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What i1s an ERP and what are
the implications for tax



What i1s an ERP?

Business Product
Analytics Planning
Financial Enterprise Resource Planning .
Account (ERP) application software is used ~ Supply Chain
to integrate & streamline many Management
Management . .
functions of the business from
manufacturing and finance to
logistics and human resources.
ERP vendors include:
+ SAP® (SAP® ERP)
* Oracle® (Oracle® ERP,
PeopleSoft and J.D.
Sales Force Inventory Edwgrds)
Automation Management . SSA Global™ (Baan)
* Lawson™ (Lawson™ ERP)
Supplier * Microsoft® (Dynamics)
Interaction
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What 1s an ERP?

Modules include support for manufacturing, order entry, accounts receivable,
accounts payable, general ledger, purchasing, warehousing, transportation and
human resources

Asset
Accounting

Financial

Accounting Controlling

F

Sales and Funds
Distribution Management
Materials
Management

Financial

Logistics

Human Resources

M

Project Plant Human
Systems  Maintenance Resources
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What are the implications for tax?

Due to the integrated nature of how an ERP functions, tax
requirements and conseguences must be considered and
addressed for the following areas:

— Legal Entity Structure
— Finance / General Ledger
— Treasury
— Sales - trade and inter company
— Purchasing — (trade and inter company, inventory and expense)
— Fixed Assets
— Inventory management (plants, warehouses, storage locations)
— Global Logistics (customs duties / import and export VAT)
— Master Data (customer, vendor, material, cost centers, etc.)
— Statutory Reporting
* Returns Preparation Strategy (Internal vs. External)

Copyright © 2011 Deloitte Development LLC. All rights reserved.



Beyond ERP: Broader IT Strategy

IT Initiatives

Inventory Management

Sales Force Automation /
Distribution / Order
Management

EDI/Online Transactions

Asset Management /
Equipment Control

Management
Reporting/Portals/ Data
Warehouses

Financial Reporting/CCR

IFRS

Enterprise Document
Management

Data Archiving / Record
Retention

Master Data Conversion

Life Cycle Stage

J

Tax Implications

Tax impact of purchase vs.
lease

Tax treatment of IT project
costs (expensing, R&D)

Tax treatment of assets after
go-live

Tax arbitrage using IP
created by IT assets

End user training grants &
incentives

Sales tax savings on
software licenses

Tax & regulatory risk
mitigation

Data available for global tax
planning

Tax & regulatory compliance
efficiency

Methodology to analyze, validate and quantify company-specific tax and regulatory benefits.
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Getting In the game early



Key considerations for a successful ERP
tax Implementation

« Understanding the project timeline and scope

* Negotiating a “seat at the table”

— Key benefits / value proposition
» Effective tax management approach that’s scalable
Alignment of data, technology, process, and people

Increase accuracy / reduce exposure and risk
Tax processes that are efficient and integrated, end to end
Sound audit defense, clear transparency and controls

 Partnering with integrated functions and organizations
» Understanding ERP capabilities and constraints
* Legacy Audit Support
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Resource planning/meeting project
demands

Tax support is required during all ERP project phases!

Tax involvement can include...

Developing business process flows Defining legal structure

Defining tax accounting procedures Defining country specific tax requirements
Documenting reporting requirements Transaction results testing / validation
Defining data standards and controls Change management / training activities
Analyzing trading flows, expected tax results Deployment activities

Data requirements on forms (i.e. Invoices, etc.) Security and Controls

Resource Options:

« Augment existing staff to dedicate tax knowledge resources to project
activities

« Qutsource specific project activities to a third party
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Leveraging technology
(direct and Indirect tax)



Why should tax be involved?

« Atax sensitized ERP solution should allow the Tax Function
to realize tax benefits that are currently unavailable due to
system or data availability constraints.

« Example ERP Tax Design Principles

— Technology landscape allows for a global governance model across
all tax processes

— Financial reporting is inclusive of tax and statutory requirements
— Tax relevant data is consistent across financial applications

— Finance applications will support or incorporate automated tax
decision processing
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Where does tax need to be involved?

