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Audits
The Taxman Cometh: Keep Your Head (and Revenues) Down

The majority of IRS business audits hit small companies because they far outnumber big

ones. Large corporations and wealthy individuals, though, stand a much greater chance {;g*f‘;‘;ieﬁ“:ftﬁgg‘;

of being audited. —John Tozzi guys; audits of large
companies recovered

Chances of being audited Percent of large corporations* audited | $28.6 billionin
2009, while audits of

Probability Audits (FY 2010) 50% — all other companies
14.2% Corporations with assets over $10m 10,207 recovered $1.8 billion

8.4% Individuals earning over $1m 32,494
2.7% Individuals earning $200,000-$1m 120,481 5% —
1.1% All individuals 4 1,581,394
1.0% Individuals earning under $200,000 1,428,419
0.9% Corporations with assets under $10m \ 19,127
z - 0% —

0.6% All businesses Sole proprietors of 58,067
0.4% S corporations and partnerships | small businesses have | 28,733 2000 2005

— an audit rate of 2.6%

Money recovered per hour spent auditing

Large companies* $9,354
Small/midsize companies _ $1,025

DATA: IRS, TRANSACTIONAL RECORDS ACCESS CLEARINGHOUSE REPORTS *ASSETS OVER $250M




L You file Return of Income }

On the day a complete
Return is filed it becomes an assessment order

There are few methods/ways
the Tax Department can
amend the Assessment order

[Section 177 AUDITJJI Rectification order
u/s 221

[ Section 122 Amendment J

 m———————————

Sec 122(5A) Erroneous & Prejudicial
to interest of the revenue

L Sec 122(5) Definite Information J







Section 122

122 "Amendment of assessments.

(1) Subject:to this-section, the-Commissionerimay .amendan assessiment order treated as Issued
under section 120 or issued under section 121 [or; issued under section 59, 59A, 62, 63 or 65 of

the repealed Ordinance, by making such alteration or additionsias the Commissioner considers
necessary .

(2)) No order.under:sub-section (1) shall’be amended by the Commissioner after the expiry of five

years from the end ofithe-financial year in which the-Commissioner:-has issued or treated to have
Issued the assessment order to the taxpayer.

(3)) Where a taxpayerfurnishes a revisedireturn under,sub -section (6)'or:(6A) of section 114 -

(a) the Commissioner shall be treated as having made an amended assessment of the
taxable income and tax payable thereon as set outin the revised return; and

(sh )= ctiie Stapayen:=0 S- cree Ve -8 eldo-retu-ren =5 halsd be tak

amended assessment order iIssued to the taxpayer by the Commissioner on the day on
which the'revised return was furnished.



Section 122

(4 Wh-e-r-e -an:--as:s-es:simentof:derxr: (hereiynaf-ter referre
amended under sub-section (1) [;] (3) [or (BA)], the,Commissioner-may further amend [, as
many times as may. be necessary,| the eriginal assessment within the later.of=

(@) Eiveyears [from the-end of the-financial year in,which} the Commissioner has-issued
o IS'treated'as having/issued the eriginaliassessment order to the taxpayer; or

(b) one year: [from the-end-of the financiak year in whichlthe Commissionerhasiissued:or
IS treated as havingissued the amended assessment order to the taxpayer.

IN|secton 65 ofithe aforesaid/Ordinance In respect of:an assessment order passed under that
section and the'time-limitspecified inithat:section shall apply accordingly:

(5)) Anassessment order In respect of a tax year, or.an assessment year, shall enly be amended
under sub-secton (1) and aniamended assessment for that year shall enly be further.amended
under sub-section (4) where, on the-basis ofdefinite-infermation;acquired:fram anaudit or
otherwise; the Commissioner is satisfied that-

(1) any income chargeable o tax has escaped assessment; or

(1) total income-has been under -assessed, or assessed:at 100 low-a rate, or has been the
subject of excessive relief or refund; or

(1) )any amount:.under a head of income-has been ' mis-classified.



