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TAX AUDITS CONDUCTING
PROCEDURES AND ISSUING TAX
ASSESSMENTS DIRECTIVE
NUMBER 1063/2025

WHEREAS, it is deemed necessary to establish
clear and efficient tax audit procedures to
enhance the effectiveness and accountability of
the tax administration system;

WHEREAS, it is necessary to provide clear and
practical guidance and responsibilities to the Tax
Authority officials and taxpayers for the
effective, efficient, and transparent
implementation of the tax audit process;

NOW, THEREFORE, in the exercise of the
powers vested in the Ministry of Finance under
Article 136(2) of the Federal Tax administration
Proclamation No0.983/2016 the following
Directive is issued.

SECTION ONE
GENERAL PROVISIONS

1. Short Title

This Directive may be cited as a “Directive on
Procedures for Conducting Tax Audit
conducting procedure and Issuing Tax
Assessments directive number 1063/2025”.

2. Definitions

Unless the context otherwise requires, in this
Directive:

1) “Tax audit” means a systematic
examination of a taxpayer’s books of
account,  records, documents,  tax
declarations and other relevant information
by the Tax Authority, conducted for the
purpose of determining the accuracy of the
taxpayer’s tax filings and assessing the
correct amount of tax liability owed,
including any interest, penalties, and fines.
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2)

3)

4)

5)

6)

A tax audit may include, but not limited to,
a review of tax returns, supporting
documents, and other/ information
including from 3™ parties to ensure
compliance with the applicable tax
proclamations and regulations and includes
comprehensive audit, issue-oriented audit,
desk audit, refund audit, transfer pricing
audit and fraud investigation

“Comprehensive audit” means a
thorough and extensive examination of a
taxpayer's financial records, tax returns,
accounting books, and other relevant
documents for multiple taxes and specific
periods, aimed at determining the full and
accurate tax liability of the taxpayer across
all tax types and compliance with all
applicable tax proclamations.

“Issue-oriented audit” means an audit that
focuses on specific issues or concerns
identified by the Tax Authority, such as
suspected underreporting of income,
improper deductions, or non-compliance
with a specific tax proclamation or
regulation or any other reasons, without
necessarily conducting a full audit of all
financial records.

“Desk audit” means an audit that is
conducted based on a review of taxpayer's
available documentation, records, and tax
returns, without physical inspection of the
taxpayer’s premises or a detailed
examination of the underlying business
operations. A desk audit is typically carried
out by reviewing submitted documents or
data and may involve requests for further
clarifications or documents.

“Refund audit” means an audit conducted
by the Tax Authority to verify the
correctness of a taxpayer's request for a
refund of overpaid taxes

“Fraud investigation” means an inquiry
or investigation initiated by the Tax
Authority to detect, investigate, and
prevent fraudulent activities related to tax
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10) “Preliminary

evasion, deliberate misrepresentation of
facts, or other forms of deceptive conduct
aimed at evading or reducing tax
obligations.

“Transfer pricing audit” means an audit
conducted by the Tax Authority to assess
the pricing of transactions between related
parties or affiliated entities, ensuring that
such transactions are conducted at arm's
length as defined by applicable transfer
pricing directives issued by the Ministry of
Finance and international standards.

“Notification of administrative penality”
means a formal written communication
issued by the Tax Authority to taxpayers,
informing them of the imposition of an
administrative fine pursuant to the
provisions of the relevant tax proclamation
for a violation of the tax proclamations.

