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The financial crisis is pressuring tax and finance teams in a range of ways,
with firms facing a minefield of issues to navigate their way through.

New constraints

•  By Dan Armstrong

 The squeeze of regulation is becoming 
harder to escape. This is not solely because 
the rules have become stricter. In fact, 

many European regulations proposed after the 
2008 market collapse have been put on hold  as 
policy-makers grapple with the Eurozone crisis. 
Yet the trend is clear: a new, tighter world of 
rules and policies is taking shape, which are 
putting new pressures on corporate finance and 
tax teams. 

As a result, companies are being forced to
add resources, invest in oversight and spend 
more time dealing with regulatory bodies. Not all 
of the following long-term trends apply to every 
country or industry, but collectively they highlight 
the new challenges and complexity that 
businesses face.

Governments need more revenue: the
aftermath of historic banking crises is usually 
associated with an explosion of government debt. 
This crisis is no different, with individual and 
corporate taxpayers ultimately picking up the tab.

There is more public awareness: tax avoidance 
has become a very high-profile public issue today. 
From demonstrations against rock band U2 to 
the global spread of the Occupy Wall Street 
demonstrations, public anger against the idea of 
tax avoidance has grown.

Firms are being made to disclose more  
information: global companies face rising 
pressure to increase disclosure, including every 
aspect of their financial activities, to a myriad 
of regulators around the world. 

Governments are embracing technology: 
data mining tools are increasingly being used 
to detect questionable tax claims, such as the 
United Kingdom’s Fraud and Error Assessment 
Tool (FEAST), announced in June 2011, which 
analyzes and identifies potentially suspicious  
tax credit applications.

There is more cross-border cooperation:
by late 2011, the OECD’s Global Forum on 
Transparency and Exchange of Information for 
Tax Purposes will have issued peer reviews on 
60 countries, including many offshore financial 
centers. These increase the exchange of tax 
information across borders, cutting down on 
secrecy. 

New incentives for whistleblowers: under 
proposed US rules, anyone can get paid for 
revealing compliance breaches, even third  
parties who have signed non-disclosure 
agreements. 

More distractions: in 2009, European 
regulators publicized the broad objectives of 
new rules for financial service providers. But the 
sovereign debt crisis has delayed the process, 
with little chance of a full overhaul until 2013, 
at the earliest. As a result, financial services firms 
face significant regulatory uncertainty. 

Rules with broader scope: the coming raft 
of new European derivatives regulations will 
affect end users who use derivatives to hedge, 
not just the intermediaries that structure 
and sell the products. Any entity with trading 
operations over a certain threshold will be 
subject to rules on trade repositories and 
clearing houses. 

Avoidance, not just evasion, is being targeted: 
the United Kingdom has begun to look into a 
“General Anti-Avoidance Principle” designed to 
fight transactions with tax avoidance as the main 
objective. It is one more sign of the willingness of 
governments to abandon past practices in order 
to capture more revenue.

For corporate tax and finance teams, finding  
a safe path through all these wide-ranging chal-
lenges is becoming more difficult. Resources are 
part of the answer. A bigger part is the ability to 
consider tradeoffs, weigh risks and make choices 
— while simultaneously preparing to respond to 
the unexpected.

Greater pressure on tax compliance
Multinational companies are coming under 
increasing pressure to disclose activities of their 
subsidiaries in every country where they operate, 
as part of wider pressure by governments to 
raise revenue. This has growing public support 

with protestors in particular arguing for greater 
taxes on banks. Combined with wider protests 
against government cutbacks, all this has served 
to raise the issue of tax avoidance in the public 
consciousness, making it a far more high profile 
issue. 

