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Introduction

About Us

If you’re a small to medium business owner in Canada, you’ve probably felt the spectre of the Canadian 
Revenue Service (CRA) every time you work on your tax return. 54% of the CRA program spending is focused 
on SMEs. 

A tax audit is something all businesses vaguely fear, but few truly understand: who gets audited and why? What 
happens during an audit? What can I do to prevent an audit? To answer these questions, we’ve created this 
eBook. In it, you’ll learn:

• Who gets audited by the CRA and why?

• How to avoid being audited by the CRA

• What you need to know about a CRA audit

• All you need to know about tax reviews in Canada

E&E Professional Accountants has years of experience in assisting businesses with their accounting needs. 
We are founded and managed by an experienced corporate auditor and a former CRA tax auditor. Feel free to 
contact us for assistance with all your accounting and bookkeeping needs.

Hussein Ebrahimjee 
Principal, former CRA tax auditor

Mohammed Essaiji 
Principal, former corporate auditor

https://eeltd.ca/about-ee/?utm_medium=feed&utm_source=ebook&utm_campaign=2018
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Chapter 1

Who Gets Audited by the CRA and Why?
Some businesses are more likely to trigger an 
audit than others. Here’s a summary of who is 
more likely to get audited by the CRA – and why.

No one likes being the subject of a CRA audit. 
The idea of the government looking through your 
books and double checking what you're earning, 
and how you've been spending it is likely to cause 
a significant amount of stress even though you 
have nothing to hide. This prompts us to ask two 
questions: what kinds of businesses are likely to 
face an audit and what can trigger it?

Who gets audited?
There are several groups that are more likely to face 
a CRA audit than others. The self-employed and 
people working in heavily cash based industries, 
such as retail, construction, and or restaurant 
industries are likely to face closer scrutiny. 

Significant income fluctuation can also lead to 
the CRA deciding to investigate, especially for the 
self-employed, and the odds increase even more 
if your income differs drastically from those living 
around you. 

Other prime targets for CRA audits include 
businesses or rental properties that report 
significant losses in revenue, as it is likely to lead 
them to wonder how they're staying in business. 

Holders of offshore assets and receiving overseas 
wire transfers for $10,000 or more are likely to 

raise red flags as well, as it could be a sign that 
money is being stored outside of the country to 
avoid taxation.

What triggers an audit?
There are reasons the above categories tend to 
draw scrutiny from the CRA. Retail, restaurants, and 
construction are heavily cash based industries and 
typically have higher rates of tax evasion and are 
more closely monitored than others. 

In the case of the self-employed it has to do with the 
complexity of declaring earnings and expenses you 
declare as part of your taxes. There's no single-point 
of reference for income with self-employment which 
is likely to warrant a more in-depth look at what's 
been earned and spent as part of the business. 

Rental and business losses that are reported can 
raise questions about the sustainability of the 
company or individual declaring them and may 
lead to the assumption that money is being stored 
elsewhere to avoid taxation. The risk of being 
audited for losses increases even further if the 
expenses aren't comparable to other businesses in 
the industry. 

If you're facing a CRA audit, do 
not try to go it alone. A trusted 
accounting partner is key to 
navigating the audit process. 

https://eeltd.ca/blog/who-gets-audited-by-the-cra/?utm_medium=feed&utm_source=ebook&utm_campaign=2018
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Chapter 2

How Your Business Can Avoid Being Audited 
by the CRA

Everyone wants to avoid being audited by the 
CRA. So, do you hire a professional at year 
end, or do you roll up your sleeves and play 
accountant? 

As a business owner, it is wise to take precautions 
to ensure that your accounting practices won’t 
trigger an audit. To prevent the CRA from 
looking into your business, it is essential that 
you understand the issues that they consider 
questionable.

Get to know your industry
The first step is to understand the norms of your 
industry. Every business type has a typical set of 
expenses and deductions. If travel is an ordinary 
expense in your industry, then it might make sense 
to have a lot of travel expenses. If you are a car 
salesman and you’re writing off trips to Hawaii as a 
business expense, you are giving the CRA a reason 
to look at your books.

Your income should match up to 
industry standards
If you’re operating a restaurant on Main Street, 
and your business income is significantly higher 
or lower than similar businesses, you may be a 
target for an audit. It would make matters worse if 
you consistently report a loss of income for your 

business. In the case of a restaurant, which is a 
cash business, the chances of an audit are even 
higher. Cash businesses are typically prime targets 
for a review without having any other underlying 
concerns or issues.

Filing personal property as a 
business expense
Many business owners have a home office or use 
their basement or other areas around the house as 
additional storage space for their business. While 
it is legal to write off a portion of your home as a 
business expense if you are using it exclusively for 
business purposes, it can still result in an audit.