“Enforcement orders” means a formal
notification issued by the Tax Authority,
including the notice of tax assessment and the
written notification of administrative fines,
which serve as legal documents for the
recovery of outstanding taxes, penalties, fees,
interest on late payment, administrative fines,
and enforcement costs.

amended  assessment”
means an initial assessment issued by the Tax
Authority to a taxpayer, proposing
adjustments to the taxpayer’s previously filed
tax returns or assessments. This amendment
is based on the findings of the Tax
Administration, which  may involve
discrepancies identified during routine
reviews, audits, or other compliance checks.
The preliminary amended assessment serves
as a formal notice to the taxpayer that the
initial assessment is subject to change,
providing the taxpayer an opportunity to
respond or contest the proposed changes
before the final assessment is issued. This
notice is part of the process of ensuring tax
compliance and is issued in accordance with
the legal provisions set forth in the tax
proclamation, with clear instructions for the
taxpayer to submit any objections or
clarifications within a specified time frame.
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11) “Tax audit procedures” means the formal
processes and methodologies employed by
the Tax Authority in conducting tax audits to
determine a taxpayer’s compliance with
applicable  tax  proclamations  which
procedures encompass both contradictory
and non-contradictory procedures, each
designed to address different circumstances
in the audit process.

12) “Proclamation” means the Federal Tax
Administration Proclamation No.
983/2016.

13) Words and phrases used in this Directive
but not defined herein shall have the
respective meanings ascribed to them under
the Proclamation.

3. Objectives
The objectives of these directives are:

1) to provide a comprehensive framework for
the implementation of the provisions of
Federal Proclamation concerning tax audits
and the issuing of tax assessment.

2) to standardise the process of tax audits,
promote transparency, and ensure that the
rights of taxpayers are respected
throughout the tax audit and assessment
process.

4. Scope of Application

1) These directives apply to all forms of
tax audits, including refund audits,
desk and field audits, issue-based
audits, and comprehensive audits as
well fraud investigation conducted by

the Tax Authority.

2) The Directives outline the
requirements for notification,
preparation, execution, and

completion of audits,including the
issuing of assessments and the time
limits for each stage of the audit and
assessment process.

SECTION TWO
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PRE-AUDIT ACTIVITIES

5. Conditions for Issuance of Tax
Assessment Notice
Without contravening the provisions of Articles

27 and 28 of the Proclamation, the issuance of a
notice of tax assessment shall be established
under the following conditions:

1) When the tax declared within the prescribed
time frame has not been paid in full.

2) When an audit by the Tax Authority reveals
that additional tax is due.

3) When the conditions of Articles 26 and 27
of the Proclamation are met.

4) When

in the judgement bof the Tax

Authority, there are serious indications that
the taxpayer intends to evade taxes.

6. Audit Preparation and Planning

1)

2)

Before the issuance of the audit
notice, the Tax Authority shall
initiate the necessary preparations
for the audit. This shall include a
thorough review of the taxpayer's
records, the selection of a qualified
audit team, and the formulation of a
comprehensive audit plan

The audit plan shall identify the
specific risks associated with the
taxpayer that has necessitated the
audit, outline the audit approach,
specify the documentation to be
examined, and identify any
interviews or examinations to be
conducted.

7. Notification of Tax Audit

1)

The Tax Authority shall notify the
taxpayer in writing at least Ten (10)
working days before  the
commencement of a field audit.
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Taxpayers selected for audit through
risk-based criteria shall be informed
in advance to prepare both mentally
and with relevant documentation for
an initial discussion concerning the
commencement of the audit.

2) The notice to be served in
accordance with sub-article 1 of this
Article shall include the following
details:

a) The type of audit to be conducted.
b) The tax type under consideration.
¢) Audit location and expected duration.

d) A list of specific documents, records,
or information required for the audit.

e) The tax period(s) to be audited.

8. Initial Meeting with the Taxpayer and
Clarification of the Audit Process

An initial meeting shall be arranged between
the audit team and the taxpayer or taxpayer’s
representative. During this meeting, the audit
team shall provide a clear explanation of the
audit process, the time the audit is expected to
take, the taxpayer’s records to be examined,
and expectations for the conduct of the audit.
Additionally, the audit team will answer any
questions from the taxpayer or the taxpayers
representative in relation to the taxpayers
liability to taxes.

SECTION THREE
AUDIT ACTIVITIES

. Field audit

1)  Following the initial meeting provided
under Article 8 of this Directive, the audit
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team, as necessary, shall proceed with the
field audit.

