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Taxation

MIA Qualifying Examination September 2003

· The following tax rates are to be used in answering the questions







Income tax rates

(a)
Companies




28%

(b) Resident individuals

Chargeable Income


           Rate


Cumulative Tax


RM








   RM


0
-
2,500
0%
0


2,501
-
5,000
1%
25


5,001
-
20,000
3%
475


20,001
-
35,000
7%
1,525

35,001
-
50,000
13%
3,475

50,001
-
70,000
19%
7,275

70,001
-
100,000
24%
14,475

100,001
-
250,000
27%
54,975

Excess


28%

(c)
Non-resident individuals
28%

· Benefits-in-kind (BIK) scale rates as per Inland Revenue Board guidelines






Car



Cost of car when new

Annual value of BIK
Fuel per annum



RM


RM
RM



Up to 50,000
1,200
600



50,001
-
75,000
2,400
900



75,001
-
100,000
3,600
1,200



100,001
-
150,000
5,000
1,500



150,001
-
200,000
7,000
1,800



200,001
-
250,000
9,000
2,100


250,001
-
350,000
15,000
2,400


350,001
-
500,000
21,250
2,700


500,000 and above

25,000
3,000


The value of the car benefit equivalent to half of the above rates is taken if the car provided is more than five years old but the value of fuel provided will remain unchanged.

Where a driver is provided, the value of the benefit is fixed at RM300 per month.

· Household furnishings, apparatus and appliances

Types of BIK



Annual value of BIK






RM

Semi-furnished with furniture in the lounge,

dining room, or bedrooms

840

Plus one or more of the following:

air-conditioners, curtains, carpets

1,680

Plus one or more of the following:

kitchen equipment, crockery, utensils, appliances

i.e. fully furnished


3,360

· Real property gains tax






Tax rate %




A
B
C





Companies
Others
Non-





except C
citizens

Disposals within the following period

after acquisition:

in the first two years
30
30
30

in the third year
20
20
30

in the fourth year
15
15
30

in the fifth year
5
5
30

in the sixth year or thereafter
5
0
5

· Rates of Capital Allowances


Motor
Plant &


Industrial


vehicles
Machinery
Computers
Others
building

Initial allowance
20%
20%
20%
20%
10%

Annual allowance
20%
14%
40%
10%
3%




Question 1

Multi Sdn Bhd commenced its business of manufacturing canned fruits since 1990.  The company’s product brand is sold in both local and overseas markets.

The profit and loss statement of Multi Sdn Bhd for the year ended 30 September 2002 is as follows:

	
	Note
	RM
	RM

	Sales
	
	2,670,000
	

	Less:
Cost of sales
	
	1,590,000
	

	Gross profit
	
	
	1,080,000

	Add:
Other income
	1
	
	  261,000

	
	
	
	1,341,000

	Less:
Operating Expenses:
	
	
	

	
Salaries
	
	 308,000
	

	
Directors remuneration
	2
	 240,000
	

	
EPF
	
	  60,000
	

	
Contract payment
	3
	  25,000
	

	
Loss on machine
	4
	  38,000
	

	
Loss on disposal of machinery
	5
	   8,000
	

	
Compensation
	6
	  32,000
	

	
Professional fees
	7
	 120,000
	

	
Repairs and maintenance
	8
	   6,000
	

	
Travelling
	9
	  16,000
	

	
Provision for bad debts
	10
	  46,000
	

	
Training expenses
	11
	  46,000
	

	
Advertising
	12
	  27,000
	

	
Marketing and promotions
	13
	 101,000
	

	
Miscellaneous expenses
	14
	  49,000
	

	
Staff medical expenses
	
	   6,000
	

	
Depreciation
	
	  25,000
	

	
Subscriptions and donations
	15
	  16,000
	1,169,000

	Net profit before tax
	
	
	    172,000


Notes:

1.
Included under other income are:

i. Interest of RM40,000 received in Malaysia on fixed deposits of RM250,000 placed in a bank in Sydney, Australia.

ii.
Dividends of RM216,000 (net) from Kamri Bhd.

iii.  Rental loss of RM25,000 (for a property in Johor Bahru).

iv. Insurance recovery of RM30,000.  This was related to loss of stock due 


   to theft.

2.
Directors remuneration:

	
	RM

	Salaries and bonuses 
	123,000

	Travelling allowances
	 40,000

	Entertainment allowances
	 52,000

	Entrance fee to Golf Club
	 15,000

	Life insurance premium
	 10,000


3.
Contract payment of RM25,000 was paid to Dr Raman, a non-resident food 
technologist ( the withholding tax provision has been complied with).

4.
Loss on machine referred to a processing machine which was stolen from the warehouse.  The residual expenditure was RM2,000.

5.
The net book value of a machine disposed off on 30 September 2002 was RM50,000.  The machine was sold for RM42,000 and had a residual expenditure of RM35,000 on the date of sale.

