018/defining-issues-18-4-collaborative-arrangements.pdf
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Fiscal year U.S. corporations to pay “blended” 
income tax rate
April 16, 2018

The IRS today released an advance version of Notice 2018-38 as guidance 
for fiscal year corporate taxpayers concerning the federal income tax rates 
available under the new tax law (Pub. L. No. 115-97). The IRS noted that 
many U.S. corporations that use a fiscal year (and not a calendar year) for 
federal income tax purposes will pay a “blended” rate of federal income 
tax under the new tax law.

Under the new tax law, the rate of corporate income tax was reduced 
to a flat rate of 21%, effective for tax years beginning after December 
31, 2017. The new law also repealed the application of the alternative 
minimum tax (AMT) imposed under section 55 to corporations, effective 
for tax years beginning after December 31, 2017.

Notice 2018-38 [PDF 22 KB] addresses the income tax rates under 
section 11(b) and the AMT for corporations under section 55 as well as 
the application of section 15 in determining the federal income tax 
(including the AMT) of a corporation with a fiscal or tax year that begins 
before January 1, 2018, and ends after December 31, 2017. The IRS 
notice explains that a corporation with a tax year that includes but does 
not start on January 1, 2018, must apply section 15(a) to determine the 
amount of federal income tax imposed under section 11 for that tax year. 
The notice further explains that certain taxpayers—e.g., life insurance 
companies and regulated investment companies—are not subject to the 
tax imposed under section 11(a), but are taxed under other Code 
provisions that use the rates of tax set forth in section 11(b). Examples 
are provided in the IRS notice to illustrate application of these measures.

A related IRS release—IR-2018-99—notes that with the new tax law, 
fiscal year corporate taxpayers will determine their federal income tax 
for fiscal years that include January 1, 2018, by:

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 2018

Notice 2018-38

Page Last Reviewed or Updated: 28-Mar-2018

Effect of Sequestration on the Alternative Minimum Tax Credit for 
Corporations

Pursuant to the requirements of the Balanced Budget and Emergency 
Deficit Control Act of 1985, as amended, refund payments issued to, 
and credit elect and refund offset transactions for, corporations claiming 
refundable prior year minimum tax liability, are subject to sequestration. 
This means that refund payments and credit elect and refund offset 
transactions processed on or after Oct. 1, 2017, and on or before Sept. 
30, 2018, will be reduced by the fiscal year 2018 6.6 percent 
sequestration rate, irrespective of when the IRS received the original 
or amended tax return. The sequestration reduction rate will be applied 
unless and until a law is enacted that cancels or otherwise affects the 
sequester, at which time the sequestration reduction rate is subject to 
change.

IRS release

The IRS release states that fiscal year taxpayers that already filed their 
federal income tax returns for the tax year that includes January 1, 2018, 
and that did not show the blended rate, may want to consider filing an 
amended return.

As noted in the IRS release, the federal sequester law remains in effect 
for the 2018 fiscal year, and corporations need to be mindful how these 
rules may affect their tax credits and refunds.

Read an IRS release on the effect of sequestration on the alternative 
minimum tax credit for corporations:

First calculating their income tax for the entire tax year using the tax 
rates in effect before the new tax law

•

Second calculating their tax using the new 21% rate•

Next assigning the portion of each tax amount based on the 
number of days in the tax year during which the different rates 
were in effect

•

Finally adding the sum of these two amounts to determine the 
corporation’s federal income tax for the fiscal year that includes 
January 1, 2018

•

https://www.irs.gov/pub/irs-drop/n-18-38.pdf
https://www.irs.gov/newsroom/many-corporations-will-pay-a-blended-federal-income-tax-this-year-under-the-new-tax-reform-law


Initial impressions on Notice 2018-28, computing 
business interest expense limitation
April 2, 2018

The IRS today released an advance version of Notice 2018-28 that states 
that the U.S. Treasury Department and IRS will issue proposed regulations 
as guidance to assist taxpayers in complying with section 163(j) as 
amended by the new tax law (Pub. L. No. 115-97, enacted December 22, 
2017).

Notice 2018-28 [PDF 183 KB] describes the rules that the future proposed 
regulations will include, and describes the rules as interim guidance until 
more comprehensive guidance is developed. Today’s notice also states 
that before the proposed regulations are issued, taxpayers may rely on 
Notice 2018-28.
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Permits interest disallowed under “old section 163(j)” to be carried 
forward from the taxpayer’s last tax year beginning before January 1, 
2018, to the taxpayer’s first tax year beginning after December 31, 
2017. Such interest will be subject to potential disallowance under 
“new section 163(j)” in the same manner as any other business 
interest otherwise paid or accrued in a tax year beginning after 
December 31, 2017.

