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Foreword

In a global tax system that values tax transparency,
and with governments under pressure to balance
public finances, it is unsurprising that organizations
are seeing rising numbers of tax controversies. With
a tax controversy increasingly involving multiple
jurisdictions, it also takes longer to reach resolution.

As a result, responding appropriately to tax
controversy is a strategic priority for organizations.
This often drives a more proactive, open approach

to voluntary disclosures and information sharing

with tax authorities. It has also led organizations

to hire dedicated in-house resource to respond to
controversy. Indeed, this survey shows that in the
past three years a majority of businesses have hired
this dedicated resource at both local and global levels.

Nonetheless, organizations still look for an external
perspective at key moments. Sometimes that is at a
procedural tipping point, sometimes it is when the
potential financial and reputational impact of the
controversy becomes clearer and sometimes it is

due to stakeholder anxiety at board or shareholder
level. As this survey shows, when seeking external
support organizations want to engage with those with
a track record of handling similar matters for similar
organizations with the same tax authority.

Experience and insight matter in resolving a
controversy, therefore, and so does keeping options
open. While survey respondents noted that public
litigation isn't necessarily the first choice to resolving
a tax controversy, litigation skills and experience

can still be a highly effective part of the strategy in
reaching a non-litigious settlement. This twin-track
approach delivers effective and robust settlements
and gives peace of mind that actions taken today
remain appropriate should the controversy escalate.
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Finally, a couple of broader points. The first is that
the professionalization of tax controversy within
organizations is not an attack on the tax system.
The interviews carried out alongside the survey
demonstrated clear respect both at a local and global
level for a fair and functioning tax system. Both
interviewees and survey respondents were in fact
interested in closer relationships with tax authorities
where possible. However, there was a measure of
frustration at the difficulties of interpreting cross-
border policies at a local level and a recognition that
the uncertainty arising from this is a likely driver of
future tax controversy.

Secondly, with controversy now a regular experience,
responding to controversy should be part of wider
business governance. This includes updated risk
registers, policies on data retention and sharing that
consider potential future controversies, clear local
and regional/global stakeholders for responding

to controversy and decision trees for handling
controversy that unite board level commitments on
tax transparency with timely and appropriate actions
during a controversy.

In summary, organizations are experiencing greater
levels of tax controversy and this trend is unlikely to
reverse soon. This survey provides rich data on the
impact of tax controversy on international and fast-
growing organizations, alongside clear trends on how
organizations are responding to the challenge.

James Fabijancic, Deloitte Global Leader,
Tax Controversy

Annis Lampard, Director, Tax, Deloitte UK
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INtroduction

Globally, several forces are at work that complicate
and increase the time needed to manage tax affairs:
legislators are adding new layers to national and
international tax codes; revenue agencies are
challenging tax filings by large and fast-growing
businesses and are more willing to co-operate across
borders; and environmental, social, and governance
(ESG) concerns have the public and shareholders
demanding transparency and accountability.

This will almost certainly mean that the current high
levels of tax controversy will endure for the foreseeable
future as companies struggle to digest complex new
legislation and tax authorities remain emboldened to
raise more enquiries, due both to the public appetite
for tax transparency and to recent events. The financial
repercussions of the COVID-19 pandemic are widely
understood to have pressured tax authorities to both
scrutinise tax credits and subsidies granted during the
crisis and help refill public coffers.

In response to this controversy landscape, many
companies have expanded their internal resources,
appointing specialist managers at a senior grade with
direct responsibility for controversy management,
and making tax departments an integrated part of the
strategic risk management function.

But what does good practice look like for these new
heads of controversy? To assess how businesses are
responding to rising tax controversy, Deloitte asked
International Tax Review (ITR) to survey more than

300 companies across all major sectors, with annual
revenues from under $500 million to above $5 billion.
Just over half are listed, while C-suite comprised the
biggest group of respondents, mostly from tax, finance
and legal departments.
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We also wanted to understand how regional
differences affect corporate tax policy, so the survey
was split evenly between companies headquartered in
the Americas, Europe, Asia-Pacific, and the Middle East
and Africa. For further insight into regional and sectoral
variation, we conducted in-depth interviews with key
tax decision-makers across the corporate world.

Our goal is to illuminate the most frequent areas for
controversy, how companies formulate responses and
what drives their decision-making. The result is clear
and consistent data at a global level, along with some
startling regional insights.

