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~ Local firms gain market
- share in Latin America
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Sed Crest finds out which firm has the best brand in Latin Amerlca and that tax advisers

need to think like their clients

8§ ore tax executives took part
§ in this year’s survey of tax
B services in Latin America
B than last year. The size of the
companies taking part also was larger than
last year. Those with annual turnover of
more than $1 billion edged higher from
14% last year to 15% this year. The smaller
end, companies with turnover below $10
million, went down from 23% to 20%.

The proportion of top-end tax spenders
dropped from last year however. Only 3%
of respondents said they spend more than
$1 million on tax advice each year, which is
down from 7% a year ago.

The spread of survey respondents across
industry sectors was pretty similar to last
year except the proportion of services firms
participating in the survey surged from 5%
last year to 12% this year. A significant pro-
portion of agri-business companies doing
business in the region took part this year too.

Big-four market share

Ernst & Young has the best brand in tax

services in Latin America according to par-

ticipants in this year’s survey. The firm only

just pipped PricewaterhouseCoopers,

which topped the brand ranking last year.
The big-four professional services firms
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Methodology

national tax services in Latin Amerlca i August
2005, We encouraged consumers of i |nternatxonal

compleling the onling quest|onna|re The survey
dlosed on December’ 22005, .
We received 139 responses from heads oftax

72%.were personally responsnble for the selection
The quest|onna|re asked respondents how much

they spend an tax, services, what 1ax services they
oltsolree and how satisfied the}t were with the

fntematfona.' Tax Review opened the survey ¢ of |nter~ :
. biggest challenge was and how tax services could

tax services in the regionto provide thelr wews by

L .reveaied how much they spend on tax services each
chief financial officers and tax executlves Just over ‘_ year We them deed th|s into fhree grotips accord;ng
and retenhon of their tax adwsers Most responses o

were from tax executives within the region (84%). -+ between $50,000 and $250 000 (43%) and

" stated other\Mse

services: they receive, It-aiso asked them what thei ¥

be lmproved Some of their responses are repro-’
“duced here;: Sl
-Not al res;x;ndents prowded m{ormanon on then' o
: annuaJ turnover but just over haff did, Morg than 65%

to how much they spend on'tax services each year .
- » above $250,000 (IS%) :

* below $50, 000 (42%). .
Al currency references are |n US dollars unless -

Diagram I: Survey respohdents by sector

1. Manufacturing 25%

5. Transport & distribution 6%

6. Retail 5% '

7. Agribusiness 4%

B.'Engiheen'ng & construction 4%

'9, Telecoms Btechnology 4%
10, Entertainment & media 4%
1. Healthcare & biotechnology 4%
12, Other 3% '

accounted for 66% of the tax services mar-
ket in this vear’s survey. This is down three
percentage points from last year.
International law firms were next, captur-
ing 29% of the market, which is exactly the
same as last year. The “other” category
jumped from 2% to 5% this year. Local law
firms and local accounting firms made up
most of this growing group.

Somewhat surprisingly, the proportion
of those allocating more of their tax budget
to local law firms and local accounting firms

2. Erergy & utities 19%
3. Professional services 12% -order:
"4, Banking & finance10% * 1. Ernst & Young

3. Deloitte;and -
4 KPMG

e Levy & Salomao

www.internationaltaxreview.com

' The survey asked reSpondenm The rame of the ﬁrrn that they thought has
" best brand in |nternat|onal tax services, The bsg four took the top places m th

2. PrrcewaterhouseCoopers

Local firms, par‘ucufarly Bra.zrhan Iaw t” rms, gsogota mention here Some respo
.. dents thought the followmg fitrns had the best brand in tai

. Machado Meyer Sendacz-e Oplce.

*. Castro, Barros Sobfa! e Gomez and

was highest in the top-end segment of the
market - those spending more than
$250,000:a year on external tax services.

Looking for satisfaction

Overall the level of satisfaction with tax
services in the region rose, particularly in
Peru (up from 0.73 to 1.38). Both Brazil and
Argentina slightly improved their satisfac-
tion rating, Satisfaction fell slightly in
Mexico (down from 1.41 to 1.24) and
Venezuela (down from 1.55 to 1.203.

