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Introduction

This study of senior executives from 1,722
large organizations around the world
indicates that 84% of companies are taking
action due to deficiencies in their current
target operating model.

It demonstrates how the tax and finance
function generally is struggling to keep
up with digital advances, a push toward
transparency and global reforms of the
international tax system.

The survey, which was conducted by
Euromoney Institutional Investor Thought
Leadership and includes respondents from
63% of the Forbes Global 500 largest public
companies, indicates organizations recognize
they need to be bold and innovate their tax
and finance function to successfully manage
these pressures and deliver value in an era

of cost reduction. But it also shows many are
struggling to find the right solution.

Tax and finance function challenges

Legislative and regulatory change

Talent
demands
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EY's experience from advising organizations
around the globe is that merely keeping
pace is not a successful long-term strategy
in this new world. Companies must identify
and execute the change required within
their own organizations to adapt to the
continuing challenges they face. For global
organizations, that means reimagining the
tax and finance function.

Once they decide to act, leading companies
typically choose one of three approaches.
Each has its pros and cons. This report
explores these options in more detail, using
survey results to explain what companies are
doing in the aggregate while offering insights
to help companies decide which approach is
right for them.

The first option is rebuilding or transforming
the existing tax and finance function. This
generally will include building a new digital
platform, training or hiring tax technologists
who understand both tax and the new tools
and exploring the creation or expansion of a
shared service center. This option generally
causes less disruption in the organization and
offers the most control. But it's expensive,
requires significant management focus and
can be hard to staff due to a shortage of talent
with the right blend of skills. And it requires
constant vigilance to ensure people, processes
and technology keep pace with change.

The second option is outsourcing tax and
finance activities to a third party. Under this
option, the IT costs and risks are shifted to
the vendor(s) who have already made large
investments in a technology platform and a
global network of skilled people. However,

it requires a significant change for the
organization, including a new management
and governance model.

The third option is a blend of the prior

two options as companies look to maximize
effectiveness and control while still reducing
the overall cost of the tax and finance
function.

We hope this report will help
readers draw conclusions of

their own as well as benefit from
our actionable insights and the
suggested path forward found in
the conclusion. Do they want to
transform their tax and finance
function? Do they want to outsource
their tax and finance function? Or
is the right answer somewhere in
between? Now is the time to act.

Produced in association with

Rxld
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Talent demands:

shifting competencies and

skill shortages

The core competencies required from tax and finance
personnel will gradually move from tax and technical
skills to process and technology skills over the next

three years.

98%

» 18% Strongly agree
»  80% Somewhat agree

Almost all (98%) companies believe that
the core competencies needed from tax
and finance professionals will shift from
traditional tax technical skills toward
deeper process and technology skills.

This indicates organizations will need to
provide more training for existing staff
and/or consider a different talent mix in
the future tax and finance function.

Companies will need to make significant
changes or consider an entirely different
approach to bridge the talent gap.

Actionable insight: Organizations need to
provide current employees with the skills for
the future. As talent demands evolve, so should
learning and skills development programs.
Additionally, accessing a contingent workforce
or teaming with external vendors may help to
supplement this emerging competency.
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Talent demands

Is your organization able to attract and retain the
appropriate talent (e.q., scientific, technology,
engineering and math skills) needed in today's tax and
finance function?

Yes, is a
challenge

89%

Not

a challenge

11%

The vast majority of organizations
(89%) around the globe are finding
that attracting and retaining
appropriate talent is a challenge in
today'’s tax and finance function.

The digital skill set (e.qg.,
proficiency in artificial intelligence,
automation, data governance and
analytics) is becoming increasingly
important.

Around the globe, the tax and
finance function is grappling
with evolving talent needs and
shortages of the right skills.

