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______________________________________________________________

This question paper contains 5 questions on 12 printed pages.
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Answer all questions.
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SECTION A

· 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


(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


500,001 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 except C
Non-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 of 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


(a)
Freeze Fast Sdn. Bhd. has been in the business of manufacturing refrigerators for ten years.  The company’s accounting year-end is 30 June.  The profit and loss account for the year ended 30 June 2003 is as follows:






Note

   RM

    RM


Sales







8,200,000



Less:
Cost of sales





2,500,500










5,699,500



Less:
Operating expenses


Salaries




1,980,000



Bonus



     1

   345,000



Professional fees

     2

     59,000



Consultancy fees

     3

     25,000



Miscellaneous expenses
     4

     36,500



Entertainment

                 5

   231,000



Motor vehicle expense
     6

     69,000



Lease rentals


     7

   162,000



EPF



     8

   307,800



Provision for bad debts
     9

     98,000



Research and development      10

     27,000



Repairs and maintenance
   11

     87,000



Insurance 


   12

     23,000



Bank charges and interest

    
     13,000



Staff medical expenses


     16,000



Advertising


   13

       6,000



Compensation

               14

     20,000
3,505,300










2,194,200



Add:
 other income
               15



     39,120


Net profit before tax





2,233,320



Notes:


1.
Bonus 


The company paid two months’ bonus to most employees but two executives 
received the following salary and bonus payments:




Names

Annual Salary

Bonus







       RM


  RM



Mr. Manon

     84,000


21,000




Miss Tham

     96,000


24,000






   180,000


45,000



2.
Professional fees










    RM



Legal fees incurred for


-
protection of company trademark
    
    8,000


-
trade debts recovery


  
  12,000


-
new lease agreement for machinery

  13,000


-
issue of shares



    
    9,000




Secretarial fees and services

 
    
    2,000




Tax filing fees




 
    5,000




Accounting fees and services


  
  10,000











  59,000



3.
Consultancy fees











     RM



Service fees paid to a supplier in Japan for 



services provided in 

  

             25,000



4.
Miscellaneous expenses



     RM



Subscription to trade association - entrance fee   
    2,000








      - annual fee
       500




Overseas holiday trip for managing director

    
 




      - airfare

    6,000




Cash donations to an approved institution

  18,000




Embezzlement of cash by sales manager who



has since absconded
  



  10,000











  36,500



5.
Entertainment










    RM



Kongsi-Raya gathering for regular and 




potential clients 




  15,000




Corporate membership to golf clubs
  


- 
entrance fees




120,000


- 
monthly subscriptions


              96,000










231,000



6.
Motor vehicle  expenses:


                RM



Depreciation





  80,000




Gain on sale of van




 (15,000)




Fine for traffic offences by the lorry driver
                4,000











  69,000



7.
Lease rentals 



Lease rentals for two new cars are as follows:


(i)
A new Toyota leased for a period of thirty months at RM9,000 per month commencing in September 2002.  The car cost RM220,000 when new.


(ii)
A new Proton Perdana leased for a period of thirty months at RM6,000 per month commencing in February 2002.  The car costs RM140,000 when new.



8.
EPF 



The contributes to the EPF at the rate of 12 percent. However, the 

company contributes at a rate of 21% for the managing director. His 

total salary for the year was RM360,000.



9.
Provision for bad debts.












   RM



Bad debts written off





30,000




Net increase in specific provision



45,000




Net increase in general provision



60,000




Bad debts recovered

          
                     
          (37,000)











            98,000
RM5,000 of the bad debts written off is in respect of a car loan to a former employee.




RM12,000 of the bad debts recovered relates to non-trade debts.



10.
Research and development


The expenditure was in respect of a project approved by the Minister under Sec. 34A  of the Income Tax Act 1967.



11.
Repairs and maintenance












   RM



Landscaping of factory compound



20,000




Repairs of machinery and equipment



24,000




Office renovation and improvement



43,000












87,000


12.
Insurance payment












   RM



Factory and warehouse




10,000




Importation of spare parts from Japan




(paid to a Malaysian insurance company)


13,000












23,000



13.
Advertising 



Advertisements in newspapers for the year amounted to RM6,000.


14.
Compensation 
The payment was made to a former client who sued the company for late delivery of a consignment of refrigerators.  The dispute was settled out of court on payment of RM20,000 to the former client.


15.
Other Income










  RM



Interest charged on trade debtors for




late payment





24,000




Dividend (net)





15,120











39,120


16.
Capital allowances for the year of assessment 2003 was RM60,000, the capital allowances brought forward from year of assessment 2002 was RM15,000 and the business loss brought forward from year of assessment 2002 was RM23,000.