Be consistent
People think that the left hand doesn’t know what 
the right hand is doing. That is not the case with the 
CRA. Wherever you file your income, assume that 
the CRA will cross-check your numbers to make 
sure that they match across the board. 

There are many more issues that raise concern 
by the CRA. Although all of your expenses may be 
legitimate, your business might still fall under the 
scrutiny of the CRA. The smartest thing you can do is 
to make sure that you prepare yourself in advance.

https://eeltd.ca/blog/how-business-can-avoid-being-audited-by-cra/?utm_medium=feed&utm_source=ebook&utm_campaign=2018
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Chapter 3

What You Need to Know About a CRA Audit
Most of us dread the idea of a tax audit. 
But once the CRA taps your business what 
happens? Here’s a recap of what happens 
during a CRA audit. 

Even if you’ve filed your taxes correctly and have 
all the backup information to withstand a full audit 
of your books, it can still be a nerve-wracking 
experience. Understanding what happens during 
the process and how to prepare for it could help 
you get through the ordeal with as little aggravation 
as possible.

How an audit begins
The CRA has a system that detects irregularities in 
the tax returns that they have on file. Some have 
simple errors, others have indications of fraud, and 
some are inconsistent with similarly filed returns. 
People who claim a large number of deductions, run 
a cash business, earn significantly more or less than 
others in their field or consistently report a yearly 
loss of income, are all prime targets for an audit.

How it works
The audit process begins with a letter or a phone 
call informing you that the CRA intends to audit 
your business and what exactly they plan to 
investigate. The auditor may request backup 
documentation for some of the information in your 
tax return. There is a possibility that after the initial 
contact, the auditor will decide that an audit is not 
necessary. If the auditor determines that your file 
requires more scrutiny, they will set a date and time 
for the audit.

Where it happens
Typically, the auditor will come to your home or 
business to conduct the audit. The assumption is 
that since people generally keep their important 
documents where they live or work, it is the most 
efficient location to conduct the audit. While it is 
uncommon, under certain circumstances, an audit 
will take place at the office of the auditor.

https://eeltd.ca/blog/what-you-need-to-know-cra-audit/?utm_medium=feed&utm_source=ebook&utm_campaign=2018
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What the auditor will do
While every audit is different, all of a business’s 
financials and the owner’s personal finances are 
open to scrutiny. Personal expenditures, assets, 
bank accounts, real estate holdings, business 
ledgers and anything else you can think of, are 
subject to review if deemed necessary by the 
auditor. In some cases, the auditor may decide to 
extend the search to include the records of people 
related to or associated with the business owner.

Possible outcomes
There are three possible outcomes for an audit:

• The findings may show that your return was 
accurate, in which case the auditor will issue a 
completion letter and will close your file.

• The auditor might determine that you underpaid. 
Once they decide how much you owe, they will 
send you a bill for the balance plus interest. You 
will have 30 days to accept or disagree with the 
assessment.

• The conclusion may be that you overpaid and you 
are owed money.

Remember, a professional accountant could help guide you through the process to ensure 
that your audit goes smoothly. E&E Accounting Services is headed by a former CRA auditor 
who understands how the CRA operates and how to get you through an audit. 

https://eeltd.ca/services/?utm_medium=feed&utm_source=ebook&utm_campaign=2018
https://eeltd.ca/services/?utm_medium=feed&utm_source=ebook&utm_campaign=2018
https://eeltd.ca/services/?utm_medium=feed&utm_source=ebook&utm_campaign=2018
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Chapter 4

Tax Reviews in Canada
What is a tax review? It’s not an audit, but when 
the CRA selects businesses for tax reviews in 
Canada, it’s serious business. Here’s what you 
need to know.

The review process may appear daunting, especially 
because you may be asked to submit requested 
documentation by a specific date. Most of the time, 
there’s no reason to go into panic mode. Let’s go 
through information you need to know if you’ve 
been selected for a tax review in Canada.

Why Am I Being Reviewed?
The CRA takes many factors into account when 
picking who to review. These include the kind of 
deductions and credits you’ve claimed on your tax 
returns as well as prior experiences with the CRA 
(if any). Here’s list of common errors made on tax 
returns that could warrant a review, provided by 
the CRA. 

Additionally, citizens can be picked to comply with 
a tax review at random. The purpose of these 
reviews, according to the Canadian government, 
is to “ensure that amounts are reported correctly 
and that they are properly supported.” Essentially, 
it’s a fact-checking mission, not an indication you’ve 
done anything nefarious regarding your taxes.

