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Hungry tech giants creating huge opportunities for
smaller AI companies

When it comes to making rapid advances in AI technologies, buying up small,
specialist tech companies is an increasingly attractive proposition.
AI is on everyone’s lips at the moment and those who succeed in utilising it to develop new products
and platforms can find themselves in a market leading position.
So, it is not surprising that large technology and consulting companies are looking to acquire smaller
companies that are leading promising AI developments.
Smaller development companies often have a significant advantage over their larger counterparts
when it comes to developing AI.
With no set view on how the world works, the need to continually innovate and experiment to succeed
provides a competitive advantage that larger companies often find hard to replicate.
Larger companies need to acquire skills in AI. The potential to leverage acquired technology across
their existing clients and markets offers huge rewards.
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This makes the acquisition of start-ups and specialist AI developers an imperative for larger
companies to maintain their market position.
High demand

Globally, over the last three years there have been 232 acquisitions of companies with an AI aspect to
their business. Although there were a number of significant transactions valued at more than US$1
billion, the majority of these transactions, some 90%, were for less than US$100 million.
The most active acquirers were large technology and consulting companies – Microsoft and Accenture
in particular were noticeably active.
Staggeringly, those companies that were listed prior to acquisition were acquired at a 125% premium
reflecting the high demand for, and therefore value placed on, promising AI developments.
Making AI accessible

Microsoft has made three acquisitions of AI companies in the last year. Firstly, it bought Semantic
Machines, a conversation engine that allows modelling of text and speech.
Then Bonsai AI, which provides AI for enterprises offering interactive spoken interfaces for cars and
educational games for tablets. The aim of this acquisition is to reduce barriers to AI development.
That aim was further enhanced with the acquisition of Lobe Artificial Intelligence, which has developed
a platform that allows non-engineers and experts to develop and apply AI models without writing
code, enabling non-experts to develop AI.
Kevin Scott, Microsoft’s executive vice president and chief technology officer, noted that AI
development is a slow and complex process, its full potential is only beginning to be explored and
many people are at a disadvantage when it comes to accessing AI. Therefore, Microsoft’s acquisitions
aim to give access to AI development to more people.
Larger companies buying talent is nothing new. But those companies that are able to develop a niche
in AI and, in particular, create a platform that can be leveraged by larger companies will continue to find
themselves in demand and attract a premium valuation in the market.
For more information, contact:
Brent Goldman
Nexia Australia
T: +61 2 9251 4600
E: bgoldman@nexiasydney.com.au
W: www.nexia.com.au
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Evolving role for AI in transfer pricing management

This year’s Nexia International Tax Conference revealed some interesting insights
into the role technology will play in transfer pricing work in the future.
In a globalised economy small to medium enterprises (SMEs) with an overseas presence and large
multinationals with complex supply chain, need an increasingly sophisticated approach to tracking and
mapping their intercompany flows.
This approach also applies to carrying out related economic and financial analyses to manage transfer
pricing arrangements. Indeed, easy access to reliable transfer pricing data will become more and more
important in the future.
The ongoing evolution of process automation is likely to have a major impact on the way that transfer
pricing is managed in terms of carrying out benchmarking analyses, master file and local file
preparation and country by country reporting.
Specialist software, like multifunction enterprise resource planning systems, is now available
specifically for transfer pricing work.
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This should allow transfer pricing specialists to shift the focus of their work from compliance to more
strategic, value adding activities.
The databases available for benchmarking analysis can nowadays integrate wider data feeds than in
the past and more sophisticated tools can be used to make the most time-consuming processes
highly automated.
Whether it’s benchmarking software or sector information databases, automated tools that can
generate drafts of master files and local files, or project management systems designed to streamline
and monitor transfer pricing workflows, the management of transfer pricing is changing very rapidly.
These developments are particularly significant in a post-BEPS world in which companies need to take
a broader perspective on their overall supply chains in relation to transfer pricing, rather than focusing
purely on the technicalities.
This is a complex subject where transfer pricing, business rationales and organisational models, flow
restructuring, asset valuation, financing plans and multilateral tax impacts, all converge.
The ability to manage resources efficiently and bring together process automation tools with
specialist value chain expertise will be key to managing transfer pricing in the future.
For more information, contact
Gian Luca Nieddu
Hager & Partners, Italy
T: 39 027780711
E: gianluca.nieddu@hager-partners.it
W: www.hager-partners.it
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Learning the positive lessons of AI adoption

