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The communications industry has been evolving at 
a rapid rate and the associated tax complexities 
have more than kept pace. A multitude of factors 
influence an organization’s tax burden, including a 
dynamic regulatory environment, the introduction 
of new products and services, and merger and 
acquisition (M&A) activity. Today’s top companies 
lean on the right processes and technologies to 
develop preparedness for tax changes, agility in 
responding effectively, and a Best-in-Class level of 
resilience that drives measurable business impact. 

Change is the Only Constant   

For companies that face communications tax liability, it has become 
increasingly complicated to discern how the tax operates due to new 
regulations, changes in the business environment, and technological 
developments. Factors like location, multi-dimensional calculations, 
product bundling, and new regulations all impact tax burden.  

For example, correctly identifying customer locations to avoid audit risks 
and penalties can be challenging with VoIP and wireless services 
becoming more prevalent. In addition, when services are bundled, 
calculations become incredibly complex — potentially resulting in 
expensive errors when the process is not automated. Moreover, when a 
non-taxable service is bundled with a taxable one, the entire bundle is 
subject to communications taxes and regulatory fees. Lastly, 
technological change continues to develop at a faster rate than tax laws, 
leaving policy makers scrambling to keep up. Thus, when regulatory 
changes are suddenly implemented in the market, companies must 
anticipate them and act quickly to remain compliant. 

Aberdeen’s research demonstrates how — despite some daunting 
challenges — Best-in-Class companies have been able to mitigate their 
risk and stay ahead of the competition. The findings uncover how 
companies can reduce costs and expend less time by being better 
prepared and understanding what to be cautious of when evaluating their 
communications tax liability. By developing more technology-enabled and 

  
Aberdeen’s maturity class 
framework is comprised of 
three groups of survey 
respondents. This data is 
used to determine overall 
company performance. 
Classified by their self-
reported performance across 
several key metrics, each 
respondent falls into one of 
three categories: 

 Best- in -Class 

Top 20% of respondents 
based on performance 

 Industry Average 

Middle 50% of 
respondents based on 
performance 

 Laggard 

Bottom 30% of 
respondents based on 
performance 
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dynamic business models, companies can keep up with the rapid 
changes and complexities of the tax environment.  

Market Drivers and The Evolution of Communications Tax 

Rapidly evolving business models and technologies have produced a 
complex communications tax environment. As discussed earlier, 
companies need to be aware of location, complex calculations, product 
bundling, and new regulations when assessing their communications tax 
compliance. Figure 1 (below) shows that companies believe those very 
issues will have the greatest impact on tax compliance. 

Figure 1: What Has the Greatest Impact on Tax Compliance? 

 

As the data above shows, companies are aware and concerned with 
remaining compliant across state lines. Additionally, they are suggesting 
that they might be better suited in bringing their communications tax to a 
trusted vendor — which, in turn, may reduce their time spent 
understanding the variability in the taxes and regulatory fees. Companies 
should implement strong and dynamic business models that will be 
proactive in anticipating change to keep up with the changing tax and 
business environment. 

Since the first communications tax was imposed in the late 19th century, 
the industry is vastly different and now includes an array of tangential and 
sub-industries. Today, there are three main service categories: voice, 
video, and technology. The complexity of these categories and the 
regulations that are applied to them can affect which industries are 

53%

53%

53%

54%

% of Respondents That Believe These Changes will 
Impact Their Tax Compliance (≥4 on a 5-point scale)

Variability of communications tax 
regulations across jurisdictions

Your organization’s software environment’s 
ability to accurately and efficiently manage 

communications tax compliance

The time spent understanding and 
maintaining communication 

tax compliance

New product launch

n = 150, Source: Aberdeen Group, November 2019 
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impacted. Companies are indicating that the demand for video / digital 
content and 5G / Internet of Things (IoT) is becoming increasingly 
important to their business (see sidebar). These emerging technologies 
go hand-in-hand as cord-cutting has continued to increase over the past 
few years. Consequently, the demand for video / digital content has 
followed suit.  

The arrival of 5G is predicted to have enormous implications for 
communications taxes. 5G will enable sensors to transmit data 
approximately a hundred times faster than its predecessor, 4G. This will 
likely drive the delivery of more content for consumers, who want to be 
immersed in tailored content in real-time. In conjunction with the growing 
web of IoT-ready devices, which is projected to interconnect billions of 
electronic sensors and devices in the next few years alone, 5G could 
empower a multitude of new companies to enter the market. As a result of 
these dynamics, policymakers are scrambling to keep up and determine 
how to tax the associated infrastructure and technology. If current trends 
continue, the complexity of communications taxability will continue to 
grow, and companies need to be aware that they could be liable when 
their product or service is connected to the internet via telecom, cable, or 
a bundled solution. 