6.
The company paid compensation to its ex-accountant on termination of his service due to a breach of trust.

7. Professional fees comprise of:

	
	RM

	Stamp duty on initial borrowings to finance the business
	25,000

	Acquisition of shares
	10,000

	Audit and accountancy fees
	35,000

	Legal fees relating to:
	

	
Recovery of trade debts
	28,000

	
Recovery of car loan from the ex-accountant
	22,000


8.
Included in repairs and maintenance was an amount of  RM1,800 in respect of cost of spare parts for the processing machine.

9.
During the year, the general manager attended a conference relating to the 
business in Jakarta and extended his stay for a holiday with his wife.  The 
expenses paid by the company were as follows:

	
	RM

	Airfares for the general manager and his wife
	  6,000

	Conference fees
	10,000


10.
The general and specific provision for trade-related bad debts for the year was increased by RM13,000 and RM33,000 respectively.

11.
During the year, the company incurred RM46,000 on employee training programmes approved by the Minister of Finance.

12.
Included in advertising cost was an amount of RM18,000 incurred on entertaining potential customers who visited the factory on 2 July 2002.

13.
Marketing and promotions include:

	
	RM

	Cost of product samples sent to overseas customers free of charge
	 21,000

	Cost of product samples for an approved trade fair in Surabaya
	40,000

	Dinner for business associates
	28,000

	Staff refreshments
	12,000


14.
Included in the miscellaneous expenses was RM27,000 being the cost incurred to purchase a special computer for a disabled employee, who is earning a salary of RM1,000 per month.

15.
During the year, the company paid the following:

	
	RM

	Subscription fee to the Malaysian Manufacturers Association
	  3,000

	Flood Relief Fund organised by NTV7
	6,000

	Approved donation
	7,000


16.
Capital allowances for the current year was RM44,000 and loss brought forward 
from the year of assessment 2001 was RM12,000.

Required:

Compute the tax payable by Multi Sdn Bhd for the year of assessment 2002.  Every item mentioned in the notes to the accounts must be stated in your computation irrespective of whether an adjustment is required or not.  Where no adjustment is required, indicate ‘NIL’ in the appropriate column.                                                                         

 (21 marks)

Question 2

(a) 
Mr. Kumar, an Indian national, left Malaysia on 1 January 2003.  His period of stay in Malaysia was as follows:

	Year
	In Malaysia

	2000
	16 November 2000 to 31December 2000

	2001
	1 January 2001 to 9 February 2001

	
	22 February 2001 to 30 April 2001

	
	3 May 2001 to 1 July 2001

	
	21September 2001 to 30 November 2001

	
	He was in India twice for social visits from 10 February 2001 to 21 February 2001 (12 days) and again from 1 May 2001 to 2 May 2001 (2 days)

	2002
	1 June 2002 to 31 December 2002

	2003
	On 1 January, he left Malaysia on the 3 pm flight for New Delhi.


Required:

Determine the resident status of Mr. Kumar for each of the years of assessment and state the reasons for your answers.                               

 (3 marks)

(b)
The income and claims for tax relief for the year ended 31 December 2002 for Encik Ali and Puan Tina are as follows:

	Encik Ali
	RM

	Business - adjusted loss
	(13,500)

	Dividend (net)
	 7,200

	Rental income
	25,000

	Payment of zakat/fitrah
	       80

	Donation to welfare home (approved)
	     800

	Life insurance premium paid
	  5,400

	Puan Tina
	

	Business - adjusted loss 
	(40,500)

	Employment:
	

	
Salary (gross)
	48,000

	
Benefits provided by the employer:
	

	
One overseas leave passage on 21June 2002
	 7,500

	
Water and electricity bills
	   480

	
Child care benefit
	 5,200

	Dividend income (net)
	14,400

	Rental income 
	24,000

	Interest from savings account with a licensed finance   company (deposit RM9,000)
	    250

	Royalty from publication of books
	25,000

	Employees Provident Fund contributions 
	  4,320

	Life insurance premium paid
	  2,800

	Donation to Red Crescent (approved)
	  2,380


Puan Tina did not elect for joint assessment but she did claim for child relief:

	Eldest child
	- Twenty two years old and married is pursuing her first year     degree at Universiti Putra Malaysia.

	Second child
	-  Twenty one years old and pursuing her first year degree 

    course at Multimedia University, Cyberjaya

	Third child
	-   Seventeen years old and married

	Fourth child
	-   Fifteen years old

	Fifth child
	-  Ten years old and handicapped


Required:

Compute the income tax payable by Encik Ali and Puan Tina for the year of assessment 2002.                   











         (15 marks)











(Total: 18 marks)

Question 3 

(a)
Oren Sdn Bhd, a manufacturer of plastic products, disposed off a machine to its wholly-owned subsidiary, Bake Sdn Bhd, on 27 May 2003 for RM65,000.  The machine was purchased by Oren Sdn Bhd on 30 April 2000 for RM200,000. Both companies used the machine in their business operations and close their accounts on 31 December each year.

Required:

Compute the capital allowances, balancing allowances and balancing charges (if any) applicable to both companies for each relevant year of assessment until the year of assessment 2003.  The rate of annual allowance is 14%.       

