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Antonio Lanotte

In this article, Lanotte explains the
importance to business of establishing efficient
and transparent taxation strategies that can be
used to facilitate a cooperative relationship
with tax administrations.

International corporate tax governance and
continuous tax innovations are of paramount
importance for companies and society as a whole.
The complexity of global tax regulations and the
increasing focus on corporate tax practices require
careful tax risk management by companies to
protect corporate stakeholders and ensure
compliance with tax laws while managing tax
risks. Companies face a number of tax risks,
including compliance risk, reputational risk, and
financial risk from potential tax penalties or fines.
Corporate tax governance is key to identifying
and mitigating these risks and should address:

¢ Tax transparency. In response to growing

concerns about tax transparency, many
nations are adopting standards arising from

the common reporting standard and the
OECD'’s base erosion and profit-shifting
project. Companies must ensure that they
comply with these standards and properly
document their tax transactions.
¢ Company social responsibility. Companies
are becoming increasingly aware of their
role in society and the need to contribute
fairly to public finances. Sound corporate tax
governance should include ethical tax
policies that respect the principles of
corporate social responsibility.
¢ International best practices. To align the
Italian tax system with international best
practices, companies should benchmark and
try to adopt tax approaches that reflect
recognized international standards.
¢ Tax risk management. Companies should
develop a corporate tax governance strategy
that includes tax planning, risk assessment,
training of tax personnel, and management
supervision.
Stakeholder involvement. It is important to
involve stakeholders — including
employees, customers, investors, and civil
society — in tax policymaking and tax
reporting. This helps to ensure greater
transparency and accountability.

Corporate tax governance is essential for
confronting tax challenges in an increasingly
complex and interconnected world. Companies
must be proactive in managing tax risk and
adhering to international best practices to protect
corporate stakeholders and contribute to fair and
responsible taxation.

I. Fiscal Risk and Reputation Protection

To quantify tax risk, it is necessary to assess
risks in terms of money, reward, and reputation. A
risk intelligence and analysis approach should
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immediately balance value creation with risk
generation while realizing revenue and profit
objectives within the limits of the company’s risk
profile. In anticipating risk, it is important to
evaluate ways to mitigate tax lifecycle risks from
planning, forecasting, compliance, and possible
(sometimes probable) litigation. An unexpected
tax risk can affect other risks. Companies make
decisions oscillating between a reduced tax
liability and the risks assigned to it. Sometimes
the result is an overpayment of taxes.

Diversification mitigates risk, and uniformity
helps reduce it, but one-time nonroutine
operations increase risk. Although augmenting
complexity and raising fees are seen as drivers for
success, they need to be controlled by balancing
the risks and value.’

Companies face tax risk if they are unsure
whether they have planned adequately and
appropriately for taxes, calculated taxes correctly,
and complied with all relevant tax laws. Risks
may arise from the incorrect application of tax,
communication problems between suppliers and
purchasers, or a lack of supporting
documentation. Tax risk is measured by the loss of
money from overcharges or penalties because of
noncompliance or the opportunity cost of not
having used tax optimization techniques. A
company’s fiscal risk policy should deal with
terms such as:

¢ value — the value given by accepting some

risks and offsetting others; and

* cost — the cost saved through the exercise of

risk mitigation activities and the resources
used to benefit from opportunities to
mitigate those risks.

Fiscal risk analysis should also be based on
emotional factors and delivered over time,
although the longer the period, the more
implausible the projected results will be.

Il. Corporate Tax Governance

Tax governance is a comprehensive approach
to tax risk management, involving tax
compliance, ethics, and optimization of corporate

1
According to Carl Icahn, in life and business, there are two cardinal
sins. The first is to act precipitously without thought, and the second is
to not act at all.

resources. The concept is closely linked to
corporate governance and aims to ensure that tax
decisions are an integral part of responsible and
sustainable business management. Its purview
includes:

* Managing and neutralizing tax risk. Tax
governance is aimed at managing and, if
possible, neutralizing tax risk. This involves
the analysis and application of tax
regulations within an established corporate
structure.

¢ Tax position of the company. The overall
tax position of the company is a
fundamental concept within tax
governance. It concerns tax obligations, tax
credits, and tax strategies adopted.

* Corporate governance to manage tax risk.
Tax governance requires the company to
develop a corporate governance system
capable of managing all variables related to
tax risk. This system should ensure that tax
decisions are made ethically, in accordance
with tax laws and in line with the interests of
stakeholders.

