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T ax discussions have the rare 
power to put senior execu-
tives to sleep while keeping 

them up at night worrying.
Business leaders have tradition-

ally compartmentalized tax man-
agement as a compliance function, 
a complex specialty ceded to the 
experts. Although some C-suite ex-
ecutives have begun to realize that 
the tax function plays an impor-
tant role in their overall strategy, 
it tends to operate relatively inde-
pendently. When taxes do force 
their way onto the agenda of the 
CEO or the board, it is often in the 
context of bad news. Consider the 
uproar in the U.S. in recent years 
over corporate inversions, in which 
a U.S. company avoids paying taxes 
in the United States by buying a 

foreign company and moving its 
own headquarters overseas. And 
with the promise of some kind of 
tax reform under the Trump ad-
ministration, the only certainty is 
that corporate taxes will continue 
to be headline fodder. On the other 
side of the Atlantic, the European 
Commission’s rulings against per-
ceived cases of “state aid” in the 
form of favored tax treatment of 
certain companies can be costly to 
companies that are required to pay 
back their tax savings, as well as 
damaging to their reputations.

But to consign tax management 
entirely to a compliance role is to 
miss an important opportunity. In 
fact, executives should move quick-
ly in the opposite direction: They 
should pull the tax function out 
of its silo and integrate it into the 
company’s daily operations. This 
broader function gathers data on 

every part of the business, including 
employees, assets, and intellectual 
property, in all territories. It’s one 
part of the organization where, at 
least once a year, you can be certain 
to find a comprehensive accounting 
of the entirety of the business.

This overarching perspective, 
of course, isn’t just nice to have; it’s 
increasingly necessary if compa-
nies are to communicate effectively 
with regulators and tax authorities. 
For example, multinational orga-
nizations are facing unprecedented 
challenges in the global tax environ-
ment as governments require greater 
tax transparency in the countries 
where they operate. Moves toward 
digitization of the tax system in 
a number of countries — Russia, 
Mexico, and Brazil are among those 
at the forefront — are also giving 
government tax authorities unprec-
edented amounts of transactional 
data about companies, often in real 
time. Because the tax function is 
pulling all this information together 
for regulators, it behooves the orga-
nization to use it more effectively in 
its own right. Thus, it is becoming 
a best practice to view the tax func-
tion as a strategic partner, one that 
helps set business priorities and gives 
the company a competitive edge. 
Otherwise, the tax authorities might 
have more insight into your com-
pany’s data than you do.

Indeed, even today, part of the 
reason this wealth of data is inacces-
sible and untapped at many orga-
nizations is that organizations have 
historically underinvested in the tax 
function. However, by digitizing, 
integrating, engaging, and elevating 
tax management, companies can 
begin to create the tax function of 
the future.

We have identified four goals 
that will improve tax operations, 
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make a company more competitive, 
and lessen the risk of noncompliance.

Goal one: Use tax data as 

an integral part of the business. 

Achieving this goal begins with a 
change in perspective. The tax func-
tion is one of the largest consumers 
of data in an organization; virtually 
every transaction has a potential tax 
impact. A practice of examining 
the tax data that accompanies each 
transaction can help improve tax ac-
counting, indirect tax, transfer pric-
ing, general tax compliance, and tax 
dispute resolution. Moreover, proper 
organization of that data can give 
you greater insight into other parts 
of the business (for example, your 
company’s performance in different 
components of the supply chain or 
in gender pay equality).

Yet in a 2016 survey of man u-
facturing companies by PwC and 
the Manufacturers Alliance for Pro-
ductivity and Innovation (MAPI), 
only 15 percent of respondents said 
they frequently use the kind of busi-
ness intelligence tools that would 
allow them to analyze tax data, and 
57 percent reported no use at all. We 
would argue that there needs to be 
a shift in priorities throughout the 
organization: less time spent gath-
ering and validating tax data, and 
more time spent analyzing and un-
derstanding the data.

Tax technology has lagged be-
hind the development of wider en-
terprise resource planning (ERP) 
and financial software, although a 
rapid catch-up is under way. Until 
the last few years, at many com-
panies, tax data was captured and 
reported in disparate spreadsheets 
and loaded into compliance tax 
software tools by hand. In some 
cases it has taken a while for senior 
managers to see a need to disrupt 
the stand-alone tax function with a 

technology overhaul, and members 
of the tax department might have 
resisted this technological integra-
tion themselves be cause of concerns 
about losing their unique role within 
the company. Yet when the integra-
tion takes place, it has the effect of 
reinforcing, not commoditizing, their 
value. Indeed, because it is a vital 
window into the company’s opera-
tions, the tax function needs access 
to the technological infrastructure 
of the rest of the company. This is 
especially true when the function is 
outsourced, because it continues to 
play a strategic role.