For instance, there is broad agreement that tax disputes
are escalating globally, are taking longer to resolve and
require specialist external support, but there are clear
regional trends in which topics attract controversy

and how many disputes occur. Regions also differ in
how recently companies have built dedicated internal
resources for handling controversy, the point at which
they seek external advice and their rationale for when
and whether to challenge revenue authorities.




Age of Controversy | How global organizations respond to tax disputes today

Key findings

of organizations have seen a rise in the
number of open tax controversies in
the last two years

90%

of large companies already have, or
plan to have, a Vice President in tax
controversy (or similar role)

of companies surveyed globally feared
shareholder reaction to tax controversy

05
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13%

of respondents have had to deal
with multi-jurisdiction cases

81% |

of businesses report tax disputes
to senior management

of respondents said they find an
independent assessment always
or usually useful
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Age of controversy

“I would be extremely surprised if tax disputes did not skyrocket in the
upcoming years due to the amount of new legislation and especially to
its great complexity and need for coordination between a huge amount
of jurisdictions,” said Jaime Salmerdn, Regional Tax Lead Benelux & EU Tax
Policy and CFO Netherlands Office for oil company Repsol.

Already, tax disputes are escalating across
multinational operations. AlImost every North American
company in our survey has observed a rise in the past
two years, as have a big majority of those from each of
the other regions. Furthermore, three-quarters of all
respondents said that their global disputes are taking
longer to resolve.

The increased levels could reflect the fact that tax
controversies frequently involve multiple jurisdictions,
albeit there are some regional variations in how
strongly this has impacted businesses. Sixty percent
of companies have run into cross-border collaboration
between revenue authorities. More than three-
quarters of North American respondents have
experienced an enquiry from their local authority on
behalf of a foreign one, versus 37% of Asia-Pacific-
headquartered companies.
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Time it takes to solve tax disputes
across an organization compared
with two years ago

4% 74%
Shorter Longer

b
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21%
Unchanged
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Tax disputes are escalating

il In

North America Europe

Latin America MEA APAC
@ Organizations experiencing @ Organizations that have been @ Organizations that have experienced
an increase in tax dispute subject to an intervention by a a tax dispute involving more than one
cases in the last two years local revenue on behalf of one or revenue authority in relation to the
more foreign revenue authority same issue in multiple jurisdictions
Furthermore, almost every (94%) North American jurisdictions, which is the most common cause of extra
respondent has experienced a tax dispute involving controversy at a domestic level, according to the survey.

multiple revenue authorities in relation to the same
issue in multiple jurisdictions, versus 60% of European However, in North America and in Asia-Pacific, the

companies and a global average of 73%. leading drivers for tax controversy are the digital
services tax and financing arrangements, respectively.
“In many cases nowadays you have to engage with As can be seen, the topics that businesses identified
more than two tax authorities at the same time, with as being the subject of controversy fall within the most
the same transaction,” said Sanna Jaalinoja, Group complex areas of the global and domestic tax codes.
Head of Transfer Pricing for Finnish stainless steel
producer Outokumpu. Salmerdn noted: “In the last 10 years the tax
landscape has changed a lot. There have been a lot of
Despite these global trends, there are clear regional developments, a lot of new regulations - things are
differences in terms of what issue might trigger a tax getting far more complex.” Plus, he added, the public
controversy. The rise in global controversy is being is paying more attention. “There is a huge appetite for
driven by questions about financing arrangements more transparency from media, from stakeholders,
and residency matters, followed by scrutiny of low-tax from individuals.”
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Some of this complexity stems from new international
regulations such as the OECD's Base Erosion and Profit
Shifting (BEPS) project. Ahead of implementation of
the BEPS Inclusive Framework in 2023, companies are
racing to understand the new rules - and how different
tax authorities may interpret them.

While businesses respect and accept the global tax
framework in which they must now operate, the
complexities of implementing what is essentially
international policy-making within existing domestic
legislation is expected to drive uncertainty that may
ultimately only be resolved through tax controversy
between businesses and tax authorities.

At Repsol, Salmerén noted the challenges involved in
incorporating the OECD rules into European Union law,
and the wider issue of interpretation discrepancies.
“How will different countries understand these rules
should apply? It could create a huge mess in the sense
that you have different interpretations.”

