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Introduction to Tax Compliance
Management Systems in Germany

The German Federal Ministry of Finance’s decree from
23 May 2016 has triggered a larger attention to the
companies’ internal control framework for taxes.

Background

The discussion in terms of a Tax Compliance
Management System (Tax CMS) - to use a
term that is more widespread in Germany -
is not new and accounting/tax processes
as well as controls have been subject to
testing in the financial industry or for SOX

respectively ]-SOX purposes. However, the
Tax CMS has recently reached the agenda
of non-regulated companies, too, and many
tax and accounting functions of German
groups have already taken action or aim

to introduce a Tax CMS in the near future.

The implementation of a Tax CMS might
also be beneficial for German subsidiaries
of Japanese headquartered groups, so that
the introduction of a Tax CMS is generally
recommendable. 6
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Overview on Tax CMS

Based on the aforementioned decree, a Tax
CMS can provide legal protection if, for exam-
ple, a taxpayer intends to amend incorrect
or incomplete tax returns or if a non-compli-
ance case has been discovered during a tax
audit. Hence, the existence of a Tax CMS may
be relevant for determining whether an error
constitutes a willful act or gross negligence
and, thus might be relevant from a criminal
prosecution or administrative charges point
of view.

Beyond regulatory matters, the economic
benefits stemming from a Tax CMS include
an increased efficiency due to standardized
tax related processes and cost reduction.
Moreover, a Tax CMS and associated tax
process documentation is an important pillar
for the on-going digital transformation as
enhanced technology solutions require tax
process documentation.

Finally, an implemented Tax CMS might be
subject to (an optional) special audit in case
the Tax CMS has reached a certain level of
maturity in line with official German statutory
audit standards including issuance of an
audit report (IDW PS 980).

Relevance of J-SOX for the German Tax
CMS of German subsidiaries of
Japanese MNE

Even though Japan does not have specific
rules covering internal control over tax pro-
cesses, there are common elements refer-
ring to J-SOX with regard to process reviews.
For instance, the COSO (Committee of
Sponsoring Organizations of the Treadway
Commission) principles for internal control
frameworks are generally accepted from

a J-SOX perspective as well as from a Ger-
man IDW PS 980 point of view. As a result,
control testing concepts established from a
J-SOX view may form the starting point for a
German Tax CMS (which a specialist should
review on a case-by-case basis).

Furthermore, the “Initiatives for Enhancing
Corporate Governance on Taxation” by

the National Tax Agency of Japan have the
objective of reducing the time spent by tax

auditors for the tax audit. The nature of such
approaches usually requires a deeper knowl-
edge of tax related processes. Thus, also in
Japan, it will become increasingly important
to improve the tax control framework by
implementing a global tax policy, standard-
izing tax processes and introducing tax
technology. As a result, synergies could be
generated by improving the global tax control
framework for Japanese as well as German
tax purposes.

The newly launched International Compliance
Assurance Program (ICAP) of the OECD pur-
sues a similar direction. The ICAP is a multilat-
eral framework in which several tax author-
ities jointly assess the international taxation
risks of multinational enterprises (MNEs) that
voluntarily participate in the program.

In turn, the authorities provide the partic-
ipant MNEs with an assurance letter if the
authorities deem it to be no or low risk. Japan
(in contrast to Germany) is one of the eight
OECD member countries, who is participating
in the pilot.

Tax CMS implementation

project in phases

As part of the initial scoping discussions,
specific types of taxes included should be
selected from a company-specific risk point
of view. Typically, companies prioritize VAT,

transfer pricing and payroll taxes - notably
in context with international assignments.
Based on the German tax authorities’
requirements, Deloitte has developed the
following approach subject to 4 phases,
whereby a focus is made on pre-processes
(ERP, Shared Service Centers) and data
quality/IT.

Phase 1 - Status Quo Analysis - consists

of a review of existing documentation

and comparison with the tax authorities’
requirements, whilst Phase 2 - Tax CMS
design - entails a presentation of generally
possible Tax CMS solutions depending on
inter alia the IT maturity level, strategy and
organization of the tax function. The Tax
CMS approach also depends on the level of
J-SOX controls implemented from a head-
quarter point of view. The selected Tax CMS
approach is implemented in Phase 3 and
refers to the documentation and classifica-
tion of tax-related current risks and existing
controls to mitigate these risks, provides a
summary of the results/ Risk Control Matrix,
indicates relevant key areas and includes
preparation of the Tax CMS documentation.
Potential extensions of the Project include
visualizations of the processes, extending
the Tax CMS to the global group or auditing
the implemented Tax CMS according to IDW
PS 980.

Fig. 1 - Approach for implementation of a Tax CMS

Project phase

Detailed project phases

1. Status Quo Analysis

- Review of the documents by Deloitte

Gap analysis

2. Tax CMS design

- Strategy and organization of the tax function

- Presentation of possible Tax CMS solutions
depending on the IT maturity level (i.e. low, medium

or high)

3. Operationalization of
the selected Tax CMS
approach

- Risk identification for each tax type and control
definition separately
- Preparation of the Risk Control Matrix (RCM)

- Preparation of the Tax CMS documentation

4. Extensions (Examples)

- Visualization of processes

- Tax CMS for the global group
- Auditing according to IDW PS 980
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Summary

Since the existence of a company-specific
effective Tax CMS may provide more legal
protection for German management,

the implementation of a Tax CMS is also
beneficial for the German subsidiaries of
Japanese headquartered groups. More-

over, a Tax CMS can also be useful as a
management tool supporting the improve-
ment of the technology environment in
the accounting and tax functions since
technology solutions require a tax process
documentation to implement automated

checks and controls. Tax experts should
review controls testing concepts already
established in a German subsidiary from

a J-SOX perspective since these may be an
ideal starting point for the implementation
of a German Tax CMS.
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