The finance function, as the 
main source of tax data, also needs 
to exchange information more ef-
fectively with the tax function. A 
failure to integrate tax data with 
other financial information can ex-
pose a company to financial state-
ment errors, unnecessary contro-
versy proceedings, and delays. Tax 
authorities are becoming less lenient 
with tax errors — intended or not 
— and quicker to impose penalties. 
For example, a European company 

that recently couldn’t reconcile its 
VAT returns with its Intrastat re-
turn (the cross-border movement of 
goods data) was hit with a ¤7 mil-
lion (US$7.4 million) fine. Another 
company based in the U.K. that 
misstated its losses spent a year 
fighting a £10 million ($12.4 mil-
lion) penalty, and the tax authority 
raised its risk rating. The publicity 

provoked by these sorts of errors and 
penalties also poses significant repu-
tational risk to institutions.

With this kind of scrutiny as 
the norm, the tax function will need 
to take a leading role in making its 
data available and understandable 
throughout the organization.

Goal two: Integrate tax data 

with operations. When the tax func-
tion is digitized, advanced IT sys-
tems make it easier to integrate tax 
data with the organization’s systems 
and processes, all of which will im-
prove operations. This is extremely 
helpful because most data used by 
the tax function for tax accounting, 
compliance, planning, and audit de-
fense purposes does not originate 
within the tax function, but rather 
in corporate finance, ERP, consoli-
dation, and other operational sys-
tems. In the PwC/MAPI survey, 53 
percent of the respondents reported 
undertaking this kind of transfor-
mation in their finance or tax func-
tion, or in both, and an additional 
15 percent said they were exploring 
the benefits of such an initiative.

It can be difficult to set up a sys-
tem that gathers a broad base of com-
pany information in one place. The 
data can span multiple geograph ies, 
business units, financial systems, and 
debit/credit balances, and it is need-
ed at a transactional level for every 
legal entity, including every country 
where the company does business. 
Once the needs of the tax function 

Unless you view your company’s  
tax function as a strategic partner, 
the tax authorities might have more  
insight into your data than you do. 
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are integrated, however, data analy-
sis can occur throughout the year in 
real time, which helps the organiza-
tion adjust quickly and make better 
decisions. For instance, a company 
could identify and automatically 
correct an upstream data entry 
problem (e.g., incorrectly calculating 
the tax on an invoice or at the point 
of sale), avoid unexpected over- and 
underpayment of taxes, and reduce 
the cost of filings. Integrated tax in-
formation could additionally offer 
data about pricing per market, cost 
of products, cost of support services, 
and so on. Such a system could also 

provide analysis on, for example, 
whether a product in a certain juris-
diction is subject to 5 percent or 10 
percent customs duty or is VAT ex-
empt, then feed those considerations 
into pricing decisions.

The first step toward better en-
terprise-wide integration is a merging 
with other finance functions. The 
typical finance function, including 
tax, is responsible for core account-
ing and reporting activities such as 
period-end close and ex ternal tax and 
regulatory filings (for example, au-
dited fi nancial statements, statutory 
accounts, and tax returns). In addi-
tion, finance undertakes other core 
operational accounting and compli-
ance activities (such as payables, re-
ceivables, and sales tax compliance). 
Strong collaboration be tween tax 
and finance executives can help lead-
ers identify potential problems and 

opportunities, including better ways 
to meet compliance requirements, 
gain efficiencies, and improve risk 
management.

Tax is a complex function, and 
it cannot deliver on its obligations 
without the support of the rest of 
the organization. Tax needs infor-
mation and data from other func-
tions for both decision making and 
compliance. It is thus necessary to 
integrate those functions and col-
laborate across the business, linking 
the front and back office, to support 
the overall delivery of tax as a busi-
ness issue within the organization. 

Once the needs and the integration 
requirements are understood, the or-
ganization can decide what will be 
managed in-house and what will be 
co-sourced or outsourced.

Goal three: Engage the tax func-

tion with external stakeholders. By 
digitizing and integrating the tax 
function, a company can begin to 
better engage outside stakeholders. 
In some countries, a more trans-
parent data exchange and dialogue 
between the company and its regu-
lators could bestow a number of 
significant benefits. It could create 
a stronger and less adversarial rela-
tionship with authorities; provide 
greater confidence with respect to 
tax positions; and achieve a lower 
risk rating (depending on the coun-
try), which could result in reduced 
audit or investigation risk and 
lower penalty and interest costs. In 

the long run, this could enable the 
company to build trust with a wider 
group of societal stakeholders than 
it had before.

