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Until the financial crisis (2008) and the economic crisis that followed shortly afterwards, tax planning was almost entirely determined by opportunities
that could be substantiated from a legal point of view. Tax strategies were often limited to the declaration that the company would comply with the
necessary laws and regulations. Austerity measures following the crisis were affecting citizens and businesses, while at the same time corporate tax
rates showed, and continued to show a downward trend. International institutions such as the OECD were risking becoming less relevant due to their
lack of inclusiveness. Public and political indignation were sparked by scandals and by publications of non-governmental organisations that made tax
payments and behaviour of multinational corporations visible. This led to the design, adoption and implementation of an unprecedented ambitious
and broad anti-tax avoidance agenda at the global (OECD/G20) and the European level, culminating in numerous OECD reports, a multilateral tax
treaty (MLI), several EU directives, and numerous changes in domestic legislation worldwide.

The OECD, in one of the largest efforts to redesign the international tax system, has formulated a Two-Pillar approach to prevent tax avoidance by
MNEs. Pillar One aims to allocate new taxing rights on non-routine income (Amount A) to market jurisdictions, even in absence of physical presence,
and fix the amount of routine income connected to certain limited marketing & sales activities (Amount B), via the introduction of a new set of tax rules
potentially operating on top of the existing ones. Pillar Two introduces a global minimum Effective Tax Rate (ETR) via a system where multinational
groups with consolidated revenue over €750m are subject to a minimum ETR of 15% on income arising in low-tax jurisdictions.

At the same time, various stakeholders are paying attention to the tax strategies of companies from a sustainability point of view. One of the
stakeholders is the tax administration and several countries have cooperative compliance programs in place that also drive the need for tax
governance frameworks. This has resulted in an increased demand for companies to be transparent about their tax position. Aided by voluntary
reporting standards like the Global Reporting Initiative (GRI) and the OECD guidelines for multinational enterprises (OECD), companies have
incorporated tax transparency in their reputational and commercial risks assessment and seized the opportunity to build trust with their stakeholders.
Moreover, for several companies, tax reporting obligations may follow from the Corporate Sustainability Reporting Directive (CSRD) and the Public
Country-by-Country Reporting Directive (Public CbCR).

The recent tax governance trends illustrate that the perception of the mission of companies is changing from creating shareholder value into delivering
long-term value to stakeholders and sustainable integration of the corporation in society. Tax transparency is and will be the new norm and is
supported by international institutions like the OECD, the UN, the EU and by non-governmental organisations like the Global Reporting Initiative (GRI).

Key Messages

1. Regulatory developments and changing stakeholder expectations call for sustainable tax strategies
2. Active involvement and ownership of boards is essential

3. Transparent tax reporting stimulates trust, enhances credibility and demonstrates accountability
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The landscape in which global businesses operate has
changed significantly over the last few years.

Tax is no longer perceived to only be a basic cost of
doing business, but also as a powerful indicator of a
company’s contribution to society and a reflection of its
broader values and purpose. As taxes directly impact a
government’s ability to fund public services and as such
businesses contribute to the economies and societies
where they operate, investors, the public and legislators
are increasingly asking companies to report on their tax
footprint (how much taxes are paid, and to whom).

The alignment of sustainable business strategy and the
organizational tax approach is, therefore, instrumental to
strategically positioning tax, building trust with various
stakeholders and ensuring long-term sustainable growth.
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Voluntary initiatives and regulatory developments

When you are (re-)evaluating your tax governance and are considering (re)-
designing your approach to tax, it is important to take note of the following
voluntary initiatives and regulatory developments.

1. Global Reporting Initiative - Tax Reporting Standard (GRI 207 Tax
2019)
GRI 207 enables organisations to publicly report on their tax practices on a

voluntary basis. The GRI 207 is part of a broader set of standards: GRI Standards.

These are the most widely adopted standards for sustainable reporting. GRI

207 requires companies to disclose information about their tax strategy, their
governance and risk management, their stakeholder engagement and their public
policy advocacy. Furthermore, it introduces public country-by-country reporting
of business activities, revenues, profit and tax and promotes disclosure of the
reasons for difference between corporate income tax accrued and the tax due if
the statutory tax rate is applied to profit/loss before tax.

2. Public Country-by-Country Reporting

In 2015, on the foot of the recommendations in the OECD’s base erosion and
profit shifting (BEPS) package, country-by-country reporting was introduced.
CbCR requires large multinationals to report certain financial information (e.g.
corporate tax paid, revenue, profit and employees) at a country level rather than
globally.

In December 2021, the EU Public Country-by-Country Reporting Directive
(“Public CbCR”) entered into force. The Directive is applicable to financial years
starting on or after 22 June 2024 and requires multinational groups with a total
consolidated revenue of at least EUR 750m to publicly disclose the corporate
income tax they pay in each EU Member State, regardless of if they are
headquartered within the European Union or not.

