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Introduction

Large companies have to dig deepest 
into their pockets after government  
tax audits.

In 2010, government tax audits conducted at the level 
of commercial enterprises, self-employed persons, agri-
cultural and forestry businesses as well as joint building 
owners investment entities sharing the losses and other 
taxpayers led to an additional tax revenue totaling about 
EUR 16.8 thousand million. The results of wage tax field 
audits, of special-purpose value added tax audits and 
of tax search services are not yet included in these addi-
tional results.

Making up 71% of the additional tax revenue, govern-
ment tax audits conducted at the level of large enter-
prises account for the largest part of additional tax reve-
nue. Accordingly, Deloitte decided to conduct an online 
survey with large enterprises that realize revenues of 
more than EUR 10 million or engage more than 250 em-
ployees on the reasons for these additional results. 733 
representatives of such enterprises participated in the 
survey.

According to the survey’s results, relatively few taxpay-
ers were confronted with major additional expenses as 
a result of the audit of wage tax and value added tax 
(VAT) issues in contrast to income taxes including trans-
fer prices. In this context, the survey found that, when it 
comes to transfer prices, additional tax expenses are di-
rectly related to the group’s registered office.

Additionally, in the areas income taxes, transfer prices 
and value added tax, a relation between the size of the 
enterprise and the amount of the additional expense 
was established. The survey further disclosed that, for 
income taxes and value added tax, the amount of the 
additional expenses increases in line with the size of the 
tax department of the enterprise concerned.

For all types of taxes, it could, however, be concluded 
that, at the level of enterprises with big tax depart-
ments, it was possible to reduce the percentage of “very 
high additional expenses”.

The results of the survey show that there are additional 
expenses for particular industries only on account of cer-
tain special operating features of the relevant enterprise. 
However, caution should be exercised in evaluating the 
results, as the size of data sets considerably vary be-
tween the industries.
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1. General results of the survey

1.1 Basic conditions of government tax audits
1.1.1 Audited periods
The focus of the periods audited is on the years 2005 
until and including 2009 for income taxes in general 
(hereafter referred to as: income taxes), income taxes 
with respect to transfer prices (hereafter referred to as: 
transfer prices) and value added tax.

With respect to wage tax, the focus is on the years 2008 
until and including 2010. Accordingly, a “timely tax 
audit” is rather carried out for wage tax.

With respect to the issue of transfer prices, 12% of par-
ticipants, as opposed to 3% to 5% for the other three 
tax types, gave no details. Furthermore, 29% of partici-
pants, as opposed to 1% to 5% for the other tax types, 
stated that the issue of transfer prices had not (yet) been 
audited at the level of their enterprises.

1.1.2 Atmosphere during the audit
During the government tax audit, a pleasant (44%) or 
objective/neutral (43%) atmosphere prevailed at the ma-
jority of enterprises. 11% of participants noted, how-
ever, that the atmosphere had been tense, 1% noted 
even a hostile atmosphere (Fig. 1).

The findings of the survey showed that, with respect to 
income taxes and transfer prices, the relevant additional 
expenses were more frequently relevant or very high at 
enterprises at which the atmosphere was tense or hos-
tile.

1.2 Relevant tax types with respect to additional 
expenses
With respect to wage tax, 74% of the participants 
stated that the government tax audits did not lead to 
any major expenses in this area. For value added tax, the 
additional expense was also low: 70% of the enterprises 
had not incurred any relevant additional expenses.

A different result was established for the areas income 
taxes and transfer prices: Only 45% (income taxes) and 
58% (transfer prices) of the participants answered that 
the government tax audits had not led to major addi-
tional expenses.

For 24% (income taxes) and 23% (transfer prices) of the 
enterprises, the respective government tax audits led to 
relevant or very high additional expenses.

Government tax audits have so far 
been conducted in a timely manner 
rather for wage tax.

Even though a pleasant or objective/
neutral tax audit atmosphere prevails 
at the majority of enterprises, reports 
of tense or even hostile atmosphere 
(12%) should be cause for reflection.

0%

10%

20%

30%

40%

50%

HostileTenseObjective/
neutral

Pleasant

45%

11%

43%

1%

Fig. 1 – Atmosphere during the government tax audit



6

1.3 Income Taxes
1.3.1 Additional expenses in the area of income 
taxes (in general)
Tax audit conclusions regarding the issue of general 
income taxes lead more often to relevant or very high 
additional expenses than other issues, such as transfer 
prices, wage tax and value added tax. Thus, 45% of the 
enterprises asked did not report major additional ex-
penses, whereas 24% of respondents reported relevant 
or very high additional expenses (Fig. 2).

On account of the importance of income taxes for ad-
ditional expenses resulting from government tax audits, 
a differentiated analysis was performed. In a first step, 
it was initially examined whether there is a relation be-
tween the factors domestic or foreign headquartered 
companies size, of the enterprise as well as number of 
employees at the tax department and additional ex-
pense.

Headquarter location
With respect to the influence of the factor “foreign or 
domestic headquarter” on related additional expenses, 
it was not possible to establish an obvious statistical re-
lation. Therefore, it is not possible to conclude that rel-
evant or very high additional expenses on account of 
government tax audits arise more often for enterprises 

with a foreign headquarter in comparison with enter-
prises with domestic headquarter.

Size of the enterprise
It has been possible to establish a statistical relation be-
tween additional expenses and the size of the enter-
prise. For enterprises included in size category I1, about 
half of the respondents (55%) stated that the govern-
ment tax audit did not result in a significant additional 
expense. For the remaining bare half of enterprises al-
located to size category I, even 16% reported a relevant 
or very high additional expense as a result of a govern-
ment tax audit. In comparison, far less enterprises clas-
sified as size category III stated that the government 
tax audit did not result in any significant additional ex-
penses (29%), but that relevant to very high additional 
expenses were incurred as a result of the government 
tax audit (concerning 37% of enterprises asked). In this 
context, it has to be taken into account that the classifi-
cation as an additional expense has already been put in 
relation to taxes paid prior to the conduct of the govern-
ment tax audit and surely does not indicate additional 
expenses requested in absolute terms (Fig. 3).