* Optimization of corporate resources.
Optimal management of corporate
resources is essential to maximize fiscal
benefits and reduce risks. It involves
efficient allocation of capital, financial
planning, and management of financial
transactions.

Ultimately, corporate governance and tax
governance work together to ensure that a
company is managed responsibly, ethically, and
efficiently. The holistic approach protects the
reputational value of the company and ensures
that the governance of tax risk is an integral part
of corporate decision-making.

Corporate governance defines the decision-
making and organizational structure within a
company. It is essential to ensure that decisions
are made in a clear, responsible, and ethical
manner, including decisions on tax issues. A
crucial element of corporate governance is the
mediation and balancing of the interests of
various stakeholders that may have different —
and sometimes conflicting — interests. Corporate
governance must balance these interests to
promote an effective business strategy. Within
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corporate governance, the governance of fiscal
risk is crucial.

Tax governance manages tax risk and ensures
that tax decisions are aligned with stakeholders’
interests and comply with tax law. Corporate
reputation is one of a company’s most valuable
assets. Corporate governance must preserve and
enhance this reputation, avoiding unethical
behavior or tax controversies that could damage
it. Tax governance must therefore be integrated
into corporate governance. This means that tax
risk management, tax compliance, and tax
optimization must be an integral part of corporate
governance decisions.

Managing tax risk requires a thorough
understanding of tax laws and practices not only
in the country in which the company is
headquartered, but also in every other country in
which it operates. Companies operating in
multiple countries must deal with a complex
patchwork of tax laws and regulations. This leads
to a high degree of uncertainty and requires
detailed knowledge of each foreign tax system in
which they operate. Tax risk management aims to
prevent the occurrence of international tax
disputes, which can be costly and complicated to
resolve.

These disputes can generate critical issues
within the corporate governance structure and
have negative financial effects. Companies must
ensure that they comply with tax laws in all
countries in which they operate. This requires
constant monitoring of tax regulations and the
ability to adapt to international regulatory
changes. To manage tax risk in an international
context, companies often develop global policies
and procedures that outline how to address tax
issues within the company, regardless of
jurisdiction. Many companies use international
tax advisers or in-house teams of international tax
experts to ensure effective tax risk management
on a global scale.

Managing tax risk in an international context
is a complex and fundamental challenge. It
requires in-depth knowledge of foreign tax laws
and practices, strict compliance, and the adoption
of policies and procedures to prevent disputes to
ensure that the corporate governance system
functions harmoniously and in compliance with
the tax laws of each jurisdiction in which the

company operates. It is worth emphasizing that
corporate governance and tax governance are in a
special relationship.

In other words, in an organized and
harmonized system of procedures, rules,
compliance, and variables, tax governance aims to
identify:

¢ responsibilities and opportunities for the

company from a fiscal point of view;

¢ an approach that best interprets the interests

of stakeholders and all those involved; and

* a strategy that can, through preventive

measures and tax risk analysis, govern the
risk until it’s neutralized.

The role of the board of directors in tax
governance and tax risk management is crucial. It
is responsible for interpreting and implementing
shareholders” will as articulated at the
shareholders” meeting. It must consider and
respect the interests of stakeholders, including
investors, and make decisions aligned with these
interests. The board must play a proactive role in
defining the company’s fiscal strategies. This may
include identifying legitimate tax opportunities to
optimize the company’s tax position. Proper and
timely risk analysis is an essential component.
The board of directors should conduct a detailed
tax risk analysis, identifying potential risks,
assessing financial implications, and establishing
strategies to manage them effectively. Based on
the risk analysis, the board should develop a
corporate tax policy that defines guidelines for tax
risk management, including compliance policies
and tax optimization strategies.

The tax policy should include actions and
procedures to prevent, manage, and, if possible,
neutralize tax risk. This may include the
formation of a dedicated tax governance team and
proper documentation of financial transactions.
The board of directors should be aware of the
reputational value of the company and ensure
that tax strategies conform to ethical principles
and avoid litigation that could damage the
company’s reputation. The board therefore plays
a crucial role in ensuring that the company
manages tax risk responsibly and protects its
reputational value. This requires prudent
corporate governance, accurate risk analysis, and
the establishment of tax policies that are ethical
and effective for managing tax risk.
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Optimizing business strategies to create value
is a key objective for any company. Value creation
can be measured in several ways, including:

* An increase in financial and operational
metrics such as turnover, profit margin,
profitability, return on investment, and
other business performance.