Harnessing new technologies such as artificial intelligence (AI) and robotic process
automation (RPA) to make business processes more efficient and resilient is
unavoidable in times of disruption.
This is increasingly impacting the accounting world. AI and RPA aren’t just about replacing paperbased processes with digital ones, but more about streamlining internal processes to make them
more efficient, transparent and consistent in a way that mirrors human actions but is less fallible.
But while RPA is good at following rules and performing repetitive tasks through deep machine
learning, there is still clearly a requirement for human analytical skills to deliver value adding
accounting services.
In fact, accountancy professionals are increasingly required to combine creative problem-solving with
cognitive skills and assisted intelligence.
Accounting firms are now looking to use technology platforms to enhance their services by
redesignating manpower resources to perform more strategic tasks requiring judgment and analytical
skills.
With conventional tasks such as preparation of financial statements, account reconciliations, filing and
proofreading documents no longer part of the job expectations of Generation Z and Millennials, these
activities are now widely undertaken using smart business automation.
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Patterns and trends

AI, with deep machine learning capabilities is, for example, able to identify patterns and trends that can
be used to monitor regulatory compliance on an ongoing basis, rather than having to conduct a yearend audit.
This has led to a growing trend of collaboration between smaller firms and fintech start-ups to
introduce these new technologies into their practices.
Another area where AI is being increasingly adopted is the use of imaging technology to review and
compare different drafts of contracts and reports, particularly in the consolidation and preparation of
financial statements and in tax computations.
Paradigm shift

The huge paradigm shift being caused by these powerful new technologies in the accounting world,
perhaps provides some useful lessons for service businesses in a range of other sectors in the way
that they meet the challenges, which cannot be underestimated.
Many Small Medium Enterprises (SMEs) lack the skilled resources and technical expertise to cope with
technological change. The challenges of maintaining a suitable talent pool, as well as resistance from
internal stakeholders, can also act as key deterrents to AI and RPA.
It is therefore vital for all businesses to set and clearly communicate the strategic direction of the
organisation, including its approach to AI and RPA, to address the concerns of staff.
If this is done well, it can go a long way to overcoming any negativity towards technology and instead
create a positive outlook that can propel the organisation towards unprecedented levels of business
efficiency and growth.
For more information, contact

Lee Tze Shiong
Nexia TS Public Accounting Corporation, Singapore
T: +65 6597 5804
E: leetzeshiong@nexiats.com.sg
W: www.nexiats.com.sg
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Getting the tech balancing act right in professional
services

New technology may be seen as a time saving solution to free up people’s time in
professional services – but also raises plenty of questions
New technology may be seen as a time saving solution to free up people’s time in professional
services – but also raises plenty of questions.
Professional services firms are increasingly contemplating the use of Artificial Intelligence (AI),
machine learning and robotic process automation (RPA) solutions in their everyday work. The benefits
and opportunities across the professions are huge.
A look at the use of technology in the legal profession, for example, provides some useful insights.
Some types of AI application, such as due diligence software, predictive technologies that forecast
litigation outcome, or analytics software enabling lawyers to use data points from past case law to
identify trends and patterns, can improve productivity and performance immeasurably.
Document automation and electronic billing are also playing an increasingly important role in
professional services, by freeing up fee earners from time consuming, low value activities.
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Key concerns

