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Never before has the tax 
department played such
an integral role in the 
success of the business.
Chief tax officers (CTOs) 
and other tax leaders are 
expected to align tax
with business goals, drive 
strategic value, increase
transparency, and improve 
the efficiency of tax
operations. This publication 
is designed to highlight 
top-of-mind issues for tax 
executives and ways tax 
leaders are addressing 
these opportunities and
challenges.
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Topics addressed  
 in this edition 

1

 
— US Tax Reforms: Implementation and its 

meaningful impact on supply chains for global 
and US companies

— Amid uncertainty, CTOs navigate the new tax law

— Post-reform, technology reshapes tax operations

— CTOs Talkpoint: What to Tax?

1  This report was first published as ‘Chief Tax Officer Insights’ by KPMG LLP in the 
US, a limited liability partner and the US member firm of the KPMG network of 
independent member firms affiliated with KPMG International Cooperative (“KPMG 
International”). In its current form, the report has been expanded upon to provide 
a global context and address audiences in addition to those in the US. As with the 
original report, the information throughout is based on discussions between KPMG 
professionals and CTOs, as well as with government contacts.
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US Tax Reforms
Implementation and its meaningful impact on 
supply chains for global and US companies

Tax reform is not over. While the new US tax law was signed in December 
2017, companies are dealing with an ongoing and challenging road towards 
implementation. The business community has been generally pleased with  
the results — particularly with the reduction of the top corporate rate to  
21 percent — and the US economy has responded positively. However, 
one of the shortcomings of the law, which was passed in record time, is the 
complexity and lack of clarity regarding many of its provisions. And thanks 
to the contentious political environment on Capitol Hill, there is currently not 
enough bipartisan support for Congress to pass a technical corrections bill.

In this article, we highlight the ongoing road to implementation, focusing on the 
international provisions that may affect companies doing business globally and 
the modeling exercises and scenario planning required to determine what the 
bill could mean to your organization.

New foreign tax provisions causing confusion

The international provisions include sections on global intangible low-taxed 
income (GILTI), base erosion and anti-abuse tax (BEAT), and foreign-derived 
intangible income (FDII) — all of which have placed CTOs under tremendous 
pressure to work through the complexity and deliver detailed insights to 
stakeholders. The goal of these rules is to curb the erosion of the US tax base by 
equalizing the US tax burden on exported goods and services and income earned 
through controlled foreign corporations. While well intended, the international 
provisions are proving to be complex and often ambiguous. There is some 
concern that, as currently written, the cost of the international tax provisions may 
offset more of the savings from the corporate rate cut than was intended, and for 
some companies these costs greatly exceed any savings. CTOs are looking for 
clear guidance from the IRS and the Treasury to resolve the ambiguities.

All of this uncertainty has placed tax functions under tremendous pressure. 
They are being asked by the C-suite, boards, and audit committees to 
deliver detailed insights about how the new tax law affects current business 
conditions, as well as its mid- and longer-term implications so companies can 
plan for the future. CTOs are having difficulty providing simple answers to these 
questions and are struggling to reliably forecast their company’s effective tax 
rate (ETR) for purposes of press releases and meetings with audit committees. 
To give themselves some leeway, many CTOs are presenting their company’s 
ETR as a range spanning several percentage points, typically from the mid to 
upper twenties. But even determining an accurate range can be complicated as 
the BEAT rate increases from 5 percent in 2018 to 10 percent in 2019, and key 
questions regarding how the new provisions work remain unanswered pending 
regulations — in particular the rules for determining how much foreign tax 
credits can be used to offset the impact of GILTI. CTOs are also feeling pressure 
on staffing and are discussing the need for extra headcount with senior leaders.

? Questions to 
consider

—  How are you working 
through positions and 
modeling scenarios 
for GILTI, FDII, and 
BEAT and the interplay 
between them?

—  If your organization’s IP 
is held offshore, does 
it make sense to move 
it back to the United 
States?

