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LESSON 4

1. What is a BIR Audit?

A BIR audit is a process where the BIR reviews your tax returns and financial
records to ensure that you’ve complied with tax laws. The BIR may select
Individuals or businesses for audits for various reasons, such as discrepancies in

filed returns, random checks, or triggers like late filings or unusually high

deductions.
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LESSON 4

1. What is a BIR Audit?

An audit typically focuses on:

Income verification: Ensuring that all reported income matches the financial
records and that no income has been omitted.

Expense verification: Ensuring that the claimed deductions are legitimate and
backed by appropriate documentation, like receipts and invoices.

Tax payments: Verifying that all tax payments have been made accurately and on
time.

Example:
If the BIR notices that your business income has drastically decreased while your

deductions have significantly increased, they may flag this for an audit to
Investigate the legitimacy of the deductions.

Responding to BIR Audits



LESSON 4

2. What to Do if You Are Audited by the BIR

Receiving a notice of audit from the BIR can be overwhelming, but it’s important to stay
calm and organized. Here are the steps to follow if you’re audited:

Step 1: Understand the Scope of the Audit

The BIR will typically specify the scope of the audit in the Letter of Authority (LOA). This letter
will tell you which tax returns or tax periods are being audited, such as:

Specific tax years (e.qg., 2022 Income Tax Returns).
Types of taxes (e.g., VAT, income tax, withholding tax).

Make sure you read and fully understand what is being requested in the LOA. This will guide
your document preparation and help you focus on the right information.
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LESSON 4

2. What to Do if You Are Audited by the BIR

Step 2. Gather the Necessary Documents

Once you understand the scope of the audit, start gathering the necessary financial
documents. The BIR will typically request the following:

Income Statements: Bank statements, sales invoices, contracts, and any other proof of
Income.

Expense Records: Receipts, invoices, and proof of payment for all business-related expenses.
Tax Returns: Copies of your filed tax returns (e.g., quarterly and annual returns) for the period
being audited.

Supporting Documentation: Payroll records, depreciation schedules, or any other records
supporting your tax filings.

Tip: Having organized financial records (as discussed in previous lessons) will make this
process much easier. Use digital folders and backups to quickly retrieve any documents that
the BIR may request.
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LESSON 4

2. What to Do if You Are Audited by the BIR

Step 3: Review Your Records for Discrepancies

Before handing over your documents to the BIR, review your records to ensure that
everything is accurate and consistent with what you filed on your tax returns. Look for:

Missing receipts or documentation: Make sure that all deductions claimed have the necessary
proof.

Income discrepancies: Ensure that all income reported on your tax returns matches the
records in your bank accounts and invoices.

If you discover any mistakes, be proactive in correcting them. A professional response,

acknowledging minor errors and showing intent to resolve them, will reflect positively on you
during the audit.

- Responding to BIR Audits g/




LESSON 4

2. What to Do if You Are Audited by the BIR

Step 5: Work with a Tax Professional

If the audit is complex, or if you’re unsure how to respond, it’s a good idea to consult a tax

professional (e.g., a certified public accountant or tax attorney). They can:

Review your financial records.
Help you communicate with the BIR.

Ensure you comply with all legal requirements and avoid unnecessary penalties.
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LESSON 4

3. How to Prepare for Future Audits

Even if you’re not currently being audited, it’s a good idea to always be audit-ready by

following these best practices:
a. Maintain Accurate and Detailed Financial Records

As we discussed in earlier lessons, maintaining accurate and detailed records year-round is

critical. Make sure your:

Income records match your bank statements and invoices.

Expense records are backed by receipts and proper documentation.
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LESSON 4

3. How to Prepare for Future Audits

b. Regularly Reconcile Your Accounts

By regularly reconciling your bank accounts, credit card statements, and financial
records, you ensure that everything is accurate and consistent. This will make it
easier to defend your filings if you’re audited.

c. Stay Updated on Tax Regulations

Tax laws and regulations change over time. Make sure you stay informed about
the latest BIR guidelines and requirements to avoid common mistakes. Attending

seminars, consulting tax professionals, and using reliable accounting software
can help you stay compliant.,
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LESSON 4

Common Mistakes to Avoid During an Audit

a. Being Uncooperative

Being uncooperative or withholding information can create suspicion and lead to a more
thorough investigation. Always respond professionally and promptly to BIR requests.

b. Providing Inaccurate or Incomplete Information

Never provide incomplete or false information during an audit. If you realize you’ve made a
mistake, it’s better to correct it than to try to cover it up.

c. Delaying Your Response

Delaying your response to the BIR will only prolong the audit and may increase the chances
of penalties. Respond within the deadlines provided to maintain a positive rapport with the
auditor,
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LESSON 4

Key Takeaways
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LESSON 4

Review your current financial records and assess how easily you could respond
to an audit. Are your income, expense, and tax records up-to-date and

organized?

Set up a system to reqgularly reconcile your bank accounts and store both

digital and physical copies of important documents.

Familiarize yourself with the common reasons for audits and ensure your ta;
filpgpsedios tw IR BPRiguidelines. 5




LESSON 4

Congratulations on completing Module 5 and the entire course on Staying Compliant
and Avoiding Penalties! By now, you should feel confident in your ability to maintain
compliance with BIR regulations, avoid common tax mistakes, and respond
professionally in the event of an audit. Remember, staying organized and informed
year-round is the key to avoiding penalties and ensuring the long-term success of your
freelance or small business.

We hope this course has equipped you with the knowledge and tools to navigate the
complex world of tax compliance. Stay proactive, stay compliant, and continue to
grow your business with confidence. Thank you for participating, and we wish you
success in your tax and business endeavors!
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