1 For a definition of the size categories see page 35

No significant additional expense (< 5%)

Insignificant additional expense (5%–20%)

Relevant additional expense (>20%–50%)

Very high additional expense (> 50%)

45%

5%

31%

19%

Fig. 2 – Additional expense: income taxes in general

Very high additional expense (> 50%)

Relevant additional expense (>20%–50%)

Insignificant additional expense (5%–20%)

No significant additional expense (< 5%)

0%

20%

40%

60%

80%

100%

Size category IIISize category IISize category I

12%

28%

56%

4%

19%

34%

41%

6%

31%

34%

29%

6%

Fig. 3 – Additional expense: income tax in general by size 
categories



 Deloitte Survey on Government Tax Audits “Where to expect additional tax expenses?” 7

Number of employees in tax department
The result of the relation between size of the enter-
prise and higher additional expense is underlined by a 
comparison of additional expenses with the respective 
number of employees in the tax department. Thus, for 
enterprises with tax departments with more than ten 
employees, only around every fifth respondent (21%) 
stated that no significant additional expenses arose. For 
enterprises with four to ten employees in the tax de-
partment, this was, however, the case for 37% of re-
spondents, with less than four employees even for 47%. 
With the large tax departments, there was, however, a 
relevant or very high additional expense in 62% of the 
cases; for small (20%) or medium-sized tax departments 
(34%), this was far less often the case (Fig. 4).

1.3.2 General income tax issues
Within the issue of income taxes, general income tax 
issues most frequently lead to relevant or very high ad-
ditional expenses. Especially the provision expense issue 
(excluding pensions and early-retirement part-time 
work) was often stated (17% of respondents), followed 
by measurement of fixed assets (12%) and other dif-
ferences between financial statements and tax balance 
sheets (10%) (Fig. 5).

Very high additional expense (> 50%)

Relevant additional expense (>20%–50%)

Insignificant additional expense (5%–20%)

No significant additional expense (< 5%)

0%

20%

40%

60%

80%

100%

> 104–100–3

Employees tax department

15%

33%

47%

5%

26%

29%

37%

8%

62%

0%

17%

21%

Fig. 4 – Additional expense: income taxes in general by tax 
department size

0% 5% 10% 15% 20%

Cost of entertainment, gifts etc.

Deduction for write-down to lower going-
concern value of receivables from domestic

and foreign affiliated companies

Other deviations between statutory books
and tax balance sheet

Valuation of fixed assets

 Provision expense (excluding pensions
and early-retirement part-time work) 17%

12%

10%

9%

8%

Fig. 5 – Top 5 income tax issues
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Headquarter location of the group
The evaluation shows that, in relation to general income 
tax issues, a headquarter of the enterprise in the do-
mestic territory or abroad has an influence on whether a 
government tax audit results in relevant or very high ad-
ditional expenses.

Thus, enterprises with domestic registered office far 
more often have to bear relevant or very high additional 
expenses on account of write-downs to the lower go-
ing-concern value of receivables from affiliated compa-
nies (11%) than enterprises with foreign registered office 
(5%). On the other hand, additional expenses resulting 
from conclusions prior to government tax audits as well 
as from other differences between financial statements 
and tax balance sheets occur much more frequently at 
the level of enterprises with foreign registered office 
(Fig. 6).

Write-downs to the lower going-concern value of receivables from domestic and foreign 

affiliated companies

Consequential effects of conclusions prior to government tax audits

Other deviations between statutory books and tax balance sheet

Valuation of fixed assets

Provision expense (excluding pensions and early-retirement part-time work)

0%

5%

10%

15%

20%

25%

Headquarter abroadHeadquarter in Germany

11%

5%
6%

13%

9%

14%14%

11%

19%

15%

Fig. 6 – Additional expense: income tax in general by place of registration
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Size of the enterprise
An analysis of additional expenses on account of gen-
eral income tax issues in relation to the size of the enter-
prise also disclosed differences. Thus, it is striking that, 
for the biggest enterprises asked, relevant or very high 
additional expenses generally occur much more often. 
This is in line with the observation described above re-
garding the issue of income taxes (excluding transfer 
prices) as a whole. This is particularly evident for addi-

tional expenses resulting from provision expense, which 
affects the biggest enterprises (29%) much more often 
than the other two size categories (9% and 17%, re-
spectively). Write-downs to the lower going-concern 
value of receivables from affiliated companies more 
often lead, however, to relevant or very high additional 
expenses for enterprises of size category II than for the 
other size categories (Fig. 7).

Admissibility of general allowances

Write-downs to the lower going-concern value of receivables from domestic and foreign affiliated companies

Other deviations between statutory books and tax balance sheet

Valuation of fixed assets

Provision expense (excluding pensions and early-retirement part-time work)

0%

5%

10%

15%

20%

25%

30%

Size category IIISize category IISize category I

5% 5%

11%

5%

14%

11%

8%
7%

16%

10%
12%

17%

9%

17%

29%

Fig. 7 – Additional expense: income tax in general by size categories
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Industry
Under the restriction of the varying size of data sets, the 
information on hand presents the following: Enterprises 
operating in the financial services sector rarely have 
to bear high additional expenses resulting from write-
downs to the lower going-concern value of receivables 
from affiliated companies (2%). In the manufacturing in-

dustry, 15% of the enterprises stated that they have to 
bear related relevant or very high additional expenses. 
The issue of provision expense was particularly often 
mentioned in the consumer business and transportation 
industries at a rate of 34% and, hence, twice as often 
as, for example in the manufacturing industry (Fig. 8).

As the size of data set greatly varies, it 
is difficult to make industry-specific 
statements.

Write-downs to the lower going-concern value of receivables from domestic and foreign affiliated companies

Valuation of fixed assets

Consequential effects of conclusions prior to government tax audits

Other deviations between statutory books and tax balance sheet

Provision expense (excluding pensions and early-retirement part-time work)

0%

5%

10%

15%

20%

25%

30%

35%

OtherFinancial servicesTechnology, media
and telecommunications

Consumer business
and transportation

Manufacturing

15%

12%

7%

2%
5%

16% 15% 16%

12%

4%
6%

17%

9%

16%

5%

12%

17% 16% 16%

4%

17%

34%

26%

20%

5%

Fig. 8 – Additional expense: income tax in general by industries
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1.3.3 Specific income tax issues
In general, specific issues, however, were mentioned 
less frequently in comparison with the issue of general 
income taxes and are therefore likely, in the aggregate, 
to have led to a lower additional expense than general 
income tax issues.