Jaime Salmerén, Regional Tax Lead Benelux & EU
Tax Policy and CFO Netherlands Office, Repsol

“There is a huge appetite for
more transparency from
media, from stakeholders,
from individuals.”

In addition to ongoing tax changes, businesses also point
to the repercussions of the coronavirus pandemic.
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“During the COVID years, finance ministries provided

a lot of subsidies but now they are entering a

phase where they need to ensure collection of their
revenues,” observed Laura Greco, Head of Tax for
Vodafone Italia. “So | expect them to tighten their
monitoring of the eligibility for the tax incentives and
tax credits that have been accessed by multinationals.”

Laura Greco, Head of Tax, Vodafone Italia

“Now tax is considered as
a risk function and it has
a more strategic role.”

Given the growing volume, duration and complexity
of tax disputes, the ability to resolve them either pre-
emptively or through a formal challenge has become a
strategic priority.

“In the past the tax department was part of the
administration of the finance operation. Now tax

is considered as a risk function and it has a more
strategic role. Now all the people | have in my team
are very senior, with at least 25 years of experience,”
said Greco, adding that Vodafone Italia’s internal tax
resources have roughly doubled in the past five years.

The pressures outlined above mean that companies
must work harder to achieve the key outcomes they
want from a dispute. Avoiding penalties or additional
interest is by far the most important, shows the
survey, followed by reaching a settlement outside the
public domain.
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Top criteria for assessing if the outcome of a tax dispute is a success

Not having to pay penalties or interest on top of further tax 0.69
Reaching a settlement rather than going to court 0.46
Settlement remaining outside the public domain 0.46
Settlement not leading to parts of the business needing to 0.34

shut down, or the business to change significantly

Not having to pay further tax 0.33

Maintaining a healthy relationship with the tax authorities 0.19
in the future

A quick resolution 0.09

* Factors ranked from first to third, and weighted. Scale from lowest 0 to highest 1.0.
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What tax controversy means for

businesses today

“It is a good practice to keep senior management in the loop on all
significant tax matters. In select cases, it may also be advisable to keep
board and investors updated,” noted Haroon Qureshi, Vice-President Taxes

for business services provider Genpact.

Keeping senior management in the loop

At present, a large majority of companies (81%) report
tax disputes to their senior management, although
only 27% do so as part of regular communication. The
point at which that reporting happens also varies, with
almost a third doing so when a tax liability arises and
11% upon entering litigation.

Again, the global statistics hide regional variations
in corporate policy. While almost half (53%) of Latin
American companies inform senior management of
tax disputes as a matter of course, an almost equal
share (51%) of Asia-Pacific respondents only do so
when a liability arises, and a further 23% only when
litigation occurs.

A complex mix of how aggressive local tax authorities
are, and how confident companies are in their own and
their advisors' ability to handle a dispute effectively up
until certain tipping points may explain those regional
variations. Differences in corporate governance
structures may also play a role.

1%

of companies report tax disputes to their
senior management. Only 27% do so as
part of regular communication.

Roles and responsibilities

In response to the growing volume of tax disputes most
companies (63%) already have a specialized role such as
VP Tax Controversy, with 38% of those having created
this position more than three years ago. Only 22% of
companies in our survey did not see a need for it.

Dedicated resources on payroll mean that 42% of
companies tend to handle tax controversy internally,
and a big majority have processes in place to report
disputes up the chain of command.
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“In countries in which we don't have expertise, we rely
on advisors,” said Salmerdn. “But we also have local tax
teams in the countries in which we are strong.”

Haroon Qureshi, VP Taxes, Genpact

“The concept of a relationship with a tax
authority is diluting. If things are faceless,
if things are online, then there's really
only so much that you can do to interact.”

Indeed, good tax oversight begins at home. Effective
risk management hinges on the flow of up-to-date
and regular information and that applies during a
controversy as well as during business as usual.

“Tax cannot do its job without information about what
the business is doing, and you can only have access

to that information if you are close to the business,”
observed Greco at Vodafone Italia, who added that
nowadays tax can be seen as part of a business'’s risk
management function.

A key role for tax teams and any VP of
Controversy is having visibility on where
there are open controversies at regional
and global levels, what stage they are at and
when and how a decision point has been
reached. One of those decision points is
when to seek external support.