As every financial transaction has an eventual tax impact, all ERP modules
should involve some level of Tax Function involvement.

Tax Process

Tax Financial Reporting

US Tax Compliance
Research and Development
Section 199

Non-US Tax Compliance
Tax Audit Defense

Transfer Pricing

Tax Planning

Customs and Duties

Tax Budget and Forecasting

Fixed Assets

ERP Impacted Area*

FACTS

Tax departments are one of

X
X
X
X
X
X
X
X
X
X
X

X X X X X X X

X

X X X X X

X X X X X X X

X X X X X

X X X X X

X

X X X X X

X X X X X

the largest consumers of
financial data

X
Approximately one third of
“material weaknesses”
X reported are attributable
to Tax
X
o In most cases, taxes

represent the single
largest expense after cost
of sales

*GL — General Ledger, SD-Sales and Distribution, AR — Accounts Receivable, MM — Materials Management / Purchasing, AP — Accounts Payable, FA — Fixed Assets,

PJ- Project Systems, HR — Human Resources, DW — Data Warehouse & Reporting Tool(s)
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Direct tax out-of-the-box expectations

What native functionality should tax expect from an ERP?
The short answer is None!

The Tale of Two Implementations

ABC Implementation XYZ Implementation
Results: Results:
* No Tax benefits achieved _ - Tax benefits realized (Value
. Does not support tax legdl Implementation Factors case)

entity reporting Same ERP » Tax legal entity level reporting
* No fixed asset tax - Same Industry » Automated fixed asset tax

functionality functionality

» Taxable income difficult to *Same Integrator « Automated taxable income
calculate/reconcile «Same Timing feed from ERP to income tax

- Difficulty complying with IRS e Cas! application

source system data requests « Accounting data warehouse
used by Tax
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Tax Requirements: ERP Design Related

°| egal entity reporting: US and non-US

*Tax level granularity (e.g. Chart of Accounts)
*|ocal currency reporting

*Potential sub-consolidations

*Reconciled inter-company transactions
*Jurisdictional attributes (country, state, locality)

*Business processes (buy/sell, commission agent, ‘Hubco’,

transfer pricing, etc.)
*Flexibility

*Transparency (financial accounting to tax reporting)

10
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Tax/ERP Intersection Points

ERP Capabilities Tax Needs ERP Capabilities Tax Needs
e G/L Transactional Tax_es « HR management > BEIE EEpEETE
e Sales tax calculations
e A/P e Use tax processes « Benefits ¢ Compensation/benefits
o T tri
e A/R ax matnix i . e Tax deductibility issues
Federal/International e Pension

e Legal entity P&L/BS e Schedule M-1s

e Purchasing « Payroll

e Book/tax description

e Special tax credits

* Asset Management © CHIL e CTEpEsTIomS e Stock administration
e Intangibles/ amortization e Employee benefits
* Projects e Financial derivatives
e 1099
e Sched. M-1/M-3
e Budgets L
e 1120 line items
 Expense Tracking e E&P specific items
e AMT specific items Sales & Distribution / Order Management
* Treasury * NOLs ERP Capabilities Tax Needs
e Purchase Accounting
e Cash Management e Order entry e Sales, use taxes
e Foreign source income
e ETI/FTC/5471 Adj. e Order management e State apportionment
State/Local Inventory
e Apportionment factors ¢ Billing
- Sales
e State depreciation
e Other state items * Inventory e Bad debts

e Transfer pricing « Order promising W . |
Master Data Property Taxes arranty accruals

Org Structures

Transactional
Detail

e Real and personal
e Like kind exchanges

Commissionaire/buy sell

Transfer pricing
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Tax/ERP Intersection Points

