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Introduction

Technology changes the way we live and do business. It paves the way to do things
in previously unimagined ways. In the world of compliance, businesses feel the
impact of technology on the way they collect, record and transmit data, and
increasingly on how they pay taxes.

Tax authorities have greater visibility into business data and can conduct real-
time rather than annual scrutiny, analytics and follow-up. Meanwhile, increased
data sharing between taxpayers and tax authorities raises questions about data
integrity and cyber-security, and the need for secure and trusted systems.

This survey was designed to better understand the challenges businesses face, their
abilities and objectives regarding digital transformation, especially in terms of
accounting and tax compliance.
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Why did we conduct the survey?

Given our global vantage point and access to a wide range of clients in Luxembourg, and ultimately
to better serve the community, we wanted to:

* Understand the current Luxembourg compliance landscape;

* Better understand the drivers, best practices and pain points related to going digital;
* Assess the real and perceived impact of going digital on compliance, and on businesses in

general.

How did we conduct the survey?

We've put together a concise survey of 13 questions, and sent it out to CEOs, CFOs, Head of Tax,
Head of Accounting of financial institutions and operational companies in Luxembourg.
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This is what we asked.

01

The Future
Do you think tax/VAT returns will still exist in 3-6
years’ time?

02

Hiring and Training

Does digitalisation impact on training
programmes and the type of profiles you look to
hire for accounting and tax functions (technology
or new profiles)?

03

Costs and Savings
Do you expect your business to incur additional
ongoing costs as a result of digitalisation?

Do you expect your business to benefit from
significant cost reductions as a result of
digitalisation?

This report provides our most
significant findings on the
digitalisation of compliance in
Luxembourg.
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04

Changes and Challenges

In what direction do you think your business model
for the tax compliance/accounting function will
change?

Besides financial functions such as tax and
accounting, do you expect any other corporate
functions benefit from digitalisation?

What are the main features that technology should
bring to the tax/accounting function?

What are the most important challenges regarding
data?

What are the main challenges in producing
information for preparing tax/VAT returns
electronically?

05

Tools and Systems
Do you use the same information system software in
all jurisdictions in which you carry out reporting?

What are the main disadvantages of the tools you
have seen for accounting/tax purposes?

Have you already started to review internal processes
to take advantage of technology?

06

Budgets
What budget do you foresee for technology costs
associated with digitalisation?



Who responded? Respondent’s company profile

Over 180 respondents (mainly CEOs,
CFO, Head of Tax and Compliance)
answered the survey

Industry representation of respondents

[ Operational companies

i [ Asset and Wealth Management

Alternative Investments

B Bank
[ Insurance (Life and Non-Life)

One third of the respondents were from the Asset and Wealth Management
industry, 25% were from Alternative Investments (Private Equity and Real Estate
Structures) and 26% from Operational companies. The responses imply an
interest across the boards of Luxembourg industry sectors in Tax digitalisation.

PwC Luxembourg | “Compliance is going digital” Survey | 5



Key findings
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... of the respondents think that tax/ ... of the respondents have already
VAT returns will not exist in 3-6 years. started to review or are expected to
They think that a standard audit review internal processes to take
file retrieved from accounting will advantage of available technology in
be transferred to the tax authorities the next 12-18 months.

for each period, increasing the
importance of using technology
early in the process.

Digitalisation is coming, but a lot will still be done manually even in 3-6 years.

The respondents have started to, and will continue to review internal processes to
take advantage of technologies.
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According to the
respondents, the
most important
challenges
regarding data are
data quality,
integrating
multiple
systems and
data storage &
security!

The main features that technology should bring to the tax/accounting function are:

Operational Data analytics and
efficiency to retrieve scenario analysis
data to prepare tax/ (intelligence)
VAT returns
. O . O
(J O ° O LJ
Automatic report Monitoring 24/7 Risk management
generation/higher live visibility of
quality reporting the Luxembourg
accounting/corporate
tax/VAT situation

The respondents expect digitalisation to provide automatic report generation,
operational efficiencies, data analytics and real-time monitoring for risk
management.

“In my view the tool should be a real- “The main issue is that there is no
time tool, easily accessible, and with system that would cover the needs
a sufficient functionality to track at least for a significant group of

comments back and forth.” countries.”
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The main challenges in producing information for the preparation of tax/VAT returns are
the following:

Manual reprocessing of data outside I 50%
the accounting software

Accuracy of accounting data for tax I 46 %
purposes

Lack of integration between tools I 46%
Insufficient mapping of transactions I 42 %

for tax/VAT purposes

No tax module in the accounting I © 6%

software

Lack of efficient data collection I 21 %

The main challenges are manual reprocessing of data outside own accounting
software, accuracy of accounting data and lack of integration between tools.