•

States that regulations will address the interaction of section 163(j) 
with the Base Erosion and Anti-Abuse Tax (BEAT) in section 59A. In 
particular, the regulations will provide that business interest carried 
forward from a tax year beginning before January 1, 2018, will be 
subject to section 59A in the same manner as interest paid or accrued 
in a tax year beginning after December 31, 2017, and will clarify how 
the BEAT will apply to that interest. Notice 2018-28 thus effectively 
provides that such interest will not be grandfathered for BEAT 
purposes despite being paid prior to the effective date of section 59A.

•

Clarifies that partners in partnerships and S corporation shareholders 
cannot interpret the newly amended section 163(j) to inappropriately 
“double count” the business interest income of a partnership or S 
corporation.

•

Notice 2018-29 provides guidance on how to comply with the primary 
section 1446(f)(1) withholding obligations, and temporarily suspends the 
secondary section 1446(f)(4) withholding obligation.

For taxable years beginning before Jan. 1, 2018, a corporation that can 
claim an additional first-year depreciation deduction under section 168(k) 
can choose instead to accelerate the use of its prior year minimum tax 
credits, treating the accelerated credits as refundable credits. Corporations 
making this section 168(k)(4) election and claiming a refund of prior year 
minimum tax credits should complete Form 8827.

For taxable years beginning after Dec. 31, 2017, section 53 provides that 
the alternative minimum tax credit may offset the regular tax liability for 
any taxable year. The amount of the refundable credit is equal to 50 
percent (100 percent in taxable years beginning in 2021) of the excess of 
the minimum tax credit for the taxable year over the amount of the credit 
allowable for the year against regular tax liability.

Corporations claiming refundable credits under section 168(k) or 53 will 
be notified that a portion of their requested refund was sequestered.

Future regulatory guidance

Today’s notice states that the future proposed regulations will include 
rules providing that the calculation of the business interest expense 
limitation will be made at the level of a consolidated group of corporations. 
Other rules will clarify certain aspects of new section 163(j).

The IRS today also explained that Notice 2018-28:

Notice 2018-29, withholding on transfers of 
non-publicly traded partnership interests
April 2, 2018

The IRS today released an advance version of Notice 2018-29 to provide 
interim guidance regarding withholding of U.S. tax related to transfers of 
interests in non-publicly traded partnerships under Code section 1446(f), 
under the tax law signed by the president on December 22, 2017 (Pub. L. 
No. 115-97) (the 2017 Act).

Notice 2018-29 [PDF 188 KB] (22 pages) confirms that section 1446(f)(1) 
withholding on dispositions of non-publicly traded partnership interests is 
effective as of January 1, 2018, but waives penalties and interest if all 
forms and payments due on or before May 31, 2018, are filed with and 
paid over to IRS on or before May 31, 2018.

Withholding agents must use FIRPTA procedures, pay over withheld 
amounts within 20 days of transfer, and modify FIRPTA withholding forms 
until forms and other guidance are issued under section 1446(f)(1). The IRS 
temporarily suspended section 1446(f)(4) withholding.

The primary new withholding rule in new section 1446(f)(1) requires a 
transferee to deduct and withhold a tax equal to 10% of the amount 
realized in such a disposition that occurs after December 31, 2017.

•

A secondary new withholding rule added by new section 1446(f)(4) 
applies if the transferee fails to withhold under the primary new 
withholding rule, and requires the partnership whose partnership 
interest was transferred to deduct and withhold from any distributions 
to the transferee/new partner the amount of tax that the transferee 
should have withheld under the primary new withholding tax, plus 
interest.

•

Background

Withholding under section 1446(f) relates to the rules codified in section 
864(c)(8), also added to the Code by the new tax law, that treat as 
“effectively connected” with a trade or business in the United States a 
foreign person’s gain or loss from a disposition of an interest in a 
partnership that is engaged in a trade or business in the United States. 
The new withholding rules under section 1446(f) apply with respect to 
dispositions of certain partnership interests occurring after December 31, 
2017, although the new substantive tax rules under section 864(c)(8) 
apply to transfers of interests in certain partnerships occurring on or after 
November 27, 2017.

Previously, on December 29, 2017, the IRS announced in Notice 2018-08 
that the rules of section 864(c)(8) were currently in effect, and also that 
the application of withholding under new section 1446(f) as to interests 
in publicly traded partnerships (within the meaning of section 7704(b)) 
was temporarily suspended.