Another important tax consideration for today’s companies relates to 
product and service bundling. Many organizations are caught flat-footed 
when they realize that the more content types that are bundled and the 
greater volume of sensors in place to communicate data, the more they 
may be exposed to communications tax liability. Incidentally, the research 
demonstrates that bundled solutions are becoming a greater share of 
product offerings (see sidebar), so it would benefit today’s companies to 
stay vigilant to the tax implications of their product decisions. 

Best Practices Highlight the Importance of Compliance 

With market pressures mounting, companies must do everything they can 
to mitigate the risk stemming from communications taxes. Through 
examining the best practices for communications tax compliance, 
Aberdeen has found three areas in which the Best-in-Class companies 
greatly outperformed their peers (see sidebar below). The factors of cost, 
time, and preparedness are critical to implementing a dynamic business 
model that can be compliant in an evolving regulatory environment. 
These best practices enable companies to be proactive in their tax 
solutions and stay ahead of changes in regulation. What allows the Best-
in-Class to see seven times better performance in their total cost of 

Product Bundling  
Continues to Grow: 
 
 77% of respondents 
plan on merging / partnering 
high-speed internet 

 66% of respondents 
plan on merging / partnering 
cloud-based applications 
or platforms 

 59% of respondents 
plan on merging / partnering 
wireless voice 

 50% of respondents 
plan on merging / partnering 
wireless data 
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audits, four times better performance in their time dedicated to tax filings, 
and be three times more prepared to comply with their communications 
tax obligations? First, Best-in-Class companies are more likely to change 
their tax management process over the next two years (Table 1). 

Table 1: Do You Plan to Adapt Your Tax Management Process Over 
the Next Two Years? 

 Yes No 

Best-in-Class 69% 31% 
Average 45% 55% 
Laggard 30% 70% 

 

When companies plan for this adaptation, they are empowering their 
business and implementing a streamlined solution that moves at the pace 
of technology growth. This adaptability stems from a propensity to 
harness the power of innovative technologies. Top companies look to 
utilize the right tools to stay on top of tax management (Figure 2). 

Figure 2: Critical Tools for Dynamic and Compliant Business Models 

 

73%
71%

69%

60% 60%

49%

57%
53% 53%

Complete communications tax
solution

Enterprise Resource Planning Automated tax returns and filing

Best-in-Class Average Laggard

% of Respondents Currently Implementing
n = 150, Source: Aberdeen Group, November 2019 

  Key Metrics that define 
maturity classes: 

 Average improvement in 
total cost of audits, 
including fines / penalties / 
corrective labor 

Best-in-Class: 32% 
All Others: 4% 

 Average improvement in 
time dedicated to all tax 
filing 

Best-in-Class: 35% 
All Others: 7% 

 Percentage of respondents 
that feel prepared to comply 
with their communications 
tax obligations 

Best-in-Class: 88% 
All Others: 21% 
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The figure above highlights the notion that top-performing companies 
prioritize the effective use of technology to enable tax compliance efforts. 
These tools support companies’ ability to avoid fines and penalties due to 
non-compliance, which the research cited specifically as a tax-related fear 
of theirs. Additionally, companies will not be as worried about falling 
behind competition from delays in their products because of their 
capabilities to handle tax issues through technologically enabled 
solutions.  

A Foundation for Technology Excellence 

While top performing companies have a more comprehensive portfolio of 
technology underpinning their tax efforts, the research findings also 
reveal a more flexible approach in their technology strategy and 
supporting infrastructure. Software as a Service (SaaS) technology has 
long been touted for its web-based functionality and easy access for a 
broader range of users. Historically though, SaaS and cloud-based 
infrastructure was often maligned for its perceived lack of security and 
outside-the-firewall exposure of sensitive information. Nowadays though, 
the research reveals a noticeable shift in user perception, as security is 
now seen as a key benefit of SaaS-based solutions (see sidebar). Along 
with a greater degree of accuracy and enhanced reliability, the court of 
public opinion has tipped very much in favor of SaaS solutions. 

The research also demonstrates that Best-in-Class companies gravitate 
toward SaaS solutions for several of their key processes (Figure 3). 