$1.375t
Estimated earnings that US companies
are holding in foreign subsidiaries,
on which they have not paid federal
income tax, according to JP Morgan Chase

Greater pressure on tax compliance
Multinational companies are coming under 
increasing pressure to disclose the activities of 
their subsidiaries in every country where  
they operate, as part of wider pressure by 
governments to raise revenue. This has growing 

public support with protestors in particular 
arguing for greater taxes on banks. Combined 
with wider protests against government 
cutbacks, all this has served to raise the issue of 
tax avoidance in the public consciousness, 
making it a far more high-profile issue. 
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Management    SME tax compliance 	 	  �

•  By Rodrigo Amaral

 Large firms aren’t the only ones with 
international aspirations. In developed 
economies in particular, small and midsize 

companies (SMEs) are also striving to compete 
globally in their quest for growth. According to 
the Federation of Small Businesses (FSB), for 
example, almost one-quarter of Britain’s SMEs 
trade with foreign markets. But in doing so, 
many are finding that while new markets offer 
many opportunities, they also expose these 
companies to a new set of compliance risks of 
which they are not familiar in dealing with. This 
is already the case within typical developed 
export markets, which already place greater 
demands on tax functions. But it’s particularly 
true within emerging markets, which have held a 
magnetic allure for firms of all sizes. Many of 
these countries have some of the world’s most 
complex tax systems. Compared with their bigger 
rivals, this is especially challenging for SMEs: 
they need to comply with all relevant rules, but 
with far fewer resources at their disposal.

Being fully compliant across operations in 
different countries is a challenging task for most 
companies, no matter their size. In Brazil, for 
example, companies famously spend an average 
of 2,600 hours a year to prepare, file and report 
their tax commitments. This provides an extreme 
example of tax complexity, but it is by no means 
the only one. Companies in economies such as 
China and India suffer from similar problems, 
while tax compliance is also demanding in 
countries such as Germany, France and the 
United States. Worldwide on average, a standard 
small or medium-sized business spends three 
working days a month complying with tax 
obligations, according to the World Bank in its 
latest Doing Business report. It notes that high 
compliance burdens mitigate investments and 
create incentives for entrepreneurs to work in 
the black economy. This is particularly true in 
developing economies, where large informal 
sectors contribute to the creation of an uneven 
playing field for SMEs. 

Tax compliance challenges begin on companies’ 
home turf. But even for those that have 
developed the internal skills and expertise to 
keep local tax authorities happy, going abroad 
means learning everything all over again, while 
grasping the necessary details as quickly as 
possible. “Most of the companies will be quite 
familiar with their home countries’ tax regimes 
and issues,” says Ken Mackenzie, a leader at 
Ernst & Young in London. “But when they move 
into other jurisdictions, technically there is a 
whole new set of procedures, processes, forms 
and timetables that they need to understand.” 

The need for expertise 
SMEs often realize that procedures and 
documentation processes that are proven 
winners at home may not be relevant in other 
jurisdictions. “If a company is not aware of the 
rules, it can trip over and quite innocently face 
some risks and problems,” notes Mackenzie. The 
FSB advises smaller firms to bring in expert 
advice in the form of accountants with 
knowledge of foreign trade. The extra costs 
involved pale in comparison with the potential 
costs of a tax inspection in a firm’s foreign 
operations. Depending on the size of the local 
operations, it may also be worth hiring a local 
with the relevant expertise, says the FSB. 

Whether internal or outsourced, there is a 
clear argument for having on board professionals 
with thorough knowledge of any new markets 
being targeted. At the very least, successfully 
dealing with officials depends to a great extent 
on speaking the same language and adapting to 
their ways of relating to taxpayers. “Cultural 
understanding is very important if you are 
dealing with local regulators and tax authorities,” 
says Fiona Barnett, a leader at Ernst & Young in 
London. “Usually, the accepted strategy involves 
dealing with the issue early in the process of 
setting up shop in a new market,” says 
Mackenzie. If not, the company risks discovering 
that any assumptions made in setting costs and 
prices have been understated. The taxes that 
SMEs might pay in different markets varies to a 

significant extent, ranging from profit-based and 
turnover taxes to payroll taxes, as well as indirect 
taxes like VAT. Meeting compliance and reporting 
obligations for all of these can represent a 
significant burden. “Given how global and 
connected we are, and the way businesses are 
often set up, they can find that they have just 
created tax liabilities without even realizing that 
they are doing it,” Mackenzie says. “It could 
mean that the company is actually losing rather 
than making money with their foreign operation.”