Production Planning

ERP Capabilities TAX Needs
¢ Product Cost e Inter-company Sales
* pracurem - etanond Cotting
Materials Management e Procurement e Standard Costing
ERP Capabilities TAX Needs e Uniform Capitalization
e Purchasing e Use Taxes
2 Ut risly © JEprEElEen ERP Capabilities TAX Needs
e Expenses e State Apportionment Factors Ep—— . - i
e Purchasin e Expense Reportin
e Asset Management Fixed Assets g P P g
e Inventory e Use Taxes
Inventory
. N e A/P e VAT Taxes
e Uniform Capitalization
e Expenses e Expensed Assets
e Property Taxes .
e Asset management e State Apportionment Factors
e eProcurement e Property tax

12
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Tax/ERP Integration Approach: Blueprinting

Tax Data Blueprints are the “starting point” for defining tax critical data and other implementation

requirements.

Data
Warehouse
Tax Blueprints Reporting
Requirements Core ERP
Reports
ID Tax Data
Prep Elements Design
Workshops | — —>| TaxReq.Doc > Requirements
Develop For ERP
Proposed
Solutions

Data Conversions,
System Access,
\ Interfaces

13
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Indirect tax out-of-the-box expectations

Indirect Tax rates and rules
« ERP solutions are not delivered out-of-the-box with support for
Indirect tax rates and rules

« ERP solutions do support the following:
—  Ability for tax rates and rules to be configured and maintained within the ERP
— Ability to integrate with third-party tax engines to leverage tax rates and rules

provided by a third party.

Important! In the event you already have a third party tax engine supporting your existing
processes, it is not a plug-n-play exercise to connect with the new ERP solution. Significant
design will have to occur to integrate the existing application with the new ERP processes.

Indirect Tax reporting

« ERP solutions are delivered with a standard selection of Indirect Tax
reports. However, these reports should be thoroughly evaluated to determine if
they will address your organization’s needs prior to final acceptance.

14
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Indirect tax - Country scope
considerations

US Deployments

For companies with nexus in multiple
US states, the standard is to integrate
with a third party tax engine. This is due
to complexities in managing tax content
for over 8,000 U.S. taxing jurisdictions.

Non-US Deployments

Countries outside of the US have significantly different tax regimes and
reporting requirements than the US. These requirements vary from
country-to-country and will require additional tax data planning and
support. Examples include Brazil, India, Argentina and European Union

countries.

Understanding the differences and complexities early in the ERP planning
phase should allow tax leadership to:

a. develop a global indirect tax approach

b. provide sound guidance to the business when developing country

15 deployment strategies

Copyright © 2011 Deloitte Development LLC. All rights reserve



Indirect tax — Native ERP vs. Tax bolt-on

What is the right global indirect tax solution for your

situation?.

Third Party Bolt-on Solutions

¢ ONESOURCE?® Indirect Tax (Thompson Reuters)

» Sales Tax Office (CCH)
* Taxware Enterprise (ADP)
» Vertex® Indirect Tax O Series (Vertex®)

Factors to be considered:

Number of countries to be deployed

Tax complexity / change frequency of
countries to be deployed

Breadth of product / service mix
Exemption certificate management
Complexity of supply chain

Tax research cost / bandwidth
Ongoing support cost / capabilities

Each solution offers various strengths and constraints

Each should be thoroughly evaluated from a technical and
functional perspective

Important: Include your IT organization in the solution evaluation process! Their opinion matters as they will support

you and the solution ongoing.

16
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Indirect tax — Native ERP vs. Tax bolt-on

= Define required solution capabilities

17

— Business Requirements

o Standard content (Jurisdictions, Tax rates and rules, Tax
Types, Tax Authorities)

o Extended Capabilities (i.e. Custom Authorities)
o Supported Products and Services

o Reporting Capabilities

o Reconciliation Capabilities

o Transaction Volume Processing

— Technical Requirements
o ERP Integration Capabilities
o Supported Platforms (Unix, HP, Linux, etc..)
o User Interface (Web Based)
o Multiple Client Support (Multiple ERPS)
o Load Balancing
o Performance Requirements
o SLA Requirements
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Evolution of tax record-to-
report



Capability Maturity Model

Stage 1

Minimum

Stage 2
Developing

Tax Accounting and Compliance Processes

Stage 3
Defined

Stage 4
Advanced

Stage 5
Leading

mHigh degree of reliance
on manual based
spreadsheet software
driven processes.

mTax department only has
limited access to financial
data.

mTax data is manually
verified for input into the tax
accounting system or
calculation.

mTax data must be
manually analyzed and
adjusted prior to being
utilized.

