5W TO BENEFITFROM
TOTAL TAX TRANSPARENCY

Four solutions to overcome common challenges, build
trust and SUPPOI’t ESG programs The time to elevate total

tax transparency reporting
is now. Not only can these

In April 2021, the Institute on Taxation and Economic Policy published a report reports mitigate widespread

naming 55 corporations it said paid no federal income tax and “collectively drained misconceptions a.):oaft
$12 billion from the U.S. government,” prompting swift backlash. Similar reports corpo;;ate tax.contr/ utions,
from groups including Pew Research and Public Citizen have brought unprecedented t eyar'e'lmportant
: - ) opportunities to educate
scrutiny of corporate tax contributions. The debate about whether companies pay
stakeholders about an

their fair share has led to mistrust and criticism, as well as a corporate minimum tax

requirement in the recently passed Inflation Reduction Act (IRA). organization’s approach to tax

and total tax contribution.

Total tax transparency is an approach to tax reporting that offers stakeholders
comprehensive and timely access to a company'’s total tax contribution. Total tax 4 ﬁ
transparency brings visibility to how — and to what extent — an organization complies [
with tax regulations and supports society through taxes borne and collected. By Y 4

applying total tax transparency principles to tax reporting processes, tax leaders can JONATHON GEISEN
build trust, support ESG programs and educate stakeholders about the broader range BDO Tax
of tax contributions a corporation makes beyond federal and state income tax. Managing Director

IBDO



https://itep.org/55-profitable-corporations-zero-corporate-tax/
https://www.bdo.com/insights/tax/federal-tax/senate-approves-inflation-reduction-act-with-chang
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CHALLENGE #1: DISPARATE DATA SYSTEMS CREATE CHAOS

BDO's 2022 Tax Outlook Survey found that most companies (62%) cite data collection and analysis as the greatest challenges

to understanding and reporting an enterprise's total tax contribution. Because companies often partner with several compliance
firms to manage different kinds of taxes across jurisdictions, tax data tends to be fragmented across various systems. In turn, these
compliance firms work with a variety of software vendors, each of which uses its own metadata, further hindering the centralization
and automation of data aggregation and analysis.

Additional analysis challenges arise with indirect taxes, as these charges are often buried in a wide variety of general accounts
and dispersed over several line items in financial statements. Required tax reporting is only part of the challenge; by taking
advantage of opportunities to automate data aggregation, companies can streamline processes and reduce the risk of incomplete

or inaccurate reporting.

The Solution: Assess Gaps and Promote the Benefits of Total Tax Transparency

Companies should consider adopting a comprehensive approach to total tax transparency that integrates data, people,
processes and technology. Tax leaders can ask the following questions to assess gaps and identify their organization's

next steps:

What does tax

data management and
information sharing look like
internally, with vendors,

and with regulators?

Which processes are
inefficient or present
the most inherent risk?

M

DATA

O

PROCESS

]

]
TECHNOLOGY

PEOPLE

What technology
do you need to unlock
insights and create value?

Is your entire tax department
on board with transformation
and educated appropriately?
Are broader business leaders
aligned with your goals?


https://insights.bdo.com/tax-outlook.html
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Companies must also use a robust tax risk management and governance framework with checks and balances — internal controls
and compliance processes — to ensure complete and accurate disclosures. Without strong controls, reporting challenges may
persist and tax departments will not maximize the outputs from data, people, processes and technology.

Implementing a tax risk management approach and governance framework is easier said than done. Tax leaders can incentivize
collaboration by engaging tax departments and executive leadership in conversations about the business benefits of data gathering,
analysis and controls, including:

> Greater visibility into total tax contributions and cash flows » Improved benchmarking of tax performance

across all tax categories » Ability to address new reporting requirements

Enhanced understanding of the total tax landscape that

- ) < » Confidence that disclosures are complete and accurate
leads to additional tax planning opportunities

Insights into year-over-year tax performance and
multi-year trends
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CHALLENGE #2: LACK OF STANDARDIZED ESG REPORTING FRAMEWORKS

Given the abundance of reporting frameworks and standards, total tax transparency disclosures are left to a company's discretion,
while broader tax regulations vary by jurisdiction and industry. Businesses must balance transparent reporting principles with
maintaining their competitive edge. Meanwhile, regulatory proposals and potential requirements are evolving daily.