Regarding the group of specific issues, the following 
topics most frequently led to relevant or very high addi-
tional payments (Fig. 9).

Constructive dividends (verdeckte 
Gewinnausschüttung) lead the list of 
specific issues resulting in additional 
expenses following government tax 
audits.

0% 5% 10% 15% 20%

Transfer of assets or businesses at book value under German
Income Tax Law (EStG)

Income from measures for eliminating overindebtedness
(waiver of claims, subordination)

Loss carryforwards as defined under § 10 German Income Tax
Law (EStG)

Reorganization of legal entities under German Reorganization
Tax Law (UmwStG) 

Constructive dividends 10%

4%

4%

3%

3%

Fig. 9 – Additional expense: income tax in general by specific issues

Income from measures for eliminating overindebtedness (waiver of claims, subordination)

Transfer of assets or businesses at book value under German Income Tax Law (EStG)

Loss carryforwards as defined under § 10d German Income Tax Law (EStG)

Reorganization of legal entities under German Reorganization Tax Law (UmwStG) 

Constructive dividends

0%

5%

10%

15%

20%

25%

Headquarter abroadHeadquarter Germany

4%

2%2%

5%

3%

6%

3%

7%

5%

20%

Fig. 10 – Additional expense: income tax special issues by the headquarter location

Headquarters location of the group of the enterprise
Like for general income tax issues, the fact whether the 
group management or group parent company has its 
registered office in the domestic territory or abroad also 
has a substantial influence on additional expenses in-
curred within the scope of government tax audits for 
special issues. In particular, results showed that enter-
prises with foreign headquarters much more often incur 
corresponding additional expenses resulting from con-
structive dividends than enterprises with domestic head-
quarter (Fig. 10).
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Size of the enterprise
For special issues, it was also established that the ad-
ditional tax expense generally tends to increase in line 
with an increasing size of the enterprise. The additional 
expense due to constructive dividends led more fre-
quently to additional expenses than the other special 
issues for all size categories of the enterprises (Fig. 11).

Transfer of assets or businesses at book value under German Income Tax Law (EStG)

Loss carryforwards as defined under § 10d German Income Tax Law (EStG)

Income from measures for eliminating overindebtedness (waiver of claims, subordination)

Reorganization of legal entities under German Reorganization Tax Law (UmwStG) 

Constructive dividends

0%

5%

10%

15%

20%

25%

Size category IIISize category IISize category I

2%

4%
5%

3%

5%
6%

1%
4%

6%

2%

4%

8%8%

12%

14%

Fig. 11 – Additional expense: income tax by special issues by size categories
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Industry
Based on the restrictions mentioned above (1.3.2 at the 
end), the following results can be established:  For the 
specific income tax issues with relevant or very high ad-
ditional expenses that were mentioned most frequently, 
there have been differences depending on the industry 
where the concerned enterprise operates. The issue of 
constructive dividends affects all industries, even though 
to a different extent. Especially in the consumer busi-
ness and transportation industries, the specific issues 
mentioned led to additional expenses, whereas their rel-
evance is much less significant in the financial service 
sector (Fig. 12).

Excessive withdrawal as defined under § 4 (4a) German Income Tax Law (EStG)

Loss carryforwards as defined under § 10d German Income Tax Law (EStG)

Transfer of assets or businesses at book value under German Income Tax Law (EStG)

Reorganization of legal entities under German Reorganization Tax Law (UmwStG) 

Constructive dividends
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10%

15%

20%

25%

OtherFinancial servicesTechnology, media
and telecommunications

Consumer business
and transportation

Manufacturing

1%

7% 7%

0%
1%

4%

7%

9%

4%

2%2%

10%

5%

2%
3%3%

10%

2%

6%

3%

13%

20%
19%

4%
3%

Fig. 12 – Additional expense: income tax by specific issues by industries
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1.3.4 Cross-border issues
In comparison with the income tax issues mentioned 
above (general and special issues), cross-border issues 
evidently play a less significant role.

Thus, imputation, which led to relevant or very high ad-
ditional expenses only for 5% of enterprises asked, was 
mentioned most often. The following issues most fre-
quently resulted in additional tax payments (Fig. 13).

Size of the enterprise
It is also evident that the risk of the additional expenses 
on account of cross-border issues obviously plays a less 
significant role for category I enterprises than for the 
two other categories. In line with the ascending size of 
the enterprise, especially the percentage of imputation 
under the German Law on External Tax Relations (AStG) 
is increasing among the overall additional expense (Fig. 
14).

Relocation of the accounting

Withholding tax relief under § 50d German Income Tax Law (EStG)

Failure to submit exemption certificates

Recognition of permanent establishments

Imputation under German Law on External Tax Relations (AStG)

0%

5%

10%

15%

20%

25%

Size category IIISize category IISize category I

0%
1% 1%1% 3% 1%1%

2%
3%

2%

4%
3%

0%

6%

10%

Fig. 14 – Additional expense: income tax by cross-border issues by size categories
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Withholding tax relief under § 50d German Income Tax Law (EStG)

Failure to submit exemption certificates

Recognition of permanent establishments

 Imputation under German Law on External Tax Relations (AStG) 5%
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2%

1%
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Fig. 13 – Additional expense: income tax by cross-border issues
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Industry
For the above-mentioned issues with most frequent rel-
evant or very high additional expenses, the study dis-
closed statistically significant differences depending on 
the respective industry where the concerned enterprise 
operates in. This result is, however, to be treated with 
caution due to different size of data set. Here, it is also 
obvious that, in comparison with imputation under the 
German Law on External Tax Relations (AStG), the re-
maining cross-border income tax issues relatively rarely 

led to additional expenses. Imputation particularly af-
fects the manufacturing and the consumer business and 
transportation industries. The most important issue of 
the financial service sector is recognition of permanent 
establishments (Fig. 15).