—  How are you 
communicating this 
uncertainty to senior 
management?
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Another issue of growing concern for CTOs is what 
actions to take — or not take — with respect to intellectual 
property (IP) that currently is held offshore. Following 
the OECD’s Base Erosion Profit Shifting project, some 
companies face considerable foreign tax risk from their 
current IP holding structure and could substantially reduce 
that risk by moving the IP to the United States where 
significant development work occurs. Fortunately, the 
new law offers significant benefits if companies bring 
foreign IP back to the United States. Nonetheless, while 
the potential tax benefits are intriguing, there is concern 
that future elections could put upward pressure on the 
21 percent corporate rate as well as the preferential FDII 
rate. In particular with respect to FDII, change could be 
further spurred by a successful World Trade Organization 
challenge. So, some CTOs have expressed reluctance to 
bring IP back home.

The need for holistic modeling

With such complexity, particularly in the international 
provisions, CTOs are increasingly turning to modeling 
to determine the potential impact on their organization. 
Models that can handle multiple scenarios, are scalable, 
and take a holistic approach to the new tax bill are of 
greatest value to CTOs. In other words, you should include 
all of the new provisions — GILTI, FDII, BEAT, and section 
163(j) — as well as scenarios that consider ETR sensitivity 
to changes in structures and supply chain, and changes 
in the business forecast, including product mix, at the 
same time. With so much interconnectivity between the 
various provisions, there is just too much risk of distorted 
or completely invalid results if you try to piece together 
separate ad hoc models.

Even though modeling is generally agreed upon as a 
necessary approach, CTOs are finding it difficult to do so 
effectively. With limited clarity and detail available in the 
new law, modeling with any certainty is difficult pending 
additional guidance. Having the resources necessary to 
perform effective modeling is also proving difficult.
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Amid uncertainty, CTOs
navigate the new tax law
Tax reform was top of mind in the business community long before it was 
signed into law in December 2017, and it will not be going away anytime soon.

In fact, US businesses are already feeling the first effects of the new US tax 
law. With the reduction of the top corporate tax rate from 35 percent to  
21 percent, many organizations are freeing up cash flow to invest in other 
strategic areas. Economically, most signs are trending positive, too.

But there are challenges ahead. Rather than debating the merits of the law, 
the conversation in the tax department now centers on the challenges of 
implementation. Given the speed at which the bill went through Congress, 
some aspects of the law are not only lacking in detail but full of ambiguity, 
leaving CTOs searching for more clarity. This is particularly true of an array of 
provisions related to international taxation, which, taken together, significantly 
expand the base of cross-border income subject to US taxation and may 
actually increase costs for some US companies. 

To plan for the future, stakeholders — from the CEO and CFO to the board and 
audit committee — need informed insights about what the new law means for 
their businesses. How will different provisions affect current revenue projections? 
How can their companies seize potential tax benefits? What changes to their 
current business and operating model will best position them for long-term 
growth? But CTOs are struggling to find the answers. Reliably forecasting the 
implications of the tax bill is incredibly difficult amid such complexity.

While the current political climate in Washington makes it highly unlikely 
Congress will pass a technical corrections bill in the near term, which would 
require bipartisan consent, regulators are currently working to address a wide 
range of issues in the new law. Further guidance will set off cycles of regulatory 
proposals, taxpayer comments, and refinement to the rules that gradually settle 
the state of the law.

Given expectations for greater clarity, many organizations are taking a “wait-
and-see” approach and pausing mitigation actions for now. Of course, 
some companies — driven by a clear need — are forced to act despite the 
current levels of uncertainty. For example, organizations facing significant tax 
consequences may choose to forge ahead and address immediate tax issues 
to avoid any business disruption. Ideally, an organization facing such a situation 
would implement a straightforward solution that could be enhanced or even 
reversed once regulators resolve some of the law’s ambiguities.

—  Given the new tax 
law’s effect on current 
business conditions, are 
your revenue projection 
models still accurate? 
How can you modernize 
your tax analysis and 
forecasting approach 
to provide more useful 
insights to decision 
makers?

