
© 2019 JETIR  February 2019, Volume 6, Issue 2                                   www.jetir.org  (ISSN-2349-5162) 
 

JETIR1902927 Journal of Emerging Technologies and Innovative Research (JETIR) www.jetir.org 209 

 

A Descriptive Study on the Relevance of Tax Audit 
 

  Amala Siby, Jesline James, Mebasasa Diengdoh, Ranjana Devi, Hepzibah S, Midhun Mathew, Anand M, Jeevan R, Akhil 

Manuel– Research Scholar’s, CHRIST (Deemed to be University) 

Guided by : Dr. Kavitha Jayakumar, Associate Professor, CHRIST (Deemed to be University) 

 

Abstract: The article focuses on a descriptive study on tax audit and its various provisions with respect to 

its area of application. The paper brings forward a bird’s eye view into the multi-disciplinary aspects of tax 

audit through reviews of various previous studies which throw light into the tax audit.  
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Introduction 

An audit is an independent examination of books of accounts of an organization by an external body and review the 

accuracy and authenticity of the accounts to ensure transparency and fair dealings in the affairs of the firm. Tax is a 

compulsory levy charged by the government on the income, consumption and capital of its subjects in order to earn 

revenue for its functions.  

In compliance with various laws governing a company, there are several audits which are being conducted keeping 

various objectives in mind such as statutory audit, cost audit, inventory audit etc. A tax audit is carried out by the 

taxpayer from the requirement of income tax purpose. Section 44AB of Income tax Act 1962 gives the provisions of 

tax audit of an entity. In the tax audit, the independent verification of the books of the assesse is conducted and 

matters related to the tax compliances of the assesse are analyzed to find out if the assesse has followed the provisions 

of Income Tax Act 1962 in preparing the books. A tax audit is not an additional requirement to the statutory audit but 

it is required to be performed if no other audits are done before the filing of income tax returns and audit report.  

The major purpose of tax audit is to ensure the books of accounts of taxable persons are maintained satisfactorily in 

accordance with the tax laws and thereby ensuring timely discharging of tax liability without any concealment of 

income by the assessee. 

 

Categories of tax payer’s subject to tax audit. 

PERSON THRESHOLD LIMIT 

Pursuing business without opting presumptive 

taxation scheme 

Total sales/turnover/gross receipts>1 crore 

Pursuing business by opting for presumptive 

taxation under section 44AD 

Taxable income below that of presumptive tax 

scheme and above that of basic threshold limit 

professional’s gross receipts>50 lakhs 

Pursuing profession and eligible for presumptive 

taxation scheme 

Profits or gainsbelow that of presumptive tax 

scheme and above that of basic threshold limit 
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Any tax payer who is liable to perform tax audit but fails to do so, lower of 0.5% of total sales, turnover or gross 

receipts or Rs 1,50,000 may be levied as penalty. However, if reasonable cause is established for non-compliance, no 

penalty would be imposed. 

Objectives 

The study is conducted to create a general understanding about tax audit, its objectives and the various factors 

associated with tax audit and its contribution to the revenue collection of the government. To substantiate the 

relevance of tax audit, three major aspects are taken into consideration. 

1. Tax audit productivity 

2. Tax audit effectiveness 

3. Tax audit compliance 

Methodology 

The study of existing literature is done in order to comprehend the relevance of tax audit. A descriptive approach has 

been adopted in understanding the same. 

Review of Literature  

The main purpose of this research is to throw some light into the various aspects governing tax audit. The various 

articles reviewed helped us to focus on the following important aspects. 

a) Ensuring the correctness of books by getting it certified by tax auditor. 

b) Discrepancies can be noted earlier and can be asked for explanation and correction. 

c) Reporting of required information such as depreciation for tax purposes, compliance with income tax 

provisions etc. 

d) To make it simpler for income tax authorities in cross checking the accuracy and correctness of returns filed 

by assesse. 

 

Tax Audit Productivity (Sinha, 2007) 

A study evaluating the effectiveness of using tax deficiency per audit hour as a tool for audit selection and to measure 

audit productivity. The primary concern with the usage of this metric is the assumption that the marginal returns to 

audit effort are constant. This study proposes using the total tax deficiency, along with an audit effort function that 

allows for increasing and decreasing marginal returns to audit effort, for measuring audit productivity.  

The resultshas been derived by evaluating relative performance of two metrics using tax audits from 12 industries. 

The result indicated that deficiency per hour of audit effort is not a good metric. Models using total tax deficiency 

with audit effort as one of the explanatory variables better explain the outcomes of tax audits. 

The conclusion from this research is that the state audit selection procedures in their current form require 

refinements.Refinements in the current form of tax audit are suggested and there is a need to (a) use an alternate 

metric for measuring audit productivity and (b) refine the functional form that relates audit outcome to firm specific 

characteristics and the audit effort. 