Government officials are also in-
creasingly interested in engagement 
and transparency. The Organisation 
for Economic Co-operation and 
Development (OECD), respond ing 
to concerns that the global economy 
loses as much as $240 billion annu-
ally in tax revenues owing to base 
erosion and profit shifting (BEPS) 
around the world, adopted a BEPS 
Action Plan in 2013. The plan calls 
for companies with an international 
presence to provide information on 
their global allocation of profit, the 
taxes they’ve paid in each country, 
and certain indicators of economic 
activity within the countries where 
they do business, such as where em-
ployees are located. This country-
by-country reporting (CbCR) ini-
tiative, now in the implementation 
stage, will demand that companies 
develop a means of collecting, veri-
fying, and reporting the compli-
ance data. In addition, they’ll need 
a set of standardized and repeatable 
processes for analysis of the infor-
mation so that they can identify 
any anomalies before and after they 
meet compliance needs.

CbCR is not the first transpar-
ency initiative, and it won’t be the 
last. But what makes this set of re-
quirements stand out is the breadth 
of their reach and the impact on 
tax payers, tax authorities, govern-
ments, and even the general public. 
By mandating that multination als 
self-disclose standardized metrics, 
CbCR has raised the bar for trans-
parency. Moreover, governments 
are engaging in unprecedented in-
formation sharing in order to assess 
risk and identify targets for audit. 
Tax audits and controversies are ex-

A more transparent data exchange 
and dialogue between the company 
and its regulators could bestow a 
number of significant benefits. 
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pected to rise dramatically as many 
governments seek more revenue by, 
for example, examining companies 
to ensure that the way they report 
the jurisdictions where they earn 
their profits accurately reflects their 
business model. As technology and 
data quality improve, organizations 
will find it easier to manage the pro-
cess of allocating profits.

Members of the C-suite must 
recognize that even if they are tech-
nically operating within the law, 
the public perception of their tax 
policies could erode trust and hurt 
their brand. Unilever, a multina-
tional company that has been no-
tably transparent about taxes, states 
on its website: “Re-building public 
trust in the corporate tax system 
is vital — when broader taxpayer 
trust in the system is damaged peo-
ple become less willing to comply 
and all taxpayers suffer as a result. 
Addressing public concerns that 
some multinationals are not pay-
ing their fair share of tax requires 
not only technical international tax 
reforms but also better efforts to 

improve public understanding and 
awareness.” Consistent with calls 
for greater trans parency, the state-
ment also says that providing user-
friendly in for mation about a com-
pany’s tax position to a broad range 
of stakeholders plays an important 
role in gaining public trust. In 2015, 
mining company Anglo American 
began publishing an annual re-
port on its tax and economic con-
tributions that included a detailed 

analysis of the taxes it paid and how 
those vary throughout the econom-
ic cycle of a mine. Companies will 
find it easier to make such promises 
if the tax function is prepared to 
help deliver on them.

Goal four: Elevate the tax func-

tion to the role of strategic contrib-

utor. Once the tax function is bet-
ter integrated with the rest of the 
enterprise, a company can begin to 
use tax information to inform stra-
tegic decision making. By engaging 
in trend analysis, forecasting, mod-
eling, and benchmarking with its 
peers, the tax function can become 
a value-added business partner, and 
an important contributor to pro-
active planning. The amount of 
money that a company pays, for in-
stance, in real estate taxes or excise 
taxes could one day be measured as 
part of the operational overhead, 
similar to the way that such opera-
tions as IT or human resources are 
taken into account.

This final goal may be the least 
realized and most aspirational of 
the four, but many executives are 

beginning to grasp the potential in 
elevating the tax function to this 
strategic role. For example, at a sim-
ple level, improving data on the tax 
treatment of the costs of a building 
can enable a real estate company  
to better price lease costs for ten-
ants. Similarly, by building tax ana-
lytics into supply chain modeling 
tools, a company can project the 
tax consequences of sales goals and 
anticipated transactions, adopting 

similar criteria on a market-by-mar-
ket and product-by-product basis, 
all of which will be helpful in fore-
casting profitability.

