
Investor view  
 
Insight from the investment community  
 
What do investors want to see in company tax 
disclosures? 
 
Tax has always been important to making investment decisions. And although the 
corporate income tax expense that companies incur can be significant, the tax 
information in the financial statements is one of the least understood areas of financial 
reporting.  With corporate income tax becoming an increasingly hot topic in the media 
and for governments around the world, we have been discussing how companies can 
tell their tax story in a way that helps investors understand their total tax picture.  

In this Investor view, we share some insights from recent discussions with 
shareholders, investors and analysts that can help companies consider the key 
messages they need to convey in their tax reporting. 
 
The company’s approach to tax 
 
Investors and analysts tell us that it’s 
important for them to understand a 
company’s overall approach to tax, 
including its tax policies, strategies and 
governance over tax. Providing details 
of Board level reviews of a company’s 
tax affairs can give them comfort that 
this complex and significant issue has 
appropriate oversight. 
 
Making a clear and detailed statement 
explaining the company’s approach to 
tax can help investors set their future 
tax assumptions in the context of the 
company’s specific policies and 
situation. 
 

The long-term sustainable 
(corporate income) tax rate 

Investors and analysts tell us that 
information about the sustainability of 
the tax rate over the long term can be 
more important than whether the rate 
is high or low.  An adjustment can be 
made to a financial model for a long-
term sustainable rate, but not for a 
volatile rate where there is no certainty 
over future performance.  And for 
modelling purposes understanding the 
actual cash taxes paid is critical.   
 
Tax rate reconciliation 
 

The tax rate reconciliation is important 
for understanding the tax charge 
reported in the financial statements and 

why the effective tax rate differs from 
the statutory rate. 
 

Most companies reconcile the group’s 
annual tax expense to the statutory rate 
in the country in which the parent is 
headquartered. This is often different 
from the weighted average tax rate of 
the group based on the profit split 
between the different jurisdictions in 
which it operates. Many investors feel 
that using the geographical weighted 
tax rate in the reconciliation gives a 
more meaningful number because they 
see this as a better estimate of the tax 
rate the group expects to be subject to 
over the long term, although this can be 
challenging to calculate when there are 
losses. And investors and analysts need 
to be able to understand the company’s 
expected long-term sustainable tax rate 
so they can prepare their cash flow or 
profit forecasts.  
 
It is important that the reconciliation 
explains the reasons for the differences 
between the effective rate and the 
statutory rate. Investment professionals 
tell us it is helpful when all items are 
clearly labelled, with minimal or no use 
of ‘other’. They need to be able to see 
the nature of the adjusting items and 
have explanations for the reasons for 
the adjustments in additional 
commentary.  
 

Tax disclosures 

“Tax disclosures can 
influence our 
perception of a 
company. We 
differentiate between 
those that disclose 
and those that don’t. 
We also wonder 
about those that seem 
to have aggressive 
tax policies—it may 
indicate that they are 
aggressive in other 
areas too.” 

 
“We don’t want—and 
can’t actually use—
tax reconciliations 
that are full of 
jargon.” 
 
 

“Tax is an important 
input for our valuation 
of a company. The 
models use after-tax 
cash flows so we need to 
know whether there is a 
significant risk of 
challenge by the tax 
authorities so we don’t 
get surprised.”  
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Deferred tax is a mystery  
 
Investment professionals have told us 
that deferred taxes are one of the most 
difficult areas of the financial 
statements to make sense of.  Some 
additional voluntary disclosures 
companies could make to their deferred 
tax note that would help include 
providing: 
 

 a clear explanation of the deferred 
tax balances on the balance sheet; 

 an analysis of the expected timing 
of reversals, giving granular 
information about tax losses. This 
would help investors see the time 
period over which deferred tax 
assets arising from losses might 
reverse. Providing a breakdown of 
what is expected within one year, 
between two and five years and 
more than five years may be 
helpful; and 

 a breakdown of which reversals 
would have a cash tax impact and 
which would not. 

 
Effects of one-off and unusual 
items  
 
One-off and unusual items can have a 
significant effect on the tax rate, but 
financial statements and notes often do 
not include a detailed discussion of 
them. 
 
Investors tell us it would be helpful for 
companies to explain the effect of these 
items, disclosing material items 
separately and explaining the likely 
future treatment of the adjustments, 
including any potential reversals. 
 
The effect of future tax law and 
reporting changes  
 
Investors and analysts are closely 
watching developments in international 
tax law and reporting requirements.  As 
with any upcoming reporting changes, 

the sooner companies can give an 
indication of the likely implications of 
changes, such as the Organisation for 
Economic Co-operation and 
Development  base erosion and profit 
shifting (BEPS) initiative, the better. 
 
Understanding the impact of upcoming 
or recently-enacted legislation is also 
important to investors.   
 
It’s not just about corporation tax 
 
While corporate income tax is the main 
focus of investment professionals, it is 
important to acknowledge that it is only 
one piece of the total tax contribution of 
a company. 
 
Many investors tell us they want to 
understand a company’s full tax 
contribution, including payroll taxes, 
irrevocable value added tax (VAT) and 
business rates – taxes which are 
particularly significant for some 
companies. Although these taxes are 
usually found within the operational 
costs of a company, analysts are better 
able to forecast future cash flows when 
they have a better understanding of the 
components of those costs. So, 
granularity in this disclosure can be 
helpful. 
 
 
You can find out more about best practices 
in corporate reporting and read our 
investor research here: 
http://pwc.to/1HOkZuO   
 
If you would like to discuss the issues raised 
in this ‘Investor view’ please contact either 
PwC’s investor engagement team or your 
usual PwC contact. 
 
Hilary Eastman, Investor Engagement 
T: +44 (0)20 7804 1818 
E: hilary.s.eastman@pwc.com 
 
Janet Kerr, Tax Reporting & Strategy 
T: +44 (0)20 7804 7134 
E: janet.kerr@pwc.com 
 

 

“Tax can be an area 
we screen for when 
deciding whether to 
make an investment. 
If a company is silent, 
we will draw our own 
conclusions and may 
decide not to invest or 
to sell. More 
transparency can 
help us make better 
decisions.” 

 
“The most important 
and comprehensive 
source of tax 
information is the 
annual report. If a 
company puts its tax 
strategy somewhere 
else (e.g. on its 
website), it should at 
least cross-refer to 
those other sources.” 

http://www.pwc.com/gx/en/audit-services/corporate-reporting/publications/investor-view/index.jhtml