Required:
Compute the tax payable by Freeze Fast Sdn. Bhd. for the year of assessment 2003.  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)


(b)
(i)
State the condition that must be fulfilled for a person to be eligible to claim capital allowances.












(2 marks)



(ii)
A building owned by Melati Sdn. Bhd. was rented to Mawar Sdn Bhd.  Mawar Sdn Bhd used the building as a factory. Upon the expiration of the rental period in 2003, Mawar Sdn. Bhd. purchased the building and continued to use it for the purposes of its trade.  The building was constructed by Melati Sdn. Bhd. in early 1997 and rented out to Mawar Sdn. Bhd. in the same year.




Required:
State the person(s) entitled to industrial building allowances and the appropriate rate(s) of initial and annual allowances applicable to each event in the above scenario.













(4 marks)


(iii)
A processing machine was bought in 2003 by Mr. Edward to be used in his business.  The machine costs RM262,000 and RM22,000 cost was incurred on preparing the site for the installation of the machine.





Required:
State, with reason(s), the amount of the qualifying expenditure in respect of the processing machine and compute the amount of capital allowances for the year of assessment 2003.












(3 marks)











(Total: 30 marks)

Question 2

(a)
Mr. Albert took optional retirement from Government service on 31 March 2003, at the age of  54 years.  He commenced employment with Clear Sdn. Bhd. on 1 June 2003 at a monthly salary of RM10,000.  The following information applies to Mr. and Mrs. Albert.
Mr. Albert

Clear Sdn. Bhd. provided him with a new Volvo costing RM180,000 which was delivered to him on 1 September 2003. The company bears the cost of fuel and also provides a driver.
On 1 September 2003, he moved to a fully furnished house provided by the company. The defined value of the house (excluding furniture) was RM48,000.

Other benefits provided by the company for the period 1 June 2003 to 31 December 2003 were as follows:









   RM


Medical treatment for his child

 2,500



Dental treatment for his wife

   
    200



Three leave passages to Pulau Pangkor
 3,700



One leave passage to Sydney

 3,600

His income from Government service for the year ended 31 December 2003 was as follows:









  RM


Salary from January to  March
  
15,000



Pension from April to December

22,500



Retirement gratuity


          130,000

Mr. Albert’s contributions to the Employees Provident Fund in 2003 were RM8,910.

In February 2003, his daughter (aged 10) was warded in a private hospital for a few days.  Mr. Albert incurred medical expenses of RM7,200 on his daughter.

In May 2003, he donated a hamper of goods worth RM500 to an old folks home, an approved institution.

Mrs. Albert

Mrs. Albert was the sole-proprietor of a stationery business in Subang Jaya which commenced in January 2002. The accounts were prepared as follows:

1 January 2002 to 31 December 2002
 -  
adjusted loss RM8,000

Year ended 31 December 2003

 -
adjusted loss RM3,000

(The adjusted loss of RM8,000 was carried forward to the year of assessment 2003).

Her other income for the year ended 31 December 2003 was as follows:
Dividend received on 30 December 2003 

RM21,600 (net)

Rental income (adjusted)



RM18,000

A cash donation of RM800 was made to the Cancer Foundation an approved institution. 
Mrs. Albert has a son from her previous marriage.  The son, aged 22 and unmarried commenced his university education in Manchester in November 2000.  She incurred RM18,000 for his education.  She also has a daughter from her previous marriage who is 16 years old and unmarried.  She claimed child relief for her son but not her daughter.  She, however, claimed relief for insurance premium of RM3,800 in respect of education for her daughter.  Mrs. Albert bought a personal computer costing RM4,800 for her family.



Required:
Compute the income tax payable by Mr. and Mrs. Albert for the year of assessment 2003.  












(18 marks)


(b)
Under what circumstances is compensation for loss of employment either fully or partially exempt from tax in the hands of an employee?












  (2 marks)










            (Total: 20 marks)

Question 3

(a) 
Mr Rajan ( an expatriate) is working as a contract lecturer with one of the private 
colleagues in Malaysia since March 2000. His contract will expire on 30 April 2004 
and he intends to leave this country in May 2004 permanently. A new employee  
Malaysian citizen will be employed and will commence duty on 1 May 2004.

Required:

Explain the responsibility of an employer with regard to the commencement and cessation of its employee as stipulated in Section 83(2), 83(3), 83(4) and 83(5) of the Income Tax Act 1967 and the consequences for non-compliance under section 107(4).

                                                                                                                                  ( 5 marks )

(b)
Identify four (4) situations where a taxpayer can be charged for wilful evasion as 
provided for in the Income Tax Act 1967.