A strategically focused tax plan 
would make it possible to consider 
the costs and benefits in such areas 
as credits and incentives, transfer 
pricing, and specific initiatives. A 
beverage company, for instance, 
would be able to review the dispar-
ity of indirect tax rates among sub-
stitute products for different types 
of alcohol. With that insight, the 
company could choose to focus lob-
bying efforts on fighting for a level 
playing field or on opening up new 
markets for itself, using elasticity 
data to support the arguments with 
governments for comparable treat-
ment in cases where that would lead 
to increased tax revenues.

Tackling the Transformation
Most senior tax executives know 
that their tax function must evolve, 
but it’s challenging to chart a course 
that is not only effective but feasible 
in a world of budget and resource 
constraints. A critical first step is to 
assess the tax function’s current ca-
pabilities in governance, data, tech-
nology, process, and people. Is the 
tax function meeting today’s chal-
lenges as well as getting ready for 
those that lie ahead? Does it have 
the capacity to take on new respon-
sibilities while efficiently perform-
ing tax compliance and financial 
statement obligations? Is it fully 
supporting the needs of the busi-
ness, including responding quickly 
to planning requests that require 
analysis? Is it briefing the C-suite 
prior to shareholder meetings or 
press conferences? Does the cost 
structure of the tax function align 
with the variable and growing needs 
of the organization?

Is the tax function briefing the  
C-suite prior to shareholder  
meetings and press conferences?
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A company’s tax function ef-
fectiveness typically falls into one of 
five stages:

• Initial. The organization is 
main ly in ci dent driven. The com-
pany uses basic account ing soft ware, 
but it is not integrated, and no in-
ternal controls are in place. At this 
stage, there is a greater risk of unnec-
essary financial costs or other prob-
lems occurring, such as duplica tion 
of work, financial misstatements, 
and stresses on controls.

• Informal. Roles and responsi-
bilities are mostly unwritten. There is 

no formal training, communication, 
or standardization. Licensed soft ware 
is used with limited integration.

• Standardized. Processes are 
stan dardized, documented, and com-
municated. Deviations from written 
procedures may remain unnoticed. 
Minimally acceptable internal con-
trols are followed. Technology in-
cludes a mix of licensed software and 
a tax-sensitized ERP or tax data hubs.

• Managed. Processes are ac-
tively monitored and continuously 
improved, and deviations are de-
tected in time to avert problems. 
Technology tools are aligned with 
the overall organization and inte-
grated, providing some predictive 
analytics.

• Optimized. Processes are effi-
cient, based on leading practices, 
and continually monitored for im-
provement. The quality of deliver-
ables is high. The organization can 
adapt quickly to changes in data 
or process es. Technology crosses 

functions with advanced automat-
ed work flow, embedded controls, 
and sophisticated analytics. At this 
stage, management has the critical 
in formation necessary for enhanced 
decision making.

Considering the changing de-
mands in the tax arena, companies 
will need to constantly reassess their 
needs and effectiveness, developing 
a tailored, all-encompassing trans-
formation road map. These are not 
static plans, and each company’s 
road map will depend on its current 
state, pain points, desired future 

state, and scope of feasible change, 
including what activities should be 
performed where — in the finance 
division, in the shared services cen-
ter, or within the tax department. 
It will also specify whether the ac-
tivities should be outsourced or 
co-sourced. Typically, the plan will 
cover multiple years with various 
options, depending on how phases 
are ultimately completed. The ideal 
road map pinpoints the specific ca-
pabilities that the tax function is 
striving to meet as well as the bene-
fits and cost savings that will result.

In developing this road map for 
change, start with an overall view of 
the future state, identifying the ex-
pected gains in efficiency. Because 
transformation of this sort occurs 
on a dynamic and continual basis, 
be sure to plot key events but as-
sume that others will happen spon-
taneously. Include explicit plans for 
early efforts to obtain buy-in from 
other stakeholders, along with the 

commitment of resources needed to 
make the road map a reality. Make 
use of existing enterprise technology 
where possible, but don’t preclude 
using new IT solutions if they are a 
good fit for the overall organization. 
At every stage, demonstrate how the 
tax function will actively partici-
pate. Most important, address talent 
gaps. Explore staffing, co-sourcing, 
and managed service options as al-
ternatives to new hires.

Don’t create this road map in 
a vacuum. Here is your chance to 
show that the tax function is a vital 
element of the broader finance func-
tion. Work with other teams to le-
verage enterprise technology invest-
ments and design the tax function 
of the future. The key to success is 
to define your organization’s own 
unique tax strategy and make it part 
of the overall corporate vision. +
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Here is your chance to show that  
the tax function is a vital element  
of the broader finance function.
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