Competitive impact
According to the Organisation for Economic 
Co-operation and Development (OECD), the need 
to comply with complex tax rules can constitute a 
significant competitive disadvantage for SMEs in 
certain markets. Although they spend much less 
money on compliance than their larger rivals, 
their costs as a ratio of total revenue can be 
much higher. The International Finance 
Corporation (IFC) notes for instance that 
micro-companies in the Ukraine need to comply 
with profit tax, VAT and payroll taxes, with costs 
reaching up to 8% of their revenues. Such firms 
are also increasingly targeted by tax authorities. 
Among Ukrainian companies with an annual 
turnover between U$625,000 and U$4.37m, 
70% reported being targeted by tax audits in 
2007. Given this, tax compliance can make a 
huge dent in an SME’s overall competitiveness. 

It’s not all bad news though. Some countries 
have already adopted simplifying measures that 
are aimed at easing tax compliance burdens for 
SMEs. In South Africa, a simplified code for such 
firms has been devised to reduce their tax 
compliance costs from 5% to 2% of turnover. 
Tunisia has reduced the time that companies 
spend doing tax compliance by 84 hours every 
year, with the introduction of improvements, 
such as an electronic payments system. Even 
Brazil is trying to make the lives of companies a 
little easier with a digital bookkeeping system 
that integrates three layers of government to 
simplify tax compliance tasks. 

But while such initiatives are welcomed by 
globalizing SMEs, they can only alleviate the job 
of meeting multiple compliance requirements 
around the world. Given this, the more practical 
option may well be to face up to this and try to 
seek some benefit from it. “Virtually all countries 
will present some kind of challenge and risks,” 
says Mackenzie. “But if a company understands 
them, it can turn challenges and risks into  
an advantage by structuring the right kind of 
finance from the outset.” 

The procedures that are proven 
winners at home may not be 
relevant in other jurisdictions

70%
Proportion of Ukrainian 
companies with turnover
of between U$625,000 and 
U$4.37m that reported
being targeted by tax audits.

India’s Minister of Finance Pranab Mukherjee at a news conference during the 2011 IMF/World Bank meetings in Washington 

Credit: Keystone / AP / Manuel Balce Ceneta

Indian Minister of Finance 
Pranab Mukherjee is 
helping oversee a proposed 
Direct Tax Code, to come 
into effect on April 1, 2012. 
The aim is to simplify part 
of the country’s complex 
tax code for businesses, 
which contributes to tax 
evasion of up to US$314b 
per year.

As SMEs expand into new markets in search of growth,
they are also finding new tax difficulties.

Small global business,
big global tax challenge
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How firms are rethinking the right blend of
internal and external talent to cater for their global
compliance and reporting needs.

In-house or outsourced? 

The GE Building in New 
York, which is part of the 
Rockefeller Center, is just 
one of the company’s global 
locations that collectively 
host more than a thousand 
tax professionals worldwide. 

Management    Resourcing compliance 	 	  � Credit: Shutterstock / Daniel M. Silva   
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performance indicators so that there are no 
misunderstandings,” says Fiona Barnett,  
leader in Ernst & Young’s EMEIA Global 
Compliance & Reporting Center. “Companies 
should also think about what the escalation path 
should be if issues come up.” She also notes 
that, to the extent companies understand their 
internal processes and can document them, or 
can visualize and articulate how they want the 
process to work in the future, the transfer to an 
outsource provider is facilitated. 

Barnett also points out that, because the 
typical contract involves a relationship over a 
sustained period of time, “it’s important to start 
on the right foot with respect to a company’s 
expectations and the way in which they prefer to 
work. What’s going to be effective in terms of 
communication? What’s the level of reporting 
you want to see and in what format? How often 
do you want to meet? How often do you want to 
have steering committee meetings?”

Change management is another issue that 
needs consideration, particularly for companies 
moving from an in-house model to more of an 
outsource model, says Barnett. “For example, 
how will the company communicate that to its 
local entities? Is there a plan for that? Is there 
also a headcount reduction going on, perhaps as 
part of a finance transformation? It’s important 
to make sure that, before that headcount 
reduction starts, there’s a plan in place to do a 
full knowledge transfer to the service provider.” 

A good mix
How companies manage their compliance and 
reporting obligations is today at something of a 
tipping point. This is due to a confluence of 
business, finance and regulatory change, 
coupled with the increasing demands of local 
authorities.  As a result, leading companies are 
now stepping back to look at their GCR strategies 
and reconsider when and how they team with 
service providers to provide effective access to 
skilled local resources, a key element in achieving 
a successful GCR model. Most companies are 
finding that the best sourcing solution is a mix of 
local, regional and global resources, both internal 
and external. They recognize that, by having the 
right core skills internally, along with 
standardized processes and information, they 
can support their broader strategy and 
requirements by using external providers that 
operate globally.