—  The US Treasury 
Department has indicated 
that formal guidance may 
be coming related to 
unclear provisions in the 
new US tax law. Should 
you act now or wait? 
What makes the most 
business sense, both 
short term and long term?

—  The new US tax law is 
just one of many factors 
causing tremendous 
change in the tax 
function. What new 
skills and capabilities are 
necessary for your tax 
department to meet the 
organization’s future tax 
needs?

? Questions to 
consider
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Consider how two different multinational organizations 
could approach international tax planning. 

One company that is looking to reduce its debt burden in 
response to the law’s newly expanded subpart F provision, 
which is intended to stop US companies from deferring 
taxes through the use of offshore, low-taxed entities. 
Anticipating a significant global intangible low-taxed 
income (GILTI) charge arising in 2019, the company could 
work to reconfigure the taxation of its foreign earnings 
before the rules will apply.

In contrast, another multinational organization could 
accept a relatively manageable near-term GILTI payment in 
hopes that adjusting further down the road — when more 
guidance is in place — will ultimately result in a better long-
term solution.
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Post-reform, technology
reshapes tax operations
Modernizing the tax department with ever-advancing technologies like data 
and analytics and intelligent automation has a permanent spot on nearly every 
CTO’s wish list. And now, the new US tax law — which has pushed tax to 
the top of the business agenda — is helping them make a stronger case for 
investment. Over the next two to five years, tax departments will be especially 
focused on introducing innovative tools to better manage data and automate 
human tasks.

As organizations begin to navigate the ins and outs of US tax reform, data —  
or lack thereof — is becoming a major cause for concern. Many companies — 
especially those with global operations or online businesses — must collect 
more data, with more detail, from more jurisdictions than ever before. In the 
most highly regulated industries, the data requirements have become truly 
massive.

Unfortunately, many tax functions have found they either don’t have all the 
data they need or it’s not managed in a way that makes it practical for everyday 
tax operations. At the same time, their current tax code calculation processes 
simply don’t provide the mix of scope and detail required to meet the complex 
requirements of the new law. But it’s not just a data volume issue. US tax 
reform in particular has introduced a number of tax “cliffs” that now require 
significant precision in determining tax attributes. Simple human error can now 
have significant tax consequences.

For example, one of the most immediate challenges facing tax departments is 
meeting the need for legal entity data. Many organizations currently lack legal 
entity data or only have it in a relatively unusable format. In fact, legal entity 
data management often relies mainly on Excel and manual and time-intensive 
processes that lead to a number of critical issues: duplicate work, version 
confusion, lost data, and audit difficulties.

CTOs are tackling the legal entity data challenge in a number of ways. Some 
are working to establish global legal entity reporting within a new consolidation 
tool. Others are implementing more robust reporting processes through 
its legal entity management system or have plans to invest in workflow 
management tools to improve data access, management, and automation.

Tax reform is serving as an impetus for other technology improvements as well. 
Facing new responsibilities and compliance demands, many CTOs are seeking 
to embed intelligent automation — a broad spectrum of digital technologies that 
augment human tasks — into a wide variety of tax processes to assist human 

—  How does tax reform 
change your tax 
function’s business case 
for technology spend?

—  As you build the tax 
function of the future, is 
your data good enough 
for the tools you want 
to use?

—  What tax system 
alternations will help 
you address data-related 
roadblocks?

? Questions to 
consider
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tax professionals. As tax teams manage increasingly 
complex regulatory requirements, these novel tools can 
help save time, reduce costs, and improve quality. For 
example, many tax functions are experimenting with 
intelligent automation for simple and repetitive tasks, 
such as cutting and pasting content from one tax system 
to another, as well as far more complex work, such as 
analyzing unstructured data sets used in certain filings.

Of course, data can sometimes be a stumbling block. 
We have seen a variety of data issues hamper efforts to 
transform the tax function through intelligent automation. 
For example, impure data, particularly in the general ledger, 
often delays automation goals. Even tax functions that 
are already far down the road with an automation solution 
may need to go back and add front-end data cleansing 
processes, reducing planned efficiencies.