Organizations struggle to recruit,

train and retain the tax and finance
professionals of the future.
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Legislative and requlatory change: _ v
companies lack resources to deal /

with rapid change

Legislative and regulatory change

Does your organization have the resources in place to How will complying with the various transparency
identify, evaluate and respond to new tax legislation initiatives (e.g., country-by-country reporting,
(e.g., US tax reform, Base Erosion and Profit Shifting common reporting standard, Standard Audit File
[BEPS] and digital taxation)? for Tax [SAF-T], other electronic transactional
o government filings) impact the workload of your tax
7 /o and finance function?
responded that they The vast majority (88%) expect an

increase in workload to result from

do not have adequate . e .

resources ﬁ the various transparency initiatives
underway.

Most companies report a lack of The Organisation for Economic

resources in place to monitor, evaluate o Cooperation and Development'’s

and respond to legislative change. o (OECD) BEPS program of reforms

This could provide challenges as the is culminating in the largest set of

changing tax legislative landscape will changes to the global tax system in

i i i Sl more than 100 years
affect both the risk profile and taxes paid in workload to result y :
by all organizations.

from the various
transparency
initiatives

Furthermore, sweeping tax policy and
legislative changes in one jurisdiction

— such as the enactment of tax reform
in the United States — can trigger
changes around the globe as countries
seek to remain competitive and protect
their tax base.

Actionable insight: Companies should ensure
they have the right talent and technology
capabilities available to monitor, evaluate and

respond to major legislative change around
the globe. The increasingly connected nature

of tax administrations globally,
enabled by digitalization, is resulting
in greater demands on the tax and
finance function.
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Legislative and regulatory change:
greater enforcement activity /

increases workload and risk

Legislative and regulatory change

How will governments gathering electronic information How will governments gathering electronic
and using it in targeted enforcement activity impact information and using it in targeted enforcement
the workload of your tax and finance function? activity impact your organization’'s tax risk profile,

including reputational risk?

Not only are governments gathering )
more information, but these insights Percentage expecting Electronic information gathering and

are increasingly being shared across an Il(ncrefa’lse in their tax targeted enforcement will increase
borders. LS s the tax risk profile of most

organizations.
The exchange of country-by-country
reporting will begin in June 2018,

As tax administrations around the world

890/ and significant increases in targeted become more deeply connected to
0 enforcement activity is expected. 8 Oo/ companies' data, 80% of organizations

expect their tax risk profile to increase

As governments and their tax
due to targeted enforcement activity.

administrations ramp up electronic
information gathering and use it in
targeted enforcement activity, 89% of
organizations expect this will increase
the workload of the finance and tax

expect enforcement
activity to increase
workload

function. Actionable insight: Companies need a
comprehensive approach to tax controversy
that provides a line of sight into the issues at
stake and the potential for future conflicts. For
practical actions to better prevent, manage and
resolve tax controversy, please visit
https://betterworkingworld.ey.com/trust/tax-
controversy.
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Legislative and requlatory change: _
companies fear inability to manage

inconsistent positions

How concerned are you that your global
organization might not be taking consistent
positions in various tax jurisdictions?

93%

are concerned with
maintaining consistent
positions

»  34% very or extremely
concerned
» 59% somewhat concerned
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The risk of taking inconsistent positions
across tax jurisdictions is a concern for
nearly all organizations.

» There is widespread concern over
the risk of taking inconsistent
positions — likely linked to growing
transparency requirements and
information sharing globally.

» 93% of companies are concerned
at the risk of taking inconsistent
positions.

» More than a third of organizations
(34%) are very or extremely
concerned.

Legislative and requlatory change

How confident are you that your organization has
the appropriate process, controls, technology
and governance to effectively manage your
reputational and tax risk profile?

Percentage that New transparency requirements
are not very or not and more targeted (and robust)
extremely confident enforcement activity are requiring a

o greater focus on tax and reputational
64 /o risks by tax and finance functions.
In the face of these challenges, 64% of
organizations were not very confident
that they have the appropriate
process, controls, technology and
governance to effectively manage

their reputational and tax risk profile.