                                                                                                                                 ( 4 marks )

(c)
State the penalties that can be imposed under Section 114(1A) of the Income Tax 
Act, 1967 on a person who assist  or advises a taxpayer in the  preparation of a 
tax 
return where the return results in an understatement of tax liability.

                                                                                                                             ( 2 marks ) 

(d)
Explain briefly the difference between a desk audit and a field audit.
                                                                                                                              ( 4 marks )

                                                                                                                ( Total: 15 marks )

Question 4

(a)
First Vision Plc Ltd, a company incorporated and resident in Singapore, is involved in the development of multimedia products. In line with the Malaysian Government’s  promote the Multimedia Super Corridor (MSC), the company intends to set up its subsidiary in the MSC. The Board of Directors of First Vision Plc Ltd would like to seek your advice about the tax incentives that are available to the company.

Required:

i) List the criteria for companies to be granted MSC status.

                                                                                                                             (3 marks )

ii) Identify three (3) tax incentives provided by the Government to MSC companies operating in Malaysia.

                                                                                                                         (4 marks )

b)
The subsidiary of First Vision Plc Ltd in Malaysia will be registered under the name of New Vision Sdn Bhd. New Vision Sdn Bhd will be undertaking few contracts from the Malaysian Government. The contracts involve payments to suppliers and sub-contractors in Malaysia and Singapore as follows:

1. Payment of interest to Singapore Commerce Bank on loan taken to purchase fixed assets to be used in the business in Malaysia.

2. Rental payment to its business counterpart in Singapore for the use of special equipment.   

3. Payment to sub-contractors for the contract works which are to be performed entirely in Malaysia.

Required:

(i)
 Explain whether each of the above payments will be subject to withholding tax. Your answers must be supported by stating the relevant withholding tax provisions and the rate of withholding tax.

                                                                                                                         (5 marks) 

(ii) Explain the consequences if New Vision Sdn Bhd did not comply with the withholding tax requirement.

                                                                                                                             (2 marks)

(c)
In relation to the Service Tax Act, 1975, 
(i) State whether service tax is imposed on taxable services provided by a taxable 
person throughout Malaysia. 





(2 marks) 
(ii) State what is meant by the term “taxable period” and state when a taxable person 
would need to submit a service tax return to the Customs Department.











(2 marks)
(iii) State the penalty that would be imposed for late payment of service tax. 
                                                                                                             (2 marks )

                                                                                                               (Total: 20 marks )

Question 5

(a)
On 10 August 1997, Puan Anita transferred a piece of land to her sons, Manaf and Halim as a gift. The land was to be shared equally between Manaf and Halim. The land was purchased by Puan Anita on 1 January 1995 for RM100,000. The market value of the land on 10 August 1997 was RM190,000.

On 12 June 2001, Manaf decided to sell his portion to Halim at a price of RM90,000. However, the market value for the whole piece of land was RM280,000.

Later, on 5 December 2002, Halim disposed off the land to Harmoni Sdn Bhd, a company controlled by Halim and Manaf for a sales consideration consisting of 320,000 ordinary shares of RM1 each in Harmoni Sdn Bhd and cash of RM40,000.

Required:

Compute the real property gains tax, if any, payable on each of the following transfers/disposals:

(i) Transfer from Puan Anita to her two sons on 10 August 1997.

                                                                                                              (2 marks)

(ii)
Disposal by Manaf to Halim on 12 June 2001.

                                                                                                              (3 marks) 

(ii) Disposal by Halim to Harmoni Sdn Bhd on 5 December 2002.

                                                                                                               (4 marks)

(iv)
If Harmoni Sdn Bhd was not controlled by Halim and Manaf, indicate the changes ( if any ) to your answer in (iii) above.

                                                                                                              (4 marks)

(b)
On 5 February 2003, Gold Sdn Bhd transferred its rubber estate to Mine Sdn Bhd at a price of RM1.3 million. Gold Sdn Bhd and Mine Sdn Bhd are subsidiaries of Golden Mine Bhd. The transfer was as a result of reorganization scheme undertaken by Golden Mine Bhd for the group in line with government policy (incompliance with the condition stipulated in paragraph 17(1)(b), Schedule 2 of the Real Property Gains Tax Act, 1976). The rubber estate was acquired by Gold Sdn Bhd in April 1992 for RM500,000.

Required:

Assuming that prior approval has been obtained from the IRB on the disposal of the rubber estate, determine the acquisition price and the date of acquisition of the rubber estate of Mine Sdn Bhd, as stipulated in paragraph 17(1)(b) of Schedule 2, Real Property Gains Tax Act, 1976.

                                                                                                              ( 2 marks )

                                                                                                     (Total:  15 marks)             

END OF QUESTION PAPER
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