18

mTax processes are
functioning reliably and are
being maintained

by manual means at their
current levels.

mManual creation of flat files.

mLimited views and reporting
capabilities.

mTax department has access
to more detailed data

mData is reliable only after
some manipulation before
being used.

mTax technologies in place are
not properly configured for
utiilization of available
features.

mProcesses and products
conform to a standardized
format.

mMateriality levels are
consistent and are reduced for
non value-added reconciliation
and review.

mAutomated interfaces are
utilized between source and
compliance systems.

mTax accounting processes
share the results with the tax
compliance processes.

mData is available to the tax
department at both the
transaction and summary level.

mData structures have been tax
sensitized to allow for quick and
reliable retrieval and automation
book to tax adjustments.

mAutomation provides for
faster access to information.

mTax has more reliable data
and reduced reconciliation
efforts; allows more time for
exploring potential tax savings
opportunities

mData structure can
accommodate changes in
entity structures for planning
purposes and real-time
scenario analysis.

mMethods are consistent from
Provision to Return.

mCompliance has more
reliable data and reduced
reconciliation efforts; allows
more time for exploring
potential tax savings
opportunities

mintegrated process, structure,
and technology supports tax
information and audit
documentation.

mChart of accounts set up to
permit capture of transactions
used during tax lifecycle.

mShared vision for information,
data, and knowledge capital
utilization from review to value-
added analysis.

mStructures defined to aid
aggregation of legal entities
across modules.

mLive audit trail is in an
electronic format with drill-down
capabilities.

mCentral access to complete
set of financial data at the
consolidated level with drill-
down capabilities.
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Enhancing value through evolving

technologies

a

Independent

Portfolio of
distinct tax
technology

tools

" 4

Global Tax Process

* Integrated tax
business process

* Global data
(b} cc;l:]nti:]ye;ax warehouse
c_35 Limited g Return, Accounting * Workflow & risk tools
> iy & Process « Executive
technology Return L
_ * Provisioning systems  Dashboards
» Single country tax - Tax classification * Document
Return apps systems Management
« Excel® / similar » Some externally - Limited multi country ~ * Enhanced data
_ maintained rules systems analysis for planning
* No automation - Limited automation
* No rules maintenance
* Limited controls
Static Reactive Proactive Progressive ]
Maturity

19
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Tax data repository (TDR)

A Tax Data Warehouse is a complete enterprise data warehouse
(EDW) that can improve an organizations performance and

revenue collections.

It brings together all tax information for tax compliance, decision
support, ad-hoc analysis and reporting.

Extract,
SAP® Transform,

ORACLE® Load
PEOPLESOFT (ETL)
JDE
LAWSON '

20

TAX DATA
REPOSITORY

PROVISION SOFTWARE

AUDIT DEFENSE
COMPLIANCE SOFTWARE

AD HOC ANALYSISf

REPORTING

CONTENT
REPOSITORY
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Additional considerations

Tax Portals create efficiencies:

21

— Manage data from multiple sources

— Providing real-time reports

— Support dashboards

— Tracks KPIs for management

— Efficient and effective collaboration

— Quick access to work papers and

files

MINC Global View
Compliance Charts o] g
Returns by Stage ST
\
Budgeted Hours by Preparer
Ny J 7 o trmedte Cbigaton W vroes Wl Coetns W ovede
Tax Portal > Planning > Plans
Transactional Plan for Jakarta_Restructuring
Bad ics Dashboard
pe heading. To oo to detail le: f a spedif lacro Plan
Casne wansfered o Parent Corporatin [} Conpleted  Homal 0 S, Sezsnen Berdk, Stephen
A rew company i< formed. [x] InProgess  Hch Bonck, Stephen Gupta, Advesh
a New name & sekected for ensty. [x] InProgess  Nomal Banck, Stephen Costa, Chrstina
Estabish generdlledger for new company. [x] NotSterted  Nomal Banck, Stephen Perrane, Sarzh
Establish board of drectors. [x] NotStrted  Hgh [ ] sondstephen Gupta, Advech

