REGARDLESS OF WHEN
THE ECONOMY BOUNCES

BACK, CHIEF FINANCIAL
OFFICERS WILL NEED TO
ADAPT TO A RAFT OF

CHANGES IN THE
MARKETPLACE AND

WAY WE WORK.

SEISMIC SHIFTS IN THE "
:',;_

The pandemic has had a huge impact and many CFOs don't
anticipate recovery until Q3 2021 at the earliest, according
to Deloitte’s CFO Survey (although economists now think
the economy could rally as early as Q2 thanks to the
vaccine rollout). Regardless of when the economy bounces
back, Chief Financial Officers (CFOs) will need to adapt to
a raft of changes in the marketplace and seismic shifts in the
way we work.

Fiscal change

In addition to meeting the planned regulatory compliance
demands such as the digital links mandate under MTD for
VAT, CFOs should also expect tax rises. Reports indicate a
possible increase in Corporation Tax in the March budget, for
instance, to help address the national deficit, tipped to exceed
£400bn in 2020-21.
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Every percentage point increase could generate £3.4bn in
additional revenue, according to the FT.

The reality is that the losses experienced by companies in
2020 will generate tax rebates for the previous year, leading
to treasury funds being depleted in 2021. CFOs will be placed
under real pressure because they'll need to find the funds to
pay their corporation tax bill now, despite their losses, before
they can reclaim a year later, although there are payment
plans available that can help companies balance the books.

HMRC is also expected to become more zealous in its
enforcement in a bid to further reduce the £31bn tax gap.
This could see medium and large businesses in particular
targeted (HMRC already actively investigates approximately
50% of large businesses at any one time) as the tax authority
employs more sophisticated technology and applies additional
compliance officers to the task.
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Home working

On a positive note, the pandemic has spurred technological
innovation and is likely to accelerate the trend to digitalise
tax functions.

A McKinsey survey reported leaps in the uptake of
technology to improve processes so that changes that would
have taken years to achieve are enacted within just a few
weeks. This is because the crisis has removed many of the
barriers to progress (ie while cost was a determining factor
before there are now other factors at play so business
models have had to adapt).

Closer to home, the UK is completing digitalisation of indirect
tax and has laid out a full roadmap for reform of the other
tax regimes. Yet while compliance demands have ramped up,
CFO budgets are decreasing, making it difficult to secure
additional resource or justify expensive advisory services to
address increased compliance demands. They now need to
do more with less and so this too is seeing them turn to
technology.

Demand for technology is also being driven in no small part
by remote working. McKinsey estimates instances of remote
working are now 43 times higher than before the initial
lockdown.
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It's a trend that has also seen software compliance vendors
boost their R&D, further boosting innovation as many seek to
build-out their tax compliance offerings with additional features.

The digitalisation of tax was of course in full swing prior to
the pandemic thanks to regulatory pressure from tax
authorities. In Malaysia, VAT Return data must be generated
from the accounting system in a pre-specified format while in
Turkey invoices must be registered before issuing and they
have real-time data invoicing in Hungary. Spain has introduced
requirements that demand the e-reporting of transactions
within four days of issue while Estonia continues to lead the
world, having completely digitalised its taxation process.

McKINSEY ESTIMATES
INSTANCES OF REMOTE
WORKING ARE NOW 43
TIMES HIGHER THAN BEFORE
THE INITIAL LOCKDOWN.

Forced to work from home, employees require access to
data and collaboration tools but this hasn’t stopped some
working practices that are prone to error ie use of
spreadsheets and manual processes, from persisting. The
challenge for the CFO has therefore become how to create
a path from the old to the new, by providing their employees
with the right tools, improving access and streamlining
processes to reduce manual workloads with software
automation technologies.

The remote working we've all grown used to is also set to

continue, with the Deloitte Survey predicting home working
will increase fivefold by 2025.
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Tapping into tax data

When it comes to tax data, the information of value has
tended to be obscured until after the Return has been
generated. This forces the company to take a retroactive
rather than a proactive stance. But applying data analytics can
make this tax data accessible in real-time over dashboards
that allow instant assessments of performance. Comparisons
can then be made and projections created for future
liabilities, an important consideration given the same
McKinsey survey found 65% expect to use more rolling
forecasts going forward.

Digitalising processes also confers other advantages, such as
improving workflow and alleviating manual workloads, freeing
finance professionals to focus on more value-added tasks

such as tax planning. It also improves accuracy so that less
time is spent on review, which tends to be the most time-
consuming and non-productive aspect of the process.

Greater accuracy can also reduce the risk of investigation and
audit by HMRC. A convoluted and stressful process, this
requires the business to painstakingly traw! through
calculations and such investigations can also have a financial
impact, delaying rebates/VAT repayments.

As HMRC plans to build out its technological capabilities (it
was promised 1300 compliance officers and additional spend
for enforcement), it's likely the tax authority will increase its
auditing activity so in order to counter this, CFOs will need to
have this information at their fingertips. Thankfully, digitalising
the process creates a digital audit trail which can be used to
swiftly prove workings and help validate the Return.

A changing role

Traditionally the CFO has always had to play a strategic role,
overseeing the financial performance and helping to
determine the future direction of the company, but the crisis
has now elevated this further. Their vision will be essential in
helping businesses conserve funds and invest appropriately
but they'll also need to play a more active role in the
deployment of technology.

The CFO will need to ensure that any digital transformation
is blended across the organisation as a whole. Fragmented
systems and data silos could lead to ill-informed decisions
so it’s important to have systems in place that can talk to
one another.
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Processes will also need to facilitate data sharing so that it
can be leveraged and communicated across departments
even if those employees are working remotely.

At the present time, many CFOs are hamstrung by outdated
systems. The poor quality of source data is a major issue that
affects confidence in the figures being used to create the tax
Returns. (Failure to take reasonable care tops the league of
behaviours blamed for the tax gap by HMRC and is
estimated at £5.5bn in unpaid tax). So there’s a pressing need
to put checks and balances in place that can enable data
cleansing. By identifying errors and anomalies within
transaction chains, its possible to improve the quality of the
data being used to generate the Return. Reducing the
opportunity for error will also help reduce the time
dedicated to the review process.
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