STS BK-5

LEMBAGA HASIL DALAM NEGERI MALAYSI A
MALAYSIA /tp//wwhasi/ne. og ny

SELF ASSESSMENT SYSTEM

| RB Gui de on Tax Audi t

Lenbaga Hasi | Dal amNegeri Ml aysi a,
Tingkat 16, B ok 11, Konpl eks Bangunan Ker aj aan,
Jal an Dut a, 50600 Kual a Lunpur

W Ofer Fiendy, Hlpful, Satisfactory Services



SELF ASSESSMENT SYSTEM

| RB Qui de on Tax Audit



FOREWORD

Audit isaroutine activity of the | RBunder the sel f-
assessnent system It is ained at pronoting vol untary
conpliance wth tax | ans and regul ations. The ultinate
objectiveisfor ajust and equitabl e tax admnistrati on so
that taxpayers wll only have to pay their fair share of
tax

Ataxpayer can be sel ected for audit at any tine. Being
sel ected for an audit does not i n any way i ndi cat e t hat
an of f ence has been coomtt ed.

Thi s bookl et provi des an expl anation on the i npl enentati on
of audit ontaxpayers. Therights and responsi bilities of
taxpayers and audit officers, and what generally is
expect ed of themduring the course of an audit are al so
nent i oned.

Thi s bookl et is intended to hel p taxpayers under st and
better the procedures and requi renents of atax audit
andtherights and responsibilities of those wo are sel ected
for anaudit.
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Wat Is ATax Audit?

Atax audit i s an examnation of ataxpayer’s busi ness
accounts and financial affairs toascertainthat tax
reported and pai d are correct and are i n conpl i ance
wthtax | aws and regul ati ons.

IRBcarries out 2 types of audit, nanel y desk audit
andfiedaudit.

Desk Audit

Adesk audit isheldat IRBoffice. Desk audits
arenornal 'y concerned wth strai ghtforward i ssues
or tax adjustnents, which are easily dealt with
vi a correspondence. Ataxpayer nay be cal l ed for
aninterviewat |RBofficeif further infornationis
requi red.

FeldAudit

Afieldaudit isonethat takes place at ataxpayer’s
premse. It inval ves the checki ng of the taxpayer’s
busi ness as wel | as non-busi ness records.
Nornal |y, ataxpayer wll be given prior notice of
afiddadt.
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How Taxpayers Are Sel ected for Audit

There are several ways i n whi ch a t axpayer nay be
sel ected for audit. These i ncl ude:

* Slectionthroughrisk anal ysis;
» Manual checki ng of Return Forns;

e BExamnationof thirdparty records, nornal ly arising
fromaudit or investigationof other taxpayers;

* Previous records on Ret urn For mconpl i ance;
* Selection based on specificindustries;

* Selection based on specificissues peculiar toa
particul ar group of taxpayers;

e Slectionbasedonlocality.
The basis and criteria of selectionw || be revi ened

periodical | y. Reasons as to why a taxpayer i s chosen
for audit wll not be di scl osed.
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3. HbwAFeldAudit Is Carried Qut

31

32

33

Audit Venue

Afieldaudit iscarriedout at ataxpayer’s
busi ness premse. If the business premse is
not suitabl e, the taxpayer nay suggest asuitable
dternative

Prelimnaries

Ataxpayer who is selected for audit wll be
notified by IRBthroughthe mail. Aletter
confirmngthevisit is usually preceded by a
phonecall. Qher thantheintended date of visit,
theletter wll indicatetherecords that shoul d
be nade avai | abl e for audit and t he nanes of
officers whow || conduct the audit.

The Msit

Theaudt nornal |y starts off wthahbrief interview
Thisistoendd ethe officers toneet the taxpayer
and general | y di scuss the audit. The taxpayer
w || be asked to expl a n his busi ness activities,
accounting and record keepi ng system The
person i n charge of handling the taxpayer’s
busi ness records nay al so be i nt ervi ened.

The IRBis anare that a taxpayer nay have to
devote sone tine attending to audit of ficers.

S/ STEM TAKSI R SENDI Rl » LEMBAGA HASI L DALAM NEGER/

3



34

Inthisregard, IRBwI| doits utnost to ensure
that such disruptionsaremninal. Thiswl| be
nore readi |y achieved if the taxpayer is fully
cooper ati ve throughout the audit.