2) This phase of the audit involves the
collection of additional data, verification
of documents, interviews with relevant
persons, and any other activities deemed
necessary to complete the audit.

3) The audit team shall carry out the tasks
under sub-article 2 of this Article with
due diligence and efficiency, ensuring
that all relevant information is gathered
to support the audit objectives. The audit
team will not deviate from the agreed
period of the audit except in a case where
there is clear indication of errors in other
periods prior to those under review.

4) The Tax Authority shall ensure that the
field audit phase is conducted in a
professional and timely manner, aligned
with the scope and complexity of the
audit. Should additional time be required
to complete the field audit, the Tax
Authority shall promptly notify the
taxpayer with an updated schedule.

10. Obligations of the taxpayer during audit

During the audit, the taxpayer shall:

1) Ensure that the tax auditors are
provided with a suitable and conducive
working environment to carry out their
duties efficiently.

2) Make available to the tax auditors all
books, records, and documents required
under the tax Proclamations, and any
other relevant documentation
andprovide copies of these documents
(if necessary including the original
documents) as requested.

3) During a field audit, documents are
typically consulted and reviewed at the
taxpayer’s premises without the need to
remove them. However, in exceptional
cases where the authorised officer
cannot use copies and requires the
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original documents for further review,
such originals may be taken. In such
instances, a formal record will be made,
and the officer will sign an
acknowledgment of receipt, ensuring
the safe handling and return of the
original documents within an agreed
timeframe.

11. Comprehensive Audit

a. The Tax Authority conducts a
comprehensive audit:

a) based on a risk assessment, it finds that
the taxpayer is not complying with the
statutory record-keeping, reporting, and
tax payment requirements, and that this
behaviour relates to various taxes;

b) the taxpayer has been subject to another
type of audit that revealed that the
misconduct affects other taxes that are
not covered by this audit;

c) The taxpayer requests a comprehensive
audit which, in theTtax Authority’s
opinion, is necessary; or

d) For other reasons under the relevant tax
laws.

e) When a taxpayer is subject to an issue
audit and is in dispute, and a general
audit is ordered by the Complaints
Office.

b. When the Tax Authority conducts
a comprehensive audit, it conducts
a thorough verification of all or part
of the taxes to ensure that there has
been no case of miscalculation,
omission, understatement,
misclassification of tax, or any
other possible fault that may have
occurred in the tax return or
calculation.  Where applicable,
rectification is carried out in
accordance  with  the legal
provisions.
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12. Desk audit

a. A desk audit is conducted by an
auditor in his or her office on any of
the following grounds:

a)  If the sales turnover reported on
any specific tax head is found to be
underreported without adequate
justification.

b) If the tax declarations are not
corresponding to paid taxes.

c) If one or more invoices were not

declared.

d)  If the taxpayer expenses or
deductions are not allowable.

e) Inany other situation where the
Tax Authority has sufficient
documents that can be used to assess
taxes.

b. In the case of the desk audit, it is
not necessary to inform the
taxpayer in writing that he or she is
audited. However, the taxpayer
shall be invited to provide
explanations, respond to queres or
submit documents for any apparent

errors  before a preliminary
assessment notice is issued to him
or her.

13. Refund Audit

1) When conducting a Refund Audit the
auditor shall examine the supporting
documentation and records submitted by
the taxpayer to ensure that the refund
claim is accurate, justified, and in
compliance  with  applicable  tax
proclamations.

2) The Audit under this Article shall have,
among others, the aim to confirm that The
input tax claimed has been duly paid on
legitimate business transactions, the
goods or services purchased have been
received and are used for taxable business
activities; and he supplier is a registered
and active taxpayer.
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3) Refund audits may be initiated under
various circumstances, including but not
limited to when there are indications of
irregularities, such as use of false receipts
or invoices, false transactions, and patterns
consistent with missing trader fraud
schemes.