Furthermore, companies are required to disclose the corporate income tax paid
in countries that are either on the EU list of non-cooperative jurisdictions for tax
purposes (the “EU blacklist”) or listed for two consecutive years on the list of
jurisdictions that do not yet comply with all international tax standards but have
committed to reform (the “EU grey list”).

More information about the pCbCR Directive is available here.
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3. OECD (2023) guidelines for multinational enterprises (OECD MNE
guidelines)

The OECD MNE guidelines, adhered to by 51 territories globally, are a
multilaterally agreed and comprehensive code for responsible business conduct.
They aim to promote positive contributions by enterprises to economic,
environmental and social progress worldwide and in the more recent years,

the guidelines have been used as reference point by industry covenants,
organisational (tax) strategies and (tax) codes of conduct.

In relation to tax, they recommend that businesses should treat tax governance
and tax compliance as important elements of their oversight and broader

risk management systems and that corporate boards should adopt tax risk
management strategies to ensure that the financial, regulatory and reputational
risks associated with taxation are fully identified and evaluated. Moreover, in

the updated version of the guidelines (2023) the OECD emphasizes that tax
transparency is an important way to ensure and demonstrate that companies
comply with the letter and spirit of the law. In this context, the guidelines suggest
that members of multinational enterprises should take into consideration,
reporting on a country-by-country basis, exchanging information regarding
taxpayer-specific rulings and mandatory disclosures regarding aggressive tax
planning. In addition, the OECD continues to emphasize the importance of
transfer pricing for the determination of tax liabilities of members of multinational
enterprises and the importance of the implementation of the arm’s length
principle to avoid inappropriate shifting of profits or losses and minimize risks of
double taxation.

4. The impact of the Corporate Sustainability Reporting Directive
(CSRD) on tax reporting

While the application of the GRI 207 is voluntary, when the CSRD takes
effect (2024 onwards), companies can no longer report on their sustainability
performance at their own discretion. The European Sustainability Reporting
Standards (“ESRS”) set out the reporting framework and create an obligation
for companies to develop and publish a holistic view of sustainability matters.
ESRS 1 (general requirements) and ESRS 2 (general disclosures) are general
in nature, contain basic principles and prescribe what should be reported on
governance, strategy, and decisions related to materiality, while the other 10
standards cover different ESG aspects.
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To determine which sustainability matters are most material to them,

companies in scope of the Directive will have to undertake a “double materiality
assessment”. This means that they will have to assess their impact on people and
the environment (inside-out view) and consider the (new) risks and opportunities
created by sustainability-related developments and events (the outside-in view). It
is important to highlight that topics outside of the scope of the ESRS can also be
deemed material.

e |f, based on a “double materiality assessment” tax is deemed to be a material
topic, it will be classified as an entity-specific topic and companies will have
to prepare entity specific disclosures. These disclosures can be prepared
in line with GRI 207. The EFRAG (provides technical advice to the European
Commission under the CSRD) and the GRI have published a joint-statement
of interoperability between their reporting standards in relation to impact
reporting. For more information see, here.

e |f tax is not deemed to be a material topic companies may still be required to
report on the topic because companies will have to determine the financial
risks and opportunities associated with topics that are material for them.
From a tax perspective, it is important to assess the financial risks and
opportunities arising from ESG-related taxes and regulations.

Moreover, tax reporting obligations arise from the requirement to report according
to ESRS 2 regardless of the outcome of the materiality analysis. Among other
things, this means that the explanation of the strategy and business model must
be in line with the approach to tax. As an example of the aspects that can be
covered by the strategy, ESRS highlights “aggressive strategies to minimise
taxation, particularly with respect to operations in developing countries”.

Finally, tax reporting obligations are created by the CSRD as companies will

have to report about the environmental aspects of their activities. To that end,
companies need to determine if the activities qualify as “sustainable economic
activities” based on the criteria set out in the EU taxonomy. If the activities

are aligned with the EU taxonomy, the “minimum safeguards” (OECD MNE
guidelines) apply. To comply with the minimum safeguards, the Platform on
Sustainable Finance, asserts that tax is one of the four core topics. The alignment
with the minimum safeguards ensures the treatment of tax governance and
compliance as an important element of oversight and existence of tax risk
management strategies under ESRS 2.
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For more information about the CSRD, click here.

As part of broader integrity management, financial institutions are more often
legally required to integrate the management of tax integrity risks into their tax
risk management. Tax integrity risks include amongst others: the risk of tax
evasion, the risk of tax fraud and the risk of tax avoidance. A topic that has
recently received a lot of attention in regard to tax integrity risk management is
customer tax integrity (CTI).