Exam nati on of Records

The main activity inaudit is examning the
t axpayer’ s busi ness records. Details on records
and record keeping are explained in the
folowng

* IRBPublic Ruling No. 4/2000: Keeping
Sufficient Records (Conpani es & Co-
oper at i ves)

* IRBPublic Ruling No. 5/2000: Keeping
Sufficient Records (Individuals &
Par t ner shi ps)

* |IRBPublic Ruling No. 6/2000: Keeping
Sufficient Records (Persons G her Than
Gonpani es or | ndi vi dual s)

* IRB- STISBK4: Sel f-Assessnent - A Qi de
To Record Keepi ng For Busi ness

The time taken to examne records | argel y
depends on vol une; the greater the vol unme
thelonger it takes to conpl ete t he examnat i on.
Inthe course of anaudit, IRBwI| not search
for or take possession of any record unl ess
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absol utely necessary. Under such
circunstances, the officer wll request for the
taxpayer’ s permssi on and provi de himwth a
list of the records taken. The taxpayer wll be
al | oned to check and nake copi es of such
r ecor ds.

However, the audit of ficer nust be allowed to
physi cal |y vi ew st ocks and equi pnent to
ascertain that clai ns nade are genui ne.

Settl enment And Appeal

Anaudit settlenent invol ves afinal eval uation
of all findings. Thiswl| nornal |y be fol | oned
by an interviewto di scuss ensui ng t ax
adjustnents. If there are no adj ustnents, a
letter wll beissuedtoinformthat the audit has
been final i sed w t hout any adj ust nent s.

If there are adj ustments, a tax conputation
wWthdetails of adjustnents wll beissued. A
note together wththe tax conputationwl!| al so
indicate atine period whereby the taxpayer is
alonedtofileanobjectionif hedi sagreeswth
t he adj ust nents, before any assessnent is
rased If thereisnoagectionwthinthe specified
time, an assessnment will be raised with
appropri at e penal ty where appl i cabl e.

The taxpayer nmay still appeal agai nst an
assessnent after a notice of assessnent has
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been served on him This appeal nust be nade
to the Speci al Comm ssioners of | ncone Tax
wthin 30 days by filingin a prescribed Form
Q Notwit hstandi ng t he appeal , tax due as
indicatedinthe anended noti ce of assessnent

nust be paadwthinthe stipul ated tine.

Audit Ti mefranme

Thereisnofixedtineframe for field audits.
General ly, the tine required to conpl ete an
audi t woul d depend on the fol |l ow ng factors:

* The size of busi ness and conpl exity of
busi ness t ransacti ons;

* The type or manner in which records are

kept;
» The degree of cooperation fromthe taxpayer.
* Wth the co-operation of the taxpayer the

IRBw Il conclude the audit in the shortest
possi bl e ti ne.
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4 The Rghts And Responsibilities O
Audit CFficers And Taxpayers

41 Secrecy

IRBwII ensurethat al infornation obta ned from
the taxpayer during aninterview di scussion,

t hrough correspondence or exam nati on of

records are used only for tax purposes and w | |

renai n confi dential .

The | awrequires that the taxpayer provides al |
infornmation requested. Ataxpayer who failsto
do so may be prosecuted and fi ned on
convi cti on.

42 Audit Gficer
421 Responsibilities of Audit OFicer

A audit officer isexpectedtocarry out
his dutiesinthefol | owng nanner:

e Professi onal and court eous;

« Knowl edgeable and fair in
admni stering tax | ans, honest and
trustwvort hy;

« Cooperative and possess a
w | l'ingness to gi ve advi ce and
gui dance t o t he t axpayer;
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* BEnsurethat theaudit is carried out
snoot hl y wi t h m ni numdi sruption
to the taxpayer;

* Request for docunents, books of
accounts and infornation that are
relevant tothe audit only;

* BEnsurethat therights and interest
of taxpayers, tax agents and
docunent s ar e saf eguar ded.

422 /aetification T Tficer

Each audit officer isissuedwth an
authority card bearing his name and
phot ograph. The card al so carries a
statenent that the officer i s authori zed
t o exam ne books of accounts,

docunent s and records at t he t axpayers’

premses. Taxpayers are advi sed to vi ew
the authority cards before di vul gi ng any
infornmation. Taxpayers are advi sed to
check with the Branch Head of the
nearest tax office.