Based on influencing factors, the evaluation found that, 
in this context, it played no statistically significant role, 
whether the enterprise had a domestic or foreign head-
quarter.

Relocation of the accounting

Failure to submit exemption certificates

Withholding tax relief under § 50d German Income Tax Law (EStG)

Recognition of permanent establishments

Imputation under German Law on External Tax Relations (AStG)

0%

5%

10%

15%

20%

25%

OtherFinancial servicesTechnology, media
and telecommunications

Consumer business
and transportation

Manufacturing

1%
0% 0% 2% 0%2% 2%

5%
4%

0%
1%

2% 2%

6%

0%2% 2% 2%

8%

1%

8%

15%

2% 2%
1%

Fig. 15 – Additional expense: income tax by cross-border issues by industries
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1.3.5 Municipal trade tax issues
The municipal trade tax issues principally lead to relatively 
low additional expenses at the level of the enterprises 
asked. Relevant or very high additional payments primarily 
resulted from qualifying instances in respect of municipal 
trade tax add-backs (Fig. 16).

An analysis of municipal trade tax issues in view of the 
headquarter, its size and the industry where the enter-
prise operates in discloses that both the headquarter lo-
cation and the size of the enterprise have no statistically 
significant influence.

As regards the municipal trade tax, the 
add-back items play a significant role.

0% 5% 10% 15% 20%

Municipal trade tax consequences of change in partners of
partnerships

Municipal trade tax deduction of dividends from
long-term equity investments

Enlarged deduction of rental income for municipal trade tax

Municipal trade tax add-backs (interest, royalties, rent/rentals etc.) 6%

3%

2%

1%

Fig. 16 – Top 4 municipal trade tax issues
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Industry
While relevant to very high additional expenses resulting 
from municipal trade tax issues were only rarely men-
tioned in the manufacturing industry, a high additional 
expense, especially on account of municipal trade tax 
imputation, is especially obvious in the consumer busi-
ness and transportation as well as technology, media 
and telecommunications industries, whereas effects of 
municipal trade tax deduction of dividends dominate in 
the financial service sector. However, also in this context, 
the constriction of the statistical evaluation must be con-
sidered (Section 1.3.2 at the end) (Fig. 17).

Municipal trade tax consequences of change in partners of partnerships

Extended deduction of rental income for municipal trade tax

Municipal trade tax deduction of dividends from long term equity investments

Municipal trade tax add-back (interest, royalties, rent/rentals, etc.)
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Fig. 17 – Additional expense: municipal trade tax by industries
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1.4 Transfer prices
1.4.1 Additional expenses in the area of transfer 
prices in general
In the aggregate, 77% of the participating enterprises 
incurred only insignificant or no additional expenses at 
all. Only 7% of the government tax audits led to very 
high additional expenses (Fig. 18).

Headquarter location
Enterprises whose group parent company is headquar-
tered outside Germany incur much higher additional ex-
penses in comparison. Thus, the percentage of enter-
prises whose group parent company is headquartered 
in the domestic territory and that incurred no significant 
expenses was around 20 percentage points higher than 
for enterprises whose group parent company is located 
abroad. Considering only relevant and very high addi-
tional expenses of those enterprises whose group parent 
company is located in Germany, the results show a simi-
lar difference of around 20 percentage points (Fig. 19).

Enterprises whose group parent com-
pany is headquartered outside Ger-
many are exposed to considerable 
higher additional expenses as a result 
of audits of transfer price issues.

No significant additional expense (< 5%)

Insignificant additional expense (5%–20%)

Relevant additional expense (>20%–50%)

Very high additional expense (> 50%)

58%

7%

19%

16%

Fig. 18 – Additional expense: transfer prices
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However, attention must be given to the fact that enter-
prises having their headquarters outside Germany more 
frequently that the other enterprises provided informa-
tion on the issue of transfer prices. Furthermore, cross-
border business relationships between affiliates are nat-
urally more frequent at enterprises with a foreign group 
parent.

As regards enterprises, which are located in Germany 
and whose group parents also reside outside in Ger-
many, transfer price issues may only come up in connec-
tion with trading relationships with foreign group com-
panies. This factor may explain the fact that they are less 
frequently subject to this issue during tax audits than the 
enterprises with group parents abroad.

Size of the enterprise
As already shown in connection with the other areas, 
the survey also found a link between the size of the en-
terprise and additional expenses in the area of transfer 
prices. The larger the concerned enterprises, the higher 
the relative additional expenses tend to be in the area 
of transfer prices. Considerable differences were found 
with respect to low and relevant additional expenses 
(Fig. 20).

Number of employees in the tax department 
The consequences of the size of the tax department 
for the additional expenses are not as significant as the 
effect of the size of the enterprise, although the addi-
tional expenses tend to increase with the ascending size 
of the tax department. Medium-sized tax departments, 
however, have a greater share in relevant and very high 
additional expenses (Fig. 21).
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Fig. 20 – Additional expense: transfer prices by size 
categories
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Fig. 21 – Additional expense: transfer prices by tax depart-
ment size
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1.4.2 Additional expenses in the area of transfer 
prices
As regards the issue transfer prices, the participants 
could chose from twelve issues, for which they could 
give information on additional expenses. As a result, 
the most important issues for relevant and very high ad-
ditional expenses were profit margins and documenta-
tion. The top five issues are displayed in the following 
figure 22.

Headquarter location
The above mentioned top five issues most frequently 
subject to relevant and very high additional expenses 
varied significantly in statistic terms depending on where 
the group’s headquarter is located.

This again demonstrates that group parent companies 
whose registered office is situated outside Germany rel-
atively frequently incur relevant or very high additional 
expenses, as had already been described above (Fig. 23).
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Fig. 22 – Top 5 transfer pricing issues
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Fig. 23 – Additional expense: transfer prices by headquarter



 Deloitte Survey on Government Tax Audits “Where to expect additional tax expenses?” 21

It is also particularly striking that companies whose 
group parents’ headquarters are situated abroad consid-
erably more frequently incur relevant or very high addi-
tional expenses in connection with (in-)complete docu-
mentation of the services rendered between affiliates. 
The analysis does not reveal any reasons for this issue, 
but this difference shows that there is a lot of catching 
up to do.