Section 122

(5A) Subject to sub-section (9), the Commissioner may amend, or further.amend, an assessment
order, Iffhe considers thatithe-assessment orderis erroneous in se faritds prejudicial to.the
Interest ofirevenue.

(5AA) In‘respectofiany subjectimatier which,was-not in;dispute-inan appeat the Cammissioner shall
have and shall be deemed always to have had the powers te:amend or further,amend an
assessment order under sulxsection (5A):

(5B) Any amended assessment order under suizsection (5A) may be passed within the time-=limit
specified in sub-section (2) or;sub-section (4), as the case may be.

(6) As soon as possible atter making an amended assessment under-susections (1), sub-section (4)
of sub-section (5A), the Commissioner shallissue an-amended assessment-order 4o the taxpayer
stating:

(@) the amended taxable income;ofithe-taxpayer;

(b) the-amended amount:of tax due;

() the amount:of tax paids if any; ‘and

(d) the time, place, and manner of appealing the-amended assessment.



Section 122

(7)) An'amended/assessment order shall be treated in all respects as an assessment order for the
purpoeses of this Ordinance, other than for the purposes ofisub -section (1).

(:8 ) SDOFIOSEs LA ENS £ UGN, S OBSHEEINIC Nation ™ AN EILIes A eniti DDl S pdedfik-nt t e 1on
of any.goods made by the taxpayerj]receipts of the-taxpayer fram services:-rendered or any other
receipts that'may,be chargeable to'taxwunderthis- Ordinance,] and on the-acquisition; POSSESsIion
ol dispoesal of any: money, asset, valuable article or investment made o1 expenditure incurred by
the'taxpayer:

(9); No assessment shall be-amended, or further amended, under this section unless the taxpayer has
peen provided with 'an opportunity of being:heard:]



Section 176

17 6. Natice to obtain-information: or evidence.

(1) The Commissioner may, by notice in \writing, require-any person, whether or not
lrable for tax:under:this- Ordinance-

(@) 1o furnish to the-Commissioner;oran authorised officer; any information
relevant to any tax{ leviable] under:this Ordinance as specified in the

notice; or

(b) 1o atiend at the-time -and place-designatedsinthe -notice for the purpose of
being examined on oath by the Commissioner or an authorised officer
CONCerning the tax affairs ofithat person or any other person,ands for that

pUrpPose, the Commissioner or authorised officer may require the persen
examined to produce any accounts, documents, or computer-stored
Infermation in the-control of the-person;[;or

(©) the firmy, of chartereds accountants; as-appointed: by the-[Board.or the
Cammissioner], to conduct auditunder-section 177, for;any tax year; may
with'the prior approval of the-Commissioner-concerned; enter;the-business
premises of a taxpayer, selected for audit; to obtain any information;
required production ofiany record, on which the-required: information;is
stored and examine it:within such premises; and such firm may if
specifically delegated by the Commissioner, also exercise the powers-as
provided in sub-section (4).]



Section 176

(2) The Commissioner may impound any accounts or documents produced under sub-section (1) and
retain'them for:so long as may be necessary. for,examination or:for the-purposes of presecution.

(3) [T he-person from,whom;infarmation is-tequired; may at his'option, furnish the same
electronically in-any. computer readable media.] Where'a hard 'copy.or-computer:disk<of
infermation stored 'on a computeris notmade-available-as reguired under sub-section (1); the
Commissioner may require productionoefthecomputeron'whichthe mformation-is-stored; “and
impound and retain the computer for as long as is necessary to copy the information required.

(4) For the purposes of this section, the Commissioner shall have the same powers as are vested in a
Court under the Code of Civil Procedure, 1908 (Act V of 1908), in respect of the following
matters, namely: -

(a) enforcing the attendance of any person and examining the person on oath or
affirmation:;

(b) compelling the production of any accounts, records computer -stored information, or
computer;

(c) receiving evidence on affidavit; or

(d) issuing commissions for the examination of withesses.

(5) This section shall have effect notwithstanding any rule of law relating to privilege or the public

interest in relation to the production of accounts, documents, or computer -stored information or
the giving of information.