From a regulatory perspective, CTl is stimulated by the Dutch regulator DNB
(De Nederlandsche Bank). In 2019 DNB published a guidance document called
“Good Practices Customer Tax Integrity Risk Management for Banks” and a
separate version for trust offices. These documents provide banks and trust
offices practical tools for implementing risk management as it relates to tax
avoidance and tax evasion. As part of this process, banks should assess its
customer’s tax driven motives. This is a complex process which depends on a
bank’s own risk appetite.

In addition to the regulatory approach, CTI can also be approached from a
sustainability perspective due to the UN principles for Responsible Banking.
Customer Tax Integrity is incorporated in these guidelines as it is closely related
to Principle 3 - Clients and Customers. Through this principle banks commit

to work responsibly with their clients and customers to encourage sustainable
practices and enable economic activities that create shared prosperity for current
and future generations. The link with sustainability referred to in this principle is
strengthened by the alignment of the UN principles for Responsible Banking with
the UN Sustainable Development Goals and the Paris Climate Agreement.

For more information about client tax integrity, click here.
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A strategic and sustainable approach to tax

To strategically evaluate your tax approach, it is essential to take into
consideration the design and the implementation of your tax governance. Tax
governance helps your organisation to steer, manage and oversee tax, from
strategy to auditable reporting. In parallel, tax governance helps to address
the fundamental external changes efficiently and responsibly and shows
accountability on your tax approach to its stakeholders.

You can shape your tax governance by (re)designing an approach to tax (often
laid down in a tax strategy/policy). The approach should include your tax
principles, your view on the impact of tax on sustainability, your tax governance,
your risk management framework, your approach to tax reporting and your
approach to stakeholder management and public policy and tax advocacy and
your tax contribution (on country-by-country basis). Below we highlight a few key
elements:

1. Alignment of your tax approach with the business strategy and
sustainability

Explicit linking of the tax approach with the business strategy, sustainability
commitments and SDGs helps to further integrate tax in the strategic context
of the broader organisation and society. This also strengthens reputational risk
management and the license to operate.

2. Applying a systems view

When applying a systems view, tax is placed in context of the organisation

and society through stakeholder engagement. It implies that the tax impact the
organisation has through its business relationships should be taken into account.
In this view the tax approach not only covers the organisation itself, but also

tax with respect to products and services, investments, clients and business
partners. This view can also be seen in the UN Guiding Principles on Business
and Human Rights, the GRI standards, the PRI’s approach to responsible
investment for tax, and for example in the Dutch regulated Systematic Integrity
Risk Analysis.
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3. Tax integrity

Given the increased tax transparency and availability of data, it is key from a
tax integrity viewpoint that the organisation is consistent in its tax approach. In
words, actions and reporting to build trust and manage reputational risk.

4. Tax risk management

As a global trend, there is a rapid increase in regulated risk management for tax.
This fits with modern governance in which risk management frameworks help to
ensure compliance with laws and regulations and adherence to the tax strategy.

5. Tax Transparency Reporting

Being transparent about tax is driven by stakeholders (including investors, NGOs,
and private initiatives) and legislation. It requires companies to disclose the tax
strategy, and report information on tax governance, risk management and tax
contribution. The organisational approach to tax transparency is not an isolated
approach but depends on the overall business strategy, broader (stakeholder)
reporting and sustainability commitments.




In the current tax landscape, technology and data management have become an
essential part of tax governance. With the rapid increase of internal and external
(transparency) reporting requirements - which requires fast and high-quality
processing of large data sets - companies need to implement an end-to-end
technology ecosystem and high-quality data governance.

Technology can help companies gain insights in their data in various ways, from
gathering, storing, modelling and analysis to visualing and reporting. In short,
companies can use tax relevant information and data for:

e Data driven insights

e Strategic decision making

¢ Risk management and control

¢ Reporting and compliance

To make sure that companies can provide the required data to various
stakeholders, it is important to ensure that data is available in a timely manner
and that tax is included in the IT/ finance transformation projects. Moreover,
attention should be given to digital upskilling of staff and leadership to keep
track of increases in digitalisation and utilise the potential of technological
developments.
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Sustainable Development Goals

The 17 Sustainable Development Goals (SDGs) provide a coherent, holistic,
integrated framework for addressing the world’s most urgent sustainability
challenges and creating a better future for all. Taxation plays an important
role in achieving the SDGs, since tax provides for the funding necessary

to achieve these goals. In this light tax is mentioned for each SDG as an
element companies can take into account and report on when actioning
upon the SDGs.