Additionally, the survey shows that both enterprise cat-
egories incur considerable additional expenses with re-
spect to the issue “profit margins of affiliated companies 
according to functions and risks”, i.e. 16% of the enter-
prises, whose group parent has its registered office in 
Germany, and 21% of the enterprises with their group’s 
registered office being located abroad.

Size of the enterprise
Based on the top five issues mentioned above, the survey 
comes to the following results (Fig. 24) depending on the 
size of the enterprise.

The issue profit margin is the most significant for all en-
terprises of all size categories taken as a whole and also 
in each single size category, ie. I. category: 18%; II. cate-
gory: 15%; III. category: 24% of the respondents (For de-
tails about the size category see page 35).

Furthermore, it is striking that the largest enterprises 
asked, in the aggregate, incurred considerably more 
frequently relevant and very high additional expenses, 
whereas the two lower size categories have been af-
fected to a similar extent, even though there are differ-
ences concerning the individual issues.
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Fig. 24 – Additional expense: transfer prices by size categories
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Industry
An analysis of the above mentioned issues with the 
most frequently relevant and very high additional ex-
penses depending on the industry cannot provide rel-
evant findings due to only a few results for this area in 
the individual industries. An analysis of additional ex-
penses would be only possible for the manufacturing in-
dustry.

1.5 Value added tax (VAT)
1.5.1 Additional expenses in the area of VAT in gen-
eral
In the aggregate, 92% of the participating companies 
did not incur VAT-related additional expenses at all or 
only low additional expenses during the years covered 
by the survey. Only 2% of the VAT-related government 
tax audits led to very high additional payments (Fig. 25).

Registered office of the group of the enterprise
According to the survey, the location (Germany or 
abroad) of the headquarter of the group does not sig-
nificantly influence the additional expenses that are in-
curred as a result of a government tax audit.

Size of the enterprise
An analysis of VAT-related additional expenses according 
to the individual size categories is presented in the follow-
ing figure 26.

However, there is no significant statistical link.

The size of the tax departments affects 
the relative amount of additional ex-
penses.
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Fig. 25 – Additional expense: VAT 
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Number of employees in the tax department
An analysis of the VAT-related additional expenses ac-
cording to the size of the tax departments of the enter-
prises is presented in the following figure 27.

The size of the tax departments affects the relative ad-
ditional expenses. Whereas 74% of the tax departments 
involving three or fewer employees did not find any sig-
nificant additional expenses as part of VAT-related gov-
ernment tax audits, enterprises with tax departments 
having more than ten employees only account for 36%.

1.5.2 Specific additional expenses in the area of VAT
Based on the VAT issues covered as part of the survey, 
relevant and very high additional payments primarily 
relate to the allocation of input tax amounts concern-
ing (partially) non-taxable initial revenues and supporting 
evidence in the books of account and vouchers for inter-
company trade (6% each) (Fig. 28).
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Fig. 27 – Additional expense: VAT by tax department size
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Registered office of the group of the enterprise
An analysis of the additional expenses of enterprises 
whose group’s registered office is in Germany and those 
whose group’s registered office is outside Germany 
showed similar results. The first group mentioned in-
curred relevant and very high additional payments pri-
marily with respect to supporting evidence in the books 
of account and vouchers for intercompany trade (7%) 

and to the allocation of input tax amounts concern-
ing (partially) non-taxable initial revenues (6%). By con-
trast, the issue of formal accuracy of invoices led to sig-
nificantly higher additional expenses for the enterprises 
with a foreign group parent company (6%) rather than 
for the enterprises with a domestic group parent com-
pany (Fig. 29).
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Fig. 29 – Additional expense: VAT by place of group´s registration
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Size of enterprise
With respect to large enterprises, the survey found that 
the two issues supporting evidence in the books of ac-
count and vouchers for intercompany trade (11%) and 
allocation of input tax concerning (partially) non-taxable 
initial revenues (10%) again dominate the assessment of 
additional tax expenses. With decreasing size of the en-
terprises, however, no other VAT issues significantly in-
fluenced the occurrence of additional expenses (Fig. 30).
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Industry
As regards the industry-specific allocation of high or very 
high VAT-related additional expenses, it is striking that 
primarily enterprises in the financial services industry in-
curred significantly higher VAT-related additional ex-
penses as a result of the allocation of input tax amounts 
concerning (partially) non-taxable initial revenues (18%) 
(Fig. 31).
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Fig. 31 – Additional expense: VAT by industries
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1.6 Wage tax
According to the answers given by the respondents, 
wage tax-related audits extremely rarely led to relevant 
and very high additional expenses for the enterprises 
(6%). 94% of the respondents reported by contrast that 
they incurred only low or no additional expenses at all 
(Fig. 32).

Factors such as the domestic or foreign headquarter 
of the enterprise’s group, size of the enterprise, and 
number of the employees in the tax department are not 
significantly affecting the wage tax-related additional 
expenses.

The most frequent wage tax issues are presented in 
figure 33.

The government tax audits associated 
with wage tax focused on the audit 
areas “company events” and “taxation 
of monetary advantages and extra pay”.

No significant additional expense (< 5%)

Insignificant additional expense (5%–20%)

Relevant additional expense (>20%–50%)

Very high additional expense (> 50%)

74%

1%

20%

5%

Fig. 32 – Additonal expense: wage tax
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While the survey found no statistic significance of the in-
dustry, in which the enterprises operate, for wage tax-
related additional expenses in general, an analysis of the 
individual size categories concerning specific wage tax 
issues, however, leads to a statistically significant result, 
which is shown in figure 34.