This Sie: TaxPortal v P
Deloitte. Tax portal S Tax
Aomouncenents <o (change S
: Thereaee . y g X righ $5369
« TaxPoid ikl ok 2eon. 553 S o it
ling ; 112, 2010421 PUET)

‘Workd Clock And Weather

Vj Recyde Bin

Hot Links
MyToDo's = TaxPortal Calendar My Outlook Calendar = iemal Revenue Senice:
3
e |4 = o

> Juy, 2010 +

Time Zone: (GHT-06:00) Central Tane (U5 20d Canada) * : ::,: e
. i
Title = Resexrth st o A

“steve test-§313" has been assigned to you for preparation
“steve test 2-1120° has been assigned to you for preparation

Dashboards provide users with intuitive
visual indications of:

— Global effective tax rate

— High level process status

— Resource utilization

— Transparency into a process

— Data integration from sources to
create management views and
reports
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Additional

Work Flow reduces risk:

« Standardizes and enforces
compliance for key processes,
tasks and signoff

* Protects IP around process and
tasks. If key staff disappears, IP
does not.

* Provides transparency to status of
key processes

Deloitte. Tax Portal

TaxPortal | Famng | Coplzne  Frovem
| =
View Al Site Content
erio
= Taparal
Entity:
P County

A eds Macek
s,
Steghen
Gosta, ~ Provsan; iPlarning Comespondence
Chrstra Comorason
Comporate
Costz, omgian: 1039 Repariing Records nd 150
Chstna ocal Corporaion
-Commodites
H oo wewtews  mn oo e, e Mescrrddims speca Lnited
Sxah o
.
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considerations (Cont)

® "_‘\) ik e g otnd it
reu‘b_% der pricrt

Ready for Frep

.. ‘ ining check boxes are required
Year-End Provision o/ t ot st ot ot
-- Pre-Season Sub Conpete RTP BBt Chet | it Cheekt acin's e

Map

e [ SENE) pu o o e s

nnde
! :
ollver PY Provisian Fles————# Rerinder orky

e cmrm sty

RTP

i
Prep Complte

t \thf SAP
Dhubv
rep:

Awating Start of Get Data

i
Gt Data
3. Dakabase trigger consumes a web
service.

Move ko Get Data

Document Management Saves time and
effort and reduces risk.

 Centralized document
management

- Version control management

» Consistent process of managing
documents

« Enhanced audit support
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What is Cloud Computing?

“...a style of computing where massively scalable
IT-enabled capabilities are delivered as a service to
external customers using internet technologies.”

Robert P. Desisto, Daryl C. Plummer, David Mitchel, Gartner Analysts
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Cloud computing can be grouped into several types of
services based on their characteristics

Cloud computing technology is deployed in three general types, based on
the level of internal or external ownership and technical merits

Cloud computing services from vendors that can be accessed across the
Public Cloud Internet or a private network, using systems in one or more data centers, shared

(External) among multiple customers, with varying degrees of data privacy control.
Sometimes called “public” Cloud computing.

Computing architectures modeled after vendor Clouds, yet built, managed, and
: used internally by an enterprise; uses a shared services model with variable
Private Cloud N : :
usage of a common pool of virtualized computing resources. Data is controlled
(Internal) within the enterprise. (Note: there can be the equivalent of a private Cloud
provided by an external source and will be discussed later in the discussion.)

A mix of vendor Cloud services, internal Cloud computing
architectures, and classic IT infrastructure, forming a hybrid model that uses the
best-of-breed technologies to meet specific needs.