The building of a strong and recognizable

brand. A well-positioned brand can

generate consumer trust, attract new
customers, and increase brand loyalty, thus
contributing to value creation.

¢ Increased market share, which can indicate
a company’s success in gaining a larger
position within the industry. Greater
control of the market can lead to larger
profits and thus create value.

* Reputation, which is a valuable intangible
asset for a company. A positive reputation
can lead to greater trust on the part of
customers, investors, and business partners,
as well as a greater ability to attract and
retain talent. A good reputation can also
protect the company from potential
litigation or crisis.

To achieve these results, companies need to
develop prudent business strategies that take into
account customer needs and expectations, market
developments, competitive dynamics, and
growth opportunities. Tax risk management, as
discussed above, is an integral part of this process
because it helps to ensure that the company’s tax
strategies comply with the law and avoid disputes
that could damage the company’s reputation. In
summary, optimizing business strategies is
crucial for value creation, and this requires a
comprehensive strategic approach that includes
financial, reputational, and market aspects.

These elements are of primary importance to
the company and characterize its mission. Within
the elements, fiscal risk is understood as:

¢ the application of the tax laws and practices

in force in a country other than the one in
which the company is based; and

¢ the definition of an optimal business

management system to optimize the tax
variable.

Tax risk management is crucial to ensuring
that the company can operate efficiently and

sustainably. First, the company should conduct a
comprehensive tax risk assessment. This involves
identifying potential areas of regulatory
uncertainty and potential tax litigation, as well as
assessing the financial effects of the risks. Based
on the tax risk analysis, the company should
develop clear and consistent tax policies and
procedures that should outline how to deal with
complex tax issues and ensure that all financial
transactions are properly documented. Company
personnel must be adequately trained in tax risk
management and tax law compliance. Training
helps to prevent errors and noncompliant
behavior. Often, companies use external tax
consultants or internal teams of tax experts to
obtain specialized advice on tax risk
management. These professionals can provide
guidance and strategic advice.

Tax laws can change over time, companies
need to be constantly updated and adapt their
strategies in response to new tax regulations or
interpretations. A good relationship with tax
authorities facilitates tax risk management;
transparency and collaboration can help resolve
disputes more efficiently. For companies that
operate in multiple countries, it is important to
conduct a thorough analysis of international
transactions to ensure that they comply with the
tax laws in the countries involved. Companies
should develop a long-term tax strategy that takes
into account growth objectives, business
structure, and specific risks.

In other words, tax risk management is an
essential element of financial health and corporate
peace of mind. The adoption of well-defined
policies, procedures, and strategies, together with
constant vigilance over tax laws and staff training,
can mitigate tax risk and protect the reputational
value of the company.

Tax risk management is understood as an
effective company policy aimed at determining;:
¢ the value to be achieved in risk-taking;

¢ the cost reduction resulting from risk

reduction; and

¢ the resources needed to manage the

opportunities and related risks.

In managing tax risk, a strategy must be
adopted to consider all the variables involved,
including:

¢ the company size and positioning;
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¢ its reputational value;

¢ its functioning, understood as corporate
governance; and

¢ its culture and founding principles.

Hence the need to equip the company with a
coordinated and harmonized system of rules and
models aimed at intercepting risk through an
effective internal and external audit. This would
include understanding and exploiting risks’
effects on the entire structure; taking action to
mitigate possible consequences that may
destabilize the corporate climate or perception,
especially during large and complex tax audits;
and neutralizing every possible variable that may
affect the company’s business activity.

Auditing is a crucial practice for assessing tax
compliance and identifying potential risks.
Internal audits play a key role in continuously
monitoring the company’s financial operations
and identifying potential areas of noncompliance
at an early stage. An external audit, conducted by
independent professionals, provides an objective
assessment and can help strengthen the
company’s credibility. It is important to fully
understand the financial, legal, and reputational
consequences of tax risks. This allows the
company to assess the potential effect on all its
operations and to adopt appropriate strategies to
mitigate these risks. An effective audit can reveal
opportunities for tax planning, as well.