The potential for shifts in the regulatory landscape makes companies reluctant to adopt any given reporting framework. Tax
departments must also submit disclosures that are subject to audit and regulatory review, such as those included in Form 10-K
annual reports. These disclosures organize data differently from total tax transparency reports and may lead to confusion among
consumers or other external stakeholders regarding perceived discrepancies between filings.

The Solution: Leverage BDO's ABCDs of Reporting

ASSESS: Companies can review existing

frameworks such as GRI 207 — a global ESG and sustainability
reporting standard from the Global Reporting Initiative
focused on tax — and work with external advisors to assess
which works best for their business. As companies think
through the components that underlie tax reporting, they can
leverage tools such as BDO's Tax ESG Cypher to craft their
approach to tax, tax governance, risk management and total
tax contribution.

D efl Ne: gefore reporting, a company should

clearly define what total tax transparency means in the context
of its broader corporate purpose and ESG strategy. For both
internal and external reporting purposes, it is critical to provide
clear context about the data included in total tax transparency
reports and how such reporting aligns with other ESG
communications and tax disclosures.

Consider Internal First:

Tax leaders should consider starting with internal disclosures
as they establish reporting processes, data collection
mechanisms and analysis methods. Beginning internally
allows tax leaders to reap the benefits of data gathering,
identify issues, test control frameworks and mitigate risks or
deficiencies before reporting externally.

B enCh mal'k: Companies can look to peers

who are leading the way in transparent tax reporting to model
best practices for disclosure. Peer reporting may also provide
helpful direction on the qualitative information needed to
contextualize tax strategy and values alongside raw tax data.

Overview of GRI 207 Disclosures:

Under GRI 207, companies have a standard set of four
different tax-specific disclosures:

1.
2.

Disclosure 207-1: Approach to tax

Disclosure 207-2: Tax governance, controls
and risk management

Disclosure 207-3: Stakeholder engagement
and management of concerns related to tax
topic-specific disclosures

Disclosure 207-4: Country-by-country reporting

Internal vs. External Reporting: 5 Questions to
Guide Tax Disclosures

1.

What information will help stakeholders
understand the company's approach to total
tax transparency?

How can tax data demonstrate the company'’s
progress toward its ESG commitments?

Can the company proactively address common
misperceptions or criticisms, such as claims
that it is not paying its fair share, by providing
information on other elements of the total

tax contribution (property, payroll, sales,
value-added taxes, etc.)?

What are competitors and peers doing from
an external reporting perspective?

Can the company gain a competitive advantage
through better tax transparency reporting? What
are the potential risks?


https://www.globalreporting.org/standards/media/2482/gri-207-tax-2019.pdf
https://www.bdo.com/insights/tax/federal-tax/navigating-the-intersection-of-tax-esg
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CHALLENGE #3: TAX DEPARTMENTS ARE STRETCHED THIN

Given the extensive work required by traditional tax disclosures, compliance and staying abreast of regulatory changes, tax
departments often lack the capacity to focus on tax transparency. Without regulatory mandates, such reporting is further
deprioritized. In a tight and highly competitive talent market, tax departments also struggle to attract and retain employees —
one of the top four challenges facing tax leaders, according to BDO's 2022 Tax Outlook Survey Report.

The Solution: Develop Outsource Strategy and Invest in Automation

Reassessing the division of tax responsibilities and developing an outsourcing strategy can alleviate resource constraints. By
reallocating work, tax departments will gain additional bandwidth to focus on creating sustainable value for the company, such
as developing expertise in total tax transparency and ESG. Engaged third-party resources can also bring valuable experience to
in-house teams, especially when working collaboratively to drive a total tax approach. Similarly, investing in technology and

the automation of tax processes can help the department operate more efficiently.



https://insights.bdo.com/tax-outlook#top-form
https://www.bdo.com/insights/business-financial-advisory/business-services-outsourcing/insourcing,-outsourcing,-and-co-sourcing
https://insights.bdo.com/ttl.html
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CHALLENGE #4: LACK OF TAX ALIGNMENT IN ESG STRATEGY

Every business decision has a tax implication. Minimizing tax's role in ESG is a losing strategy, given tax transparency’s increasing
importance to stakeholders. BDO's 2022 Tax Outlook Survey revealed a 20% decrease over the past year in tax leaders who said
they were always included in strategic planning and decision-making. The failure to include a tax perspective in ESG strategy can
result in missed opportunities to bring awareness to tax risk or maximize value through tax incentives and credits.