But what about the concerns? Are AI systems going to replace professionals? The use of AI in the legal
profession has already diminished the role of paralegals and researchers. It has also led to calls for
lower legal fees where firms use AI instead of human resources.
And what about the interaction between professional advisers and these AI systems. At what point
does subjective judgement need to be made by human beings based on the data these systems
produce?
It’s worth remembering that all AI applications are developed and based on historical data or on the
experience and judgements of the people building and using them.
But historical data may have a particular bias and systems can be manipulated. By basing the design of
AI systems on this type of data an AI system could perpetuate such biases. How can this be
prevented? Is it possible to impose an ethical framework for these machines which enables them to
remove bias and/or manipulation?
Another important concern relates to professional accountability for AI. Who is going to incur liability if
something goes wrong with an AI system? Is it the responsibility of the software vendor, the user or
both? And what if a client accesses an AI service directly?
All of this raises the question of whether a professional quality standard for the use of AI in legal and
other professional services is required to address these issues?
Despite all of the potential benefits AI can undoubtedly bring, for the time being, there are many
unanswered questions about how professionals should use and control it.
For more information, please contact:
Dr. Beatrice Onica-Jarka
Cunescu, Balaciu & Asociatii, Nexia Romania
T : +65 6534 5700 (ext 820)
E: beatrice.onicajarka@cunescu.ro
W: www.cunescu.ro
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How emerging technology is changing the role of the
accountant

Accountants are embracing new AI and robotics technologies to take away low value,
repetitive tasks.
In the past many junior auditors dreaded trawling through endless stacks of paper to locate a randomly
selected invoice before diving back in to find the next one.
The process was time consuming, fatiguing and generally a poor use of a professional qualification.
Now, accountants can use software robots to automatically find and scan electronic invoices, extract
the key data requirements and compare them to a client's records.
Auditors still understand the processes and data, but now have far more time to focus on interpreting
the results, understanding the anomalies, identifying fraud and making sense of the information.
Game changer

The last five years has seen an explosion in automating this type of work in the accounting world.
Businesses are quickly adopting robotic process automation (RPA) and cloud accounting solutions to
automate data entry, matching, reconciliations and repetitive decision processes.
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More advanced machine learning technologies can read and interpret contracts, smart assistants can
scan tax returns for missing deductions, and bots can identify companies that may be impacted by
changes in tax laws.
Auditors are increasingly embracing solutions to automate continuous testing throughout the year,
focusing on anomalies and fraud indicators rather than random samples.
Informed decisions

The winners in this latest technology revolution will be those who act now. Embracing the technology
to automate the mundane is freeing up advisers to apply their expertise to understanding, interpreting
and applying the data to assist their clients’ business decisions.
It is this human-factor that makes the difference to client companies. The technologies are very
effective and efficient at identifying patterns and correlations, yet limited in understanding why the
patterns exist, how to use the data and if the data is reliable in the first place.
So, accountants are expanding their toolkits to understand processes, data sources, basic
programming and how these new technologies work. The young accountants now entering the
profession are looking to work with businesses that not only talk about these technologies but have
implemented them.
The future accountant will not be processing transactions and compiling reports, but they will still
need to understand these processes to accurately interpret and apply the output.
While we are still a long way from the image of artificial intelligence (AI) promised by Hollywood, the
technology offers a very exciting opportunity for accountants and their clients – if they seize it.
For more information, contact:
Lester Wills
Nexia Sydney, Australia
T: +61 2 9251 4600
E: iwills@nexiasydney.com.au
W: www.nexia.com.au
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Preparation is key for smooth cross-border
transactions with China

Foreign companies are increasingly finding a market for their services in the
economic powerhouse of China, but care is required to avoid being inadvertently
caught in a tax trap.
Foreign companies are increasingly finding a market for their services in the economic powerhouse of
China, but care is required to avoid being inadvertently caught in a tax trap.
China currently has Double Taxation Avoidance Treaties (DTATs) with more than 100 other countries,
which is good news for firms that want to do business there.
In theory, companies in countries that have a DTAT with China can conduct cross-border service
transactions in China without having their business profits taxed.
However, to benefit from this, the foreign company – known as a non-resident service provider (NRSP)
– must not create a permanent establishment in China. While there are some differences from treaty to
treaty, a permanent establishment is created if the NRSP’s employees or dedicated agents carry out
activities for six months or longer within any 12-month period.
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No automatic treaty benefits

