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Tax Policy and
Administration in an
Era of Big Data
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KPMG in Ireland

The second article in our series ‘‘Going Beyond the Data� looks at
how ‘‘Big Data� is being used to close the tax gap, collect and
share information across borders, and increase operational
efficiency.

The transformative powers of Big Data and
analytics are hard to deny. Right across the
globe, the combination of process automa-

tion, data integration and innovative analytics capa-
bilities are dramatically reshaping the way
businesses—and tax authorities—operate.1

As the first article in this series discussed, tax au-
thorities are showing that they increasingly under-
stand the importance and availability of data and, as a
result, are starting to request more data from taxpay-
ers, often within shorter timeframes.2

The author’s experience suggests that the new era of
Big Data and analytics is having an impact on the for-
mulation and application of indirect tax policy and
administration. As this article discusses, the value of
new data and analytics capabilities has not been lost
on indirect tax authorities, with the pace of adoption
likely to accelerate in the near term.

In fact, many are already taking steps to leverage
data and analytics to solve the three big agenda items
facing many indirect tax authorities today:
1. the closing of the tax gap;
2. the collection and cross-border sharing of informa-

tion; and
3. the need for operational efficiency.

I. Closing the Tax Gap

With pressure mounting on government budgets,
many tax and treasury authorities around the world
are now keenly focused on measures intended to im-
prove their tax revenues by identifying and eliminat-
ing gaps between the total tax liability and the reality
of collections.3

And rightfully so: according to a study commis-
sioned by the European Commission (EC), the size of
the indirect tax gap across the EU alone amounted to
approximately 177 billion euros in 2012.4 Worryingly,
earlier research by the EC suggested that the tax gap
has actually grown since 2006 when it sat at approxi-
mately 1.1% of GDP. 5

The need to improve the use of data to grow and
protect indirect tax revenues has been highlighted by
coordinated activities at the OECD and G-20 level
where discussions on the base erosion and profit shift-
ing (BEPS) initiative6—particularly around the chal-
lenges related to applying indirect tax to the digital
economy—has reinforced the need for tax authorities
to improve their own understanding and capabilities
in data management and analytics.

In response, many tax authorities are starting to
think more clearly about how they might leverage
their data to improve their ability to spot irregularities
or potential underpayments. The author’s experience
shows that many tax authorities are already using
basic analytics approaches to quickly and effectively
sample taxpayer data, develop risk profiles, and flag
potential audit issues.7

Other tax authorities have started to combine Big
Data approaches to reduce the potential for fraud. In
the U.K., for example, tax authorities are investing in
their capabilities to spot ‘‘Missing Trader Fraud’’, a
major cause of tax loss in VAT jurisdictions.8 ‘‘By lever-
aging Big Data to create accurate profiles of new reg-
istrants for VAT, tax authorities can start to screen out
‘‘high risk’’ individuals and companies for deeper in-
vestigation and reduce their exposure to indirect tax
fraud strategies such as Missing Trader Fraud,’’ noted
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Yet, improving their own internal data and analytics
capabilities is only one strategy being leveraged by tax
authorities to close their respective tax gaps. Indeed,
recognizing that a significant portion of the tax gap is
due to taxpayer system and control errors, a growing
number of authorities have turned their attention to-
wards improving and auditing taxpayer systems
rather than data.9 The author’s experience suggests
that companies undergoing audits today are more
likely to be facing a technology-enabled auditor than
they were just five years ago. It is suggested that the
current stage of evolution is just the early beginning of
a major transformation in tax auditor capability and
approach.

A small—but growing—number of jurisdictions
have gone a step further by developing programs
aimed at incentivizing companies to improve their
own internal systems and controls. One of the more
robust approaches has been that of the Inland Rev-
enue Authority of Singapore’s (IRAS) Assisted Com-
pliance Assurance Program, which—since 2011—has
offered co-funding for companies to conduct indepen-
dent reviews of their GST-related internal controls.10

In return, program participants will enjoy reduced
compliance requirements, faster GST refunds and
waivers of penalties (for non-fraud GST errors that
are voluntarily disclosed).

Australia’s program started as a three-year project
aimed at helping taxpayers improve the integrity of
their business systems on a case-by-case basis.11 ‘‘The
workshops and initiatives that the Australian Tax
Office (ATO) undertook over the three-year period are
thought to have yielded around 1 billion Australian
dollars in additional revenues by improving systems
and controls related to tax and transaction data
within major taxpayers,’’12 said Dermot Gaffney,
KPMG in Australia. ‘‘This isn’t about increasing tax
revenues by changing the tax base or increasing rates;
it’s about improving compliance through improved
data management which, ultimately, leads to a closing
of the tax gap.’’

