How to future proof your
corporate tax compliance

Increased global pressure on tax compliance is leading to a higher cost of compliance.
The majority of the time and effort is spent on preparing data. Therefore, much is to be
gained by applying progressive data management. For a global bank, KPMG has
implemented a data management solution, the tax data factory, to automate and
standardize this process. As a result, the tax compliance reporting was done quicker,

with less effort and resulted in higher quality data.
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INTRODUCTION

Tax compliance for any organization is critical. You need
to show transparency when it comes to how the business
operates by filling tax returns timely and accurately.
Preparing these tax returns can be a costly and time-con-
suming process. Tax teams often have a short period of
time to collect and assess a substantial amount of infor-
mation. Especially for annual returns, often applicable for
corporate taxes, this creates significant pressures for the
finance and tax teams. Every decision and transaction in
the past year might have an impact and needs to be
reviewed with the latest local, and possibly foreign, tax
laws in mind. And while this review is extremely impor-
tant for the quality of the tax returns, there is a slightly
hidden activity that receives more time and attention
from the tax teams: collecting and preparing data.

Information required to populate a tax return comes
from decisions and transactions from the entire organi-
zation. What was the total taxable profit? How much
was spent on legal fees? This data is available, but it was
never recorded with a tax purpose in mind. As a result,
tax teams spend a huge amount of time and effort in 1)
obtaining the right data, 2) reconciling and validating
the quality of the data, and 3) ensuring that the data are
sufficiently detailed and in a usable format.

In the past, organizations often overcame these data
challenges through brute force. They assigned more
people to address the problem or used an outsourcing
model to move the issues outside of the organization. In
a global tax benchmark conducted by KPMG, over 55%
of the interviewed companies predicted an increase of
their total tax head count as a result of this approach
(KPMG18]).

During the past years, we have seen organizations that
adopt a different approach and address these data chal-
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lenges by using automation and digital solutions. Espe-
cially in tax areas like indirect taxes, which traditionally
use more transactional data, companies are investing in
data technologies to support the tax teams (([Down15]).

More recently, we also see the same trend for corporate
taxes. This is mainly driven by new taxes and reporting
requirements, which arise from the digitization of the
economy. Examples are the introduction of Digital
Services Taxes (DST; e.g. Austria, United Kingdom,
Turkey), BEPS 2.0 Pillar 1 and Foreign-Derived Intangible
Income (FDII) in the US ((OECD20]). These new tax
requirements require more and more detailed data for
tax calculation. It is therefore a logical response that
organizations also look at data technologies for corpo-
rate tax compliance. Using the right technology not only
avoids peak periods for the tax teams, but it also saves
costs, increases throughput time and can increase the
quality of the returns.

CLIENT STUDY

To show how companies can benefit from data technol-
ogy in the context of corporate tax compliance, we
introduce a client case. Our client, a large international
investment bank, has asked KPMG to support with its
corporate income tax (CIT) compliance. In the Asia-Pa-
cific region, this bank submits over 150 different CIT
returns annually in 19 countries. The required data to
prepare these returnsis captured in a highly complex
systems architecture spanning various accounting
systems. This resulted in high costs of tax compliance.
KPMG has supported this bank by lifting the burden
from client’s tax teams and helping with efficient data
collection, review and timely filing of the CIT returns.

The existing process of preparing tax data was highly
manual, with divergent processes between different
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countries, and a lot of back-and-forth of information
requests. Furthermore, the tax data was often received in
an inconsistent format, in- or over-complete. As a result,
the tax teams were often caught up in manual data
activities and spent less time on value adding tax activi-
ties. We have estimated that the tax professionals were
spending 80% of their time on the following activities:

Activity

Obtaining and transforming data from
complex data landscape

Identifying which system reports can
provide the information required

Being reliant on IT team knowledge to
provide the correct set of transactions

Having long communication loops with the
various teams and stakeholders to validate
and re-provide the data

Combining and reorganizing the files to fit
the purpose

Having to answer too many questions from
the tax service provider due to incomplete
or inconsistent data.

With additional challenge

Multiple accounting systems might be in use
per country;

Some of these systems are outdated and
custom built;

Given the fact that different reports are used
for various countries, it limits the opportunity
to standardize the process per system;
Lacking clear insights on transactional data;

No direct and complete access to all the
required data;

Problem of resource availability and plan-
ning;

Finding common language;

Endless VLOOKUPs and other, more complex
Excel sheets;

Increased workload and cost of compliance.

The underlying root-cause for this time dissipation
results from poor tax data management. Tax data man-
agement refers to the strategy, technologies and available
intelligent data models to extract, ingest, clean, trans-
form, harmonize data from its source (where it’s created)
all the way to data outputs which can feed directly into
tax applications used by tax teams ([Zege21]).