Actionable insight: Managing risks in-house
is overwhelming for most companies. Many
organizations are reviewing their existing
processes and controls while exploring
alternative global sourcing models to manage
their risk profile.
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Legislative and requlatory change: _ = _
increasing tax risk requires greater / U/ :

internal collaboration

Legislative and regulatory change

How will complying with the various transparency How will complying with the various transparency
initiatives (e.qg., country-by-country reporting, common initiatives (e.qg., country-by-country reporting,
reporting standard, SAF-T, other electronic transactional common reporting standard, SAF-T, other electronic
government filings) impact your organization’s tax risk transactional government filings) impact
profile, including reputational risk? collaboration with other functions?

The range of transparency initiatives . Complying with new transparency

initiatives will challenge ways of
working and create the need for a
more connected tax and finance
function.

; 9 50/ underway from governments around the o
o world is expected to increase the tax risk 77

profile of almost all organizations.

— Vulnerability to reputational risk has never

. » Due to various transparency
been more prevalent. Companies need

of organizations to: (1) understand the impact of all the 930/ :cn|t|att.|ves,-tl:1e ta(>j< tanq finance
think there will be an legislative and regulatory changes on their 0 .tunc ::)an| tpee .tohln;r]ease
increase in their tax risk profile and (2) proactively manage their expect an increase :c > cct). abord tlr?n withro ?r
risk profile, including risk profile on a continuing basis. in collaboration with unctions in the organization.
reputational risk other functions > 93% of tax and finance

executives think their
collaboration with other
functions will increase as
transparency initiatives take

Actionable insight: As tax authorities effect.

collect more data from taxpayers, the tax and
finance function should increase collaboration
with other functions in the organization and
adopt a global approach to managing tax risk
and controversy.
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,-'-"';.':___"-I.-:Diqital readiness:
-=“investing in the right technology is vital

Digital disruption

Which of the following has the most significant How confident are you that your organization is

impact on the ability of your tax and finance investing enough time and money in analytics and

function to deliver predictable outcomes on a technology solutions to effectively manage your

sustained basis? reputational and tax risk profile?

Percentage agreeing with each statement across overall sample Less than one in two organizations are

o very confident that they are investing
The right process and controls 0 enough in analytics and technology
and sufficient resources are are not highly solutions to manage tax risks.
important. Yet in many cases, confident Companies need to ensure that
companies appear to struggle thaf thev. their technology investment plan
51% to develop the right business are investing is sufficiently funded to adequately

enough execute their risk management strategy.

L ack of case to receive adequate
technological investment. Furthermore, 51%
21%  investment .
of survey respondents said a
lack of technological investment
was having the most significant
[ Not enough or wrong resources ImpaCt on the tax and finance

Lack of process and controls function’s ability to deliver
predictable outcomes. Actionable insight: Organizations should

develop an enterprise-wide tax technology
roadmap which lays out a target strategy,
builds confidence in the underlying data

and specifies how to source the necessary
elements (i.e., in-house, external vendors or a
hybrid approach).

Successful technology
solutions require an

investment of budget
as well as time.
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Cost presséires:
companiesfare forced to do more

with less

Does your organization have a plan to reduce the
cost of the tax and finance function over the next
24 months?

S of organizations have a plan to
4% reduce the cost of the tax and
finance function over the next
@ 24 months.
Almost all companies (94%) are seeking Overall, the average estimated cost
Percentage agreeing with each to reduce the cost of their tax and reduction organizations are looking to
statement across overall sample finance function. achieve in their tax and finance function
over the next two years is 8.4%.
34% Actionable insight: Trying to modernize a company's
Expect cost target operating model is a perpetual struggle as the
reduction . . . .
>11% pace of change is unrelenting. Companies must decide
whether to accept the continual struggle or hire an
external vendor who can help them stay current with
technology and processes.
40%t :
Expect cos
20% reduction
Expect cost 6%-10%
reduction

2%-5%
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"L"-fTarqet operatlnq model
most companies are reevaluatlng

,-_thelr target operatlng model

How confident are you that your organization has To address any challenges your organization faces with
the right target operating model leveraging people, the current target operating model in the tax function,
process and technology? what will be the principal focus?