II. Data Collection and Cross-border Sharing of
Information

Encouraged, in part, by the continuing discussions at
the OECD and G-20 regarding BEPS, tax authorities
around the world are now starting to explore how they
might better collect, verify, and share data in order to
improve the application of indirect tax policy and ad-
ministration.13

Indeed, one of the key actions outlined in the BEPS
Action Plan is to establish methodologies to collect
and analyze data on BEPS and the actions to address
it.14 According to Arthur Kerrigan of KPMG in Ireland
and former sector chief at the European Commission,
there is now general acceptance at trans-national level
that indirect taxes require a globally coordinated re-
sponse.

‘‘Essentially, the BEPS Action Plan suggests that the
only long-term solution here is to look at a very devel-
oped system of information exchange between tax ad-
ministrators on a global basis,’’ notes the former tax
policy administrator and current KPMG indirect tax

policy specialist. ‘‘The fact that large-scale exchange of
information is being talked about at the G-20 level
gives incredible momentum to the adoption of data
and analytics practices within national tax authori-
ties.’’

To get there, however, tax authorities will need to
gain greater control over the collection, management
and governance of their tax data. Not surprisingly, a
number of tax authorities are increasingly requiring
taxpayers to electronically file (‘‘e-file’’) their returns
and reports15 and, in doing so, are able to access a
richer source of data in shorter timeframes than
would have been possible using traditional (often
manual) processes.

E-invoicing has also become common practice
among tax authorities seeking to gain greater control
over the transparency of indirect tax collections, re-
porting and payments, particularly with regards to the
integrity of the content, authenticity of the origin and
the overall legibility of indirect tax invoices.16

For some tax authorities, the movement towards
e-filing and e-invoicing has unlocked new opportuni-
ties to create greater alignment between indirect tax
rates, administration, and policy across various juris-
dictions. In Brazil, for example, where companies
often cite complex tax regulation as a key barrier to
doing business, the implementation of a regulated
state e-invoicing system (‘‘NF-e’’) has helped to signifi-
cantly improve coordination across the various state
authorities.17

‘‘The ability to reliably move information between
states has enabled the various tax authorities in Brazil
to work together to find a more sustainable balance in
terms of local policies and tax incentives,’’ noted
Murillo Mello, Partner with KPMG in Brazil. ‘‘I be-
lieve that the introduction of e-invoicing and elec-
tronic data capture marked a turning-point for
Brazil’s indirect tax system.’’

China’s ‘‘Golden Tax System’’ is based on a similar
approach whereby tax invoices are generated on dedi-
cated machines that essentially collect data in real-
time for the purpose of reconciling payment
obligations.18 According to Lachlan Wolfers, a partner
with KPMG in China, the system provides China’s tax
authorities with unprecedented control and access to
data.

‘‘While the regulatory burden may be somewhat
onerous in comparison to other jurisdictions, the real-
ity is that China’s Golden Tax System may be the
world’s greatest and largest tax data collection
system,’’ he noted. ‘‘It will not be long before the au-
thorities start harnessing the power of that data to im-
prove tax policy formulation and administration.’’

III. Improving Efficiency of Tax Collection

Much like many of the taxpayers with whom they
work, indirect tax authorities are also increasingly
recognizing the potential efficiency and operational
benefits that enhanced data management could bring
to the administration of indirect tax.19

As the first article of this series noted, tax authori-
ties are coming under increasing pressure to expand
the nature, extent and pace of their data analysis.20

Yet, with little to no additional budget allowances
forthcoming, many tax authorities are now having to
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find ways to ‘‘do more with less’’ while simultaneously
preserving (or enhancing) service quality and revenue
returns.

Clearly, automation and technology enablement
will play a key role. Indeed, many of today’s tax audi-
tors are increasingly leveraging new technologies that
can quickly parse through millions of records to accu-
rately identify issues, thereby reducing the resources
and time required to conduct an audit.21 Similarly, the
ability to conduct targeted sampling of taxpayer data
or to create more accurate controls for identifying and
escalating potential inconsistencies, irregularities or
challenges has allowed tax authorities to increase
their productivity and focus their efforts on ‘‘higher
risk’’ areas and taxpayers.22

At the same time, the author has noted a general
trend towards tax authorities shifting more of the
‘‘heavy lifting’’’ of data collection, verification and re-
porting onto the taxpayers themselves. Singapore and
Australia’s initiatives to improve taxpayer systems and
controls, for example, essentially require taxpayers
(and particularly their CEOs) to not only guarantee a
level of assurance that their data is being properly
controlled, but also to voluntarily alert the tax au-
thorities if errors occur.23

A similar system of ‘‘horizontal monitoring’’ of
agreements in the Netherlands requires taxpayers to
conduct and report the findings of statistical sampling
on their controls in return for reduced audit and com-
pliance requirements.24 ‘‘Instead of spending time
conducting their own investigation with an army of
auditors, tax authorities are increasingly starting to
expect taxpayers to routinely assess their controls and
come forward to the authorities should any errors
have been made,’’ noted Leo van Loo with KPMG in
the Netherlands. ‘‘Obviously, this allows the tax au-
thorities tremendous opportunities to improve their
own internal efficiency.’’

