Common errors discovered in IRAS Taxpayer Audit include:
1. Understatement of income

(a) Use a cash register to record every sale made and record the total sales for each day in a sales book
(b) If a cash register is not used, issue a serially-numbered printed invoice/receipt for every sale made and retain a duplicate of every issued receipt

2. Over Statement of purchases and other expenses

To substantiate your claims for purchases and expenses, taxpayers must:

(a) Retain all source documents (such as invoices, vouchers & receipts) and records

(b) The following information is required to be kept to substantiate entertainment and transport expenses:

Entertainment

- Date and amount incurred

- Purpose

- Place

- Name & designation of person who incurred the expense

- Person(s) entertained.

Travelling/transport

- Date and amount incurred

- Mode of transport

- The destination

- Name & designation of the person who incurred the expense

- The purpose and duration (for overseas travel).

3. Wrongful claims for expenses prohibited under Section 15(1) of the Income Tax Act

The following expenses are not deductible under the law:

(a) Private elements in business expenses e.g. entertainment, refreshment, telephone and travelling/transport, etc.

(b) Private/domestic expenses e.g. club membership subscriptions, personal medical bills, insurance, CPF contributions, traveling expenses for personal trips, etc.

(c) Motor vehicles expenses incurred for non-Q plated passenger vehicleor Q-plated passenger vehicle registered on or after 1 April 1998.These motor vehicles expenses e.g. petrol, insurance, repair & maintenance and parking are not deductible even if they are incurred for business purposes

(d) Capital expenses e.g. costs of assets, renovation, legal & stamp fees, costs of seminars/conventions for personal development, etc.

To avoid the above mistakes, please

(a) Claim only the expenses wholly and exclusively incurred for the purpose of the business

(b) Maintain separate accounts for business and private expenses

(c) Claim only business expenses incurred in respect of Q-plated cars registered before 1 April 1998 or goods vehicles

(d) The cost of purchase of fixed assets cannot be deducted for income tax purposes, neither can the depreciation on such assets be deducted. However, you may claim deductions known as capital allowances. Capital allowances are deductible expenses for the wear and tear of fixed assets purchased and used in the trade or business. There are three ways to calculate capital allowances:

(i) One-year write-off
This is only applicable if you purchase computers and automation equipment. However, with effect from year of assessment 2005, assets costing no more than $1,000 acquired in the year 2004 or thereafter may be written off in one year, subject to the condition that the claim for 100% write-off of all such assets do not exceed $30,000 per year of assessment.

(ii) Three-year write-off
Generally, most plant and machinery qualify for a three-year write-off except motorcars, motorcycles and light goods vehicles.

(iii) Write-off over the working life of the asset
This method is used when you purchase motor vehicles such as vans, pickups, trucks, buses, lorries and Q-plate cars (only if Certificate of Entitlement was issued before 1 Apr 1998).

To facilitate the computation, a schedule detailing all the fixed assets owned by business should be kept.

4. Failure to ascertain the actual closing stock value

It is common for traders to estimate the value of their closing stock. This gives rise to an inaccurate determination of the actual costs of goods sold, hence affecting the computation of net profits.

Stock-take should be performed at the close of each accounting period to determine the closing stock value.
5. CONSEQUENCES OF ERRORS

The submission of an incorrect return is an offence. If errors or omissions are discovered during the tax audit, penalties of up to two times the amount of tax undercharged may be imposed. In cases of fraud, penalties will be up to three times the amount of tax undercharged. Serious cases of errors may face prosecution.
Your co-operation during the audit is important.

6. CONFIDENTIALITY
Any information or record you give to IRAS will be treated with strict confidentiality.

7. KEEPING AND RETENTION OF RECORDS

If you are carrying on a trade, business, profession or vocation, you are required to keep sufficient records for seven years to enable your income and allowable deductions to be readily ascertained.

Examples
Records for 2000 (i.e.Year of Assessment 2001) must be kept up to 31.12.2007.

Records for 2006 (i.e.Year of Assessment 2007) must be kept up to 31.12.2013.

For Year of Assessment (YA) 2008 and each subsequent YA, the record-keeping period is reduced from 7 years to 5 years.

Example

Records for 2007 (i.e. YA 2008) must be kept up to 31.12.2012.

The periods to retain the records must be observed regardless of whether or not your assessments have been raised. Failure to do so is an offence.

You may also maintain your records in imaging system3 or in an electronic format4.

8. VOLUNTARY DISCLOSURE

Voluntary disclosures of omissions or errors normally attract a much lower penalty than if we were to discover the omissions or errors in the course of audit.

If you are chargeable to tax and have failed to furnish a tax return or you have

furnished an incorrect tax return and you want to make a voluntary disclosure, you can write in to:

___________________
3 See e-Tax Guide “Keeping of Records in Imaging System”, dated 16 May 2000.

4 See e-Tax Guide “Keeping Machine-sensible Records & Electronic Invoicing”, dated 16 May 2000.
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