Am I Being Audited?
No. It’s important to understand that tax reviews 
are different from audits, and much less severe. An 
audit is a formal investigation that examines your 
tax return. The CRA can look through four years 
(or more, depending on their suspicion) of your tax 
returns. Roughly 30,000 taxpayers will be audited 
every season. Tax reviews are more common, given 
the broad and mild circumstances that can trigger 
them, and far less serious. They just mean the 
Canadian government wants additional information 
from you. In fact, tax reviews can be seen as 
beneficial in some cases; if you comply with the 
CRA’s requests and they are satisfied, you are less 
likely to be audited in the future.

https://eeltd.ca/blog/tax-reviews-canada-what-you-need-know/?utm_medium=feed&utm_source=ebook&utm_campaign=2018
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Can I Ignore a Tax Review?
It’s not advisable. If you are asked to submit 
information, make sure to do it within the allocated 
time given by the CRA. Most of the time, it’s 30 
days after initial contact. If the CRA doesn’t get 
an adequate reply from you before the deadline 
they gave you, your claim will be altered to match 
the amounts they have on file. For most people, 
that means they’ll be collecting less money than 
expected.

Should I Hire a Professional?
Yes. This is an especially crucial step for those who 
operate small businesses. Tax reviews can prevent 
audits. However, the opposite is true if the CRA is 
unsatisfied with what you submitted and suspect 
fraud. If the CRA feels malfeasance is present, 
there’s a chance you’ll then move on from being 
reviewed to being audited; a significantly more 
worrisome situation. It’s best to take the safest 
route and not take any chances. 

E&E Professional Accountants have extensive experience dealing with reviews 
commissioned by the CRA. 

https://eeltd.ca/services/?utm_medium=feed&utm_source=ebook&utm_campaign=2018
https://eeltd.ca/services/?utm_medium=feed&utm_source=ebook&utm_campaign=2018
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Chapter 5

10 Red Flags That May Get Your Business a CRA Audit
Some behaviours are more likely to trigger a 
CRA audit than others. Here’s a quick summary 
of what might put you on the CRA watch list.

Here are 10 things in particular that raise a red flag 
that encourage the CRA to take a closer look at your 
finances.

 1. Inconsistent Revenue Numbers
The most obvious issue is when revenue numbers 
are not consistent upon all tax forms. This 
immediately begs the question of where there is a 
variance.

2. Being Extremely Unusual, Financially
Companies that have unusual profit or loss margins 
in an industry might warrant additional scrutiny. For 
example, in 2007 when oil was over $150 a barrel if 
any oil companies report a net loss that would be 
very strange.

3. Unusually Large Business Expense Deductions
The use of deductions is standard practice. 
However, this may get out of hand and be too large 
to be compliant with accounting standards.

4. Home Office Deduction
A home office can be legitimate, but it is often 
exaggerated compared to the size of space actually 
used. This is easy for the CRA to disprove simply by 
coming to your home and measuring your work space.

5. 100% Business Use of Your Car or Vehicle
Of course, everyone takes personal trips in their 
car at home. Claiming it as a business vehicle 
exclusively is not a wise move.

6. Shareholder Loans with Large Balances
Shareholder loans have a specific purpose that 
has to do with driving the business forward. Using 
these funds for personal expenses is prohibited. 
This is also easy for the CRA to identify.

7. Cash Intensive Businesses
All cash businesses including restaurants, 
car washes, hair salon, bars, auto mechanics, 
landscapers and others can easily hide income 
because it does not run through a bank or credit 
card system. These businesses are more like to try 
to evade taxes and are good targets for the CRA.

8. Recurring Losses
Businesses can simply not survive for very long if 
they have year after year of losses. Unless they are 
a high-flying tech company that can get unlimited 
investment capital, businesses must generate 
positive cash flow. Firms that don’t generate income 
are thus suspicious.

9. Large Charitable Donations
Although charitable donations are encouraged, if 
they are consistent and large they may be a means 
to avoid taxes. The CRA will look into this.

10. Family Employees
A family member’s pay could easily be manipulated 
because they may receive perks from the owner 
like room and board or other under the table 
payments. This is also cause for further inquiry.

https://eeltd.ca/blog/10-red-flags-that-may-get-your-business-a-cra-audit/?utm_medium=feed&utm_source=ebook&utm_campaign=2018
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Do You Need Help?

Get in touch!

Is the spectre of the CRA lurking around your 
business? E&E Professional Accountants has 
years of experience in assisting businesses 
with their accounting needs. We are founded 
and managed by an experienced corporate 
auditor and a former CRA tax auditor. Feel 
free to contact us for assistance with all your 
accounting and bookkeeping needs.

Call: 905-795-9000
Email: info@eeltd.ca
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