“No matter how a company does it or who 
does it, foundationally, a company needs strong 
governance, accountability and clarity around its 
compliance and reporting requirements, who’s 
doing it, and what the status is,” says Schultz. 
Compliance and reporting is increasingly a 
boardroom issue and finance and tax executives 
have to be ready to demonstrate that they have 
visibility and control over their GCR obligations. 
And the evidence increasingly shows that 
effective sourcing plays an essential role.

tools? Where does the company want and need 
in-country finance resources for other business 
reasons? And, then, do those resources have the 
competency, aptitude and the desire to take 
responsibility for local compliance and reporting 
at little or no marginal cost?” 

Assessing the true cost of compliance 
Effective resourcing decisions start with knowing 
the real cost of compliance. “This requires a 
company to understand current compliance 
responsibilities,” says Oates, “and what handoffs 
might be between in-house resources or any 
existing service providers, if resourcing 
arrangements are changed. Otherwise, a 
company may just end up displacing one person’s 
time with another. I often hear finance teams 
around the world complaining that, because tax 
compliance has been outsourced, they’re having 
to do a lot more work, providing the information 
the outsourcers use.” In a more effective 
process, the right use of technology to “tax 
sensitize the data”, and assistance from the 
outsourcer to further take the data the last mile, 
can really save them time, not just move it 
around.   

Another element in assessing the real cost of 
compliance is the amount of value that specific 
external providers can offer. For example, says 
Oates, “We see a lot of outsourcing processes 
run by procurement where the major decision 
criterion becomes price. The company may get 
good quality returns from a technical 
perspective, but not necessarily feedback about 
what the provider is seeing in the tax returns or 
flagging of risks or value-added ideas.” 

Resourcing decisions also need to consider 
whether the company’s global compliance 
structure provides effective visibility and 
oversight over issues such as the timeliness and 
accuracy of filings and payments, identification 
and management of compliance risks and 
controversies and cash flow implications of tax 
payments. Two questions companies should ask 
as they evaluate outsourcing options are: what 
are the costs associated with the risks of 
inadequate visibility and oversight? And how 
could effective outsourcing mitigate those risks? 

For example, says Schultz: “Sometimes 
companies find they have  too many providers 
and it’s administratively burdensome for them to 
manage.” Replacing a patchwork of local service 
providers with a global or regional provider can 
achieve a greater level of quality and consistency 
in the service they receive, increasing the level of 
global oversight.  

Working effectively with service providers 
Regardless of the specific activities outsourced, 
a successful relationship with a service provider 
begins with clear expectations before signing a 
contract. “It’s very good practice to have a 
service level agreement in place that clearly 
defines the scope of services and key 

Yet, as companies undergo the shift to a 
centralized GCR model, they typically reduce the 
number of experienced tax resources available 
in-country. In some cases, their former 
responsibilities are shifted to the SSC or CoE or 
outsourced to a local service provider. In other 
cases, some local responsibilities are move to the 
remaining local finance people. Either approach 
presents GCR risks to the extent that local tax 
expertise is diluted. For example, when 
responsibility for local tax compliance is shifted 
to remaining in-country local finance people, 
“that creates a potential weak spot in tax 
compliance and reporting,” says Christine Oates, 
Ernst & Young’s EMEIA Leader for Quantitative 
Services, “because what you end up with is tax 
decision-making from an accounting point of 
view, and not from a tax point of view.”

Blending internal and external resources
There are multiple ways to access the right local 
expertise. “You can have people internally with 
the right competency, or at least enough of the 
right competency in every jurisdiction to get you 
close,” says Schultz. “You can build up that 
competency – at least for some jurisdictions – in 
a shared services center or in a regional center 
of excellence.” For other jurisdictions, he says, 
many companies find that outsourcing the 
compliance to an external service provider is the 
best solution. 

