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HIGHLIGHTS

This publication explores new concepts in tax based around enhanced transparency: tax
control frameworks, tax assurance and co-operative compliance.

These developments offer significant advantages for taxpayers and tax authorities.
Professional accountants can use their skills to help clients design systems that mitigate
tax-related risks. Auditors can apply their skills to provide assurance on a client’s tax
control framework. This publication also covers practical aspects professionals should

keep in mind when providing such services.




This factsheet introduces new work areas — tax controls and assurance — where professional accountants apply
their skills to provide support to taxpayers and tax authorities.

Some taxpayers are using internal control structures to minimise reputational and non-compliance risks. These
risks arise from late filing, incorrect or disputed tax returns or misstatements in the tax positions in the statutory
financial statements. These structures have significant benefits for tax authorities and taxpayers even when a
formal co-operative compliance programme has not been implemented.

Professional accountants can use their experience to help businesses design and implement more effective
internal control structures. They can also ensure the effectiveness of these control structures by providing
independent assurance.

One common question is how the tax control system would be verified during the statutory audit, if the taxpayer
is required to have one. As part of the statutory audit of financial statements, an auditor would be expected to:

1 obtain an understanding of the internal controls relevant for financial reporting, but without providing an
opinion on their effectiveness

I test the amounts related to tax in the financial statements

A tax assurance assignment would review and test the tax controls to a much higher degree of detail than a
statutory audit would do. The provider would issue an opinion on the tax controls’ design and implementation
and their operating effectiveness. Tax assurance also provides assurance to management that they are in
control of all relevant tax compliance obligations rather than assurance that the tax figures reported in the
financial statements are true and fair.

Tax assurance is, therefore, a valuable additional service that can be provided to clients as a stand-alone
service. It can also be provided in addition to the statutory audit, subject to some restrictions due to auditor
independence, discussed in more detail under the section Independence and conflicts of interest.

First, we will examine the key concepts covered in the document. We will then look in more detail at the two
that most directly affect the profession — the tax control framework and tax assurance. For both we will consider
the advantages for all stakeholders, how the profession can contribute and what standards and guidance are
available for practitioners. We will also approach the concept of co-operative compliance before finishing with
the important issue of auditor independence and potential conflicts of interest. Appendices provide more detail
on each of the key issues.

TAX CONTROL FRAMEWORK

The tax control framework (TCF) is a system of internal control activities implemented by taxpayers and designed
to prevent or detect the tax risks identified. It facilitates the production of timely and accurate tax returns, other
tax reporting obligations and statutory financial statements. It is a prerequisite for taxpayers seeking effective
risk management of their tax compliance obligation.

As part of co-operative compliance programmes, TCFs have mostly been adopted by very large companies to
cover their corporate income tax reporting systems. However, there is no reason why a suitably adapted TCF
could not be beneficial for other types of tax reporting' and for smaller entities.

' For example, to become a Certified Taxable Person, a concept proposed by the European Commission as part of its
Definitive Regime for VAT proposal, an applicant must be able to demonstrate “a high level of control of his operations and
of the flow of goods, either by means of a system managing commercial and, where appropriate, transport records, which
allows appropriate tax controls, or by means of a reliable or certified internal audit trail”. Also, since 2013, France has an
obligation for tax payers to document an ‘invoice audit trail’ to secure VAT deductions and validate accuracy of VAT
payments.



TAX ASSURANCE

Tax assurance is the external verification of the control activities defined in the taxpayer’s TCF. It provides
comfort to taxpayers, tax authorities, investors and other stakeholders that the control framework functions
effectively and as documented. Tax assurance is a new service, separate from the audit of statutory financial
statements but drawing on the same skill set.

We will use the term tax assurance throughout the document to differentiate it from tax audits or tax inspections,
which are audits of taxpayers’ records carried out by tax authorities.

CO-OPERATIVE COMPLIANCE

Co-operative compliance revolves around the enhanced exchange of information between the taxpayer and tax
authority, based on a relationship of trust and transparency. Taxpayers provide high levels of disclosure and
transparency and, in return, they benefit from increased tax certainty and a lighter-touch tax audit regime.

The programmes are voluntary and are currently focused on corporate income tax for the largest taxpaying
companies. However, some countries have a programme for other taxes, such as payroll taxes.

TAX CONTROL FRAMEWORK

The TCF requires thoroughly examining the key areas within a business that could lead to incorrect tax returns,
misstatements in the financial statements and other non-compliance. If the examination indicates areas of
weakness, these need to be remedied by implementing additional internal and/or external controls to mitigate
these risks.

The TCF extends the concept of compliance management and risk control to the tax function and is part of the
business’ governance structure. It is examined in more detail in Appendix 1, which also includes details about
available standards and guidelines.

ADVANTAGES

An effective TCF provides comfort to a business’ management that the main tax-related risks have been
identified and that systems are adequate to mitigate the potential impact of these risks.