At the moment, more than half of tax/VAT returns are processed outside the
entities’ accounting software.
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The respondents thought that the greatest disadvantage of their existing
accounting/tax tools was their inability to respond to specific needs of each
company/industry. In general, the majority of respondents expect they would
have to do more tax work with service providers using a co-sourcing approach.

... of the responder.lts think that the ... of the responder.lts would change
greatest disadvantage of the tools their business models into a more co-
that they have seen for accounting/ sourcing (mixed approach working
tax purposes is that they are with a service provider).

not tailored to their needs/

characteristics.

“We try to use one

Besides these challt?nges, se‘./erfll r.esl.aondents stated they use diffgrent system for our company
software over different jurisdictions. However, some of them mentioned and tailor it to the local
that they are trying to standardise systems over the different jurisdictions, although market.”

with country specifics.
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“Depending on how
authorities will use the
increasing amount of
data shared, more work
might be triggered by
the interaction between
tax payers and tax
authorities.”

The respondents expect to spend up to 5% of their Gross Revenue on technology
costs associated with digitalisation. The majority expect their business to incur
additional ongoing costs as a result of digitalisation. The increased costs are
mostly likely related to integrated tools, data governance and data security, beeing
a big concern for the respondents.

If digitalisation is to save them some money, it would probably be due to lower
staff and external provider costs.

(X 1] 000
[ ) [ ]
... of the respondents foresee a budget ... of the respondents expect their
of less than 5% of gross revenue business to incur additional
for technology costs associated with ongoing costs as a result of
digitalisation. digitalisation.
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Other corporate functions that could benefit from digitalisation are:

“Would expect all

Shared service centre I 0%
Corporate secretarial I 56 9%
HR processes I 47 %
Environmental reporting I 35 %

(ecological footprint, waste, etc.)

Other I 10%

aspects of the value/
supply chain to benefit
from digitalisation,
including overall client
experience”

The respondents expected that shared service centres, corporate secretarial and

HR processes could benefit from digitalisation.

The majority of the respondents expect to take
digitalisation into account when hiring and training.

56%

of respondents answered that
technology or new capabilities are
already taken into consideration
when looking for training
programmes and type of profiles
to hire for accounting and tax functions.
Although 44% do not take digitalisation
into account, a further 36% expect it to
become increasingly critical in the next
12-18 months.
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Conclusion - What does this all mean?

The digital economy has come of age through mobile technology, cloud computing, business intelligence and
real-time reporting.

We understand from the Luxembourg business leaders we surveyed the following:

e

2

g 7~ Ly

0] 1o1110

il

Digitalisation is Digitalisation Businesses are in
not an option. impacts the investment
It has to be é all areas of o) phase (o)
done! organisations, (reviewing
Data is key! from defining Compliance has processes, There is real
resources acost, butitis integrating business value
to recruit much cheaper tools, from digital
to refining than non- consulting, and compliance
operational compliance. understanding (e.g. real-time
processes. data security). compliance
status or data
analytics).

The tax function is set to transform and adapt to this new environment. Global compliance requirements
have increased in both importance and volume, checks on cross-border transactions become systematic, with
immediate sanctions in the event of mismatches. Tax authorities are more often requesting electronic filing
and the provision of information in a digital format in the context of tax audits. Inefficient processes and
reliance on spreadsheets are inducing risks, whether in terms of accuracy or availability of information.

Digitalisation creates value in terms of accuracy, operational efficiency and fast reporting. Having a digital
strategy including aspects such as people, tools and processes has definitely become a must.

It is not too late, but it is time.
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Your contacts

Wim Piot
Tax leader

+352 49 48 48 3052
wim.piot@lu.pwc.com

Stéphane Rinkin

Tax market leader

+352 49 48 48 2044
stephane.rinkin@lu.pwc.com
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Francois-Victor Adam

Tax partner

+352 49 48 48 4461
francois-victor.adam@]lu.pwc.com

Luc Trivaudey

Tax compliance leader

+352 49 48 48 5055
luc.trivaudey@lu.pwe.com

Catherine Dupont

Tax partner

+352 49 48 48 3125
catherine.dupont@lu.pwc.com

Pierre Donis

Tax partner

+352 49 48 48 5115
pierre.donis@lu.pwc.com



PwC Luxembourg (www.pwec.lu) is the largest professional services firm in Luxembourg with 2,850 people employed from 77 different
countries. PwC Luxembourg provides audit, tax and advisory services including management consulting, transaction, financing

and regulatory advice. The firm provides advice to a wide variety of clients from local and middle market entrepreneurs to large
multinational companies operating from Luxembourg and the Greater Region. The firm helps its clients create the value they are
looking for by contributing to the smooth operation of the capital markets and providing advice through an industry-focused approach.

At PwC, our purpose is to build trust in society and solve important problems. We're a network of firms in 158 countries with more
than 236,000 people who are committed to delivering quality in assurance, advisory and tax services. Find out more and tell us what
matters to you by visiting us at www.pwc.com and www.pwec.lu.
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