4) Refund Audit may also be carried out
when the input Value Added Tax paid
exceeds the output tax. In this case, the
Tax Authority conducts an audit to
determine whether the tax for which the
taxpayer is claiming a refund has been
paid and that the taxpayer is entitled to the
refund.
5)  While it is essential to ensure that the
tax has been properly accounted for
throughout the supply chain, the right to
deduct input value added tax shall not be
denied solely on the basis that the
supplier of the goods or services has
failed to account for or remit the output
tax related to that supply unless it is
proved that the taxpayer;

(@) Knew, or had actual knowledge, that
the transaction for which the input
value added tax deduction is claimed
was connected to fraudulent evasion
of tax by the supplier or any other
party involved in the chain of supply;

or
(b) Should have known that the
transaction was connected to

fraudulent evasion of tax, taking into
account the objective circumstances
surrounding the transaction, the
nature of the goods or services, the
identity and characteristics of the
supplier, the price paid, and any
deviations from normal commercial
practices.

14. Transfer Pricing Audit

1) The auditor when conducting a transfer
pricing audit shall verify that the pricing
of goods, services, financing, intangible
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assets etc between related parties as
defined in the Transfer Pricing Directive
meets the “arm’s length” standard.

2) A transfer pricing audit may require
additional information from related and
unrelated parties and the Tax Authority
may, at a later date, issue a further
Directive for compliance with the
Transfer Pricing Directive including
taxpayer obligations under a Transfer
Pricing Audit.

15. Fraud investigation
1) Fraud investigations may be triggered by

irregularities in tax filings, reports, or any
other actions that suggest the taxpayer has

intentionally engaged in fraudulent
activities  contrary to the  tax
proclamations.

2) Without contravening the relevant

proclamations, the authorised officer may,
without notice, visit or enter business
premises of the taxpayer or any other
person in search of tax information about
the taxpayer. If the authoriser officer
considers it necessary, may search and
seize objects or documents related to the
business activities of the taxpayer.

16. Notification of administrative fine

1) Notification of administrative fine
may be issued without the necessity of
conducting a tax audit where the
violation is evident, and the
imposition of the fine is in accordance
with the legal provisions set forth in
the tax proclamations.

2) Notification of administrative fine
serves as an enforcement order for the
payment of the fine and may be issued
for violations such as failure to file
returns, underreporting of income, not
paying on time or other actions of non-
compliance.

SECTION FOUR
POST-AUDIT ACTIVITIES
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17. Preliminary amended assessment

a.

A preliminary amended assessment
is conducted based on the findings
of the Tax Authority, which may
involve discrepancies identified
during routine reviews, audits, or
other compliance checks.

The preliminary amended
assessment serves as a formal
notice to the taxpayer that the initial
assessment is subject to change,
providing the taxpayer with an
opportunity to respond or contest
the proposed changes before the
final assessment is issued.

The notice to be served as per sub-
article 2 of this Article is part of the
contradictory process. It is issued in
accordance  with  the  legal
provisions set forth in the tax
proclamations, with clear
instructions for the taxpayer to
submit any observations or
clarifications within a specified
time frame.

The taxpayer may file a complaint

with the Deputy Manager of the
branch office, stating the specific
findings on which the calculation is
based and attaching supporting
evidence.

Pursuant to Sub-Article 5 of this
Article, an exit conference shall be
conducted in the presence of the
Deputy Branch Manager to review
the audit findings, as well as the
taxpayer’s detailed responses and
any objections. The auditors and the
taxpayer or their duly appointed
representative shall attend this
conference, and the proceedings
shall be documented in a written
record.
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18. Identification and rectification of errors
in declared taxes and issuance of
preliminary amended assessment notice

1) Upon completion of the audit and in
accordance with Article 27 and 28 of the
Proclamation, if the Tax Authority identifies
any miscalculation, omission,
understatement, misrepresentation, or any
other error in the tax declaration or
assessment, the auditors will discuss these
items with the taxpayer before closing the
physical, at premises element of the audit.
The Tax Authority shall then issue a
preliminary amended assessment notice to
the taxpayer. The notice shall include:

a) A detailed description of the errors or
discrepancies identified during the
audit.

b) Proposed corrections or adjustments to
tax return or assessment.

c) A clear explanation of the legal basis
for the rectification, including
references to the relevant provisions of
the applicable tax laws and regulations.

d) A summary of any applicable
sanctions for non-compliance with tax
laws.