Asia-Pacific companies are the quickest

to reach for external support, with 28%
calling in advisors as soon as a dispute
begins, whereas North America is the region
that tends to rely most heavily on internal
resources. Interestingly, size of organization
is less of a factor here. As a matter of
course, 30% of businesses with revenues
above $5 billion like to supplement their

I

North America
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analysis with an independent opinion, hiring external
advisors as soon as controversy arises.

Alongside the need for a VP of Controversy or Head of
Tax to communicate with their internal stakeholders,
the relationship with a tax authority is obviously
crucial to reaching resolution. Accordingly, two-thirds
of companies desire more frequent contact with the
authority during a dispute.

It's an issue that is becoming increasingly complex,
according to Qureshi. Using the example of India, he
observed that digitization of tax reporting and auditing
has cut into opportunities for face-to-face discussions
with revenue officials.

“The concept of a relationship with a tax authority is
diluting. If things are faceless, if things are online, then
there's really only so much that you can do to interact,”
he said.

This is important because without the opportunity
for organizations to explain crucial context and detail
around key tax and finance decisions, the potential
for misunderstandings to persist during a controversy
rises. In addition, the longer that misunderstandings
or misperceptions continue the more likely it is that
both sides in a controversy harden their positions,
frustrated that the other party ‘doesn’t get it’ and isn't
co-operating with the process.

Percentage of companies seeking support from external
advisors as soon as a tax dispute begins

28%
24%

2%

Europe

Latin America MEA

APAC
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Fearing retaliation?

Despite the potential for frustrations and
misunderstandings to arise in a tax controversy,

this doesn't translate into organizations fearing tax
authority retaliation in the longer term as a result of
how a dispute resolves. Instead, outside the Americas,
companies appear to worry more about the impact

of a tax dispute on shareholder relationships. Some
57% of companies from Europe, the Middle East and
Africa fear negative reactions from shareholders due
to a tax dispute, but less than a third (32%) are similarly
concerned about a tax authority’s response.

“Tax is increasingly a topic of interest to shareholders and
the public,” noted Outokumpu's Jaalinoja. “In addition,
the importance of sustainability and ESG topics is
increasing significantly, therefore additional transparency
is required and the requirements increasingly come from
outside tax rules and regulations.”

@ Back to home

And while tax authority retaliation is just about the
main concern of companies from the Americas,

only 11% of Asia-Pacific companies worry about it.
Furthermore, half of them never worry about any form
of retaliation.

Despite this confidence, companies based in Asia-
Pacific don't appear significantly more assertive when
controversy arises. Of 61 companies interviewed

in the region, 36% stressed that they are willing to
challenge a tax authority's position and 61% said they
are sometimes willing, versus respective figures of 32%
and 66% for the global survey. The confidence shown
in Asia-Pacific about lack of tax authority retaliation
may demonstrate a higher level of trust in how the tax
system functions compared with other regions, which
reduces the feeling that there is a need to strongly
challenge tax authorities during a controversy.

Businesses fear retaliation as a result of a tax dispute...

%L1

... from
shareholders

... from tax
authorities

‘ North America

. Latin America

. Europe
@ MEA

APAC

... from other
stakeholders
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Investor's view:

“Interest in tax transparency will rise”

Kate Elliot, Head of Ethical, Sustainable and Impact
Research at Rathbone Greenbank Investments, the
ESG-focused team within wealth manager Rathbones
Group, discussed how investors shape the tax
transparency agenda.

“One topic frequently raised by clients is the concept

of tax justice and the view that all participants in an
economy should contribute towards the public goods that
enable that economy to function, be that an educated
and healthy workforce or the effective rule of law.

While | can recall conversations with clients on this issue
going back at least 10 years, you do tend to see the pattern
that it becomes a greater concern in times of austerity,
high cost of living or other pressures on public spending.
It's therefore likely that interest in tax transparency and
responsibility will once again rise in 2022 as a result of
significant increases in the cost of living.

Investor interest does tend to spike when there is a
high-profile tax dispute in the news and this may lead to
concern about how exposed other holdings are and how
well investment managers are assessing and managing
the associated risks.

There is also a growing expectation for companies to be
run in the long-term interests of their stakeholders and tax
responsibility is now widely recognized as a key factor in
the overall good governance that underpins this approach.

Also, at a very basic level, investors do not like surprises.