IV. A New World Emerges

The big question for corporate executives and tax
leaders, however, is how all of this data-driven change
to tax policy and administration will impact their or-
ganizations going forward. To find out, seven KPMG
member firms’ country leaders around the world were
asked to share their insights from their experience in
the market.

A. United States

Most local and state tax authorities already demon-
strate fairly sophisticated data and analytics capabili-
ties and have become equally adept at leveraging their
data to drive improved audit capabilities and en-
hanced operational efficiency. But with tax authorities
requiring increasing levels of transparency and data,
organizations operating within the U.S. will quickly
need to improve both the automation and the gover-
nance of their tax data. Particular focus will need to be
placed on automating areas that are currently heavily
reliant on manual data processes such as the calcula-
tion and reporting of purchase taxes.

B. China

In some respects, the use of Big Data by the tax au-
thorities in China is a story of contrast. On the one
hand, the tax authorities do not ordinarily use data
analytics as part of their day-to-day auditing and in-
vestigation techniques. On the other hand, the so-
called ‘‘Golden Tax System’’ is itself one of the most
sophisticated data reporting tools used by tax authori-
ties around the world. However, given that the system
is essentially ‘‘standalone,’’ organizations operating in
China will want to invest in developing the right sys-
tems and processes to appropriately reconcile be-
tween the data in the government system and that in
their own ERP platforms.

C. Netherlands

Dutch tax authorities have always been open to new
approaches and quick to adopt automation. So it is
not surprising that the Netherlands has also been
quick to incorporate data and analytics practices into
their tax policy and administration. As a result, it has
become more critical than ever for organizations op-
erating in the Netherlands to be able to demonstrate
that their tax framework and controls are robust, rig-
orous and reliable. Those who can demonstrate con-
trol will enjoy a ‘‘light touch’’ from tax authorities
while those who cannot will likely draw increased
scrutiny and reporting requirements in the future.

D. Brazil

The introduction and wide-spread adoption of e-filing
and e-invoicing within Brazil’s various indirect tax
areas has increased the pressure for organizations to
improve their IT systems and data controls in order to
avoid any type of tax exposure or unexpected liabili-
ties. But this isn’t just about ensuring compliance and
reducing risk. Many of the more sophisticated tax de-
partments within organizations operating in Brazil
are now starting to use the massive amount of data
they share with tax authorities to improve their busi-
ness strategy by developing executive dashboards, im-
proving decision-making and conducting scenario
planning.

E. United Kingdom

While the U.K. now accepts e-filing for income tax and
has been conducting electronic audits on indirect tax
compliance for more than a decade, recent focus for
data and analytics investments within HMRC have
tended to go towards improved fraud detection and
risk management systems in an effort to close the tax
gap. However, the reality is that—as technology costs
start to fall and taxpayers become more
sophisticated—we expect HMRC and Treasury to
quickly ramp up their data and analytics capabilities.
U.K. indirect taxpayers would be wise to improve
their data controls and capabilities in preparation for
heightened scrutiny; from tax authorities, stakehold-
ers and the general public.

F. Australia

Given the structure of the country’s indirect tax poli-
cies, it is perhaps not surprising that Australia boasts
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a long track-record of leveraging data and analytics to
improve, coordinate, and plan indirect tax policy.
However, rather than investing in new analytics sys-
tems and processes themselves, the recent emphasis
of tax authorities in Australia has been to encourage
corporations to buy, implement and independently
assess robust controls and systems to manage tax re-
porting and compliance. The appointment of the
ATO’s first-ever external commissioner (Chris Jordan)
suggests that the tax authorities intend to improve
and expand this relationship further in the future.

G. Singapore

Singapore’s investment into technology, systems, and
controls is starting to pay off. Indeed, by some esti-
mates, VAT collections rose by more than 5% between
FY 2012/13 and FY 2013/14.25 Much of this improve-
ment can be attributed to the improved use of technol-
ogy. But while the Singapore tax authority has
certainly set a high bar for compliance, the reality is
that the cost of compliance need not be as high as
there are a number of cost-effective solutions.

V. Conclusion

The age of data and analytics has already started to
fundamentally transform the way that indirect tax
policy and administration are planned and executed.
Looking ahead, new advances and applications for
data and analytics, combined with increased demand
for cross-border information sharing, are expected to
drive further—and more significant—change within
indirect tax systems around the world. As the pace of
change is so rapid, the challenge for global businesses
is to be ready for this new world.

The next article in this series will look at how com-
panies are using data and analytics to respond to the
increased demand for data and how some organiza-
tions are transforming their compliance function to
create a competitive advantage in their markets.
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