Notice 2018-29

Notice 2018-29, which addresses interests in non-publicly traded 
partnerships, does not affect a transferor’s liability under section 864(c)(8), 
although Notice 2018-29 contains rules that modify or suspend 
withholding under section 1446(f).

The 2017 Act creates two new, alternative withholding regimes under 
new section 1446(f) that are triggered if a portion of the gain (if any) on 
any disposition of an interest in a partnership would be treated under 
section 864(c)(8) as effectively connected with the conduct of a trade or 
business in the United States.

https://www.irs.gov/pub/irs-drop/n-18-28.pdf
https://www.irs.gov/pub/irs-drop/n-18-29.pdf
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Using Form 8288, 

The transferee must:

•
and Form 8288-A,

Real Property Interests.
Statement of Withholding on Dispositions by Foreign Persons of U.S.
Foreign Persons of U.S. Real Property Interests, 

U.S. Withholding Tax Return for Dispositions by

Reporting and paying over withholding within 20 days of a transfer 
of a partnership interest.

•

Definitions [Section 3 of Notice 2018-29]•

Rules of general applicability [Section 4 of Notice 2018-29] including 
when a transferor must have a U.S. taxpayer identification number 
(TIN), and that certifications must be signed under penalties of perjury

•

Interim guidance on reporting and paying over the amount required 
to be withheld under section 1446(f)(1), and generally adopting the 
forms and procedures relating to dispositions of U.S. real property 
interests under section 1445 and the regulations thereunder

•

Effective date [Section 5 of Notice 2018-29]•

Guidance on affidavits of non-foreign status by generally adopting 
the rules in section 1445 [Section 6 of Notice 2018-29]

•

The total amount required to be withheld generally is limited to the 
total amount of cash and property to be transferred, although this 
limitation may cease to apply after future guidance is provided 
[Section 8 of Notice 2018-29]

•

That section 1446(f) withholding applies to certain partnership 
distributions that result in gain under section 731, but that the 
partnership may generally rely on its books and records, or on a 
certification from the distributee partner to determine if the 
distribution exceeds the partner’s basis [Section 9 of Notice 2018-29]

•

Guidance on the interaction of section 1446(f) and section 1445 
[Section 10 of Notice 2018-29]

•

That withholding under section 1446(f)(4) will not apply until 
regulations or other guidance has been issued under that section 
[Section 11 of Notice 2018-29]

•

An exemption from withholding if the transferee receives a certification 
from the transferor that: (1) the disposition will not result in gain [Section 
6.02 of Notice 2018-29]; or (2) less than 25% of the transferor’s effectively 
connected taxable income from the partnership for each of the prior three 
years was less than 25% of the transferor’s total income from the 
partnership (this does not require a partnership level computation under 
section 864(c)(8) or other determination) [Section 6.03 of Notice 2018-29]; 
or (3) the transferor obtained from the partnership a record certifying that 
the partnership’s effectively connected gain under section 864(c)(8) would 
be less than 25% of the total gain on the deemed sale of all its assets 
[Section 6.04 of Notice 2018-29]

•

Future regulations will address tiered partnerships, including to clarify 
that section 1446(f)(1) withholding will apply to the sale of an upper 
tier partnership owning a lower tier partnership that would have 
effectively connected gain under section 864(c)(8) [Section 12 of 
Notice 2018-29]

•

A request for comments and IRS contact information [Section 13 of 
Notice 2018-29]

•

The IRS is not forgiving withholding on pre-Notice 2018-29 sales but 
is only allowing until May 31 to remit the amount of withholding to 
the IRS.

•

The IRS guidance is quite clear that any purchaser that paid out the 
full purchase price without withholding the section 1446(f) amount 
is clearly "on the hook" for those amounts, even though the seller 
has possession of the cash.

•

Under the nonrecognition exception (described above), there is a 
requirement that the transferee (although not the IRS, until further 
guidance is provided) must receive a notice that satisfies (with 
appropriate substitutions) the requirements of 
Reg. section 1.1445-2(d)(2).

