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Clarifications of Tax Matters

Introduction

1.
These guidelines are based on clarifications which the Institute had with the Inland Revenue Department (IRD) during the two meetings held on 16 February and 6 July 1989. They cover:

(a)
Section 44

(i)
Revision of Section 44 Balance on 1 January 1987

(ii)
Procedures in Submission of Section 44 Statement

(iii)
Extension of Time for Filing Section 44 Statement

(iv)
Penalty for Late Filing of Section 44 Statement

(v)
Confirmation of Section 44 Balance by Comptroller of Income Tax

(vi)
Section 44 Refund of Charge Previously Imposed

(vii)
Penalty for Late Payment of Charge

(viii)
Special Consideration for Companies with only Dividend Income

(ix)
Section 44 (6) Re: Instalment Payment

(b)
Investment Holding Companies

(c)
Section 46A Tax Credit

(d)
Preference Share Dividend Section 13B(6A)

(e)
Proposed Tax Changes for Year of Assessment 1990

(i)
Enhanced Child Relief

(ii)
Special Tax Rebates for Newborn Fourth Child Under the Procreative Incentives

(iii)
Taxability and Non-Deductibility of Excess CPF Contribution

(f)
Other Matters Raised

(i)
Use of Facsimile Machine

(ii)
Recognition of Income of Development Project

Section 44 

Revision of Section 44 Balance on 1 January 1987 

[Note: No longer relevant]
2.
When adjustments to the Section 44 statement have to be made, arising from revision of an assessment, such adjustments may be made in the latest Section 44 statement. However, in respect of any revision to an assessment for a year of assessment prior to Year of Assessment 1987, the adjustment to the tax credit could result in a charge relating to that year of assessment. The adjustment should then be related back to the old provisions of Section 44 to be dealt with accordingly. 

Procedures in Submission of Section 44 Statement

[Note: No longer relevant]
3.
Regarding the requirement to complete Section 44 statement in triplicate, IRD would accept one original signed copy of Section 44 statement and two photocopies of the original signed Section 44 statement. However, the full name of the signatory must be entered in the forms so that the identity of the person filing the statement could be easily ascertained. 

Extension of Time for Filing of Section 44 Statement 

[Note: No longer relevant]
4.
Extension of time for filing Section 44 statement would be granted up to 31 July for each year of assessment. For further extension after that date, the company would have to write in for approval. However, should there be any dividend payment by the company before 31 July, the extension would be considered as lapsed and the company would be required to file the Section 44 statement upon payment of the dividend. 

Penalty for Late Filing of Section 44 Statement 

5.
This penalty would be imposed under section 94 of the Income Tax Act and that the same procedures as that for late filing of return would apply viz. the IRD would issue letter of composition, followed by letter of summons and the Court would then impose a fine. 

Confirmation of Section 44 Balance by Comptroller of Income Tax 

[Note: Section 44 statement is now known as Section 44A statement]

6.
Should there be any discrepancy in the Section 44 statement submitted by a taxpayer, the IRD would issue an amended copy of the Section 44 Statement when such a statement has been finalised. 

Section 44: Refund of Charge Previously Imposed 

[Note: No longer relevant]
7.
Where it was found subsequent to a charge being imposed on a company that it has a higher tax liability for any year of assessment prior to year of assessment 1987 than previously determined, the IRD would utilise the credit arising from the reduction in the charge to meet payment for the additional tax due. 

Penalty for Late Payment of Charge

[Note: No longer relevant]
8.
For companies that declared dividends in 1987 before the enactment of the new section 44 on 29.1.88, they were given a grace period of up to 31.3.88 to pay up the charge, and for such cases, Collection Division had also unilaterally withdrawn the penalties imposed on any charge which had not been paid on or before 31.3.88. 

Special Consideration for Companies with only Dividend Income

[Note: No longer relevant]
9.
Dividend income received by a company, say, in 1988 could only be assessed for Y/A 1989 and be declared as dividend to its shareholders in 1989. If a company would like to declare dividends in 1989, it could write in to IRD to request for an estimated assessment for Y/A 1989 to be issued, provided that the company submits all dividend vouchers and the provisional tax computation, if the audited accounts were not ready. However, this treatment would not apply to a company which intends to declare dividends in the same year in which the dividend income was received, the underlying reason being that the tax credit attached to the dividend income could only be claimed in the following year when the dividend income is brought to tax. 

Section 44(6) re: Instalment Payment

[Note: No longer relevant]
10.
In the case of instalment payment, if the tax paid by way of instalments was not sufficient to account for the franking credit at the time of a dividend payment, the company would have to make up the shortfall by way of a charge payable to CIT, if the company paid up a few of its instalments in advance of the original instalment plan to make up for the shortfall in the franking credit, the original instalment plan which the company has with IRD would then have to be revised. 