 

Tax audit effectiveness  

The study shows that the effectiveness of tax audit is determined by five most important factors which are categorized 

under four major heads such as factors related to organization, tax auditors, tax payers and regulations. The first most 
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important factor is determined under the organizational category, and that is the management’s recommendation of 

tax auditors. The tax auditor’s category determines the next factor which is the appropriateness of tax audit unit. The 

third factor is the attitude of taxpayers and that was determined under the taxpayers’ category. The fourth factor and 

fifth factors are found under the regulatory category and it includes the availability and application of regulations and 

standards for tax audit, and leadership and tax policies for tax audit, respectively. 

The tax authorities depend on tax auditors and the policies and regulations for the effectiveness of tax audit. This 

study also concludes that the taxpayers, their management and the standards of tax audit are some of the other critical 

factors governing the effectiveness of tax audit. (Chalu & Mzee, 2018) 

The tax authorities depend on tax auditors and also the policies and regulations for the effectiveness of tax audit. The 

study also concludes that taxpayers, management and tax audit standards are some of the other critical factors 

governing the effectiveness of tax audit. 

The relationship between tax audit, tax legislation and the use of information system tools. In order to measure the 

effectiveness of tax audit, they used the resources of tax auditors to keep track of tax infringements. The findings were 

such that if the information system tool were used, there led to an increase in the effectiveness of tax audit because 

auditors kept an eye on tax infringement. The complexity and continuous change in tax legislation curbs the auditors 

from being adequate at their work. A few of the recommendations that the author suggested is that the tax auditors 

should be given training on the use of information system. Simplicity on tax legislation would also be helpful for 

auditors to not put in too much time and effort in interpreting the laws put forth, this can help the tax auditors to 

concentrate more on tax infringement tracking. (Dorgalas, Ioannis, Dimitra, & Ioannis, 2015) 

Tax Audit Compliance 

The reality of tax auditing in reducing the phenomenon of tax evasion is that, by highlighting the most important 

reasons and factors that help in tax evasion it minimizes the chances of tax avoidance thereby forcing individuals and 

firms to comply with the provisions of tax. The investigation inferred that the explanations behind avoidance of 

charges are because of absence of tax awareness and absence of trust among citizens and the tax department, thereby 

increasing the risk of tax evasion. A study by (Kennedy & John , 2014) explains the relationship between tax audit 

and tax compliance and their impact. The results show that there is positive relationship between the tax audit and tax 

compliance. It also disclose that Tax audit and penalties together impact the tax compliance.  Hence the relevant 

authorities should look for the realistic and effective methods for improving the impact of tax audit on tax compliance 

in order to increase Government’s revenue. Similarly, a study by (Yongzhi , 2010) investigates the impact of tax audit 

on voluntary compliance. The results of this study are were fabricated to check for the voluntary compliance levels 

after the tax audit. The research says that the sales of the firm went up in the year of audit by 2.63% than the year in 

which it is not audited. Therefore the audit professionals and authorities should toughen the audit power in order to 

generate more revenue to the country.We can also understand that there is a relationship between tax audit and tax 

compliance which can effectively be used by any governments across the world in order to enhance the tax revenue 

collected. 

The increased benefits of tax audit has also paved way to innovative auditing methods which are adopted in order to 

ensure the compliance to tax. One such method is Joint Tax Audit. As the multinational companies increase their 

business across the world which becomes a barrier for collecting and tracking information on tax compliance. This 

barrier creates conflicts which occur against tax avoidance and tax evasion, as a solution to these emerging problems 
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and for increasing the significance of international tax compliance various international organizations such came 

together and implemented many tools one among that is Joint Tax Audit. The purpose behind the formation of this 

tool was used to act as a single audit team between two or more countries and also evaluate various problems and 

transactions associated with tax payers with international business dealings. The Organization for Economic Co-

operation and Development (OECD), the European Union and the African Tax Administration Forum (ATAF) works 

for encouraging the joint tax audits. Advances on joint audit is collected with exchange of information which is 

moderately positive and  appropriate implementation of the activities without any barrier such as legislative 

framework can ease the working of joint audit successfully. The major threat for joint tax auditing is existence of 

various legislative frameworks occurring across world and this can be solved by identifying the threat before 

beginning of the process.(Joint audits show promise of better compliance, Jun 2011) 

 

Conclusion 

The various reviews of literature from different parts of the world gives a clear picture on the fact that tax audit has 

got a positive relationship with the tax compliance and productivity leading to the creation of a better and efficient tax 

collection model building by reducing the various problems faced by the tax authorities such as tax evasion, tax 

avoidance and other tax irregularities. The proper check on the tax return and tax filing process by way of tax 

avoidance help the tax authorities by way of saving time that has been spent on correcting the delayed and wrong 

filing of returns. Since the tax related documents are submitted after the scrutiny by tax auditor, the chances of 

computation errors will also be in minimum levels.  

Tax is the revenue for the government to run its day to day operations. If the people has to pay tax willingly, there 

should be an effort from the part of tax authorities and government to make sure that tax is not a penalizing charge but 

rather it is simplified and its benefits are reached out to the tax payers in a beneficial manner. Improve the rapport 

between the tax department and citizens, and therefore, decrease tax avoidance. The need of this exploration lies in the 

improvement of a procedure for the assessment framework and the arrangement of a sort of fairness among citizens 

and the tax department, which expands incomes, and offers validity to the connection among taxpayers and the 

department. 
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