4.3 Taxpayer
431 HResponsibilities O Taxpayer

Ataxpayer i s expectedto be courteous,
fair and honest, and nust provide
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reasonabl e facilities and assi st ance
during an audit. This includes giving
access to IRBofficers to his busi ness
prem ses, providing information and
naki ng avai | abl e docunent s and r ecor ds
requi red for examnati on.

The t axpayer nust respond to all
gueries. |If questions posed are
anbi guous, he nust seek clarification
fromthe audit officer. Questions posed
nornal |y rel ate to the busi ness carri ed
out. However, the taxpayer nay al so
be queri ed on personal matters such
as personal expenses, savings, bank
accounts, assets etc. Taxpayers can
request for their tax agents to be present
duringaninterviewespeciallyif it
facilitates the audit process.

The taxpayer i s not expected to suspend
busi ness activities during an audi t.
However, giving full cooperationwl |
ensure that the audit will not be
unnecessarily prolonged and
consequent |y, any disruptionto the
busi ness wi Il be kept at a m ni num

Taxpayers shoul d not at any tine
transact any busi ness with an audit
of ficer other than on nornal terns.
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432 Froviding Reasonabl e Facilities and
Ass/ st ance

The t axpayer nust provi de reasonabl e
facilities and assi stance to enabl e t he
audit officer tocarry out this duties.

Reasonabl e facilities and assi st ance
refer tothe fol | owng:

@ vi ng access t o0 pren ses;

G vi ng expl anati on regardi ng
busi ness, accounting and i nf or nat i on
syst ens;

@G vi ng per mssi on to check and nake
copi es of records, docunents and
books of accounts i n the physical or
el ectroni c nedi um

Assisting in the preparation of
records, docunents, books of
account s and provi di hg access to
i nfornation syst ens;

Al l owi ng the use of copiers,
t el ephone or ot her communi cati on
equi pnent, |ighting and pover, office
space and furniture as well as
providing facilities for copyi ng of
el ectroni c records onto tapes, disks
or diskettes;
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4.4

433

« Taxpayers are not expected to
provi de food, refreshnents and any
formof giftstoaudit officers.

For nore details on Providing
Reasonabl e Faci | i ti es and Assi st ance,
please refer to IRBPRublic Ruling No. 7/
2000.

Payments of Tax

Taxpayer s shoul d not nake any paynent
toaudit officers. Any tax to be paid
arising out of an audit adj ust nent nust
be nade to the Drector General of Inl and
Revenue t hr ough an appoi nt ed bank or
any @l I ection Branch of the | RB

(bstruction of Audit GFficers

(bstructionof or hindrancetoaudit officersis
a serious of fence and a t axpayer can be fined
if convicted

(bstructionreferstothe fol | ow ng:

* Peventinganaudit officer fromenteringthe
premse to performhis duti es;

* Failingto provide reasonabl e assi stance to
theaudit officer incarryingout his duties;
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» Destroying rel evant docunents;
* Qving fal se statenents;
e Deliberately delaying the audit.

4.5 ProblemSettl enent
If aprobl emarises during anaudit, the taxpayer
nost first refer totheaudt officer. If asettl enent
coul d not be reached, the taxpayer nmay t hen

refer toasenior officer at therel evant | RB
br anch.
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Penal ty

Ifitisdscoveredduringanaudt that there has been
an under st at enent or om ssi on of i ncone, a penal ty
w || be i nposed under subsection 113(2) of the | TA
1967.

The t axpayer i s encouraged to nmake a vol untary
di sclosure regarding the omtted i ncome. This
di scl osure nust be nade inwiting to the Head of
Branch. The penalty rates are dependent on t he
tine that has | apsed bet ween om ssi on and vol unt ary
di scl osur e as shown bel ow

Peri od Rate

\ol untary di scl osure before <1 year 15%
caseissdectedfor audit 1-3 years 25%

3-5years 40%

>5 years 50%
\ol unt ary di scl osure after bei ng i nforned of case 50%
sel ection but before commencenent of audit
Non- di scl osure (O scovery of omssi on during 60%
axdt)
Repeat ed of f ences* 60% + 10%

* For repeated of fences, therate of penalty is 60%
of tax charged pl us an additional 10%f or each
repeat ed of f ence not exceedi ng 100%
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