Armed only with the limited definitions contained in treaties, NRSPs doing business in China are often
surprised when Chinese corporate income taxes are withheld by the recipients upon payment.
China’s tax rules mandate that DTAT benefits do not automatically apply. Whether submitted by the
service recipient or a representative of the NRSP, an application for DTAT benefits, including evidence
that no permanent establishment has been created, must be submitted to, and approved by, the tax
authorities at the recipient’s location.
So, given that official interpretations of what constitutes a permanent establishment are not included
in the DTATs themselves, how are such unwelcome surprises best avoided?
Savvy NRSPs need to include service contract clauses requiring the recipient to submit applications on
the NRSP’s behalf.
Important considerations

An NRSP may avoid permanent establishment status both by controlling the time its employees spend
in China and by understanding how the recipient’s local tax bureau calculates that time.
For example, in one location a tax official may count a single day of employee presence as a full month,
while in another location, only the exact number of days might be counted.
Other issues to consider include the nature of the services, how the services are described in a contract,
whether employees are subject to personal taxation, and whether back-to-back or related service
contracts may be in place.
Planning ahead

No matter whether an NRSP provides services in China for a day or an extended period, the transaction
requires planning before the service contract is executed.
An early draft of the contract should be properly reviewed for potential red flags and discussed with the
relevant tax bureau.
While the service recipient in China may be able to help with this, experience indicates that such
assistance is often not reliable.
Engaging a knowledgeable professional will ensure the highest probability of a positive outcome – with
no surprises.
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For more information, contact
Flora Luo/Scott Heidecke
Nexia TS Shanghai, China
T : +86 21 6047 8716
E: floraluo@nexiats.com.cn/scott@nexiats.com.cn
W: www.nexiats.com.cn
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Why small companies are disadvantaged in the
developing world

Some of the challenges typically faced by start-ups and micro-businesses operating
in developing countries and emerging economies have recently been highlighted in a
report commissioned by the Small Enterprise Development Agency (SEDA).
Banks and other lenders are often resistant to lending to start-ups in developing economies because
they are perceived as a risky investment. Emerging economies are more likely to be high-risk
environments, so it makes sense for lenders to be cautious.
Small business owners often also lack the financial and management knowledge to demonstrate their
potential value using traditional business methods. Many first-time entrepreneurs have never pitched
their business idea to funders, conducted market research or produced a business plan.
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Limited research and development

Running a small business in a developing country is often just another way to subsist, and they’re
seldom born out of innovation or entrepreneurial spirit, tending to replicate existing models such as
the mobile airtime kiosk, the informal convenience shop or a taxi operation.
These businesses are often started by individuals who cannot find gainful employment, as opposed to
innovators driven by finding new solutions to existing challenges. Given the fact that they are typically
not disruptors, the value to these businesses of investing in R&D is often not apparent.
Poor infrastructure

Having reliable access to electricity, water, communication services, roads and affordable, safe public
transport is hardly a given in many developing countries and is entirely dependent on location.
Many small business owners don’t have access to adequate utilities and therefore struggle to produce
goods, deliver services or communicate with potential clients and business partners.
South Africa, for example, is the 25th largest country by area and travel distances between suppliers
and target markets can be extreme. A lack of affordable, reliable transport options hampers the ability
of SMEs to meet clients and business partners.
Insufficient infrastructure also often extends to business services such as accounting and legal
services, which is also not always readily available to developing world entrepreneurs.
Skills and labour shortages

Onerous labour laws designed to benefit workers can make it difficult for SMEs to offer employment
contracts that protect the business if it’s going through a difficult period and unable to pay workers.
Additionally, skilled workers, especially in finance, accounting and sales are scarce. Generally speaking,
well educated workers prefer to work for larger, more established companies offering a recognisable
career path and security, whereas SMEs last less than 3.5 years on average.
Disconnected

The small number, size and remote locations of new entrepreneurial business in developing countries
also tends to prevent them from forming collectives to enhance their bargaining power.
Consequently, they find it difficult to lobby government institutions or access mentorship, funding,
more prosperous markets and other benefits that connecting with politicians and industry leaders can
bring about.
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Potential solutions