Tax Treatment of Investment Holding Companies

11.
From legal point of view each investment is treated as a separate source and the interest expense would have to be identified and matched. In most cases the companies did not furnish any evidence to substantiate their claim for deduction of relevant interest expenses against investment income. Therefore, the IRD adopted the mixed pool method for such cases. 

12.
In each case, the objective of the business transaction would also be examined. This is the basic principle which must be met before the mixed pool basis (in totality) or the direct expense basis of computing the interest expense to be allowed against investment income can be applied. For example, if a company uses its surplus funds to provide interest-free loans to directors of the company and borrows funds to invest, the interest expense relating to interest-free loans would be disallowed. On the other hand, if it was a genuine business decision to put surplus funds offshore and to finance the investment here by loan, IRD might consider the allowance of interest expense based on allocation of both investments. However, if it was found that the steps taken were with the aim of reducing the company's overall tax liability, IRD would not allow the interest expense claimed. For any year of assessment where the mixed pool basis or the direct expense basis is adopted, it must be consistently applied by the taxpayer for subsequent years of assessment. 

13.
Members are advised to peruse the IRD's Press Statement on Deductible Expenses of Investment Holding Companies (Appendix A) released on 13 February 1989 wherein it was stated that the total deduction allowable in respect of certain items, including Director's fees and fund management expenses would not exceed a sum equal to 5% of the gross investment income charged to Singapore tax. 

Tax Credit under Section 46A

[Note: Section 46A renumbered as Section 47, Income Tax Act (1999 Edition)]

14.
Section 46A of the Income Tax Act provides that a person who on or after 1 January 1969 receives as trading receipt, interest on any bonds, securities, stock or fund specified in the Fourth Schedule shall be entitled to a credit of one-half of the tax chargeable on the gross amount of such interest. The section also stipulates that this credit shall not exceed "the total amount of tax payable by him for that year of assessment on the gross amount of such interest which has been brought to charge". The unintended effect of the past practice adopted by the IRO was that the tax credit available under Section 46A was allowed to be set off against tax payable on other income when the tax payable on the net interest received under Fourth Schedule was less than 1/2 of the tax payable on the gross interest received. Therefore from Year of Assessment 1989 onwards, the tax credit would be restricted to the amount of tax actually charged on the net interest from the Fourth Schedule sources. 

Preference Share Dividend Section 13A(6)(g) and 13B(6A) 

[Note: This is no longer relevant to companies under the one-tier taxation system]

15.
Preference shareholders who receive dividends declared out of exempt income under Section 13(7), 13A, 43A, 43C, 43D or 43E are now taxable by virtue of the amendment to Sections 13A(6)(g) and 13B(6A). The company paying the dividends on shares of a preference nature would have to deduct tax at the rate of 32% under Section 44 from the dividend payment. 

Proposed Tax Changes for Year of Assessment 1990

Enhanced Child Relief 

16.
Enhanced Child Relief for the second, third and fourth child below twelve years of age will be raised from the present 10, 15 and 15 per cent of the mother's earned income to 15, 20 and 25 per cent respectively. The maximum claim for the Enhanced Child Relief for each child including the 1st one, who is below twelve years old, shall also be raised from $10,000 to $15,000. For a child 12 years of age and above, the maximum deduction would be $10,000. 

Special Tax Rebates for Newborn Fourth Child Under the Procreative Incentives 

[Note: With effect from YA1994, maximum carry forward period increased to 7 years from the above 5 years.  Refer to section 42A(4)(a), Income Tax Act (Revised Edition 2004)]

17.
The rebates for each of the third and fourth child would be available for deduction for a maximum period of 5 years. Any "third child" rebates which are not fully absorbed by the 5th year of assessment after the year of birth of the third child will be forfeited. However, in a case where the fourth child is born within 5 years of the birth of the third child and the "third child" rebates are fully absorbed before the 5th year of assessment, the taxpayer will be allowed to start his claim for the "fourth child" rebates straightaway without having to wait until the 5th year of assessment is over. 

Taxability and Non-deductibility of Excess CPF Contribution

[Note: From 1 January 2004, the maximum amount of Additional Wages on which CPF is payable has been revised. For details, refer to CPF Board’s website at http://www.cpf.gov.sg/]

18.
CPF contribution had been used for tax planning purposes by some high income earners who chose to be paid higher bonuses but lower salary so as to reduce their tax liability. This is because there is no capping for CPF contributions based on additional wages such as bonuses and commissions and tax deduction is given on all obligatory CPF contributions. Such contributions are at the same time, available to be used for investment in shares, purchase of property etc. Hence to prevent the use of these funds as tax shelters, it had been proposed in the 1989 Budget Statement that the following changes would take effect from year of assessment 1990. 

