	Globally Tax risk management: Importance in India

	


	Tax executives around the world find effective tax risk management more important than ever, according to Ernst & Young’s third global tax risk survey, Steady course; unchartered waters (‘the Survey’). The biennial survey of 541 tax executives from 18 countries (including India) shows that the majority of respondents now spend up to 20% of their time on tax risk issues. In India, the figure is slightly lower with many of the respondents (31%) spending around 10% of their time on tax risk issues. Improving the tax function to address risks is vital, and more than 90% of respondents say that tax risk management will be an important area for them over the next two years. 

“The global financial crisis and ever-changing regulatory environment have put pressure on companies to increase their focus on tax risk management. Progress has been made over the last two years, but there’s still a long way to go for many companies. Today, tax risks are everywhere, all the time, and companies are forced to integrate tax risk management more closely with the enterprise as a whole. This goes beyond processes and controls and into areas of strategy, performance and communication,” says Mark Weinberger, Ernst & Young’s Global Tax Leader.
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The trend in tax risk management is to be proactive, and tax executives say that they are becoming more efficient and broadening their response to risk. Linking into other parts of the organization, such as internal audit or the company’s enterprise risk management program, is important. In fact, 49% of companies report having process improvement measures in place to integrate the tax function with the rest of the organization.  In India such integration is given its due importance. Our Survey shows that 64% of the Indian respondents have process improvement measures in place to better integrate the tax functions with the rest of the organization.   

The respondents cite communication as critical for tax risk management. Companies that have regular communication with their boards about tax risk issues are more likely to have specific measures in place to address those risks. 87% of respondents say they have well-established communication with senior management, while only 14% say their board never receives a presentation on tax risks.  In India, 92% of the respondents said that they had well established lines of communication with senior management. In response to specific questions, 80% of the respondents cited that the CEO or CFO group was regularly briefed on how tax risks were managed. In addition, 56% of the respondents said that the Board of Directors is updated at least quarterly with a presentation on tax risks.  The companies whose boards hear about tax risk every quarter also use data collection and workflow technology more effectively.

Managing legislative changes is a key area of concern for the tax executives. 68% of respondents say that new or changing legislation is a major challenge. “The expanding role of governments will only accelerate these pressures in coming years, as they seek to devise policies to enhance much needed revenues and provide a competitive environment for job and business creation,” says Mark Weinberger.  This concern is true for companies in the BRIC countries (including India) where “changes in applicable tax law or its interpretation” are much higher than the global percentage, most likely due to the relative speed of tax law development in those countries.  This is evident from India’s Union Budget 2008 where as many as 55 amendments were made to the Income Tax Act, 1961, some with retrospective amendments.

Of the external tax risk factors, according to the Indian respondents, changes in applicable tax laws and tax law interpretation by the tax authorities was the single biggest external factor contributing to tax risk. 52% of the respondents said that it contributes a great deal to the tax risk or is a critical factor towards tax risk. The second external factor contributing to tax risk were changes in financial accounting standards or their interpretation by authorities. 28% of the Indian respondents viewed this as a critical factor contributing to the tax risks

According to Srinivasa Rao, Partner & National Director- Tax & Regulatory Services, Ernst & Young (India), “There is a definite requirement for the tax administration to provide stability and certainty to businesses in India.”  There is a proposal to amend the Income-tax Act, 1961.  “Hopefully, the new Act will take cognizance of the emerging needs of the Indian economy and help maintain consistency in interpretation on emerging issues,” he adds.

To mitigate litigation issues arising from changes in interpretation of tax law, Srinivasa Rao adds that: “Various alternative dispute resolution processes or steps can be introduced.  These could include: enhancing the scope of the Authority for Advance Rulings, providing guidance on tax treaty interpretation, improving the effectiveness of the Mutual Agreement Procedure and providing for arbitration, introduction of Advance Pricing Mechanisms for transfer pricing and introduction of various Supplementary Dispute Resolution mechanisms.”  
Large multinational companies (with revenues above US$25 billion) are leading the way in tax risk management across planning, compliance, provision (accounting and controls), and controversy. Large companies also place a higher emphasis on tax risk management in general, with 50% identifying it as a critical measure compared with 42% overall.  As of now, 25% of the Indian respondents have viewed tax risk management as a critical measure of their tax function (activities), with 62% saying it is somewhat important. At present our survey shows that ensuring correct disclosures and timeliness of compliance are viewed as most critical for their performance measurement by Indian respondents, engaged in tax activities in their organisations. However, as the Indian economy continues to mature, tax risk management will assume greater importance.  

“In uncertain economic times, a company’s business objectives and operations may undergo sudden changes, and its financial profile may change significantly. That doesn’t mean that good tax risk management becomes a luxury. On the contrary, building best practice across the enterprise is vital in responding to tough market conditions,” concludes Mark Weinberger. 

Other key survey findings include:

        Many companies are struggling to understand the effects of IFRS on their global operations or deal with increasingly sophisticated revenue authority “risk- and systems-based” audit reviews. 

        88% of respondents report that “success in dealing with tax authorities” is either critically or very important as a performance measure.  In India, 58% of the respondents cited that “success in dealing with tax authorities was a critically important performance measure.  

        Almost 70% of respondents report that effective tax rate planning is either very important or critically important to the tax function.  42% of the Indian respondents to the Survey report that effective tax rate planning is critically important to their tax function. 

        48% do not have a tax controller post accountable for financial reporting within the tax function. As per the Indian results of the Survey, there are only 32% companies which do not have a tax controller post accountable for financial reporting within the tax function. 
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