A key element of the approach taken was to improve the
tax data management by investing in modern tax
technology solutions. This approach to future proof tax
data management, also called KPMGs “Tax Data Fac-
tory”, is using a set of capabilities and methodologies
designed to automate and standardize all activities to
tax data. This ultimately leads to less time spent on
non-value adding activities and increasing data quality.

TAX DATA FACTORY APPROACH

For this bank, as for most organizations, working with
tax data is nothing new. However, their existing
approach to tax data management was mainly using the
most used tax technology solution globally: Microsoft
Excel. When introducing the Tax Data Factory, we took a
more holistic approach and matched it with technolo-
gies which are fit for purpose. The approach can be split
into four successive parts:
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Understanding the data requirements
Data collection and transmission

Data validation and processing

Delivery of country-specific data packages
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Understanding the data requirements

Before being able to start building a data factory, it is
important to understand the data requirements. Tax data
management is all about retrieving data from the source
and providing it to the tax team as efficiently as possible.
First, it is important to understand the connection
between data supply and data demand. This understand-
ing comes from workshops with IT, tax department and
KPMG teams. The goal of these workshops was to under-
stand which information is required, which underlying
dataisneeded and in which system this data is stored.

During this exploratory process, it became clear

that operating in multiple jurisdictions contribute to the
complexity. Different, often non-standard, reports are
required in different countries and the underlying data
comes from vastly different source systems. Although it
is tempting to come up with tax solutions per country, it
isimportant to look for the common denominator in the
data. Eventually, the common elements will contribute
to standardization and efficiency of the overall
approach. Our team was able to define a common data
structure that can facilitate the specific requirements for
different countries, while being as generic as possible.

Data collection and transmission

Even when having a design for a common data structure,
the required data is still spread across several different
systems. In close collaboration with the IT team, agree-
ments must be made about the collection and transmis-
sion of this data. This agreement contains topics such as
the scope of data (which tables, columns, and filter to
apply), timing (when to share the data), format (file
format and naming convention of the files that are
shared). Making solid agreements and documenting the
detailsis crucial for having efficient tax data manage-
ment processes.

Data validation and processing

The core of this data management approach is the Tax
Data Factory. The Tax Data Factory is the technology that
performs the data processing and transforms the source
data to the final outputs, using the common data struc-
ture. For the bank, this was achieved by using the Micro-
soft Azure cloud and native Microsoft data technologies.

The Tax Data Factory uses a modular and flexible setup.
The source data enters the data factory and flows
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Figure 1. Data flow in the project.

through different levels as depicted in figure 2. These
different levels, each with a distinct purpose, are con-
nected with automated pipelines which transfers data
from one level to the next. This entire process is coordi-
nated by a central control room that orchestrates and
monitors the data processing.

On the Raw Data level, source data is brought in directly
from the bank and stored in the data factory. Initial
validations are performed to ensure that the correct data
(for example, the sum of general ledger transactions
reconciles with the corresponding trial balance amount)
isreceived.

Since not all data is received in a format which is fully
ready for processing, some cleaning steps are performed
before data ends up on the Cleaned datalevel. These
cleaning steps such as removing empty lines, handling
of row counts and formatting, are generically designed
such that they can be reused for data from different
systems.

As data originates from different systems, the data needs
to be transformed before it fits into the common data
structure. This happens in the Common Data level where
system-specific logic is applied to the data. These data
transformations range from the renaming of columns,
to combining different data elements into a single new
one, to bringing the data in the same level of granularity.

Once the datais put into a common data structure, it can
be used to generate the specific tax reports which
together form a data package. This logic sits in the Appli-
cation Data level. A major advantage is that this logic only
has to be set up once and not per source system, because
it uses the common data structure as a source.

Finally, all transformations are centrally coordinated
from a control room. In this control room, it is known
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which common data elements are required for each
required output, how they are generated based on which
cleaned data, and which source data is required and how
it needs to be cleaned. This all happens in a highly
automated environment with appropriate checks and
balances to ensure the data quality.

Delivery of country-specific data packages

Using the data from the “application data” level, a spe-
cific data package consisting of several standardized
reports is generated. The local tax legislation requires
the tax team to evaluate a specific set of transactions and
details in order to determine the tax position. Therefore,
the difference in tax legislation results in a different
information demand per country (for example, which
transactional details should be included for specific
deductible expenses). This highlights a key challenge for
corporate income tax automation: how are local require-
ments incorporated based on country-specific legislation
in a standardized approach?