To solve data quality challenges, some tax functions are 
deploying user-friendly tools to advance data gathering, 
organization, and analysis — and get data ready for 
automation. Others are building data lakes or warehouses 
designed to draw in the underlying data required to 
improve overall data quality and drill down capacity in the 
general ledger.
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CTOs Talkpoint: 
What to Tax?
Whether we look at developed countries, with aging 
populations and growing health and social security bills, or 
at developing countries needing funds to finance the UN 
Sustainable Development Goals, it is clear that there is 
pressure to widen and deepen the tax base. Furthermore, 
it is often said that current tax systems — particularly 
corporate tax ones — are no longer fit for purpose in the 
21st century. And in some countries the question of ‘fair 
taxation’ is a hot topic. 

What is the purpose of tax?

Before looking at some of the issues, it is worth thinking 
about the purpose of tax and the principles of a good tax. 
There are no exhaustive definitions but the following is a 
rough guide:

1. Raising revenue: It is often said that tax is the price 
we pay for a civilized society; that is, tax pays for the 
social goods we desire including health, education, 
infrastructure and security.

2. Redistribution: The inherent inequality in society is 
undeniable and tax is one way of addressing it. This may 
be directly, for example, by providing social security 
payments, repayable tax credits or family allowances. 
Alternatively, it may be indirectly, through a progressive 
tax system where the richer bear a greater tax cost.

3. Changing behavior: There are debates about whether 
a tax should be used to help change behavior. Some 
argue it creates inefficiency and tax is not the best tool 
for addressing such issues. However, many countries 
use tax at least partly in this way. Firstly, tax can be 
used to address ‘market failure’. An example would 
be providing accelerated or enhanced tax depreciation 
for research and development where it is considered 
that market forces do not incentivize these activities 
sufficiently. Another example is green taxes based on 
the principle that ‘the polluter pays’. But there are also 
so-called ‘sin taxes’ — such as on tobacco, alcohol and 
gambling — which are designed to discourage certain 
activities that society considers less desirable.
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4. Supporting the economy: To a certain extent, 
fulfilling this objective relies on how the tax law is 
formulated and how tax receipts are spent. Supporting 
the economy can include encouraging investment, 
creating employment, attempting to stabilize prices 
in the short term, controlling cyclical fluctuation of the 
economy and assisting the balance of payments. 

Principles of a good tax system

Discussions on the principles of a good tax system often 
start with Adam Smith’s The Wealth of Nations. These can 
be summarized as:

— Proportionality: The tax burden should be linked to the 
taxpayer’s ability to pay. This is sometimes called ‘vertical 
equity’. An allied principle is ‘horizontal equity’ — that is 
that taxpayers in the same position should bear the 
same burden.

— Certainty: Taxpayers should, as far as possible, have 
certainty over the amount they will have to pay.

— Convenience: Tax should be levied at a time and in a 
way that is most convenient for the taxpayer.

— Economy: The cost of collecting the tax should be as 
low as possible.

It is, of course, possible to add more principles. For 
example, in today’s environment, the following are 
important.

— Efficiency: It could be said this is a subset of Certainty. 
It is, however, important that taxes are designed in a 
way that they cannot be avoided, or indeed evaded, 
easily and they should not distort business decisions.

— Simplicity: With tax codes growing ever more 
complex, this is an important issue — and clearly 
linked to Certainty, Convenience, and Economy.

— Sustainability: Generally speaking, a tax should be on 
a base that does not deteriorate over time — unless 
it is intended to be temporary or to reduce certain 
undesirable behaviors.

— Stability: In order for a government to plan expenditure, 
a good tax should generally not be volatile — although 
there are arguments for having volatile taxes that can 
act as an automatic stabilizer.

— Consistency: Individual rules should fit coherently with 
the overall tax system in a country, and there are also 
taxes, such as a financial transaction tax, that may not 
be efficient unless it applies regionally or globally.

— Gender neutral: There is a growing body of research 
showing that some tax systems — for example, VAT — 
tend to have a greater impact on women.