It’s however not all doom and gloom for small businesses, as there are a number of resources and
options available to them to address these challenges.
An ever increasing number of individuals livelihoods are dependent on SMEs, forcing governments to
create enterprise propeller and incubation programmes to assist them. Small business owners need to
keep themselves abreast of programmes and grants offered by Governments that may lift their
businesses to the next level.
Adopting accessible and affordable technology enables businesses in remote locations to provide a
competitive service offering, and it’s possible to offer goods and services to viable markets globally via
the internet, when local markets cannot sustain and grow small businesses.
Outsourcing non-core services like accounting, payroll and taxation management is now possible for
SMEs in remote areas, thanks to OCR technologies coupled with online and artificial intelligence-aided
accounting software.
And finally, SMEs also need to pay special attention to potential additional costs, address problems
when they arise and fix broken processes in-house before handing over to a third party.
You can read the SEDA report, which focuses on South Africa, here.
For more information, contact:
Jana Marais
Nexia SAB&T, South Africa
T :+27 12 682 8800
E: jana@nexia-sabt.co.za
W: www.nexia-sabt.co.za
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Canada changes cannabis licensing process

New rule changes designed to reduce the huge volume of licensing applications face
criticism for supposedly disadvantaging small producers.
The full legalisation of cannabis in Canada in 2018 opened the door for an already growing industry to
gain further momentum.
But the country’s smaller cannabis producers have faced challenges as the government continues to
evolve the licensing process.
Health Canada has stated its intention is to encourage both large and small cannabis businesses, but
many are criticising the latest changes to the licensing process for allegedly giving larger players an
unfair advantage.
Licensing overload

Before the legalisation of recreational cannabis, the Access to Cannabis for Medical Purposes
Regulations (ACMPR) was introduced to act as a framework for commercial production and
distribution.
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Producers have to be licensed under the ACMPR to obtain a license, and every application has to be
submitted to the Cannabis Tracking and Licensing System (CTLS).
Changes

However, as Canada approached legalisation the government was inundated with license applications,
producing a lengthy backlog. In response, Health Canada has introduced changes to the process to
slow the number of applications.
Previously, businesses seeking a license to cultivate cannabis, process cannabis or sell cannabis for
medical purposes needed only to secure a site prior to submitting an application, but now they need to
have a fully built site before they apply. Once the applicant has built a site that meets the regulatory
requirements, Health Canada completes an in-depth review of the application, in priority order based
on the original application date.
It is still unclear how these licensing changes will affect existing cannabis applicants and what the
process will look like moving forward, if they do not yet have a fully built site.
Micro-cultivators disadvantaged

While larger players backed by corporate interest might easily raise the capital to build a facility,
smaller growers and processors are likely to face financing impediments.
Given that building a facility does not in itself guarantee a license, completing a site prior application is
high risk. Many believe these new regulations are creating an uneven playing field in the Canadian
cannabis industry, where large conglomerates are favoured at the expense of smaller companies.
Organisations representing Canada’s small growers and processors have been vocal in their
opposition to the new regulations and have released a statement calling for a “total policy reset”. 1
It remains to be seen whether these new licensing requirements will be successful in speeding up the
length of time it takes to be granted a license.
For more information, contact:
Larry Zeifman
Zeifmans LLP, Canada
T: +1 416 256 4000 (ext 239)
E: lwz@zeifmans.ca
W: www.zeifmans.ca

1

Nelson Star (newspaper): « Cannabis promoters call for ‘reset’ of federal pot rules »
www.nelsonstar.com/news/cannabis-promoters-call-for-reset-of-federal-pot-rules
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New EU legislation blacklists tax havens

The drive to put a stop to unfair tax competition has led to some important legal
changes in Europe.
Sustained international pressure to ensure that businesses pay a ‘fair’ amount of tax in each of the
jurisdictions in which they operate, has led to the EU taking action.
It is screening 92 jurisdictions against internationally recognised good governance criteria, to
determine which to include on the EU blacklist of non-cooperative tax jurisdictions.
The EU blacklist2 is used for applying sanctions to jurisdictions seen to be promoting unfair tax
competition; in other words, ‘tax havens’.
This has led to new legislation to ensure companies and certain other entities incorporated in such ‘tax
havens’ have sufficient ‘substance’, either in the jurisdiction where they are incorporated, or another
jurisdiction where they are tax resident. This is to discourage the use of ‘brass plate’ companies and
nominee directors, which are seen to represent unfair tax practices.