Outsourcing variations are as unique as the 
companies that use them. For example, “GE has 
more than a thousand people in their tax 
function and thousands in their local finance 
function,” says Schultz. They have the capability 
in many countries to do compliance in-house. 
Companies of this scale would use external 
service providers more to provide advice and to 
help review and identify risk. “But, interestingly 
enough, some of these big companies are 
starting to ask, ‘Why do we want to do that? Is 
that really our core competency? Is that 
something we want to do sustainably?’” says 
Schultz. So at the other extreme are companies 
that outsource all of their financial business 
processes, including local compliance and 
reporting. 

However, the majority of companies lie 
somewhere in the middle of the continuum, with 
in-house compliance capability in certain 
countries, but not in others. Whatever a 
company’s current configuration, most are now 
asking themselves whether that configuration is 
still working effectively, as the business 
environment shifts and finance transformations 
take place. 

But before a company makes decisions 
around outsourcing, it first needs to address 
overall issues of GCR accountability and 
governance and compliance and the broader 
finance strategy of the organization. “For 
example,” says Schultz, “What is the operating 
model? What are the current processes and 

82%
Proportion of respondents to 
an Ernst & Young survey who 
agree that a lack of skilled 
resource is a barrier to moving 
to a global or regional GCR 
model.

80%
The proportion of respondents 
that use outside providers and 
consider it an effective means 
of accessing local expertise, 
according to the same �
Ernst & Young study.

•  By Gerri Chanel

As tax departments face shrinking 
resources and increasing demands on 
their time, many seek the benefits of 

centralization, economies of scale and global 
talent management, particularly with respect to 
compliance. But this shift, which typically 
involves scaling back in-country tax expertise, 
creates new risks and challenges because tax is 
inherently local. And the need for local resources 
only continues to grow as tax authorities become 
more aggressive about increasing revenues.

A few very large companies have the scale to 
justify in-house expertise for each jurisdiction in 
which the company does business. For others, 
outsourcing or co-sourcing can be a versatile, 
scalable and cost-effective way of better meeting 
the needs of both in-country compliance and the 
business as a whole. But what are leading 
companies doing to identify the optimal mix of 
internal and external resources?

Local expertise is key 
Multinational companies utilize a variety of 
finance operating models. Some still operate a 
traditional country-based model, but the trend is 
for companies, particularly those that have been 
through a finance transformation, to adopt the 
use of shared services centers (SSC) and/or 
centers of excellence (CoE) to obtain the benefits 
of centralization of compliance and reporting.

“Generally, what you drive to a shared 
services center is anything you can standardize,” 
says Steve Schultz, Global Director for Global 
Compliance & Reporting (GCR) Services for  
Ernst & Young. He notes that, while there might 
be elements of local compliance that lend 
themselves to standardization, for the most part 
— particularly in developing markets — 
compliance and reporting requirements are 
inherently local. There are local tax rules, local 
regulators and local enforcement. 

Taxpayers still need to build relationships with 
key local tax authorities to establish credibility, 
collaboration and a compliant reputation. 
“Someone on the ground needs to understand 
local tax authorities’ approaches and focus areas 
and proactively address potential issues. So 
having an appropriate level of local expertise, 
know-how and relationships – “feet on the 
street” – whether accessed either in-house or 
externally or even a mix of both is critical, no 
matter how a company’s GCR model evolves,” 
says Schultz. 

Summary
Corporate efforts to 
transform finance 
functions have seen 
the composition of tax 
teams change, not 
least as core functions 
are centralized into 
regional teams. But in 
order to retain local 
expertise, companies 
are now exploring a 
range of hybrid 
options.

Management    Resourcing compliance 	 	     
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Focus    External stakeholders	 	  	 � Credit: Matthew Rainwaters

•  By Rob Mitchell

 Companies today face a barrage of pressure 
from external stakeholders. Tax 
administrations around the world are 

clamping down and sharing information with each 
other. Activist investors are on the prowl and 
seeking stronger justification for business 
decisions. And regulators are becoming more 
intrusive and requiring ever-more rigorous 
compliance documentation. 

Faced with these mounting pressures, 
companies cannot afford to get their stakeholder 
communications wrong. They must think carefully 
about how they report and comply and ensure 
that they engage with external stakeholders on 
crucial issues. This helps to provide greater 
certainty and clarity over their compliance and will 
ultimately lead to better long-term relationships 
with investors, regulators and tax administrations. 

