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Mapping the Steps to Global VAT Management

There are three primary reasons for U.S.
multinationals to pay particular attention to
VAT management. These are:

1. Tax can no longer be ignored or pushed to
the sidelines in the post-Sarbanes-Oxley
regulatory environment. In light of the very
high rates applicable in the VAT world, the
average global rate being around 18 per-
cent, Sections 302 and 404 of the Sarbanes-
Oxley Act have compelled many CFOs to
examine how they can obtain a reasonable
level of assurance that their overseas op-
erations are in compliance with local VAT
legislation before they put their signatures
to a Sarbanes-Oxley attestation. This might
seem a daunting task for a U.5.-based tax
department that may be short on resources
and even shorter on VAT expertise but
there are steps that can be taken to mini-
mize exposure.

2. Financial penalties can run into the hun-
dreds of percent of the tax under-declared
and interest rates are often compounded.
Even non-SEC registrants should take steps
to ensure accurate international VAT com-
pliance if for no other reason than the dra-
conian penalties and interest rates that
commonly apply to erronecus declarations
in the VAT world.

3. VAT savings almost invariably go straight
to the bottom line, which can put quite a
different perspective on the value of un-
dertaking this type of work. One multina-
tional that saved a modest $100,000 using
a VAT planning mechanism expressed the
view that, as they generally operated on a
10 percent profit margin, this saving rep-
resented the equivalent of adding $1 mil-
lion to their revenue figure. Perhaps that
type of thinking might assist tax managers
in persuading senior management that
VAT planning can be a valuable teol in en-
hancing overall profitability.
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The answer to the VAT management ques-
tion is that a measured, staged approach is re-
quired to ensure that the right infrastructure is
created in the beginning to appropriately sup-
port future efforts. There are six separately iden-
tifiable steps, described later in this paper, that
need to be climbed in the advance towards glo-
bal VAT management, but we must firstunder-
stand why itis necessary and desirable for U.S.
multinationals to take on this task.

Step 1- Make Somebody

Responsible for VAT Globally

As with any project, your VAT Manage-
ment program will need someone to drive and
promote it within the company. The driver
should be of sufficient seniority and in a posi-
tion of influence to get things done. However,
initially the success or failure of the project will
depend heavily upon the active support of the
Tax Director and the CFQO. Ithas proved invalu-
able in past projects to ensure that the VAT
Management Program is featured in the per-
formance objectives of each person involved,
as this tends to add focus to the project.

The driver does not need to be someone
with any specificbackground in VAT, but they
should have at least a basic grasp of sales tax
concepts. Past experience has shown that many
of the more successful drivers of these projects
tend to be found in the Finance function rather
than the Tax area, perhaps because they gener-
ally have a wider view of the company’s op-
erations.

The mostimportant quality required by the
driver is networking skills, which leads us to
step 2.

Step 2 - Build a VAT Network
It is practically impeossible for a single per-
son to effectively manage a multinational
company’s VAT affairs, so it is essential that a
continued on page 4