Figure 3: Leaning on a SaaS Environment for Key Tax Features

 

Benefits of Using a SaaS-
Based Solution: 

 31% of respondents say 
security is a benefit of using a 
SaaS-based solution 

 24% of respondents say 
accuracy is a benefit of using a 
SaaS-based solution 

 22% of respondents say 
reliability is a benefit of using a 
SaaS-based solution 
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There are several aspects of SaaS-based solutions that make them 
appealing for supporting tax compliance. One is the concept of rapid 
updates. With the velocity of change in the regulatory environment, the 
tax codes are updated constantly. Any supporting software needs to 
reflect those changes and incorporate them into the supporting tools as 
quickly as possible — a SaaS environment promotes this agility while an 
on-premise environment would require more manual effort to update all 
the systems. Other benefits listed previously — such as security, 
accuracy, and reliability — are also critical driving forces behind the Best-
in-Class move toward a SaaS environment. With a more nimble and agile 
supporting software environment, changes and updates can be 
distributed quickly, leading to more up-to-date and accurate information in 
the system as well as a greater degree of user trust in the validity and 
reliability of the data. 

Key Takeaways and Recommendations 

Nimble companies with dynamic business models often gravitate toward 
a SaaS-based technology environment for tax compliance. The most 
effective organizations within this group have been able to reduce costs 
and spend less time on taxes due to being more prepared and 
understanding what to be cautious of when evaluating their 
communications tax liability (Figure 4).  

Figure 4: A Dynamic Business Model Enhances Preparation to Yield 
Best-in-Class Compliance

 

93%

52%
47%

% of Respondents With a Dynamic 
Business Model (≥8 on a10-point scale)

73%

63%

47%

Best-in-Class Average Laggard

% of Respondents That Feel Prepared
(≥4 on a 5-point scale)

n = 150, Source: Aberdeen Group, November 2019 

http://aberdeen.com
http://www.twitter.com/aberdeengroup
https://www.linkedin.com/company/aberdeen
http://aberdeen.com


 

 

      8 

 
    8 

 

Companies that have prioritized their communications taxes feel more 
prepared for taxation issues in relation to changes in their product mix. As 
discussed throughout this white paper, the pace of change in both 
technology and regulation can be difficult to keep track of. When 
companies can ensure that their business model is able to handle tax and 
regulatory changes, they are setting themselves up for sustained success 
by protecting their strategic product strategy and, subsequently, their 
bottom line. The three key pieces to understand when assessing 
communications tax compliance are:  

 For top companies, automation drives adaptability. 
Adaptability safeguards a company’s ability to utilize innovative 
technologies that can mitigate the growing risk that stems from 
communications taxes. Those companies that have implemented 
technological tools are more likely to be prepared for market and 
regulatory changes and, as a result, protect their bottom line. 

 SaaS provides enhanced security, accuracy, and reliability. 
By working with a dependable communications tax SaaS provider, 
companies are placing their risk and trust in tools that are 
prepared for taxation issues that may arise. This has allowed 
companies to allocate fewer resources to communications taxes, 
specifically reducing costs and devoting less time to taxes. 

 Technological change and regulatory change are intertwined. 
Considering the three main service categories: voice, video, and 
technology, the market reveals a demonstrable convergence of 
the three driven by a move to a more data-centric model than ever 
before — particularly with traditional voice services. As a result, 
the complexity of these services makes it difficult for companies to 
remain compliant or even understand what is being taxed. 

It is important for companies to keep up with market and regulatory 
changes in order to remain compliant. Whether you are a wireless or 
cable provider, a software or retail company, you need to be aware that 
your business may be subject to communications taxes and you can be 
proactive in being compliant through taking the necessary steps and 
measures. By following the best practices of communications tax 
compliance, companies may support their business’ longevity and 
sustainability. 
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About Aberdeen 

Since 1988, Aberdeen has published research that helps businesses 
worldwide to improve their performance. Our analysts derive fact-based, 
vendor-neutral insights from a proprietary analytical framework, which 
identifies Best-in-Class organizations from primary research conducted 
with industry practitioners. The resulting research content is used by 
hundreds of thousands of business professionals to drive smarter 
decision-making and improve business strategies. Aberdeen is 
headquartered in Waltham, Massachusetts, USA.  

This document is the result of primary research performed by Aberdeen 
and represents the best analysis available at the time of publication. 
Unless otherwise noted, the entire contents of this publication are 
copyrighted by Aberdeen and may not be reproduced, distributed, 
archived, or transmitted in any form or by any means without prior written 
consent by Aberdeen. 

 

 

18019 

http://aberdeen.com
http://www.twitter.com/aberdeengroup
https://www.linkedin.com/company/aberdeen
http://aberdeen.com

