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Tax Evasion and Tax Avoidance

When it comes to tax evasion and abusive tax avoidance practices, Inland Revenue
Authority of Singapore (IRAS) closely monitors such activities and takes a firm stance
against them.

Prosecution cases for Income Tax and Goods and Services Tax (GST) have been
published on the newspaper periodically to deter undesirable tax arrangements

(e.g. creating fictitious transactions, falsifying the accounts, underreporting income,
inflating expenses, etc). A person can be criminally charged under the Income Tax Act
(ITA) and/or the GST Act for tax evasion when being investigated by the IRAS and the
penalties, fines and jail terms are:

Maximum
Jail Term

Maximum Maximum
Act Penalty Fine

ITA/GST

4 times of the tax

Section 96A of ITA undercharged

SGD50,000 5 years

3 times of the tax

Section 62 of GST Act e —

SGD10,000

If the person has no intention to evade tax but submits an incorrect tax return
negligently, the person can still face a penalty of up to 2 times the tax undercharged, a
fine of up to SGD5,000 and/or a jail sentence of up to 3 years (under Section 95(2) of
ITA or Section 59(2) of GST Act).

Unlike an IRAS tax audit where prior appointment is scheduled to visit the taxpayer’s
premises, an IRAS tax investigation usually comes as a surprise visit to catch the
taxpayer off-guard. It is natural for the taxpayer to feel unease and react defensively
during such a surprise visit. However, it may not be wise to prevent the investigators
from accessing the documents or be seen as uncooperative because it is a chargeable
offence for obstructing the IRAS tax investigators from performing their duties
(Section 65C(1)(b) of ITA and Section 66 of GST Act).

While tax evasion is an illegitimate attempt to reduce tax liability by deceit or
concealment, tax avoidance, on the other hand, arranges the financial affairs to
minimise tax liability within the boundaries of tax laws. However, when the tax
avoidance scheme is abusive, the IRAS can invoke the anti-avoidance provision under
section 33 of ITA or section 47 of GST Act to disregard the arrangement and reassess
the income of the taxpayer. In addition, the IRAS can impose a surcharge of 50% of
the tax recoverable under Section 33A of ITA or section 47A of GST Act.
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What is considered abusive tax avoidance?

When it comes to determining whether the tax benefit derived from a tax avoidance arrangement is abusive and whether the anti-
avoidance provision should be invoked, the IRAS relies on the following questions laid out by the Court of Appeal in Comptroller of
Income Tax v AQQ [2014]:

» Whether the arrangement is carried out for bona fide commercial reasons (i.e. the avoidance or reduction of tax is not one of the
main purposes); and

» Whether the specific ITA provision used to obtain the tax advantage was within the Parliament's intent.

If the answer to any of the above questions is “No”, it is likely that the arrangement may be abusive and subject to reassessment.

How can we help?

We understand the psychological and financial stress which you may have in view of the IRAS tax queries, audit or investigation.
Not all tax evasion cases have to end up the same way, i.e. prosecution and imprisonment. Let us represent you to mitigate the
negative consequences of tax evasion or abusive tax avoidance and negotiate for a settlement with the IRAS.
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