While the wage tax issues mentioned above more fre-
quently led to relevant and very high additional ex-

penses for the largest enterprises, primarily as a result of 
company events and the identification and taxation of 
monetary advantages or extra pay, smaller enterprises 
incurred such additional expenses considerably less fre-
quent. It is also evident that taxation of share-based 
compensation elements only leads to additional ex-
penses for the largest companies.
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2.1 Issues according to their additional tax burden
2.1.1 Income taxes and transfer prices dominate in 
comparison to wage tax and VAT
Our survey verifies that the highest relevant additional 
tax burden are incurred in the area of income taxes and 
transfer prices. 24% of all participants said that they in-
curred relevant additional expenses associated with 
income taxes (more than 20% up to 50%) or very high 
additional expenses (more than 50%). Concerning trans-
fer prices, the percentage is 23% of all participants. 
It must be underlined, however, that these figures do 
not relate to the absolute amount of the additional ex-
penses, but rather to the relative additional expenses as 
a result of the government tax audit compared to the 
original tax assessment so that the results remain com-
parable among each other, even though the absolute 
amount of the previously assessed taxes did completely 
vary.

Concerning additional expenses as a result of govern-
ment tax audits, wage tax and VAT are far behind the 
income taxes, as the share of relevant additional ex-
penses, i.e. expenses of more than 20% up to 50% or 
of more than 50%, only accounts for 6% and 8%, re-
spectively.

In this context, emphasis must be placed on the fact 
that enterprises with foreign group parents are con-
fronted with considerably higher risks of additional 
income tax expenses than enterprises with domestic 
group parents. Primarily with respect to transfer prices 
and documentation, they incur higher additional ex-
penses. This especially relates to the commitment to 
regularly collect appropriate documents about the issue 
and about the adequacy of prices. There are various rea-
sons for this phenomenon, which were not covered by 
this survey. However, Germany’s particularly strict re-
quirements may play a role in this context, as the foreign 
parent company cannot live up to this standard at group 
level and rather elects an approach that covers the aver-
age requirements of the most possible jurisdictions.

2.1.2 The top issues
Income taxes
•	Acceptance	of	provision	expenses	
•	Measurement	of	fixed	assets	
•	Constructive	dividends	
•	Other	differences	between	financial	statements	and	

tax balance sheet 

From time to time, this issue leads to particularities 
based on the place of residence of the group parent 
company. Accordingly, the risk “measurement of fixed 
assets” is much lower for enterprises controlled by for-
eign group parents, whereas the reorganization of legal 
entities according to the Reorganization Tax Law is less 
critical for enterprises with domestic parents.

The size of an enterprise is also significant. Enterprises 
of size category I for instance are subject to minor risks 
concerning the inclusion of foreign entities’ income 
under German Law on External Tax Relations (AStG) and 
the issue of reorganization of legal entities under Reor-
ganization Tax Law.

Municipal trade tax
•	Imputation	of	interest,	licenses,	rent/leases,	etc.
•	Additional	deduction	by	rent	and	lease	income

In the area of municipal trade tax, the survey found no 
significant differences between enterprises controlled by 
domestic or foreign companies.

Transfer prices
•	Profit	margins	of	affiliated	companies	according	to	

functions and risks 
•	Documentation	of	business	relationships	between	af-

filiates

However, the survey found that it is much less difficult 
for domestic-headquartered enterprises to provide ade-
quate documentation than for enterprises dominated by 
foreign group parents. Instead, the domestic-headquar-
tered enterprises have more difficulties in dealing with 
cost allocation. The criterion of size alone, however, 
does not lead to significant differences.

Wage tax
•	Company	events
•	Monetary	advantage	(identification	and	taxation)

2. Summary of Major Findings

The survey identified the most signif-
icant issues and particular risk expo-
sures.
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Value added tax
•	Allocation	of	input	tax	concerning	partially	non-tax-

able revenues 
•	Supporting	evidence	in	the	books	of	account	and	

vouchers for EU and third country deliveries

Size- or residence-related factors do not result in statisti-
cally significant differences.

Analysis based on industries
The analysis of the information provided concludes that 
concerning the additional expenses there are no signifi-
cant differences between the individual industries. From 
time to time, there are only particularities that result 
from the nature of the operative business, as from the 
difficulty in allocating input tax concerning partially non-
taxable and taxable revenues in the financial services in-
dustries or public healthcare sector.

2.2 Other risk exposures
2.2.1 Effect of size of the enterprise on additional 
expenses
Large companies with high tax charges have relatively 
higher additional tax expenses as a result of govern-
ment tax audits. It is striking that the largest companies 
(size category III) incur relevant or very high additional 
income tax expenses much more frequently just as en-
terprises with large tax departments do. As the amount 
of the additional tax expenses does not represent the 
absolute figure, but is rather based on the originally as-
sessed tax, the explanation that large companies gener-
ally pay high taxes does not count for this phenomenon. 
It has to be rather concluded that large tax departments 
are obviously able to completely avoid very high addi-
tional expenses (more than 50% of the assessed taxes), 
as for instance in the area of income taxes, but are ex-
posed to considerably higher risks in the area of relevant 
additional expenses (more than 20% up to 50%). One 
may assume that with the increasing size of an enter-
prise, the complexity of tax issues and, thus, risk expo-
sure is also increasing. However, by contrast, the survey 
found that the large enterprises could just better avoid 
the very high additional expenses.

This fact may mean on the one hand that large com-
panies with large tax departments focus on highly risky 
issues, but at cost of “everyday business transactions”.

On the other hand, it may mean that the enterprises are 
able to optimize its originally assessed tax expense due 
to its size or personnel and accept probably substantial 
additional expenses as a result of later government tax 
audits provided that the risk is lower than additional ex-
penses of 50%.

2.2.2 Atmosphere during government tax audits 
may be improved
Although only 12% of the participants described the at-
mosphere during the government tax audit to be tense 
or hostile, in evaluating this figure, it must be consid-
ered that the core of these tax audits is an objective and 
technical evaluation of issues in the enterprise. It may 
be assumed that these discussions are expected to take 
place within at least a neutral atmosphere. However, if 
12% of those cases lead to tense atmosphere, this may 
be an indication that there is a not immaterial demand 
for improvements of those situations with not only “tax-
relevant” challenges to face.

Our findings show that substantial additional income 
tax-related expenses significantly increase, if the at-
mosphere during government tax audits is tense/hos-
tile. However, caution should be exercised in jumping 
to conclusions, as, on the one hand, the information 
about additional expenses partially relate to several tax 
types, while the atmosphere is an issue that is generally 
observed, and on the other hand, reasons and effects 
are unclear (chicken-and-egg phaenomenon). However, 
a pattern can generally be recognized, with that pat-
tern being statistically significant with regard to income 
taxes, but not being statistically significant with respect 
to wage tax and VAT.