When total tax contributions are perceived to be at odds with ESG commitments — such as accusations that an organization
does not pay its fair share due to low corporate effective tax rates — reputational issues can arise. Including tax leaders in ESG
strategy and reporting can help mitigate these challenges by sharing more information about the company’s approach to tax and
quantifying its total tax contribution.

229 BS

Tax in Environmental Tax in Social Tax in Governance
Environmental taxes » Social insurance, healthcare » ESG policy alignment with
» Green subsidies and incentives and pension premiums tax behavior
» Compliance and » Gig economy, Internet of » Tax reporting and
reporting requirements Things, flex'!t?le workforce and stakeholder communication
E— ~ » Carbon adjustment mechanism global mobility » Process controls and compliance
» Equal pay, living wages and assurance program

Electric vehicle incentives

remuneration policies =

» Total tax contribution

The Solution: Conversations with Leadership Early and Often
Tax leaders should inform executive leadership of tax's importance in ESG strategy. Executive leadership may be unaware of
the many ESG credits, incentives, investments and partnerships that exist across tax categories and jurisdictions. Including tax
E 0= leaders early in ESG strategy can help educate senior personnel about the value that tax departments bring to ESG efforts by S
taking a transparent total tax approach.



https://insights.bdo.com/tax-outlook.html
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KEY ESG CREDITS TO BRING TO LEADERSHIP'S ATTENTION:

($1%)

000
M

Environmental Credits

Key considerations:
» The IRA allocates $370B to clean energy programs

» The IRA includes credits that are intended to facilitate
long-term investment in renewable energy and reduce
greenhouse gas emissions by 40%

» IRA credits can provide a boost to the economics
of ESG investments
Example Credits:
Investment Tax Credit (solar, battery storage, biogas)
Production Tax Credit (wind, solar, biomass)
Carbon Capture Sequestration Credit
Clean Hydrogen Credits
Clean Fuels Credits

EV and EV Charging Credits

vV v.v. v Vv Yy

While there is no one-size-fits-all approach to total tax
transparency, organizations can realize financial, operational
and reputational benefits from more transparent reporting. By
focusing on data gathering, frameworks design and selection,
resource constraints and ESG strategy alignment, companies
have an opportunity to overcome common challenges and gain
a competitive advantage over peers.

Social Credits

Key considerations:

» The Inflation Reduction Act includes bonus credit
provisions for businesses that pay prevailing wages
and hire qualified apprentices

> Tax-exempt entities can also earn benefits from the
legislation'’s tax credits in the form of direct payments

» Companies can claim additional credits for bringing
manufacturing jobs to the U.S.

» Beyond the IRA, certain credits also reward investment
in low-income and disadvantaged communities

Example Credits:

» Low-income Housing Tax Credit

» New Markets Tax Credit

» Advanced Manufacturing Credits

>

Historic Rehabilitation credit

66

As companies look to build credibility for their ESG
stewardship, total tax transparency reporting is a
critical mechanism to demonstrate the many ways
an organization contributes to economic and social
programs through its tax contribution and strategy.

MICHAEL STAVISH 4
Managing Director, BDO National Tax
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How BDO CAN H E LP SERVICES INDUSTRIES ISSUES & RESOURCES INSIGHTS ABOUT

With decades of advisory experience,
BDO is focused on leveraging a total
tax mindset to help businesses meet
the challenge of a new era of ESG.
Talk to one of our Tax professionals 520057 &
for help understanding how your a.!, 5:‘

business can overcome obstacles ESG: Better Planet.' 7 ;_.'_; Y
to tax transparency. Better SOCi ety. Better__ Bu

As ESG takes center stage in a rapidly changing busi
question is—how is your organization advancing toward fi

Overview Insights Your ESG Journey

Building Business Sustainably.

Today, e i S @ ibility — and an inity — | th SVironme!

HAVE QUESTIONS OR WANT TO LEARN MORE? CONTACT US!

At BDO, our purpose is helping people thrive, every day. Together, we are focused on delivering exceptional and sustainable outcomes — for our people, our clients and our communities.
Across the U.S., and in over 160 countries through our global organization, BDO professionals provide assurance, tax and advisory services for a diverse range of clients.

BDO is the brand name for the BDO network and for each of the BDO Member Firms. BDO USA, LLP, a Delaware limited liability partnership, is the U.S. member of BDO International
Limited, a UK company limited by guarantee, and forms part of the international BDO network of independent member firms. www.bdo.com

Material discussed in this publication is meant to provide general information and should not be acted on without professional advice tailored to your needs.
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