      (5 marks)

(b)
Angkasa Bhd constructed a factory at a cost of RM2,500,000 of which RM800,000 was the cost of the land.  The building was completed on 1 November 1997 and 9.9% of the building was used as an office.

On 1 February 2001, the building was sold to Raya Bhd for RM3,500,000 (including RM1,200,000 for the land).  Raya Bhd uses the whole building as a factory.

An extension to the building costing RM80,000 was constructed by Raya Bhd and completed on 2 May 2002.  It was used as a warehouse for the storage of raw materials for its manufacturing business.

Both  companies close their accounts on 31 December.

Required:

Calculate the industrial building allowances and balancing charges (if any) for both companies for all the relevant years of assessment up to the year of assessment 2003. 

  (10 marks)

(c)
All individual taxpayers will be on the self assessment system effective from year of assessment 2004.

Required:

(i) State the due date for filing tax return form by an individual.  If an individual is having both business (with an accounting year end  of 30 June 2004) as well as non-business sources of income, what will be the basis period for the business source for the year of assessment 2004.

(2 marks)

(d)
(i)
TAXCO Sdn. Bhd. prepares its accounts annually for the year ended 30 September.  The company changed its accounting date to 28 February and prepared its accounts as follows:

1 October 2001 to 28 February 2003 (17 months) 

1 March 2003 to 28 February 2004

Required:

Determine the basis periods of TAXCO Sdn. Bhd. for each of the years of assessment 2002, 2003 and 2004.










(3 marks)

(ii) APTCO Sdn. Bhd. has been in operation for 5 years and prepares its accounts to 30 September each year.  APTCO Sdn. Bhd. commenced a new business source on 1 July 2003.

Required:

Determine the basis period of APTCO Sdn. Bhd. for the year of assessment 2004 in respect of both the existing operations and the new business.










(2 marks)

(iii) DIPCO Sdn. Bhd. commenced operations on 10  June 2002 and prepared its accounts to 30 April 2003 and subsequently to 30 April annually.

Required:

Determine the basis periods of DIPCO Sdn. Bhd. for each of the years of assessment 2002, 2003 and 2004.












  (3 marks)






          


(Total:  25 marks)

Question 4
High-Tech Sdn Bhd is a resident company operating in Rawang, Selangor. Due to  increasing demand for its product, the company undertakes an expansion programme and qualified for the reinvestment allowance incentive under Schedule 7A of the Income Tax Act, 1967 effective from the year of assessment 2003.

The forecasted adjusted income/loss, expenditure and other information for the five years from 2003 to 2007 is as follows:

	As at 31 December
	2003

RM’000
	2004

RM’000
	2005

RM’000
	2006

RM’000
	2007

RM’000

	Adjusted income/(loss)
	(1,500)
	2,700
	3,100
	3,600
	4,100

	Dividend income from Malaysia - gross
	      20
	   30
	     40
	     50
	     50

	Foreign income received in Malaysia
	-
	-
	-
	-
	   100

	Capital expenditure:

Land

Factory building (including 20% for administration office)

Plant and machinery

Office equipment

Motor vehicles (non-commercial use)
	1,500

1,000

1,900   

   300

120
	500
	300
	1,200
	1,200

   600

   100

   150

	Capital allowance – Schedule 3
	 1,000
	 650
	   680
	1,100
	   950

	Approved donation
	   -
	   -
	   5
	     5
	       5


Required:

a)
Compute the chargeable income for the years of assessment 2003 to 2007.  Determine the amount to be credited to the exempt income account as well as the amount of unabsorbed reinvestment allowance (if any) at the end of 2007.

(12 marks)

b)
Identify the main differences between the Pioneer Status and Investment Tax Allowance incentives for a company operating in a promoted area.

                                                                                                                          (4 marks)

(Total: 16 marks)

Question 5

(a)
Idaman Sdn Bhd, a licensed property developer, purchased a plot of land to build residential houses in 1994. However, due to poor demand in the property market, the project was aborted. The land was classified as stock-in-trade in the company’s accounts. In January 2002, the land was sold for a profit of RM1 million.

Required:

Discuss whether the profit on the sale of the land should be subjected to real property gains tax or income tax.

                                                                                                                         (7 marks)

(b)
The Income Tax Act 1967 does not define the meaning of the term ‘dividends’.  Therefore,  whether a payment or distribution made by a company to its shareholders constitutes a dividend would depend on the circumstances of the payment.

Required:

(i) State, with reasons, whether all types of distributions made by a company to its shareholders would be taxable as dividend income in the hands of the shareholders.

                                                                                                                      
  (5 marks)

(ii)
State when would dividend income be deemed to be derived from Malaysia as well as when would such income be assessable on the shareholder of a company.

                                                                                                                             
  (3 marks)

(iii)
Discuss briefly the principles of the imputation system with regard to a resident Malaysian company and its shareholders.

                                                                                                                             
  (5 marks)










           (Total:  20 marks)
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