2) Unless the tax authority determines that a
shorter period is necessary due to the nature
of the audit, the taxpayer shall have five (5)
working days, to review the findings and
respond for comprehensive audits, transfer
pricing audits, issue audits and refund
audits.

3) If the taxpayer fails to respond within the
prescribed period, the preliminary amended
assessment shall be deemed accepted and a
final notice of amended assessment shall be
issued by the Tax Authority. Then, the
taxpayer may proceed with the objection
processes set out in Article 54 of the
Proclamation.

4) Without prejudice to the provisions of Sub-
Article 2 of this Article, where matters
discussed during the exit conference remain
unresolved or require further clarification,
the audit division of the Authority may,
upon a written request from the taxpayer,
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authorize an additional period of five (5)
consecutive working days to finalize and
submit the necessary documentation or
response.

19. Contents of the preliminary amended
assessment notice
In addition to the tax elements ,the
preliminary amended assessment notice
shall include, at a minimum, the following
information:
1) The name(s), identification number(s),
and address of the taxpayer.
2) The tax type and tax period(s) upon
which the assessment notice is based.
3) Calculation of tax liability and amount of
tax to be paid.
4) Date of issuance of tax assessment
notice.
5) The taxpayer’s right to respond or
appeal.

20. Taxpayer's response to the preliminary
notice of rectification

1) The taxpayer is entitled to respond to the
preliminary amended assessment notice
by providing explanations, making
corrections, or submitting additional
documentation to support their position.
The response shall be made to the
relevant branch Tax Audit Deputy
Manager or delegated officer within the
prescribed period under Article 17 of
this Directive to allow the Tax Authority

to properly assess the taxpayer's
position.
2) Upon receiving the taxpayer's

response, the audit team shall review
and revise the findings as needed,
calculate the final tax due, and include
any penalties or interest owed. This will
form the final amended assessment
notice.

3) If the taxpayer fails to respond within
the prescribed period, the Tax Authority
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may assume acceptance of the proposed
adjustments and proceed with finalising
the audit findings, without further
recourse to the taxpayer.

21. Issuance of final amended assessment
notice
1) The Tax Authority shall issue a final
amended assessment notice to the
taxpayer under the following conditions:

a) If the taxpayer fails to respond to the
preliminary assessment notice within
the prescribed period under article 18
of this directive.

b) Following the review of the taxpayer’s
response  to  the  preliminary
assessment notice, and in accordance
with Article 28 of the Proclamation,
the Tax Authority has either accepted
or rejected the explanations provided
by the taxpayer.

2) The final amended assessment notice
shall show the details specified in
Article 28 (4, 5 and 6) of the
Proclamation, which include the
following:

a) the reasons for accepting or rejecting
the taxpayer’s explanations in
response  to  the  preliminary
assessment notice.

b) the final amount of tax due, including
any adjustments, penalties, and
interest.

c) the taxpayer responsible for payment.

d) deadline to pay the assessed tax

22. Taxpayer’s objection
The taxpayer has the right to file an
objection against the final assessment in
accordance with Article 54 of the
Proclamation.

SECTION FOUR
MISCELLANEOUS PROVISIONS

23. Sanctions
1) The applicable sanctions for non-
compliance with the provisions of these
directives shall be those specified in the
Proclamation.
2) The sanction under sub-article 2 of this
Article includes penalties for failure to
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24, 1470 CTLUPINT 7 24. Effective date
eV ovavldf NGV TLLNEC  aeoH0 N17FHA This Directive shall enter into force as of the
TULNEC  £L1R AL ket 7 E9PC PAS date of its registration by the Ministry of
LUPGA:: Justice and its uploading on the official

website of the Ministry of Finance.
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