The best brands ih tax
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The biggest challenge for selected respondents ‘ Top ten challenges facing tax

executives in Latin America

"Creatively find tax opportunities and savings"
- Algjandre Hernandez, tax manager, Mexico City The survey asked respondents to give the
Colgate Palmolive (Mexico) biggest challenge for someone in their role,
. They are:
"Retention of key tafent" : l. keeping abreast of developments (33%);
- Ana Isabel Gervasoni, finance directer, Buenos Aires 2. growing compliance complexity {14%);
Dell Computers Argentina 3. communication with tax authorities or unpre-
} dictable legislative interpretation {1296},
"The challenge is ta effectively allocate fimited budgets and resources to those issues that 4. managing tax risk ard reducing the effective
will create the greatest benefit to the company. These benefits and challenges can vary vate of tax {10%);
from managing an effective tax rate to ensuring that local operations are adequately 5. tax laws In other countries and coordination
staffed with the most effective technology.” (5%);
- Steve Axler, tax counsel for Latin America, Houston, TX 6. internal resource constraints, recruiting per-
Halliburton sonne! or lack of quality tax advice at reason=
. able cost (8%);
“Transfer pricing issues, US GAAP versus local GAAP customs regulations and leasing 7. Sarbanes-Oxley-type restrictions or greater
regulations” regulatory scrutiny (5%}
- Ferro Claudia, finance and administration manager, Lima 8. transfer pricing (5%):
Hewiett Packard Peru 9. blending corporate goals with tax require-
ments {3%); and
"Compliance and personal responsibility" 10. unstable economic and political conditions
- Héctor D'Agostino, chief financial officer, Buenos Aires and other reasons {|96).
ING Bank - Argentina

“Dealing with the concept of risk in other areas” Key people

- Claudia Nicolo, regional tax planning manager, Szo Paulo
Johnson&fohnson

_The urvey asked respon nts nameanlndrwd-
thieir.cf cnce of firm;- '

“Coordination among my offices and my tax adviser’s offices on a restructuring propesal”
- Deborah Flanagan, tax attorney, New York, NY
McGraw-Hilf

'3Respondenis mentlon |nd1wduals such as:
Armm Campos. KPMG Costa cha _2

_ -Roberto Del Toro, Pncewa.terhouseCoopers.

“Make top management aware of the increasing importance of taxes for business results : Mex|co : o e

and continue increasing the tax contribution to the bottom line. Translate that inte more .
resources and career opportunities for the tax team.”

- Herndn Caire, tax manager - Argentina and Chile, Buenos Aires

Procter & Gamble

X He ;jaclpiDihic_'_ Deloitte, Argentina .

“To avoid conflict with the local tax authority™
- John Diaz, tax coordinator, Caracas, Venezuela
Sanofi-Aventis

Diagram 2: How much respondents spend on Diagram 3: Proportional average of outsourced tax
tax advice each year services by tax spend
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$25,000 - $50,000 .
Below $25,000 . UL s - Cnmpllaﬂce_
j ! - ! . B l Flanning
109 20% 7, 30% O 40% 50% - L

Tmnsactlons N

December/fjanuary 2006 www.internationaltaxreview.com



Top ten ways tax advice needs to
improve

The survey asked how tax services could improve,
They are:

faster response times, more proactive advice

How tax advice needs to improve - selected respondents

Latin America survey

“Faster turnaround of responses.”
- Jessica Lovio-Rodriguez, assistant vice presicient of taxation, Miami, FL.
Visa International

(22%); “We are a global business so they need to understand which jurisdictions we operate in,
2. understznd the client's business better (20%); the scale and nature of our operations, and bring us updates and ideas for these jurisdic-
3. bring practical (not theoretical) transaction- tions that fit commercially with our organization.”
based, value-adding ideas relating to the dient’s - Andrew Stockwell, head of tax, London, UK
business (| 8%); ' Charter
4. reliable planning advice o a solid legal basis
that is preventative (| 1%); ] “More company-specific praposals.”
5. more face-to-face contact with senior staff (9%); - Jaime de la Garzz, chief financial officer, San Pedro, Mexico
&. mere frequent updates and seminars (69%); Corporate Properties of the Americas
7. improve price competitiveness and more
honest, transparent advice (596); . “Faster defivery and fewer disciaimer protections. If you contract a service at least vou
8. better timetabling, stafing and training of can expect an appropriate answer and the corresponding action plans te deploy it, not ¢

advisers (496);

9. give more support, cooperation and team-
like behaviour (3%); and

10. better use of international networks to pro-
vide more comprehensive advice and ather
ways (296).

fot of paragraphs about responsibility not taken.”
- Juan Aguilar, finance services manager, San jose, Costa Rica
GBM Corporation

‘As chief financial officer | need ONE timetable for ALL taxes {income tax, value-added
tax, pensions, central bank and transfer pricing}.”
- Jose Manuel Diaz, chief financial officer, Martinez, Argentina
Arla Foods

Table |: Company turnover by

annual tax spend “The key Is to provide advice that can be implemented with minimal effect on business

