
Procurement and 

INDIRECT  
TAXES 101: 
A primer to promote  

smoother transformation

The future of procurement has never looked brighter. 
Armed with digital procurement platforms, agile 
operating approaches, advanced analytics, and other 
cutting-edge tools, “leading procurement organizations 
… are moving into the future with a focus on innovation, 
supplier and customer relationships, and a decentralized 
operating model to support the business.”1 

Yet, clouds lurk on the horizon even if many procurement 
professionals may not spot them: indirect tax risks lie in 
wait throughout most procure-to-pay (P2P) processes.

While these risks are straightforward to mitigate, they 
often remain overlooked due to procurement’s perfectly 
understandable inexperience with tax matters. 

Procurement is not alone on that count, nor should they 
be. Calculating taxes on purchasing transactions and 
complying with relevant tax rules and rates (potentially 
hundreds of thousands globally) is the tax group’s job. 
Yet, for procurement teams to thrive in their increasingly 
transformative jobs, they should be aware of indirect tax 
risks. That requires getting a feel for:

• What indirect tax is

• Why business-to-business (B2B) taxes  
are more complex than B2C indirect taxes

• The handful of crucial P2P touch points  
that involve tax

• Key indirect tax risks to monitor and manage

Defining “indirect taxes”  
in procurement
The description “indirect” refers to taxes that can  
be passed on to a buyer or purchasing organization.  
An indirect tax is collected by one transaction partner 
in the supply chain (usually, but not always, the seller), 
remitted to the tax authority (i.e., the government) and 
then passed on to the consumer as part of the transaction 
price. Indirect taxes include sales tax, consumer use taxes, 
value-added taxes (VAT) (used in the EU and other global 
regions), and other goods and services taxes (GST).  
To complicate matters, more specific categories of 

indirect taxes — such as service tax, digital tax, digital 
services tax, entertainment tax, and more — are also 
commonly used. 

By contrast, “direct taxes” refer to the taxes that an 
individual or entity pays directly to the government;  
these include property tax as well as personal and 
corporate income tax, among types.

B2B far more complex than B2C
Accurate tax calculations are crucial from an accounting 
perspective, but that accuracy is difficult to achieve on 
purchasing transactions. Distinct types of indirect taxes 

1. Future of Procurement, KPMG © 2021: https://assets.kpmg/content/dam/kpmg/xx/pdf/2021/05/
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have different accounting treatments, depending on 
where the transaction took place, where the goods were 
shipped and/or which tax jurisdiction’s rules apply. In 
the U.S., sales tax is considered an expense. Outside of 
the U.S., some indirect taxes are considered an expense, 
others are not. 

The number of new taxing cities and new district taxes 
that materialized in the U.S. last year hit a 10-year 
high — and that pace has continued in 2021.2 The EU is 
progressing with the largest overhaul of its VAT rules, 
designed to keep pace with the widespread use of 
e-commerce, in more than two decades. In recent years, 
VAT taxing jurisdictions around the world also have put 
forth new e-invoicing, self-billing, and real-time  

reporting requirements. 

Five tax-procurement  
touch points
Besides understanding the complex nature of indirect 
taxes on purchasing transactions, procurement teams 
should focus on the following points where procurement 
activities and tax management needs intersect:

1. Master data setup and vendor setup:  
The objectives of this touch point are to ensure  
the accuracy of vendor address, ship-to addresses, 
and more. Commodity codes also need to be 
sufficiently detailed, or granular, for tax purposes.

2. Requisition and purchase order:  
Procurement system users must clearly identify 
correct delivery locations (i.e., the ship-to address)  
and select appropriate commodity codes when  
making a purchase. 

3. Goods receipt: It is important to keep in mind  
that a goods receipt may include indirect taxes.

4. Invoice verification: At this touch point,  
taxes charged by vendors should be validated;  
tax tolerances and thresholds should also  
be established.

5. Invoice posting: Once the invoice clears  
validation and is approved for payment, that  
data (including the vendor-charged taxes along  
with any self-assessed tax accruals) must be  
conveyed to the general ledger in an enterprise 
resource planning (ERP) system. 

Three risks to monitor and manage
When monitoring tax-procurement touch points, 
procurement groups should track common risks that can  
ultimately lead to visits from government tax auditors:

• A lack of tax knowledge: Tax compliance 
determinations are often disregarded until much 
later in the procure-to-pay lifecycle, usually at the 
invoicing and payments stage. This is a problem 
because accounts payable (AP) teams rarely, if ever, 
have the breadth and depth of tax expertise required 
to apply the correct tax codes. 

• Overpayments and underpayments:  
The misalignment of procurement and  
tax-compliance practices can produce recurring  
errors that result in a company underpaying  
and/or overpaying taxes. Overpayments of sales  
tax or VAT eventually must be recouped through 
time-consuming, manually intensive detective work. 
The underpayment of taxes generates heightened 
audit exposure and can trigger substantial fines  
while damaging valuable supplier relationships.

• Technological gaps: Cutting-edge procurement 
platforms deliver major advantages in the form of 
cost-savings, larger volumes of spending data, and 
better sourcing decisions as well as speedier and 
smoother purchasing experiences. However, those 
benefits can be limited when the tax calculations 
on purchases are not performed in an automated 
and accurate manner. Since procurement platforms 
typically do not have the depth of tax data 
management functionality required to navigate  
a complex tax-compliance environment, those  
tools should be integrated with advanced tax 
automation solutions.

Indirect taxes on purchasing transactions are complex. 
Procurement teams can tame that complexity by gaining 
a basic understanding, knowing which touch points to 
monitor, and zeroing in on common pitfalls. That work will 
ensure that unforeseen tax compliance problems do not 
rain on procurement’s bright future.

2. Vertex 2021 Mid-Year Sales Tax Rates and Rules Report: https://www.vertexinc.com/sites/default/
files/2021-07/2021-Tax-Rate-Report-7.19.pdf
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