19.
The deduction for an individual's contribution to approved funds, including the CPF, shall not exceed the statutory contributions under the CPF Act. In the case of additional wages, which include bonuses and commissions, deduction will be limited to the statutory CPF contribution from additional wages not exceeding 40 percent of the annual ordinary wages. 

20.
It was also proposed that where an employer's contributions to the approved funds and CPF are in excess of the statutory requirement under the CPF Act, or are based on additional wages, in excess of 40 per cent of the employee's annual ordinary wages, the employee should be assessed to tax on the excess.

21.
The Ministry of Finance had received representations requesting for reconsideration of the Budget proposals and would look into the matter further especially in relation to those groups of employees who are paid on commission basis. 

22.
ICPAS is of the view that the Budget proposal would be unduly harsh to those low income earners whose substantial part of their income is derived from "overtime pay" which is considered as "additional wages" under the CPF Act. IRD expressed the view that if that is the case, it could consider treating the "overtime pay" as ordinary wages for tax purposes. It, however, pointed out that unless otherwise informed, whatever had been announced in the Budget Statement would still stand. 

Other Matters 

Use of Facsimile Machine 

23.
There were instances where accounting firm sought to file Form C and Tax Computations through facsimile machine. Practising members are advised to note that such practice is not acceptable by the IRD. Besides it will jam up the communication lines. 

Recognition of Income of Development Projects 

24.
The IRD would recognise profits of the development projects upon the issue of TOL. The profit to be assessed shall be in proportion to the sales proceeds receivable under the purchase and sales agreement. As regards expenses incurred after the issue of TOL, the previous assessment raised on the profits of the project would be revised to allow the expenses to be deducted, provided these are direct development expenses incurred in respect of the same project. 

25.
Direct development expenses include expenses incurred for repairs and remedial work to the completed project. Interest cost incurred subsequent to the issue of TOL in respect of loans used for financing the development project will not be regarded as direct development expenses. How far back IRD is prepared to revise the assessment raised on the profits of the project upon the issue of TOL, to take into account direct development expenses incurred in respect of the same project after the issue of TOL, will depend on the facts of each case. 

APPENDIX A

Inland Revenue Department Press Release ‑ Investment Holding Companies Deduction of Expenses

[Note : For a basic format of tax computation for an investment holding company, refer to the IRAS website at http://www.iras.gov.sg/ under “Forms – Income Tax Forms for Companies”.] 

1.
In the past, the Department's general practice has been to allow only the following expenses to investment holding companies:- 

a
Basic audit fees;

b
Secretarial fees; 

c
Basic printing and stationery;

d
Bank charges; 

e
Interest expense on income producing investments;

f
Directors' fees of a reasonable amount.

2.
The term "investment holding company" is used to describe a company whose activities consist wholly or mainly in the making of investments and the principal part of whose income is derived therefrom. 

3.
In line with government policy to promote Singapore as a financial centre and the fund management industry, the Department has reviewed this practice. Effective from Year of Assessment 1988, the Department will allow all investment holding companies (public or private) the following expenses which are statutorily incurred (after deducting any share transfer or other fees received) to the extent attributable to the investment income charged to Singapore tax:

a
Printing of dividend warrants, share certificates; 

b
Advertisements/Press Release ‑ listing requirements to publish interim and annual results, etc; 

c
Audit fees for preparing group consolidated accounts (required under the Singapore Listing Manual and Companies Act); 

d
EDP charges in respect of share transfers, processing of dividend warrants, mailing circulars to shareholders etc; 

e
Annual listing fees; 

f
Insurance premium for coverage on forged transfer policy; 

g
Income tax service fees for preparing annual tax computations but excluding fees relating to objections and appeals; 

h
In addition, a deduction will be allowed in respect of the following items of expenses:- 

i.
Directors' fees; 

ii.
Staff salaries, allowances, bonus and approved provident fund contributions;

iii.
Staff transport on official business; 

iv.
Office rental and telephone charges;

v.
Water and Light (office); 

vi.
Fund management expenses.

The total deduction allowable in respect of the items [h(i) to (vi)] is, however, restricted to the sum which bears the same proportion to the total deduction in respect of these items as the gross investment income charged to Singapore tax bears to the total gross income of a company, but shall not exceed a maximum sum equal to 5 per cent of the gross investment income charged to Singapore tax.

4.
In accordance with existing tax laws, where for any year of assessment the amount of expenses to be allowed exceeds the investment income assessed to tax, such excess shall not be available for carry forward.

5.
For further enquiries, the public may contact the Department at telephone numbers: 65300285/65300287. 