Hybrid Cloud
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Major Cloud computing categories: Infrastructure, platform
and software services Cloud computing categories can be
segmented by type into specific functions

Service type category Description of service and IT Function

Software as a Service (SaaS)

SaaS covers the range of application that are licensed for
use as services provided to customers on demand typically
across the Web.

Platform as a Service (PaaS)

The PaaS model makes all of the facilities required to
support the complete life cycle of building and delivering
Web applications and services entirely available from the
Internet.

25

Infrastructure as a Service (laaS)

laaS is the delivery of computer infrastructure as a service.
Rather than purchasing servers, software, data center
space, or network equipment, clients instead buy those
resources as a fully outsourced service.



Reasons to move to Cloud

Reasons companies are moving towards Cloud computing:

26

Internet based, portable, accessible from anywhere
Low up-front cost, no capital outlay

Scalable — enterprises of all sizes can seamlessly scale their services
depending on client demand. A pay as you “grow” concept

No hardware or software upgrades (outsourced business technology
platforms and facilitated by massive data centers):

— Users do not have to administer periodic software updates, plan for
hardware upgrades, or add serves to keep pace with capacity

Users are able to take advantage of highly specialized professionals
that leverage off of a large client pool, and

Users can more easily plan annual budgets



Cloud Computing: Sourcing of Income

CloudCo
(us)

Software

Foreign

Customer OpCos

(AsiaPac)

Software Payment $$

Host Payment $$

Software
Customer
(EMEA)

Software Payment $$

- Are services performed on the Customer’s computer when the Customer

- Are services performed over the internet?

accesses the hosted software?

- Are services performed on the server which hosts the software?

- Are services performed where people functions necessary to hosted

27

software are performed?
What about VAT?
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Cloud Computing — Multistate Tax Issues

For Cloud Service Providers:

« Understand that PaaS may be construed as SaaS — don't
rely on the name or the contract wording alone.

 Credits/Incentives: Some States offer exemptions for Data
Center operations.

 Are your systems capable of proper sales/use tax
collection?

28



Cloud Computing — Multistate Tax Issues
For Cloud Service Consumers:

* Nexus — consider whether hosting arrangements, leased
servers or other Cloud services at the Cloud service
provider’s facility will be nexus creating activities in that
State.

* |dentified the States where your users are consuming Cloud
services. Are those services subject to sales/use tax in that
jurisdiction? Are your Purchasing business applications
able to source the use to the correct state and are vendors
over/undercharging sales/use tax on the purchase invoice?

« PaaS may be construed as SaaS — don't rely on the name
or the contract wording alone.
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Summary of key points



Summary of key points

Getting in the game early
— Tax needs a voice and representation (very big deal!)

Understand ERP capabilities
— Know the baseline / fill the gaps

Understand Supporting applications
— Leverage technology / automate

Integrating with other functions
— Tax, Business, Data, IT — be friends not foes.

Legacy Audit Support
— Don’t forget!

Resource Planning
— There is a lot to do...plan accordingly

30
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Capture Your Opportunities

Tax is In! Now What?

Identify Tax ‘point of contact’

Embed additional tax resources as needed

Maintain global perspective

Consider all tax types impacted by project scope

Stay involved throughout project phases

Transfer knowledge back into tax function

Integrate tax needs into new accounting procedures

Leverage shared service centers (tax training, data collection)

Be prepared for ERP consultants’ scope battles

Take lead in transaction tax software selection (i.e. Vertex /Taxware / Sabrix)
Consider integration with income tax software (i.e. CORPTAX, TaxStream)

Tax costs should be part of overall ERP budget.

31
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Question and answer



Contact info

Raffi Markarian — Principal
(312) 486-3345
rmarkarian@deloitte.com
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This presentation contains general information only and Deloitte is not, by means of this
presentation, rendering accounting, business, financial, investment, legal, tax, or other
professional advice or services. This presentation is not a substitute for such professional advice
or services, nor should it be used as a basis for any decision or action that may affect your
business. Before making any decision or taking any action that may affect your business, you
should consult a qualified professional advisor. Deloitte shall not be responsible for any loss
sustained by any person who relies on this presentation.
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