Planning aims to maximize legitimate tax
benefits and minimize tax risk. For example, it
may involve structuring transactions in such a
way as to maximize tax benefits. The
identification of uncertain variables and tax risks
allows the company to take steps to neutralize or
mitigate these variables. It may include reviewing
business strategies, renegotiating contractual
arrangements, or creating financial reserves to
meet potential tax obligations.

The effective management of tax risk
contributes to stabilizing the climate within the
company and positively influencing corporate
perception. Transparent and competent tax risk
management can generate trust among
employees, investors, and customers, thus
contributing to the company’s reputation. In the
event of tax audits, a thorough internal audit and
cooperation with external auditors can help to
prepare adequately and respond to tax

authorities’ requests in a timely and effective
manner. Ultimately, the combination of audit,
consequence assessment, tax planning, and
neutralization of uncertain variables is crucial for
prudent tax risk management. This helps to
protect the company’s stability and reputation
and to ensure that it can operate sustainably and
profitably.

The main actors involved in the management
of tax risk are:

¢ the board of directors;

¢ the managing director, CEO, and CFO;

¢ the tax manager and team;

¢ business divisions and functions;

¢ auditors and external consultants;

¢ tax and nontax authorities; and

¢ investors and analysts.

All these actors are directly involved in the
implementation of the risk management task, and
their synergy as a harmonized system of actions is
at the basis of a correct tax philosophy that will
enable a tax strategy aimed at:

¢ developing an action plan;

* minimizing fiscal risks; and

¢ achieving the strategic objectives that have

been set at a high level.

If it is increasingly important that businesses
at all levels question themselves about their tax
obligations, but above all about the
appropriateness and adequacy of the methods
chosen as the basis for exercising their activities
(especially if these are contemplated within
systems of uncertainty), then the role of the tax
administrations will become increasingly
important, with its focus on managing
compliance with regulatory and legal obligations.
With a view, therefore, to building an ongoing
dialogue to improve and perfect relations, the
financial administration must be able to
understand that its actions reflect on the social
system, especially if the primary objective is to
implement adequate tax education.

The tax administration should be open to
understanding the challenges and concerns of
businesses. This may require analyzing
regulatory complexities and assessing the burden
companies face in meeting their tax obligations.
Understanding these concerns can lead to more
pragmatic and collaborative solutions. A key
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element in improving dialogue is the promotion
of transparency on both sides. Companies should
be transparent in their financial activities and tax
documentation. At the same time, the tax
administration should provide clarification and
timely responses to business requests.

Promoting appropriate tax education is in the
interest of both businesses and the tax
administration. Effective tax education can help
businesses better understand tax laws and
comply with them more accurately. The tax
administration can provide educational resources
to assist businesses in understanding tax laws.
The goal should be to reduce tax disputes. This
can be achieved through open communication,
timely dispute resolution, and the adoption of
alternative dispute resolution procedures. The tax
administration may consider adopting incentives
to promote tax compliance, possibly including tax
rebates or other benefits for businesses that
demonstrate accurate and timely compliance. The
tax administration and businesses can collaborate
on tax policies that promote sustainable economic
growth and job creation.

This collaboration can help to develop tax
policies that are beneficial for both businesses and
society as a whole. An ongoing dialogue between
businesses and the tax administration can lead to
better mutual understanding, promote tax
compliance, and contribute to tax education. This
is in the interest of both parties and society as a
whole because it contributes to more effective and
transparent tax management.

While there are more and more modern and
well-equipped tax governance systems in place,
the action of the tax authority presupposes a more
modern approach based on the construction of a
noncompliance risk management model. The
compliance risk or so-called compliance risk
management process involves:

e identification of risks;

¢ risk analysis;

® prioritizing the risks;

¢ defining risk management methods; and

* assessment or evaluation.

Stability and complexity of tax legislation play
a crucial role in the tax administration’s ability to
enforce laws. Stable and clear legislation makes it
easier for taxpayers to understand and comply
with tax laws, while complexity and frequent

regulatory changes can make tax compliance
more difficult. Public perceptions of tax evasion
and tax fairness can influence taxpayers’
willingness to comply with tax laws.

If the public perceive a high rate of tax evasion
or a lack of tax fairness, they may be less willing
to comply. Consequently, the tax administration
may have to take more stringent measures.
Economic conditions, including the size of the
economy, openness to other economic systems,
and the tax policies of major trading partners,
may have a direct effect on the tax base and the
ability of the tax administration to collect revenue.