2.2.3 Period between tax declaration and audit is 
still very long
The information about the last completed audits or cur-
rent audits show that the number of the completed 
government tax audits (with respect to the key tax ex-
penses “income tax” and “transfer prices”) are lowest 
for the years subsequent to 2006. Accordingly, the ma-
jority of the audits cover periods, which date back up to 
five years.

It is obvious that the taxpayers have to put massive ef-
forts just into the preparation of historical facts, es-
pecially if restructurings had been carried out or the 
financial information systems had been adjusted or con-
verted.
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At the time of the tax declaration, the taxpayer, how-
ever, is required to be able to cope with the legal regula-
tions and also recently introduced regulations, without 
being sure about the interpretation of laws at this time.

It remains to be seen whether the conduct of the 
“timely government tax audit” (§ 4a Tax Audit Regula-
tions (BpO)) will ease this issue. It may be assumed that 
it will be very difficult to make up for the currently exist-
ing gap of five years.

Due to the high additional income tax expenses it may 
be, therefore, advisable for the taxpayer to contact the 
responsible tax office early before the actual govern-
ment tax audit will take place and discuss risky issues 
and also implement the achieved result in practice ac-
cordingly. Large groups frequently do that already. This 
is advisable only just because it is the only way to avoid 
inevitable additional expenses that relate from late in-
terest.

Adopting mitigating strategies early.
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To gain a more detailed insight into the classification 
of additional results and the special features of govern-
ment tax audits at the level of large businesses, Deloitte 
& Touche GmbH conducted a survey within this group 
of clients in October 2011.

3.1 Conduct of the Survey
3.1.1 Nature of conduct
Within the framework of the survey, the clients of the 
Tax Service Line of Deloitte & Touche GmbH had been 
contacted by email and asked to fill in an online ques-
tionnaire concerning the conduct of previous govern-
ment tax audits within their enterprise.

The first part of the questionnaire included general 
questions regarding the registered office of senior group 
management (domestic territory or abroad), the industry 
of the enterprise as well as its size (sales revenues and 
number of employees). Furthermore, the size of the re-
spective tax department (number of staff employed) was 
interrogated.

The second part of the questionnaire was very detailed 
and related to previously conducted government tax 
audits: What types of taxes and periods were audited? 
How was the atmosphere during the government tax 
audit? What issues were audited and what were the re-
spective resulting additional tax expenses? In answer-
ing these questions, it was possible to choose between 
several replies. If no field was selected, this was classi-
fied as “no reply” in the evaluation. If, in answering the 
question concerning the different types of taxes au-
dited, only given types of taxes had been marked, the 
questionnaire was restricted thereafter to said tax types 
when it came to detailed questions concerning the indi-
vidual audits.

3.1.2 Survey participants
733 respondents successfully participated in the survey. 
The evaluation finally covered the results of 588 respon-
dents, which represented “large enterprises” generating 
revenues of at least EUR 10 million or with more than 
250 employees.

Although the fact that it had been possible for the per-
sons interviewed not to give any details was consid-
ered in evaluating the study, the classification basis of 
results only included the respective answers where de-
tails had been given. If, for example, the question about 
the location of the headquarter was not answered by 
11 persons out of 588 participants, e.g. the domestic 
to foreign headquarter ratio was only related to a total 
number of 577 enterprises.

To enhance the understandability of the text, the follow-
ing statements refer to 588 enterprises. As mentioned 
above, the exact number of participating enterprises 
is less relevant to the results of the survey because the 
classification of results only relates to the answers actu-
ally given.

3. Survey Background
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3.2 General
3.2.1 Registered office of the group of enterprises 
asked
62% of the enterprises have, hence, their group’s regis-
tered office in Germany and 38% have their group’s regis-
tered headquarter abroad (Fig. 35).

3.2.2 Industry of enterprises asked
Accounting for 36%, the majority of the concerned en-
terprises operate in the producing sector, whereas enter-
prises in the consumer goods or transportation sectors 
make up for 13% and in the financial service sector for 
9%. Furthermore, 9% of the enterprises stated that they 
operated in the technology, media or telecommunica-
tions sectors. Additional 9% are allocated to the energy 
and resources sector. The public sector and the health 
care system were stated by a total percentage of 8% of 
the respondents, real estate management was stated by 
7%. 9% of the enterprises operate in other industries 
(Fig. 36).
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3.2.3 Sales revenues of enterprises asked
Since the study is to be restricted to large businesses, i.e. 
businesses with sales revenues of at least EUR 10 million 
or a number of employees of more than 250, enterprises 
that did not reach these “minimum thresholds” were not 
taken into account for evaluation purposes.

Most of the covered enterprises disclose sales revenues 
of EUR 10 million up to less than EUR 50 million (26%), 
sales revenues of EUR 50 million up to less than EUR 150 
million (22%) or sales revenues of more than EUR 1 thou-
sand million (23%).

Participants are represented by enter-
prises that generate sales revenues from 
EUR 10 million onwards and sales bil-
lionaires.
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Fig. 37 – Sales revenues of enterprises
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3.2.4 Number of employees of enterprises asked
37% of the enterprises taken into account employ up to 
250 people, 19% employ between 250 and 500 people. 
Only 12% of participants employ more than 5,000 
people (Fig. 38).

3.2.5 Size of tax department of enterprises asked
80% of the enterprises employ up to 3 persons in a tax 
department, 15% of the enterprises employ 4 to 10 tax 
experts and, at 5% of the enterprises, more than 10 em-
ployees are assigned to tax tasks.

3.3 Establishing the basis of the analysis, signifi-
cance of results
3.3.1 Size categories of the enterprises
Within the framework of the evaluation, the large enter-
prises interrogated were classified by sales revenues and 
number of employees and allocated to three different 
size categories. The size categories I to III are shown in 
the following table.