New regulatory requirements 
A changing and more complex regulatory 
landscape has made compliance a highly 
challenging task. At a time when governments 
around the world are facing severe problems with 
public finances, the collection of tax revenues has 
become an issue of paramount importance. Tax 
administrations are growing and strengthening 
their assessment and audit capabilities. New 
international agreements are prompting increased 
disclosure and forcing tax administrations to work 
more closely together. No wonder, then, that in 
recent research conducted by Ernst & Young, 
almost two-thirds of respondents said that new 
regulatory requirements would impose significant 
changes in compliance and regulatory processes. 

Globalization is another major driver of 
complexity. As companies focus on expanding 
their market reach, particularly in rapid-growth 
markets, they expose themselves to new risks and 
obligations. “Companies are expanding into new 
and emerging markets, many of which 
have very different, more inherently local, 
compliance environments,” says Steven Shultz, 
Ernst & Young Global Director of Global 

Compliance & Reporting Services. “Companies 
going into China, for example, will find a lot of 
compliance will depend on relationships with local 
subregional regulators, or at a city level, 
or, indeed, part of a city.”

At the same time, there is a trend to delocalize 
the accounting and finance competencies, as 
today’s technologies and processes allow 
companies to standardize across borders. This can 
mean moving to a shared service center, for 
example, or operating through regional finance 
centers, or outsourcing the more commoditized 
aspects of the finance function to an external 
provider. This can create a tension between global 
and local. “On a global level, you have the 
governance and accountability, but the real 
expertise and the relationships with regulators lies 
at the local level,” says Schultz.

Maintaining these relationships, even against a 
backdrop of broader finance transformation 
efforts, is critical. By engaging proactively with 
external stakeholders, companies can benefit 
from greater certainty, reduced compliance costs 
and an earlier resolution of tax issues. “If you do it 
smartly, you can identify a wide range of 
opportunities,” says Schultz. “These could include 
a more efficient way to come to an agreement 
with the regulators, ways to leverage your 
financial systems and data and reduced manual 
intervention.”

A lack of clarity 
This move to broader stakeholder engagement is 
part of what CB Bhattacharya, E.ON Chair 
Professor in Corporate Responsibility at the 
European School of Management and Technology, 
describes as a sea change in relations between 
companies and their stakeholders. He points to a 
shift from an “us” versus “them” mentality to one 
that is built around a more aligned and 
cooperative relationship. “Stakeholder 
engagement is an area that is evolving,” says 
Anthony Fitzsimmons, Chairman of Reputability, a 
consultancy that specializes in reputation and 
crisis risk management. “Today, it’s not just a 
matter of communicating with stakeholders. It’s 

Summary
A complex and
fast-changing tax policy 
environment requires 
companies to build
and maintain effective 
relationships with 
stakeholders. In
some cases, a more 
cooperative and aligned 
relationship is starting 
to emerge.

Ryan Smith
__ “Getting a complete picture 
of your compliance situation is 
an ongoing challenge,“ says 
Ryan Smith, Vice-President of 
Global Tax at VF Corporation, �
a leading branded lifestyle 
apparel company.

Strong relationships with regulators and investors can help companies
to navigate a challenging environment. By engaging proactively
with external stakeholders, businesses benefit from greater certainty
and an earlier resolution of tax issues.

The importance
of external relationships
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relevant taxes on such policies should be 
collected: in the country where policies are 
purchased, or in the location where losses are 
registered? Finding a definite answer that fits all 
situations, and countries, may well be 
impossible. But this does not prevent national 
authorities from applying their own 
interpretation of insurance tax laws. “We all 
know that the regulatory authorities are looking 
for scapegoats,” noted one risk manager, from a 
major European insurer, at the recent Stockholm 
conference. But a failure to comply is not 
acceptable: “Any breach has the potential to 
damage us financially and reputationally.”