For example, in a growing economy with high
international capital mobility, the tax
administration may face additional challenges in
ensuring tax compliance. Further, it is important
to note that these external factors may interact
with each other. For example, unstable tax
legislation could negatively influence public
opinion and, consequently, tax compliance.
Similarly, global economic conditions can
influence both the tax base and public opinion.
The tax administration needs to be aware of these
external variables and consider them when
designing its strategies and policies to promote
tax compliance. Understanding how these
variables influence taxpayers’ behaviors is
essential for success in achieving the goals of
reducing tax compliance violations.

To create an effective risk management model,
it is necessary to assess, interpret, and monitor the
so-called tax gap, understood as the difference
between the total maximum tax liability and the
actual tax revenue. A risk management model has
the task of constantly monitoring the
organization’s objectives to ensure that it operates
effectively and flexibly.

The creation of a tax risk management model
is crucial and provides a logical framework for
dealing with the complex problem of tax risk, as
described below:

¢ Identification of objectives. At this stage,

the company must clearly establish tax risk
management objectives. These objectives
should be defined in terms of what is
expected and needs to be achieved to ensure
tax compliance and effective risk
management. Objectives may vary from
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company to company depending on their

tax needs and obligations.
¢ Study of the context. Understanding the
context in which the organization operates
is fundamental. This context includes not
only the company’s operating environment
but also the environment in which the tax
administration operates. This study should
consider current tax legislation, regulatory
stability, public perception of tax evasion,
and global economic conditions. This
context analysis helps to identify potential
challenges and opportunities related to tax
risk.
Defining the strategy. Once the context is
understood, the company should define a
strategy for tax risk management. It should
detail how the company intends to address
the identified tax risks. It may include
policies, procedures, compliance plans,
training programs, and other tools to ensure
that the company complies with tax laws
and mitigates risks.

Further, it is important to emphasize that tax
risk management is a continuous and dynamic
process. Companies should regularly review and
update their tax risk management model in
response to changing regulatory, economic, and
business circumstances. These steps provide a
solid basis for developing a structured approach
to tax risk management and help ensure that the
company can effectively prevent, manage, and
mitigate tax-related risks.

Having identified and defined the strategy,
the finance authority sets its objectives, which we
can summarize as:

¢ achieving the highest levels of taxpayer
compliance and enforcement;

¢ applying taxation in an effective, accurate,
and balanced manner;

* creating a modern tax system oriented
toward effectiveness and efficiency in its
relationship with taxpayers; and

¢ collecting taxes due as a central element of
the strategy.

Once the strategic objectives have been
identified, the financial administration sets the
level of noncompliance risk — that is, the ratio or

relationship between the set objectives and their
nonachievement.

In this regard, for the construction of a
balanced risk management model, it is necessary
to consider all variables and factors that influence
the failure to achieve the strategic objectives
established during analysis and planning. These
include:

¢ The legislation in force, which is the set of

tax regulations under which the power of
taxation is exercised. It should be stable over
time, streamlined, not overly complex, and
convey a feeling of fairness.

¢ Public opinion, understood as a series of

behaviors, attitudes, and perceptions

toward the financial administration. In

essence:

¢ the perceived level of tax evasion;

¢ the degree of tax fairness; and

¢ the complexity of tax regulations and their
stability over time.

The construction of a risk management model
and its complementary strategy must be effective
and efficient, and cannot disregard evaluation of
the following variables:

¢ The tax gap, understood as the maximum

total value of taxation relative to the total
actual tax paid. Reducing the tax gap is a
strategic objective of the tax authorities.

¢ Taxpayer behavior.

* Taxpayers’ correct understanding and

awareness of the tax system.

I1l. Opportunities of Integrated Compliance

The concept of corporate social responsibility
and the shift toward sustainable business models
have become increasingly relevant in response to
growing market and societal expectations.
Companies are now more aware of the
importance of going beyond the pursuit of profit
and considering the social and environmental
implications of their operations. The shift toward
sustainable business models is a key part of this
transformation. These models consider the
interplay between profits, people, and the planet,
balancing economic growth with environmental
protection and people’s well-being. At the same
time, consumers are increasingly seeking
products and services from companies that
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demonstrate a strong commitment to
sustainability.