In employing three persons at maxi-
mum, the large majority of the repre-
sented companies have a small or no 
tax department at all.
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10%
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Fig. 38 – Number of employees per enterprise

Table 1 – Size categories of the enterprises

Employees
Sales

0–250 251–500 501–1.000 1.001–2.000 2.001–5.000

less than € 10 million - I I I II

€ 10 million–€ 49 million I I I II II

€ 50 million–€ 149 million I I II II II

€ 150 million–€ 499 million I II II II III

€ 500 million–€ 1 thousand 
million

II II III III III

more than € 1 thousand 
million

II III III III III
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Size category I includes those enterprises that realize 
sales of less than EUR 10 million, but employ more than 
250 people. Furthermore, size category I includes enter-
prises employing up to 1,000 people and realizing sales 
ranging from EUR 10 million to EUR 50 million as well 
as enterprises employing up to 500 people and realiz-
ing sales of less than EUR 500 million. Also, those en-
terprises that employ up to 250 people and realize sales 
ranging from EUR 150 million to EUR 500 million have 
been included in size category I.

Size category II includes those enterprises that have 
more than 2,000 employees and realize sales of less 
than EUR 10 million. Also, enterprises realizing sales be-
tween EUR 10 million and EUR 50 million and employing 
more than 1,000 people are allocated to size category 
II. Enterprises realizing sales between EUR 50 million and 
EUR 150 million and employing more than 500 people 
are also included in this size category. Enterprises gen-
erating sales of at least EUR 150 million and employing 
more than 250 up to 2,000 people as well as enterprises 
realizing sales of EUR 500 million up to EUR 1 thousand 
million that employ up to 500 people are also included 
in this size category. Finally, size category II includes 
those enterprises that employ up to 250 people and 
generate sales of more than EUR 500 million.

Size category III includes enterprises generating mini-
mum sales of EUR 150 million and employing more than 
2,000 people. Enterprises employing more than 500 
people and generating sales of at least EUR 500 million 
are also included in this size category. Finally, enterprises 
with more than 250 employees and generating sales of 
more than EUR 1 thousand million are included in size 
category III.

47% of the enterprises taken into account have been in-
cluded in size category I, 23% of the enterprises in size 
category II and 30% of the enterprises in size category 
III (Fig. 39).

3.3.2 Percentage stated for relevant or very high ad-
ditional tax expenses
One topic of the survey covered the amount of addi-
tional tax expenses as a result of government tax audits. 
To ensure comparability, the specific percentage of the 
additional charge incurred by the enterprises asked in 
relation to the charge prior to the government tax audit 
was interrogated. Potential answers were “very high ad-
ditional tax expense (more than 20-50%)”, “relevant ad-

ditional tax expense (5-20%), “insignificant additional 
tax expense (less than 5%)” and “no major additional 
expense “.

3.3.3 Top issues concerning additional expenses
Within the different tax types, which are partly further clas-
sified, it was possible to identify so-called top issues that, 
for a major number of enterprises, led to very high (mor 
than 50%) or relevant additional tax expenses (more than 
20%–50%) after termination of government tax audits. 
These additional expenses are relative, i.e. independent 
from the previous charge on account of taxes initially as-
sessed with the right reserved to change the assessment.

For the purpose of these comparisons, the respective share 
of participants that reported relevant or very high addi-
tional tax expenses was determined. To determine the 
comparative ratio, the number of responses stating a rel-
evant or very high additional tax expense was then put in 
relation to the total number of participants.

If, for example, 513 enterprises gave details on a tax type 
and 8 of these showed a very high and 80 a relevant ad-
ditional tax expense for a sub-issue, the comparative ratio 
would be 88/513 = 17%. If 64 out of 513 enterprises 
showed a very high or relevant additional tax expense for 
another sub-issue, the comparative ratio would be 64/513 
= 12%. If it has been possible to determine further compar-
ative ratios for sub-issues of this tax type, a list of the top 
five within this tax type was prepared.
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Fig. 39 – Size category of enterprises
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The five top issues determined for “income taxes: gen-
eral issues” were, for example, as follows

•	Provision	expense	(excluding	pensions	and	early-retire-
ment part-time work);

•	Valuation	of	fixed	assets;
•	Other	differences	between	statutory	books	and	tax	

balance sheets;
•	Deduction	for	write-down	to	lower	going-concern	

value of receivables from domestic and foreign affili-
ated companies;

•	Cost	of	entertainment,	gifts,	etc.	(Fig.	40).

Only within the “municipal trade tax” sub-section merely 
four top issues have crystallized.

Besides different tax types and fiscal sub-issues, the 
above-mentioned criteria registered office, industry, en-
terprise category and size of tax department have also 
been used as differentiation criteria for evaluation pur-
poses.

3.3.4 Limitation of analysis possibilities
Within the scope of the study, it is not possible to make 
any statements regarding the absolute tax burden of 
the participating enterprises. This has after all not been 
the goal of the study. The goal was rather to classify the 
additional expenses after termination of government 

tax audits by tax types. In addition, it was to be high-
lighted which tax issues were specifically audited and 
which issues led to very high or at least relevant addi-
tional tax expenses as a result of government tax audits.

Also, the goal was to find out whether an enterprise is 
subject to specific risks within the scope of a govern-
ment tax audit on account of the registered office of 
the group, its enterprise category, the size of its tax de-
partment or the industry.

The survey did not interrogate the reasons of additional 
tax expenses. Therefore, it was only possible, in evalu-
ating the study, to make assumptions concerning the 
causes of additional tax expenses that we considered 
reasonable on account of the statistical results.

Statistical significance tests were performed in order to 
compare the additional tax expense for the different tax 
types. Through these tests, it was examined whether 
the differences identified probably rose coincidentally 
(insignificant) or whether the differences are systemati-
cally and probably transferable to the population (sig-
nificant). Only significant relations are presented within 
the scope of the evaluation. Deemed random events 
were not further interpreted.

0% 5% 10% 15% 20%

Cost of entertainment, gifts etc.

Deduction for write-down to lower going-concern value of
receivables from domestic and foreign affiliated companies

Other deviations between statutory books and tax balance sheets

Valuation of fixed assets

Provision expense (excluding pensions and early-retirement
part-time work) 17%
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10%
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Fig. 40 – Top 5 income tax issues
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