Having a well-designed and implemented TCF may mitigate penalties when a company makes an error on a tax
return. The systems can prove that it was a simple error and does not indicate carelessness or intent to mislead.

To be effective, TCFs must draw on skills that the accountancy profession has. These skills include:

9 risk analysis and assessment
1 design and implementation of internal systems, including IT systems

1 independent assurance services on internal systems

HOW THE PROFESSION CAN ASSIST TAXPAYERS

Professional accountants and statutory auditors can assist taxpayers in assessing their tax risks and designing
and implementing a TCF that mitigates these risks. Such work could involve:

1 recording the business’ current systems and controls over the tax function and assess their suitability
for identifying and controlling tax risks

1 based on this assessment, indicate the one-off and ongoing costs of an effective TCF (and of entering
into a co-operative compliance programme, if relevant)

1 helping to design and implement a compliant and effective TCF, including how existing IT systems need
to be modified



Statutory auditors have many of the skills required. However, the auditor must be aware of potential conflicts of
interest arising from auditing their own work. Please find more detail in the section Independence and conflict
of interest considerations below.

TAX ASSURANCE

Professional accountants can provide independent assurance services to test the TCF’s effectiveness. Thereby
they contribute to the smooth running of the tax system. The TCF is another form of internal controls over the
finance function and, as such, the statutory auditor will have the necessary skills and experience to provide
independent assurance of these controls.

ADVANTAGES

The value of independent assurance to tax systems has already been recognised by national tax authorities.

Tax controls. The Australian Tax Office states that “independent assurance provides the highest level of
reliance when assessing the effectiveness of the control framework”. Consequently, independent assurance
will enhance the credibility that an enterprise’s TCF has been properly designed and implemented and is being
operated effectively.

Tax return filings. Turkey and Greece have tax control mechanisms where a taxpayer has their accounts and
tax filings certified by a registered auditor — in the case of Turkey, failure to do so will result in a greater chance
that the taxpayer will be selected for a tax audit. These are clear cases of tax authorities leveraging the statutory
auditor’s experience and expertise.

HOW THE PROFESSION CAN ASSIST TAXPAYERS

The TCF system highlights, and mitigates the risks, of producing an incorrect tax return. An assurance
assignment looks at the underlying systems and controls rather than at the underlying transactions.

We identify two different forms of tax assurance assignments:

1. assessment of the design and implementation of the TCF against the system documentation

2. assessment of the design and implementation of the TCF against the system documentation and
assessment of its operating effectiveness

We split the assignments to highlight that some clients may only need assistance with the initial planning and
implementation of the TCF whereas others may see the benefit in ongoing independent assurance of the TCF’s
design and operational effectiveness.

The independent assurance provider would not normally examine the individual tax planning strategies of the
taxpayer. Rather, they would need to confirm themselves that the controls and systems are adequate:

1 to identify the taxpayer’s risks of non-compliance

1 for publicly communicating the tax risks to stakeholders and/or to the tax authorities under a co-
operative compliance programme

As the tax assurance field is constantly developing, [ IENGTcI_NININININGGGGEGEGEGEGEGEGEEEEEEEEEEEE



https://www.ato.gov.au/Business/Large-business/In-detail/Key-products-and-resources/Tax-risk-management-and-governance-review-guide/?page=6#How_to_test_controls
https://www.ato.gov.au/Business/Large-business/In-detail/Key-products-and-resources/Tax-risk-management-and-governance-review-guide/?page=6#How_to_test_controls












https://read.oecd-ilibrary.org/taxation/co-operative-compliance-a-framework_9789264200852-en#page28
https://read.oecd-ilibrary.org/taxation/co-operative-tax-compliance_9789264253384-en#page12



https://www.coso.org/Documents/COSO-ERM-Executive-Summary.pdf
http://www.isaca.org/COBIT/Pages/default.aspx






https://shop.idw-verlag.de/product.idw;jsessionid=24A09405053494F5B81C25D4F518D28A?product=20419
https://www.ato.gov.au/Business/Large-business/In-detail/Key-products-and-resources/Tax-risk-management-and-governance-review-guide/?page=6#TestingOperationalEffectivenessOfControl
https://www.ato.gov.au/Business/Large-business/In-detail/Key-products-and-resources/Tax-risk-management-and-governance-review-guide/?page=6#TestingOperationalEffectivenessOfControl
http://www.ifac.org/system/files/downloads/b012-2010-iaasb-handbook-isae-3000.pdf
http://www.ifac.org/system/files/downloads/b014-2010-iaasb-handbook-isae-3402.pdf



https://read.oecd-ilibrary.org/taxation/the-changing-tax-compliance-environment-and-the-role-of-audit_9789264282186-en#page1
https://read.oecd-ilibrary.org/taxation/the-changing-tax-compliance-environment-and-the-role-of-audit_9789264282186-en#page1
https://www.taxassurance.nl/uploads/tekstblok/co_operative_compliance_preliminary_oecd_2013.pdf
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