Companies that embrace sustainability can
enjoy a competitive advantage. Governments are
introducing regulations and legislation to
promote corporate social responsibility and
sustainability. Companies must adhere to these
regulations to avoid penalties and stay in line
with society’s expectations by revising their
values and missions to include social and
environmental goals. Values guide the actions of
companies and their responsibility toward
society. The historical context demands a
significant change in the mindset and behavior of
companies. They are no longer seen only as
entities interested in maximizing profits; they are
now agents of positive social change. The concept
of sustainable business is a response to this
evolution, which aims to create a more equitable,
responsible, and sustainable business world.

Integrating sustainability into governance and
compliance is essential to ensuring that
companies can successfully address sustainability
challenges and opportunities. These approaches
help companies manage risks, improve their
reputation, meet consumer and investor
expectations, and create a positive effect on
society and the environment. Sustainable
governance and compliance are vital tools for a
company aiming to become a sustainable
business.

Governance because it orients business
activities toward choices consistent with
sustainability objectives and compatible with a
risk profile based on all possible effects related to
environmental, social, and governance factors;
and compliance because it defines the
organizational controls and risk management that
can be integrated with sustainability efforts. The
U.N. 2030 agenda, “Transforming Our World: The
2030 Agenda for Sustainable Development,”
represents an unprecedented global commitment
to addressing the challenges of our time and
promoting sustainable development. It is a call for
all actors, including businesses, to consider
sustainability as a priority in their operations and
to contribute to a better future. Companies that
embrace the U.N. sustainable development goals
demonstrate a concrete commitment to corporate

social responsibility and to creating a positive
effect on society and the environment. The
fundamental importance of the U.N. 2030 Agenda
for Sustainable Development and the sustainable
development goals is the urgent call to promote
sustainable development that redefines the way
governments, organizations, businesses, and civil
society address global challenges, including
environmental, social, and economic problems.

IV. The Cooperative Compliance Regime in Italy

Legislative Decree No. 221 of December 30,
2023, with “Provisions on Collaborative
Compliance” was published in the Official
Gazette No. 2 of January 3 and came into force on
January 18. The Decree introduces significant
changes with a focus on access conditions and
penalty reductions. The main changes include the
reduction of the assessment period to two years
for taxpayers with a certified integrated tax risk
detection, measurement, management and
control (tax control framework — TCF) system.

Also, there is a one-year reduction for those
who obtain a correct application tax certification
for the substantive rules. Another important
change concerns the turnover or revenue
threshold required for access to the cooperative
compliance regime, which has been scaled down,
and also the benefits in terms of administrative
and criminal penalties.

There is also an optional regime participation
possibility for taxpayers who previously did not
meet the requirements if they have a TCF,
indicated by article 4 of Legislative Decree No.
128/2015. The TCF must be certified, including
compliance with accounting principles, by
independent professionals registered as lawyers,
chartered accountants, or accounting experts, that
meet criteria provided by a special provision of
the Revenue Agency. These professionals may
make use of labor consultants for the issuance of
the certification for matters within their
competence.

A. Ordinary Regime

The turnover or revenue threshold required
for entry into the cooperative compliance regime
has been scaled down. It is set at €750 million in
revenue or turnover as of January 1. In addition,
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there is a roadmap for gradual access to the
regime:
¢ €500 million for the three-year period
2025-2027; and
¢ €100 million from 2028.

Access to the collaborative compliance regime
for all entities participating in the domestic tax
consolidation is an opportunity for greater
inclusiveness. Adding entities in the domestic tax
consolidation, regardless of the volume of
business and revenues, seems to be aimed at
extending the benefits of the scheme to large
corporate groups. There are also penalty benefits
(administrative and criminal), as well as a
guarantee waiver for payment of tax refunds and
reduction of assessment deadlines, provided that
tax risks are communicated to the Internal
Revenue Service.

B. Optional Regime

An additional option is provided for
taxpayers who wish to join the cooperative
compliance institution without meeting the
requirements. Taxpayers who do not meet the
requirements may opt to adopt a TCF system for
two years. In this specific case, it is required that
the taxpayers inform the Internal Revenue Service
of their decision through special notice. Upon
expiration of the two-tax period, the option will
be renewed for another two tax periods, unless
the taxpayer explicitly opts out. The penalty
provisions of the Legislative Decree are geared
toward promoting taxpayer cooperation,
transparency and prior disclosure of tax risks.
Administrative penalties for tax violations related
to tax risks communicated before the filing of tax
returns or before the expiration of the relevant tax
deadlines, are reduced by two-thirds, and there is
a nonpunishability clause descried in article 4 of
Legislative Decree 74/2000 for violations of tax
regulations related to tax risks from assets
removed from taxation.