Sustainable Tax Strategies

Organisations are integrating the SDGs into their business and/or
sustainability strategies. For tax, the topic of sustainability and the selected
SDGs could be integrated in the organisation’s tax strategy. In general, but
also specific SDGs as selected by the organisation, could be addressed.
The importance of this explicit link between sustainability and tax is also
mentioned by various (inter) national non-governmental organisations like
the UN, the GRI and the Dutch Association of Investors for Sustainable
Development (VBDO).
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Constituent elements

Disclosing relevant tax information can be beneficial for your company in several
ways. It enhances transparency and accountability in your tax practices, it

can assist in the management of reputational risks, it can contribute to your
company’s sustainability efforts and ensure compliance with tax regulations.
Based on international governance standards, various national regulations and
guides, we distinguish the following four constituent elements.

1. Tax Strategy

The tax strategy is at the heart of tax governance as it strategically and
systematically describes the organisational long term tax approach and tax
management in the context of the organisation and broader society. It is the first
constituent element of tax governance and significantly impacts the other three
constituent elements as it influences the design and implementation of these
constituent elements too.

Your tax strategy may be fuelled and built upon many elements including your
organisational purpose and values, business strategy and operating model,
sustainability commitments and SDG'’s, stakeholders, human rights, applicable
laws and regulations and relevant internal and external codes of conduct.

A key step in the development of a tax strategy is stakeholder engagement,
internal and external. Through stakeholder engagement the organisation can
learn what expectations stakeholders may have and integrate these appropriately
in the tax strategy. Tax can leverage in this regard on the general stakeholder
engagement that already exists on a variety of topics as part of broader corporate
governance.

It is important to realise that whatever elements the organisation decides to
include in its tax strategy, these elements also need to be implemented, truly
integrated in organisational behaviour and (partly) reported on. This ‘match’
between societal and organisational input on the one hand and tax output on the
other hand is a crucial condition for tax integrity behaviour.
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2. Roles and responsibilities

A second constituent element of tax governance is about tax roles and
responsibilities. To manage tax, it has to be clear who is doing what, when and
how, on a strategic level and on an operational level.

On a strategic level, it is important that board responsibility and oversight is
incorporated in tax roles and responsibilities. Internationally, this is a common
requirement within corporate governance.

In line with (local) regulations and codes, if any, tax roles and responsibilities can
be designed in a tax operating model. In this model, the organisation determines
how internal and external parties work together within the broader organisation
with respect to tax relevant matters. This entails discussions on a central model
versus a decentralised model (and variations), the use of shared service centers,
the use of tax service providers through outsourcing, co-sourcing or managed
services and more.

Training and communication will help people to understand and execute their
roles and responsibilities.

3. Tax risk management and control

Tax governance requires organisations to include tax in the enterprise risk
management framework, often referred to as the business control framework or
more specifically the tax control framework.

Organisations need to be in control of the tax consequences of all processes and
transactions within the organisation and not only the tax processes. Tax risks
have to be identified and controls have to be implemented.

Moreover, it is important to realise that the tax control framework needs to control
all statements as described in the tax strategy. In other words, the tax control
framework should safeguard that what the organisation has ‘promised’ to its
stakeholders, is also executed and delivered in organisational tax behaviour and
(transparency) reporting.

For the design and implementation of a tax control framework, numerous (inter)
national regulations and guidance are available.
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4. Tax (Transparency) Reporting

Our last constituent element of tax governance is tax (transparency) reporting
and assurance. Through internal and external tax reporting, financial and non-
financial, the organisation can show its accountability and inform stakeholders
of its performance and impact. Such reporting can be regulatory for which it
needs to be ensured that the organisation adheres to relevant standards and
regulations.

In addition, propelled by the public debate on tax and the influence of
sustainability, organisations are also voluntarily reporting on their tax affairs (e.g.
the publication of the tax strategy, tax contribution information). Various guidance
documents, standards and examples are currently available to help companies
prepare their voluntary reports.

Independent of what kind of tax reporting the organisation performs, the value of
such reporting increases significantly if (a level of) assurance is available on its
content. Assurance can be provided in various ways and for various stakeholders.
Although some corporates already provide tax assurance to their stakeholders,
and for example the GRI refers to the importance of assurance for its reporting
standards, it is still relatively rare and in development.

For further reading an additional module is available:

Module A: GRI and UN PRI tax requirement




How PwC can help

To have a deeper discussion on tax governance, please contact:

Marc Diepstraten
EMEA Tax & Legal Leader

3 marc.diepstraten@pwc.com

Edwin Visser
Dep. Global Tax Policy Leader and Tax Policy Leader PwC Netherlands

3 edwin.visser@pwc.com

Marvin de Ridder
Director Tax Reporting and Strategy

9 marvin.de.ridder@pwc.com

Keetie van der Torren-Jakma
Director Tax Policy

9 keetie.van.der.torren-jakma@pwc.com

Stefan Daris
Senior Manager Tax Reporting and Strategy

 stefan.daris@pwc.com
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