One way of providing all information required by the
local tax teams using a standardize approach, is to
simply provide all available tax data to all the countries.
However, this results in unnecessary work for both the
central team preparing the data and the local teams
using the data. As a result, the tax team has to manually
manipulate the data in order to make it relevant for each
specific country, which is something we want to avoid in
the first place.

A better solution is the concept of a “Common Chart of
Accounts”. The common chart of accounts is a set of
generic ledger accounts, combined with a classification
of whether the information of an account is required in a
certain country. By connecting an organization’s ledgers
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Figure 2. Tax Data Factory.

from the various systems to this generic ledger, the
common chart of accounts, it becomes possible to treat
these ledger accounts in a standardized way. So regard-
less of the source system, it is possible to generate coun-
try-specific reports in an automated way. These data
reports only contain the required information per
country which drastically reduces the information
shared. Therefore, the focus can be on analyzing the data
which adds value to the tax compliance process.

RESULTS OF THE PROJECT

Challenging the traditional and established ways of
working is never easy and requires commitment and
interest from the stakeholders to make it happen. Given
the scale of the task at hand, implementing a data fac-
tory requires initial costs and investments by the teams
months before the go-live date. It includes financial
funding, resources to be assigned to the development
team, connections to be established with the local tax
leads, and training and on-boarding of the new way of
working among local teams.

Nevertheless, the result of implementation of the tax
data factory has brought significant improvement to the
efficiency of the corporate tax compliance processes. By
replacing the manual data activities with automated
data transformations, the following benefits have been
achieved:

® Reduced turnaround time

® Increased standardization
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e Increased data quality

e Recured time and efforts required in data preparation

e Increased focus on analyzing only the tax-relevant
data

Reduced turnaround time

The turnaround time required from collecting the
source data to sharing the correct information with the
tax teams has decreased significantly. As a result, the tax
team has more time to analyze the data or to file an
earlier declaration. To make this concrete: for one of the
large countries, the lead time went from 6 to 8 weeks to
less than 2!

Increased standardization

The tax team receives a single standard data package
with the relevant reports for each country. These reports
contain data, which can originate from difference source
systems in a standard layout. The standardization of
these reports enables the optimalisation of the down-
stream tax activities such as preparing the tax adjust-
ments.

Increased data quality

To ensure the quality and consistency of the tax data,
automated checks and reconciliations are embedded in
the data processing. These automated checks reduce the
risk of manual mistakes, e.g. manual copy paste errors,
and will alert the tax team of any data quality issues.



Recured time and efforts required in data
preparation

The time and efforts required to perform the data prepa-
ration activities has significantly decreased. For the
bank, the new approach resulted in a 20-30% reduction
inrequired hours spent, in the first year alone. This shift
from manual tasks to automation has a significant
impact on reducing the cost of compliance.

Increased focus on analyzing only the tax-
relevant data

The standardized reports only contain data that is
relevant for the specific country for which it was gener-
ated. By using a combination of the common data struc-
ture and the common chart of account, a significant
reduction in the volume of data which is being shared is
achieved in comparison to the traditional approach.
Therefore, the tax team can focus their time and activi-
ties on analyzing the data that adds most value. For
example, for one of the countries, the data volume has
decreased by 80% and still contains all the required
data.

LESSONS LEARNED

Reflecting on the entire project, we have formulated a
few recommendations and best practices to apply along
the way for similar implementations of tax data manage-
ment solutions.

¢ Include all the responsible stakeholders in the data
discovery and data understanding processes. This
will ensure good alignment and understanding of
what your data management solution can and will
deliver;

e Closely align the results with the needs of the tax
data factory users. Keep these users informed and
iterate over the results until you can be confident that
the results will be adopted successfully by all users;

® Design the data model with the right balance
between standardization and country-specific requi-
rements;

e Build the data model in a modular way to allow for
the addition of ERP systems or data requirements,
without the need for large structural changes of
your model. A common data structure is essential to
achieve such a modular, expandable solution;

e Establish a central process that allows you to adjust
the results in accordance with country-specific
regulatory requirements. In this project, this flexibi-
lity was achieved by leveraging the KPMG Common
Chart of Accounts.
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CONCLUSION

Like many emerging technologies, data management is
just beginning to have a significant impact on the tax
function. Although tax data management is not yet
adopted by most organizations, there are already signifi-
cant benefits to be gained for early adopters. The use case
in which a global investment bank implemented a tax
data factory as part of corporate tax compliance illus-
trates these benefits. This automated and standardized
approach to managing data has shortened lead times,
increased data quality and saved costs. Additionally, the
tax team can add more value to the organization by
spending more time on providing insights and optimiz-
ing processes and systems. A Tax Data Factory facilitates
amore data-driven and value-added future for Tax
departments.
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