2

Blacklist details can be found on www.europa.eu
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The new legislation only applies to entities incorporated or registered in a relevant tax haven location
which carry on a ‘relevant activity’. These include: banking, insurance, shipping, fund management,
financing and leasing, headquarters, distribution and service centres, holding companies and
intellectual property.
The economic substance requirements broadly cover three areas:
•

The business must be directed and managed in the relevant jurisdiction. In other words,
adequate, frequent board meetings must be physically held in the jurisdiction involving
directors with the necessary knowledge and/or expertise to fulfil their obligations.

•

Core income generating activities must be carried out in the jurisdiction. For example, taking
relevant management decisions; incurring expenditure on behalf of group entities; and coordinating group activities.

•

In the relevant jurisdiction, there is a requirement for adequate levels of: physical assets
and/or premises; expenditure proportionate to the activities of the company; and qualified
employees to fulfil the company’s business needs.

What does this mean in practice?

Jurisdictions applying the new rules have stated that sanctions, generally in the form of financial
penalties or dissolution, will be applied to businesses that do not comply with the economic substance
requirements.
Businesses operating in such jurisdictions should consider whether they carry on a relevant activity
and, if so, review the entity’s substance requirements in line with the substance legislation in the
territory in question and address any gaps.
Companies are advised to revisit relevant corporate structures in the light of the economic substance
rules and evaluate how the business operates across jurisdictions.
An overall tax risk assessment is recommended, given the changing international taxation framework
and its potential impact on an international business in a number of areas.
Saffery Champness has prepared a detailed briefing on economic substance requirements in
Guernsey, which you can read here.
For more information, contact:
Saffery Champness LLP, UK
T: +44 (0)1733 306801
E: dawn.ross@saffery.com
W: www.saffery.com
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US to give clarity to international companies on
intangible income from overseas

The US Treasury has issued proposed regulations relating to foreign-derived
intangible income (FDII).
The FDII regime was introduced as part of a tax reform legislation which would act as an incentive for
corporations that are taxed separately from their owners, known as C corporations in the US.
The proposed reform enables a 37.5% tax deduction for a portion of income earned from certain
export or foreign source incomes. This will be reduced to 21.875% in 2026.
The implications

Here’s how the proposed regulations may impact on international companies.
To qualify for the Foreign-Derived Deduction-Eligible Income (FDDEI), any sales or service income
must meet certain requirements based on the nature of the products sold or the services provided.
Sales income only qualifies as FDDEI if the sale is made to a foreign person for a foreign use. There is
no requirement for a property, either tangible or intangible, that is sold to a foreign person to be
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manufactured or created in the US, to qualify. If it is manufactured in the US the property must have a
certain level of US content, for example, US components or labour.
Sales of intangible property (such as a patent, design, copyright, trademark or goodwill), as well as
royalties from licensing and gains from the sale or transfer of intangible property are all considered
‘foreign use’ when income is earned from them outside the US.
Determining how much income is attributable to non-US sources is based on a ‘reasonable method’
defined by the IRS for attributing use between US and non-US sources.
Income from services

The regulations also define four types of services where service income is considered to be derived
from a foreign use:
•

Proximate services – provided to a recipient outside the US, where the provider spends more
than 80% of its time in the physical presence of the recipient.

•

Property and transportation services – based on the location of the property rather than the
recipient.

•

General services, a catch-all term. For business recipients, these are FDDEI based on where
the operation is located and the location of any related party receiving a benefit.

Related party transactions

Where sales are made to a ‘foreign related party’1 (for example, a non-US person connected to the C
corporation through a chain of common ownership), that party must sell-on to an unrelated foreign
person by the taxpayer’s return filing date.
If the related party sale occurs within three years of the return filing date, an amended return can be
filed to recharacterise the income as FDDEI.
For more information contact:
Kyle Dawley
CLAConnect, USA
T: 1-612-215-1716
E: kyle.dawley@claconnect.com
W: www.claconnect.com
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If you have any queries or
require further guidance
please contact the Nexia
marketing team.

Nexia marketing team
Nexia International
71 Kingsway
London
WC2B 6ST
E: marketing@nexia.com
T: +44 (0)20 7436 1114
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