V. Conclusions

The efficacy of a firm’s tax management goes
beyond the annual compliance checklist. It
involves fostering a governance culture that values
compliance, integrating tax considerations into
business decisions, staying informed about

regulatory changes, and leveraging technology
for effective monitoring. Financial services
leadership plays a crucial role in driving this
awareness and ensuring a holistic approach to
managing tax risks.

The three key factors that underscore the
importance of robust tax control frameworks in
the current business landscape are listed below.

A. Global Trend in Tax Control Frameworks

Many tax authorities worldwide are
incorporating the concept of tax control
frameworks into their regulations. This means
that businesses are not only encouraged but often
required to have structured processes in place to
manage and control their tax-related activities.
Failure to comply can result in time-consuming
and potentially costly audits.

B. Transparency

There is a growing demand for transparency
in tax affairs, driven by both public expectations
and regulatory requirements. Having a well-
defined tax control framework allows a business
to be transparent about its tax practices. This
transparency not only aligns with ethical business
practices but also helps in identifying and
addressing issues before they become public
concerns, thereby protecting the company’s
reputation.

C. Real-Time Digital Operations of Tax
Authorities

Tax authorities are increasingly leveraging
technology to operate in real time and assess data
promptly. This means businesses must also have
the capability to operate in a digital and real-time
environment. This involves not only staying
compliant but also being proactive in identifying
and rectifying anomalies and errors in financial
data before tax authorities discover them. The
ability to identify anomalies and errors in real
time is crucial. This requires businesses to invest
in technology that can analyze large datasets
promptly, ensuring that their financial
information aligns with regulatory expectations
and minimizing the risk of penalties or audits.

Tax authorities today are focused on
identifying control weaknesses that highlight a
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systemic problem in tax data or processes. They
now have the real-time data and analytics toolkit
to help them identify these issues even before
taxpayers do. Having a strong tax control
framework is the main defense for financial
services organizations. The day-to-day reality of
being fully compliant in today’s world, however,
can be challenging. The data you need, for
example, is not always in the format it should be
in, and standardized processes often must be
tweaked to make exceptions that the tax
guidelines may not cover.

Tax authorities are increasingly using real-
time data and analytics to identify control
weaknesses. The emphasis is on uncovering
systemic issues within tax data or processes. This
proactive approach allows authorities to address
problems swiftly and ensures a higher level of
compliance across the board. Therefore, a robust
tax control framework serves as the primary
defense for financial services organizations. It
provides a structured approach to managing tax-
related activities, helping to identify and rectify
control weaknesses before they become
significant issues. This not only supports

compliance but also contributes to risk mitigation.

Further, investing in technology that can
handle diverse data formats and provide the
necessary tools for data transformation is crucial.
This can streamline the process of preparing and
reporting tax-related information. Having an
adaptable process management system allows
organizations to make necessary adjustments
without compromising compliance. This
flexibility is essential when dealing with
exceptions or unique circumstances.

In this light, strong tax controls provide a
structured and systematic approach to managing
tax-related activities. This not only helps in
identifying and rectifying issues but also puts
organizations in a better position to accurately
assess their level of compliance. A well-
implemented tax control framework acts as a
proactive measure to ensure adherence to tax
laws and regulations. When these controls are
rooted in a strong governance culture, there is a
higher likelihood that they align with the
organization’s ethical standards and values. This,
in turn, makes it easier for leadership to navigate
areas of law that might be open to interpretation,
ensuring a consistent and principled approach to
compliance.

A well-implemented tax control framework
can serve as the linchpin in ensuring that
organizations can confidently attest to their
compliance across different communication
channels. It provides the necessary assurance that
internal processes are aligned with legal
requirements and that the organization’s
transparency statements are grounded in reality.
A tax control framework helps mitigate the risk of
discrepancies between what is communicated
externally and the actual state of tax compliance.
This is particularly important in an environment
in which misalignment or inconsistencies can lead
to reputational damage and regulatory scrutiny.

In conclusion, a strong tax control framework,
coupled with a robust governance culture, not
only enhances a company’s ability to accurately
assess its compliance but also plays a pivotal role
in aligning transparency messages, critical for
maintaining trust and credibility among
stakeholders in an era in which transparency and
ethical business practices are paramount. ]
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