. . Percen reeing with h men r verall sampl
In our experience, many companies ercentage agreeing with each statement across overall sample

.O are seeking to reevaluate their The survey results are clear that
o/ / target operating model. When companies are not sitting still as
53 /0 | making these decisions, they must Re-engineer current 35% 84% are making changes.
are not very confident  €xamine their priorities around tax function . . .
in their operating cost minimization, value creation Thirty-five percent are looking
model and risk management. to re-engineer their current
o . tax function, while a further
Considering functional 25% 24% are looking to develop

outsourcin . .
g point-based solutions, such as

Actionable insight: Organizations should automation through robotics.

reexamine their tax and finance function in Develob boint-based
the context of ra.pid change to decidg whether squtio:spfor specific 24% Notaply, 25% are co.nsidering
to undertake an internal transformation or problems (e.g., robotics) functional outsourcing.
outsource part or possibly all of their tax and

finance function. Do nothing, what we 0
have is fine 16/0

0 of organizations are taking action due
84 /o to deficiencies in their current target

operating model.
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Tarqet operatlnq model
many companies are con5|der|ng

tax funct|on outsourcmg

Has functional outsourcing (i.e., a third party
operating your tax function) been considered as a
solution to deal with the pressures on today's tax
function?

Percentage agreeing with each
statement

Some 27% of organizations
are already outsourcing
parts of the tax function,

: . o
57% Ex?br.ng while 57@ are c9n5|der|ng
g outsourcing their tax and

finance function.

Only 8% have decided
against tax function
outsourcing, and 8% have
not considered it at all.

27% Already

outsourcing
functions

Actionable insight: Companies that choose not

to undertake an internal transformation of their
tax and finance function, or who are struggling to
achieve the benefits from a transformation, should
consider the benefits of outsourcing to a service
provider that has invested heavily in a technology
platform and cost-efficient delivery centers.
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Conclusion:
find your path forward

Leading tax and finance professionals need to
reimagine their tax and finance functions to properly manage today's mounting
pressures. The path to success starts to emerge as companies take a holistic look at their
tax and finance function and the role it plays in the overall organization.

To identify and execute the change required, companies can take these few steps:

Companies must first examine their priorities around cost minimization,
value creation and risk management and how the tax and finance function plays into the
overall strategy. With a thorough understanding of their priorities, companies will have
a clear view to assess any gaps in their current target operating model and its ability to
stand in the future.

Keeping tax and finance
activities in-house generally requires some degree of internal transformation aimed
at optimizing a company'’s existing people, process, data and technology. Oftentimes,
companies will want to maintain or build activities that are considered higher-value,
or best-in-class, as they should be performed with optimal effectiveness and control.
Examples of best-in-class activities include tax planning and managing controversy.

Activities that are considered
lower-value, or best-in-cost, should be performed at minimal cost through centralization,
sourcing from lower-cost locations, or via third parties. This provides high efficiency
performance of those activities at a lower cost. Some typical activities with lower cost or
efficiency objectives include completion of tax returns and data collection.
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Once a decision has been made to
designate an activity as best-in-class or best-in-cost, companies need to decide
whether they want to “own" that task by keeping it in-house or alternatively “buy”
or outsource the task to an external provider. Many businesses choose a hybrid
approach in order to maximize the effectiveness and efficiency of their tax function.

There are pros and cons to keeping activities in-house versus outsourcing. An
internal transformation and keeping these activities in-house is the most traditional
and may be the most familiar solution, as it creates the least amount of change and
disruption. But it requires significant management focus and capital investment.
Moreover, sustaining a robust tax and finance function in a rapidly changing
environment may be the most difficult challenge of all.

Outsourcing to a third party can ultimately reduce overall tax costs, control
unpredictable IT investment and pivot internal resources for more strategic
activities. Because the external vendor bears the burden of making considerable
investments in the necessary talent and technology, the company is able to leverage
change more effectively. However, outsourcing requires a significant transition
effort as well as management and governance of a new operating model.

