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Scrutiny from the media and HMRC in relation to tax 
transparency has pushed tax up the boardroom agenda 
with reputational risk ever more important. With Telecoms 
companies being some of the largest and most complex in 
the UK, they will be on the frontline and will need to adapt to 
the changing environment. 
In recent years there has been a significant change in the 
tax landscape, with organisations facing additional tax 
regulatory processes (e.g. Senior Accounting Officer (‘SAO’) 
and Base Erosion and Profit Shifting (‘BEPS’) regimes). 
Reputational issues have also come to the fore as the media 
and various NGO’s challenge taxpayer behaviour.

Particularly, in the Telecoms sector, these significant 
developments require enhanced levels of accountability and 
tax risk management. Tax needs to be raised as a key business 
risk on Board agendas. Our Tax Risk Reassurance team has 
assisted Telecoms industry leaders with their tax risk and 
highlights some of the key issues they have seen and trends 
emerging below.

Why risk management needs to be everyone’s 
responsibility
Risk management should be at the forefront of any Board’s 
agenda and embedded in all levels of its group strategy, 
management, operations and culture. We are moving from 
a climate where risk management lies with one department 
or person. It is something all teams need to understand and 
drive through their organisation to become part of the culture. 
There needs to be a transition from a planning mind-set to 
that of a risk and control function. This includes reviewing the 
business’ tax profile to ensure that tax risk is being managed 
in line with the wider group strategy and culture. This 
challenge is even greater within the Telecoms sector – given 
many organisations in the industry have vast organisational 
and multinational structures.

“The purest treasure mortal times afford is spotless reputation” 
Richard II, Act 1, Scene 1

Tax Risk Framework
The last eight years have seen a number of changes 
brought in by HMRC and the OECD to tackle the issue of 
transparency and perceived tax avoidance, particularly 
given the heightened media interest in the tax affairs of large 
corporate organisations.

A timeline of recent legislative and environmental tax 
developments

In understanding their compliance obligations with new 
legislation, and in satisfying HMRC and other stakeholders of 
their tax governance framework, Boards must consider how 
tax and risk management fit into the wider organisational 
structure. This needs to be both horizontally through the 
structure (e.g. consideration of tax controls, financial 
processes and procedures from an SAO perspective) and also 
vertically, through integration of the Group’s tax strategy and 
tax governance structures, embedding these into the wider 
business.

It is important for a UK headquartered tax function to have 
oversight and control over its tax risks and reputation but it 
should be recognised that implementation and monitoring 
can be very challenging in more complex businesses. The 
automation of risk reporting and tax processes has been a 
method that is quickly developing as a key tool in providing 
comfort to Boards and Heads of Tax in this area.
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Development of SAO, the KYC initiative and 
reputational risk
Several developments have increased the relevance of tax 
on the board agenda, one of which is the SAO regime. Since 
its introduction in 2009 it has shifted its focus from not only 
challenging how the SAO ensures that the tax accounting 
arrangements in place are appropriate, but how Groups are 
monitoring and developing their tax accounting arrangements 
going forward. This is a sign of HMRC taking a harder line in 
the regime and a signal that the initial ‘light touch’ promised 
by HMRC has well passed. 

The change in focus pushes large corporates to be more 
proactive in their approach to tax risk and governance, 
putting pressure on those companies taking minimal action 
after an SAO review conducted some time ago.

HMRC’s KYC initiative puts attention towards employment tax 
compliance in particular as it has sought to close in on an 
issue drawn out in the initial years of the SAO regime. 

These two factors have been accompanied by the media 
putting the spotlight on the tax arrangements of large 
corporates with many high-profile businesses being 
targeted for their aggressive tax planning and structuring 
arrangements – having a major impact on the reputation of 
the business. This led to tax being considered more carefully 
by boards and Group Tax functions seeking to improve their 
governance frameworks around tax.

International aspects – Country by Country 
reporting (CbCR) and globalisation
International tax governance is a particular focus for 
many telecoms businesses. The introduction of CbCR sees 
multinational businesses having to disclose high level figures 
for revenue, profits and corporate income tax paid in overseas 
businesses. Penalties for late filing are up to £1,000 per day 
and £3,000 for each inaccuracy contained in a report. 

The introduction of CbCR has been one of the many drivers 
placing emphasis on the need for UK headquartered groups 
to have a greater oversight of their overseas tax compliance 
and processes to ensure accuracy of the figures they may 
incorporate in their country-by-country reports. 

We now see a trend in these companies seeking to improve 
their governance structures to enable the UK headquarters to 
gain comfort on their overseas jurisdictions’ tax activities, not 
only in relation to corporate income taxes, but their whole tax 
departments.

This presents several issues for telecoms companies that they 
must seek to integrate into their governance frameworks:

Telecoms regulatory fees
Several overseas jurisdictions impose a telecoms regulatory 
fee, one such example is USF in the USA. The integration of 
such fees into a governance framework can be difficult as it 
may involve input from tax, finance and legal functions. 

Foreign withholding tax issues
The treatment of telecoms services for foreign withholding tax 
purposes has been an issue for multinational telecoms groups 
for many years and continues to be so in several jurisdictions 
where a ‘technical services’ clause may be in place or where 
foreign suppliers are utilised. 

The management of this risk requires the UK and the opposing 
jurisdiction to establish the correct tax treatment and 
therefore particular care must be taken with the governance 
structure surrounding it.

Management of major foreign issues
The management of major telecoms-related tax issues is 
another area that UK-based Group Tax functions may wish 
to gain a better understanding of as they could result in 
significant reputational damage to the business. One such 
example is the ongoing ICMS (Brazilian indirect tax) dispute 
between the Brazilian tax authorities and taxpayers over the 
classification of telecoms services for indirect tax purposes 
(and therefore the rates that apply).
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Tax Strategy publication
The Finance Act of 2016 introduced the requirement of all UK 
large corporates to publish a tax strategy which addresses:

• The approach of the business to tax risk management and 
governance arrangements in relation to UK taxation

• The attitude of the business to tax planning 
• The level of risk the business is willing to accept
• The approach of the business towards it dealings with 

HMRC.
The strategy must be published on the company’s website 
by the end of the first accounting period beginning after 15 
September 2016. 

The initiative is another example of HMRC attempting to 
increase transparency of large corporate’s tax affairs. 

The publishing of a tax strategy presents multiple issues that 
each large corporate needs to consider including:

• How may this be interpreted by external stakeholders and 
NGOs?

• How does ours benchmark against others in the industry?
• Is it consistent with other information available to HMRC?
• Is it consistent with the global strategy?
• How can we ensure the tax strategy is adopted and 

followed throughout the business?
Our Tax Risk Reassurance team, led by Martin Lambert, has 
assisted a number of Telecoms industry leaders to assess 
and manage their tax risks. If you would like any further 
information please do contact us.