To compound the problem, the rules that 
companies need to comply with change all the 
time. Risk managers often complain that they 
receive conflicting signals from varying 
authorities, making it often impossible to be sure 
that their companies are compliant, no matter 
how hard they try. Brazil gives just one example. 
It started opening up its insurance market in 
2008, but recently implemented new legislation 
for reinsurance that partially reverts its only 
recently adopted stance. This just adds to the 
country’s already difficult reputation as a 
challenging tax environment, ranked 150th out 
of 183 countries by the World Bank.
�
A taxing risk
Tax compliance can make or break a global 
insurance program, which is an essential tool for 
companies to engage in international ventures. 
But buying insurance is only one of many 
activities that generate tax risk for firms. Martin 
Rabenort of Ernst & Young in the Netherlands, 
notes that corporate tax functions are actually 
being given more areas to worry about, with 
VAT, customs and excise duties and other issues 
increasingly coming under their control. None of 
this is easy. “If you are transitioning 

•  By Rodrigo Amaral

 With governments hungrier than ever for 
revenues, tax authorities are under 
pressure to raise as much money as 

they can from both individuals and companies 
alike. From the US to the United Kingdom, tax 
administrations are bolstering the ranks of their 
tax auditors, to help boost revenues and plug 
soaring deficits. Taxing the rich is a popular 
theme for the headlines, but companies, in 
particular, present a compelling target. 
According to Ernst & Young research, 64% of 
multinationals experienced unplanned tax audits 
in the past year, with 4 in 10 incurring penalities 

as a result. All this makes tax compliance an 
increasingly important risk for firms to manage.

Clearly companies can’t avoid such scrutiny, 
nor can they determine when they might be put 
under the spotlight. This makes it imperative that 
they are not caught unawares. But this isn’t 
always easy, especially for firms spread across 
numerous countries, with different rules and 
varying degrees of complexity associated with 
those. This challenge is also being exacerbated 
by an increase in cross-border cooperation 
among tax authorities, where non-compliance in 
one jurisdiction can, in turn, generate an inquiry 
in another. 

Managing this compliance risk can be 
fiendishly hard, especially with regard to tax. To 
give just one example raised at a recent risk 
management conference in Stockholm, consider 
the global insurance industry. One key question 
for complex insurance policies is about where 

11,511
Number of new EU regulations 
issued between 2006—2010, 
according to EUR-Lex.
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Managing this compliance risk
can be fiendishly difficult, 
especially with regard to tax

responsibilities and at the same time the rules 
are changing, risk is higher,” says Rabenort.

Despite all the challenges involved, tax 
departments at headquarters and local units 
must be prepared to provide accurate answers 
quickly, in order to allow executives to make the 
best business decisions. But additional resources 
are not always forthcoming. “There is more 
demand on the tax department, but the scale of 
their teams is not always appropriate to deal with 
compliance and reporting requirements as well 
as deal with tax controversy,” says Dorian 
Redding, a Director at Ernst & Young in London. 
“The consequence of that, is that the company 
does not always have complete information when 
making strategic business decisions.”

A massive burden on tax teams 
In many companies, the compliance and 
reporting requirements are simply not 
considered in the top management’s decision-

making process, says Redding. As such, 
decisions are often made without a full 
appreciation of the compliance and reporting 
requirements, which creates risks for the 
company. “If there is a requirement to provide 
information to the tax authorities and regulators, 
global compliance and reporting (GCR) teams are 
often left with a massive burden to find out how 
that information can be collected and reported,” 
he says.

Juggling all this, while ensuring readiness for 
potential audits, requires an organized and 
well-documented GCR team — and not just in 
local offices, but globally. To do so, Rabenort 
recommends applying global standards across all 
international units, dictated by the head office 
GCR team, with guidelines, roles and 
responsibilities clearly defined for worldwide 
units. Even though compliance and reporting 
rules vary widely from country to country, the 
use of common processes at least boosts the 
chance that the right information will be found in 
the case of tax audits.

All things considered, the best possible 
approach to tackling compliance risks is to simply 
do things correctly and to be transparent about 
it. Judith Freedman, a Professor of Taxation Law 
at Oxford University, points out that, in some 
countries, the tax authorities are encouraging 
this kind of behavior by showing a willingness to 
engage with corporate tax departments. “In the 
Netherlands, they are trying to promote an 
exchange of information with businesses 
whenever they can,” she says. “And companies 
are choosing to be more cooperative in order to 
avoid being audited.”

There is more demand on the tax 
department, but the scale of their 
teams is not always appropriate

Multinational companies face an increasingly difficult  
compliance challenge when it comes to managing their 
exposure to various kinds of tax concerns.

Risky business

45% 
According to Ernst & Young 
research, 45% of Fortune 500 
multinational companies faced 
amended tax assessments in 
the past year.