•

No withholding is required in a transaction in which no gain is recognized, 
pending future guidance on nonrecognition transactions (including 
coordination with rules under section 897) [Section 6.05 of Notice 2018-
29]

•

That, in computing the amount realized and generally subject to 10% 
withholding under section 1446(f)(1), a transferee may generally rely on: 
(1) a transferor’s most recently issued Schedule K-1 (Form 1065), Partner’s 
Share of Income, Deductions, Credits, etc., [Section 7.02 of Notice 2018
-29] or (2) a certification from the partnership providing the transferor’s 
share of partnership liabilities [Section 7.03 of Notice 2018-29]

•

Reporting and paying over section 1446(f)(1) withholding

Notice 2018-29 (Section 5) announces that persons required to withhold 
under section 1446(f)(1) must use the FIRPTA-related rules in section 
1445 and the regulations thereunder for purposes of reporting and 
paying over the section 1446(f)(1) tax, except as otherwise provided, 
including:

At present, the IRS will not issue withholding certificates under section 
1446(f)(3), such as those provided on Form 8288-B,  

Notice 2018-29 generally applies to section 1446(f) withholding the 
general Code rules that impose liability for tax, penalties, and interest 
for failure to withhold and timely pay over withheld amounts.

Notice 2018-29 (Section 5) effectively waives penalties and interest if 
withholding is properly reported and paid over to IRS on or before May 
31, 2018, stating:

Withholding Certificate for Dispositions by Foreign Persons of U.S. Real
Property Interests.

Application for

More specifically, Notice 2018-29 provides:

The Treasury Department and the IRS intend to issue regulations 
providing that with respect to any forms that were required to be 
filed, or amounts that were due, under section 1446(f) on or before 
May 31, 2018, no penalties or interest will be asserted if these 
forms are filed with, and such amounts are paid over to, the IRS on 
or before May 31, 2018.

Include the statement “Section 1446(f)(1) withholding” at the top 
of both the relevant Form 8288 and Form 8288-A.

•

Enter the amount subject to withholding under section 1446(f)(1) 
on line 5b of Part I of the Form 8288 and on line 3 of Form 8288-A 
and enter the amount withheld on line 6 of Part I of Form 8288 and 
on line 2 of Form 8288-A.

•

KPMG observation

Tax professionals have observed the following:
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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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KPMG LLP
E: mieigarashi@kpmg.com

Unilateral Bilateral Multilateral Total

Applications filed 8614 1 101*

APAs executed 30 85 1 116

57 321 8 386APAs pending

22 48 0 70Renewals executed in 2017

29 133 2 164Renewals pending

0 0 0 0Revoked or cancelled

1 6 1 8Applications withdrawn

The number of executed APAs in 2017 was 116—compared to 86 in 
2016. Of the 116 APAs executed in 2017, 40% were new APAs (and 
not renewals of a prior APA).

•

The number of executed APAs (116) surpassed the number of 
applications filed (101) during 2017.

•

The median completion time for new APAs and renewed APAs 
combined was 33.8 months (unilateral and bilateral APAs).

•

The number of pending APAs has continued to decline since 2015. 
Japan, India, and Canada accounted for more than half of all pending 
bilateral APAs.

•

United States: APMA program, APA statistics for 2017
March 30, 2018

The IRS today released an advance version of Announcement 2018-08 
providing the annual report on the advance pricing and mutual 
agreement (APMA) program for 2017 that contains advance pricing 
agreement (APA) statistics for 2017.

Announcement 2018-08 [PDF 1.43 MB] reports that:

The total of 101 include the number of complete applications filed per 
year. As of December 31, 2017, the IRS reports that the APMA 
program had also received 37 user fee filings that were not yet 
accompanied by substantially complete APA applications, in addition 
to the 101 complete APA applications.

March 2018

APA statistics for 2017
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There is a notable increase in the number of APA closures (compare 
86 in 2016 to 116 in 2017).

•

There is a substantial increase in “dollar filings”—there were 17 in 
2016, but 37 in 2017.

•

Japan still dominates for closures—54% in 2016 and 57% in 2017.•

India filings have dropped from 34% in 2016 to 21% in 2017.•

KPMG observation

Some initial impressions of these APA statistics are:

Background

The current OVDP began in 2014 and is a modified version of the OVDP 
launched in 2012 (that followed voluntary programs offered in 2011 and 
2009). Under the OVDP, U.S. taxpayers have been able to resolve past 
non-compliance related to unreported foreign financial assets and failure 
to file foreign information returns on a voluntary basis.

IRS offshore voluntary disclosure program to close, 
taxpayers with undisclosed foreign assets
March 13, 2018

The IRS today announced that the 2014 Offshore Voluntary Disclosure 
Program (OVDP) will close on September 28, 2018. The OVDP has been 
available for U.S. taxpayers with undisclosed foreign financial assets to 
comply voluntarily.

https://www.irs.gov/pub/irs-drop/a-18-08.pdf
mailto:mieigarashi@kpmg.com
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