IR N operations. The advice needs to have a solid legal basis and at the same time take into
" Annual tirnover . |- Average tax spend account the practical issues in the local environment.”
— - Steve Axler, tax counsel for Latin America, Houston, TX
Above $5 bilion -~ ° - 896,667 ‘ Halliburton
§ 1-bilion-$5 billion B $525:000 “Getting more involved in the company s core business, being more proactive in evaluating
e - e tax epportunities and risks that may affect the company (customized tax assessments)
$500 milion-§ " billion L $578,000 when offering tax planning services.”
- — - Ferro Claudia, finance and administration manager, Lima
$200 milion-$500 milion | “$120417 Hewlett Packard Peru
$100 millon-$200 milfon | : $77_,B93" “Concentrating advice on real issues and aveiding use of time and fees for topics that do not
e —— — — have risk or are for academic use only,”
$20 million-$100 rilion | - o 560,005 - Hernan Caire, tax manager for Argentina and Chile, Buenos Aires, Argentina
S —1 : Procter & Gamble
$10 milion-$20 million: $35,000
Below §10 milion - $38.367

Diagram 5: Use of third-party advice by tax spend

Diagram 4: Third-party tax advice by firm type and

tax spend

64%

Abovi $250,000 e Above 250,000

$50000-$250.000 - immm o $50.000 - $256,000

Beloi $50,000 e T Belowss0.000 8%

. -m Lawfirms | ] I Increasing .
n Big four - : A " m .Same - ! !
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Latin America survey

Diagram 6: Why taxpayers choose their advisers

Diagram 7: How satisfied taxpayers are with tax
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A lot more tax executives in Uruguay
took part in this year’s survey and took it
upon themselves to rectify the country's
satisfaction rating from 0.67 last year to
1.64 this year.

Sarbanes-Oxdey dust settles

More than one-third of respondents said the
main tax challenge they faced was keeping
abreast of legislative developments, up dra-
matically from 17% last year. Managing tax
risk was a new factor, combined with reduc-
ing the effective rate of tax, which came in
as the fourth-biggest challenge. Another
new problem that tax directors mentioned
was recruiting tax talent in the region.

The Sarbanes-Oxley effect on tax services
seems to be finally settling down in the region.
Cnly 5% of respondents listed Sarbanes-
Oxley-type restrictions or greater regulatory
scrutiny as the key challenge they faced.

More and more companies no longer use
their auditor for tax services. This year
more than 70% of respondents do not
receive tax advice from their auditor, while
a year ago it was 59%.

Of the remaining 30% or so that contin-
ue to receive tax advice from their auditor;
only 13% plan to change this in the next 12
months. Last year, within the group of com-

Diagram 8: Respondents’ annual turnover

30%
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panies that still receive tax advice from
their auditor; 24% said they planned to
make the change in the next 12 months.

Client’s shoes

Two novel ideas for making tax advlce better
came up this year. Many tax executives
wanted more of a solid legal footing for their
tax advice. This translates into a heightened
awareness of tax-risk exposure and the need
for assurance that the tax structures that
they have in place comply with the law. This
can be difficult in locations where tax
authorities are not consistent in how they
interpret and apply tax law, One thing is
clear though, the appetite for tax risk in
Latin America, which is a likely consequence
of Sarbanes-Oxley, is certainly less ravenous,

Another fresh suggestion in this year’s
survey was better timetabling in the advice
they receive. That means a coordinated
appreciation of various reporting deadlines
for different taxes in different countries.
Consumers of tax services want anything
that will mzke their life easier.

Tax executives in Latin America, like
elsewhere, have a lot on their plate. Tax
advisers that take the time to fully under-
stand their client’s business needs and
proactively offer solutions to make their

Table 2: Satisfaction with level of
contact with tax advisers

How often do you meet wrl:h outsnde
ad\nsers’

. 2004 2005
Weekly _ _ : 2% 0 13%
Every second week ' 0% - .. 8%
Monthly 20% 36%
Evéry {-3 months 37% - 28%
Every 3-6 months - 6% 8%
' Every 612 morths 15%

7%

How wou!d you assess the Ievel of .
contact with outslde advisers?

Poor - o 1% - 0%
‘Ave_rage o 9% 18%
Good - 46% 36%
Very good C34% 46%

How. often do you revuew your use
‘of fi rms? o
! |%’ B

E_very six months _ 17%
Oncea year 4| % . 49%
Every two yedrs ~ C33% 2i%

CIs% 3%

Every five years ..

life easier will excel. It is as simple as put-
ting themselves in their client’s shoes.

Diagram 9: Average proportion of tax services
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