If a company is exposed to financial or reputational risks
because of its more aggressive approach to tax optimization
then it makes sense for investors to want to understand
what these risks are and whether they are acceptable in the
context of overall financial and ESG performance.”

Choosing next steps

There's another possible explanation why more
companies do not fear retaliation from tax authorities.
Most companies will take a careful and considered
approach before launching a challenge that goes
beyond the usual levels of dialogue in a controversy.

@ Back to home

KATE ELLIOT

Head of Ethical, Sustainable
and Impact Research,
Rathbone Greenbank
Investments

For example, among companies open to challenging a

tax authority’s position, over half (57%) will only engage

in a dispute if they are sure that the case will remain
outside the public domain. For those who do choose to
challenge through litigation, this is undertaken with an
understanding that sometimes only the courts can identify
the appropriate treatment on a complex tax point.

“Itis true that not always can an agreed solution be
reached,” noted Salmeron, “and logically in those cases we
are devoted to defend the interest of our group, so that we
activate then all legal available paths, including judiciary.”

Clearly this will be a carefully considered decision, and
this caution underlines how well businesses understand
the reputational impact of tax controversy.

Another vital pre-condition before launching a challenge
is a supportive second opinion. Fifty-two percent of
survey respondents rely on external advisors before
deciding whether to challenge the tax authority’s
position. This confirms the trend, discussed below, for
organizations to partner
with external advisors
who already have
experience in resolving
similar disputes. Itis
likely that this past
experience, as well as
the benefit of a fresh
pair of eyes looking at
an entrenched dispute
before choosing to
commit to a round of
further challenge, is
what leads organizations
to seek external advice
at this point.

o

consult external
advisors before
deciding whether
to challenge the tax
authority’s position.
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The solution

Unsurprisingly, the largest companies - those with revenues exceeding $5
billion - are most likely to have created dedicated senior tax dispute roles,
with 92% having a VP Tax Controversy or similar. Geographically, meanwhile,
the hiring of such staff shows a link to recent experience of disputes.

For instance, 96% of North American companies but European and Asian companies evidence a similar

only 57% of Latin American ones have experienced link, with about 80% of each experiencing more global
more tax disputes at a global level since 2020. And at tax disputes, and just under 70% of each possessing

a global level, 79% of North American organizations dedicated resources to handle such controversy.

have senior management dedicated to tax controversy,

versus just 43% in Latin America. Alongside seniority, experience and specialization are key.

Where the number of disputes is high, companies
respond by creating senior tax controversy roles

96%

80%

Europe

North America
69%

MEA

Latin America ARAG

AT GLOBAL LEVEL

. Increase in tax disputes over past two years ‘ VP Tax Controversy or similar exists
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Where the number of disputes is high, companies
respond by creating senior tax controversy roles

75%

g 10% 1

North America

36%

B 5% BT
Latin America

78%

Europe
35%
18%
MEA APAC

AT DOMESTIC LEVEL

. Increase in tax disputes over past two years

The sometimes high cost associated with hiring
specialized staff may explain why companies are far
less likely to have dedicated senior staff at domestic
level, where many regions are also not reporting more
disputes. Only in Europe did a majority (53%) report

a rise of tax controversy cases at domestic level, and
this region’s companies were also most likely to have
dedicated senior staff for their home country, with 78%
confirming this.

The outlier is North America, where 75% of companies
have dedicated resources at domestic level despite
only 10% reporting more disputes in this arena in the
last two years. This is likely a reflection of the fact that
North America is home to many of the world’s largest
companies which, as we have seen, are generally more
likely to be ahead of the trend of creating senior tax
controversy roles.

VP Tax Controversy or similar exists

Alongside the right people, companies are increasingly
recognizing the value of case management tools

for their tax disputes. Such systems are proving
increasingly valuable, especially in complex, multi-
jurisdictional disputes where companies need to
manage many processes in parallel.

The use of case management software correlates
strongly to a company’s employment of specialized tax
controversy staff. North American companies are most
likely to have both at the global level, with 81% using
tax dispute management tools, while Latin American
companies are the least likely to have either.

Europe is the only region where companies, on
average, prefer dedicated tax dispute staff and case
management software for domestic rather than global
operations, again reflecting their greater exposure to
disputes at this level.
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External support

Even the most experienced in-house teams reach
their limits in some disputes. “At Repsol, we are

proud of a strong in-house department where we
perform an integral handling of tax issues,” said
Salmerdn. “However, and especially in some key and
complex matters, it is always really valuable to trustin
technically skilled advisors who can provide different
angles and enrich our analysis.”