How does the theory translate into practice?

If the answers to what and how to tax were obvious, 
somebody would have produced a blueprint for a perfect 
tax system. That this does not exist is due in part to the fact 
that different countries have different social, cultural and 
economic characteristics, and there are varying individual 
views on how to balance all the factors and set priorities. 

Tax on the creation of wealth

It is often noted that it is becoming harder to assess 
and collect corporation tax in an increasingly global 
environment with mobile capital. Furthermore, there are 
concerns that the current system allows multinational 
enterprises (MNEs) to shift profits from high tax to low 
tax jurisdictions. This undermines not only the principle 
of redistribution but also the one of horizontal equity and 
makes corporation tax an inefficient tax. A proposed 
solution is to adopt formulary apportionment of global 
profits. However, formulary apportionment carries its 
own difficulties and suggests, borrowing from Winston 
Churchill’s dictum, that the current arm’s-length principle 
may be the worst of all systems “except the rest of them”. 
The solution may be to improve the current rules instead of 
completely changing the system.

The impact of digitalization increases the pressure on 
the corporate tax system, data revolution is remaking 
capitalism in radical ways and innovative approaches to 
data taxation may be needed. The real issue is not more 
to do with identifying the location of investment rather 
than the use of digital technology. Nevertheless, many 
countries are now introducing specific digital taxes with 
the EU Commission, in particular, making this part of its 
‘fair tax’ agenda. Blockchain developments will enable 
users to own and trade their data, which may make it a 
taxable commodity in the future. Will blockchain assist 
with certainty, convenience and economy in tax collection?

The debate about taxing corporations is complicated 
by the fact that there is no clarity about who ultimately 
bears the cost. Corporation tax should be a charge on 
the capital invested, and so should apply to the investors; 
but it is often argued that a significant proportion is borne 
by the consumers or employees. Economists generally 
agree that taxing employment creates a drag on the 
economy; and whether it is possible to move part of the 
tax burden from employment to capital. This would be in 
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line with the principle of proportionality as capital is held 
disproportionately by the well-off. However, taxing capital 
can also adversely affect employment, and there are 
concerns that it is more mobile than employment, making it 
less efficient to tax.

Tax on holding wealth

A potentially efficient tax would be on the potential annual 
rental of all land, and this would also recognize that land is a 
public asset and should not be the absolute possession of 
private individuals. While they tend to be the least popular 
of taxes, they are particularly appropriate for financing local 
government. The emphasis however should be on annual 
property taxes rather than transactional taxes.

There is a proposal to replace traditional inheritance tax 
rules with a lifetime allowance and restricting pension 
contribution tax relief to a flat rate so as to make the tax 
system more proportional. However, in practice net wealth 
taxes have been found to create issues of neutrality, 
efficiency and equity; the best approach to taxing wealth 
could be through annual property taxes.

Tax on spending wealth

Many economists would argue that moving to taxing 
consumption is the most efficient form of tax as it is least 
distorting of behavior. However, this is widely considered 
to be regressive. There are suggestions to make 
consumption taxes more progressive; while some may 
argue it may be more efficient to lower the rate but broaden 
the base and then use the revenues generated to drive 
progressivity through other parts of the tax system. When 
it comes to digital transactions, the issue is not what to 
tax but who should collect it? Another key issue is: Should 
indirect tax be applied to the growing number of consumer 
to consumer transactions?

Tax and sustainability

Finally, no review of what to tax would be complete without 
looking at green issues and how green taxes can be used to 
improve health, protect nature, increase tax revenues and 
drive competitiveness and innovation. Green taxes, though, 
do have a sustainability paradox, the more successful they 
are at changing behavior, the less revenue they generate.
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Further information
For further information and resources, please explore these links or visit 
kpmg.com/tax. You might also consider attending an upcoming webcast or 
event designed to address issues of interest to tax leaders. As always, please 
feel free to contact a KPMG professional to discuss these strategies and tools  
or to speak about the tax issues you face today.
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