With the challenges for the tax and finance function building, it is imperative to act.
Companies should consider the best approach and take the necessary steps to meet
their tax and finance objectives. Only then can they fully reimagine and deliver the
tax and finance function they need and be positioned to thrive.

Every company is currently at some stage of this reimagination process. EY has
insight into each stage of the journey from strategy to implementation.

Please contact one of our leaders whose information is

on the back cover if you'd like to schedule time to discuss
your process.
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Appendix: about the study

Unique insights from

1,722

organizations globally

This survey of senior executives
from large companies around
the world was conducted by
Euromoney Institutional Investor
Thought Leadership. The survey
gathered unigue insights from
1,722 organizations globally and
315 out of the world's largest
500 publicly listed firms to
understand how tax and finance
functions are being impacted.

Produced in association with

M,

euromoney institutional investor
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organizations
senior tax
and finance
executives

countries

industries

Forbes 500

el Participant profile:

Respondent community includes
more than 1,700 senior tax and
finance executives surveyed in
Fall 2017

Companies from 28 countries

Respondents from 17 industries

Insights from 315 of the Forbes
500 largest publicly listed global
companies

Proportion of top industries represented at a global level

Number of respondents by industry sectors

Consumer products and retail

Banking and capital markets

Technology, media and telecommunications

Automotive and transportation

Diversified industrial products

Natural resources

Real Estate, hospitality and construction

Insurance

Health

Power and utilities

Wealth and asset management

Life sciences

Other

Government and public sector

Private equity

18

37

36

71

70

92

104

140

135

132

188

254

222

220

Reimagining the tax function 26



Appendix: survey demographics

What are your company's annual global revenues?

> $20b

20%

$15-$20b 8%

$10-$15b 12%

$5-$10b 20%

$3-$5b 7%

$1-$3b 8%

$500m-$1b 15%

$10m-$500m 10%

What is your position in the organization?

Finance 42%

C-suite 22%

Tax 19%

Other

Compliance - 3%

14%
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What is the area of residence of the respondents?

Europe 38%

North America 27%

Asia-Pacific 24%

Middle East, North Africa - 6%
and South Africa
Latin America - 5%

What is the priority status/ranking of the organization?

Forbes Global 2000 901

Forbes Global 1000 550

Forbes Global 500 315

Reimagining the tax function 28



EY Contacts

Dave Helmer

Global Tax and Finance
Operate (TFO) Leader
Tel: +1 202 327 8355

Shawn Smith

Global Tax Technology

and Transformation Leader
Tel: +1 704 331 1951

Chee Weng Lee
Asia-Pacific TFO Leader
Tel: +852 2629 3803

Tim Steel
EMEIA TFO Leader
Tel: +44 20 7951 1149

Joe Hogan
Americas TFO Leader
Tel: +1 408 947 4995

Yasunori Fukuzawa
Japan TFO Leader
J Tel: +81 3 3506 2429

EY | Assurance | Tax | Transactions | Advisory.

About EY

EY is a global leader in assurance, tax, transaction and
advisory services. The insights and quality services we
deliver help build trust and confidence in the capital markets
and in economies the world over. We develop outstanding
leaders who team to deliver on our promises to all of our
stakeholders. In so doing, we play a critical role in building a
better working world for our people, for our clients and for
our communities.

EY refers to the global organization, and may refer to one or
more, of the member firms of Ernst & Young Global Limited,
each of which is a separate legal entity. Ernst & Young Global
Limited, a UK company limited by guarantee, does not
provide services to clients. For more information about our
organization, please visit ey.com.

© 2018 EYGM Limited.
All Rights Reserved

EYG no: 02286-183GBL

1712-2536537
ED None
This material has been prepared for general informational purposes only and is

not intended to be relied upon as accounting, tax or other professional advice.
Please refer to your advisors for specific advice.

ey.com/tfo