0%

always or usually seek an independent,
external view at the appropriate point.

This view is reflected across the companies surveyed.
Over two-thirds of respondents always or usually

seek an independent, external view at the appropriate
point. Asia-Pacific showed the strongest preference for
external advice and North America the weakest, which
reflects the latter region’s world-leading commitment
to dedicated in-house staff for tax disputes.

When considering engaging external advisors,
companies cited local expertise and prior experience
from within a revenue authority as the drivers of
any decision to hire external support. Controversy
management is a potentially high-risk area, and
specialist advisors with a proven track record are the

@ Back to home

preferred partner for businesses facing disputes.

This specialist support clearly supplements the
knowledge and experience that the organization has
in-house, rather than replicating work, as even large
organizations will struggle to retain a permanent, large
staff purely to deal with tax controversy matters.

Sanna Jaalinoja, Group Head of Transfer Pricing
Outokumpu

“At the current stage of
uncertainty, flexibility in budget
is needed; one cannot fully
predict where and when
disputes arise and how much
external resources are needed.”

“We have a presence in 30 countries globally.
In some countries we do not have resources
and especially in these countries we need local
advisors,"observed Jaalinoja.

Top criteria for selecting a tax audit advisor

0.02 0.02
— 061 —— 046 — 044 — 033 - I
Local expertise  Past experience  Past experience Having Global Fee levels  Innovative
in tax disputes  within arevenue  representing a worked with capabilities in approach
authority with tax ~ client with tax the advisor tax disputes
disputes disputes before
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Given this relationship between the business

and their external controversy specialists, prior
experience of an advisor can be an important
factor when businesses hire controversy support,
reassuring the organization that its advisor already
has a deep understanding of its business.

At the same time, given the strategic importance

of resolving controversy swiftly and appropriately,
the cost of outside advice is not a key consideration.
Rather, organizations know that this support is a
necessity due to the impact a controversy can have
on a business financially and reputationally. This is
reflected in the fact that 38% of companies turn to
external advisors when a dispute threatens to breach
financial or risk thresholds. This is considerably higher
than the global finding that 17% of companies engage
advisors immediately, a cohort that rises to 28% in
Asia-Pacific.

Qureshi, Genpact's Head of Taxes for Asia-Pacific, said
large multinational companies will often outsource:
“If you have limited resources within, then you really
need to tap into the resources available outside.”

Jaadlinoja agreed: “Tax-related compliance and
transparency is requiring more and more resources

- there is no way around that. At the current stage of
uncertainty, flexibility in budget is needed; one cannot
fully predict where and when disputes arise and how
much external resources are needed.”

Clarity of purpose

Finally, whether using solely in-house resource or a
mix of internal and external support to handle a tax
controversy, it is important for organizations to be
clear what the route to resolution looks like, what

a good settlement is and why. Failure to do so can
result in both lack of clarity - and therefore delays in
reaching resolution - and potentially punitive costs if
it's not possible to reach agreement.

“Any action from the tax authorities, especially if the
taxpayer fails at the end of the litigation process, may
come with several years of interest and penalties,”
commented Qureshi. “Companies are obviously
concerned about this.”

17
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While hardly anyone rules out challenging authorities
as a matter of principle, companies have criteria to
determine what to do when. Some have clear red lines,
crossing of which will always trigger a challenge.

Working with external advisors can be helpful in
identifying what next steps are appropriate to take
and when and how to do so. As such, it's no surprise
that 52% of companies seek external advice before
commencing a challenge - a preference shared by
companies of all sizes. Involving external parties

can also help identify key decision points in a tax
controversy by drawing on prior experience with the
relevant tax authority and their resolution processes.

The survey results indicate the largest companies
(turnover exceeding $5 billion) are twice as likely as
businesses with turnovers below $1 billion (18/60
versus 19/123) to hire consultants from the outset of

a dispute. Large businesses are also more willing to
challenge adjustments. This is likely a result of larger
businesses having more established governance

and decision-making processes on a range of issues
(including controversy), as well as the potentially larger
settlements at stake if a dispute cannot be resolved.

Proportion of companies seeking support from
external advisors as soon as a tax dispute begins

Large companies
(revenues >US$5bn)

Small companies
(revenues <US$1bn)

And while all our interviewees stressed a preference
for avoiding disputes through transparency and
ongoing dialogue with authorities, a challenge is
sometimes the only option.

“We collaborate as much as possible with the
authorities,” said Salmerdn. “Having said that, if we
are unable to arrive to an agreement, we support and
defend the interest of the company.”
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Conclusions

Tax controversy levels have risen sharply in recent
years and now typically involve multiple jurisdictions
on either single or several issues. These disputes are
taking longer than before to reach resolution. For the
reasons shared above, none of these trends are likely
to alter in the near to medium term.

Experience is crucial in resolving controversies
efficiently and appropriately, particularly if this
includes an understanding of tax authorities’ drivers
and governance around settlements. The survey also
shows the value that companies place on strong and
established relationships with tax authorities.

At a time when many businesses feel they are not able
to have dialogue as frequently with tax authorities as
they would like during a controversy, it is no surprise
that prior work within a revenue authority is a key
draw when companies turn to consultants in tax
controversy cases.

Preparation is also key. “You can do much to prevent
disputes beforehand,” said Outokumpu's Jaalinoja,
citing avenues such as advance pricing arrangements
or cooperative compliance programmes. She added:
“It is also necessary to have processes and controls in
place which assure that potential issues, which may be
open to different interpretations by the company and
different tax administrations, are detected beforehand
and tackled.”

This more proactive approach recognizes that
prevention is better than cure. It is also a reaction to
the fact that these days tax authorities across North
America, Asia-Pacific and Europe raise conversations
around controversy at an earlier stage than before and
sometimes even prior to a controversy being formally
opened. Itis not surprising, therefore, that businesses
increasingly see controversy management as part of
standard business processes.
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“Having a tax risk framework is key,” said Salmerén.

“It sets not only the procedures you follow to avoid
problems, but also the level of risk appetites you would
like to have.”

Yet even the most cautious and communicative of
multinationals will face disputes, sometimes due to
truculent authorities and sometimes due to confusion
on both sides about the tax code. As such, it is
important for companies to embed strong dispute
resolution processes within their wider tax governance,
and to keep senior management in the loop.

“Should a dispute arise, there must be a process in
place to report and handle it appropriately within the
company,” observed Jaalinoja.

In summary, this survey shows that companies have
responded already to higher levels of tax controversy
by hiring dedicated resource in their tax departments
with staff assigned to managing and handling
controversies.

The businesses who are ‘best in class’ at responding to
controversy typically support their in-house teams with
a combination of risk and project management tools;
the input of external advisors; good communication
channels with internal and external stakeholders; and
a well-understood decision tree that can be consulted
during the controversy settlement process.
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Appendix

Methodology

This report is based on a survey of 303 tax, finance
and legal in-house professionals, conducted by
International Tax Review on behalf of Deloitte.
Fieldwork took place in February and March 2022.
Forty-six percent of respondents are C-level executives
with the remainder being vice-presidents, deputy vice-
presidents or other senior management.

Thirty percent of respondents are based in the
Americas, a further 30% in Europe, and 20% each in the
Middle East and Africa, and in Asia-Pacific.

Kate Elliot

Head of Ethical, Sustainable

and Impact Research

Rathbone Greenbank Investment
(Rathbones Group)

Laura Greco
Head of Tax
Vodafone Italia

Jaime Salmerén

Policy and CFO Netherlands Office
Repsol

Regional Tax Lead Benelux & EU Tax
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Respondents are also almost evenly spread across all
industries and sectors.

Revenues range from less than $500 million to $5
billion plus, also evenly distributed. Lastly, 56% of
companies in the sample are publicly listed, with the
remainder being privately owned.

In addition to the survey, in-depth interviews were
conducted with five corporate leaders. Deloitte and
International Tax Review would like to thank the
following independent experts for their contributions
to this report:

Sanna Jaalinoja
Group Head of Transfer Pricing
Outokumpu

Haroon Qureshi
VP Taxes
Genpact
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To discuss your concerns or approach to tax controversy resolution, contact your
local Deloitte tax partner, or:

James Fabijancic
Deloitte Global Leader
Tax controversy

Annis Lampard
Tax Director
Deloitte UK

jfabijancic@deloitte.com.au alampard@deloitte.co.uk
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