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	INSTRUCTIONS TO CANDIDATES:

______________________________________________________________

This question paper contains 6 questions on 14 printed pages.

______________________________________________________________

Answer all questions.

Answer questions 1 and 2  in a separate booklet(s) from questions 3,4,

5 and 6
______________________________________________________________

Do not open this paper until instructed by the invigilator
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· The following tax rates are to be used in answering the questions.






Income tax rate

(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
Styles Sdn Bhd, a Malaysian resident company is engaged in the business of manufacturing handbags for the export and local markets.  The company was incorporated in July 2001.  Its profit and loss account for the year ended 30 June 2004 is as follows:







Note

    RM

     RM
Sales





   1



68,000,000

Less:
Cost of sales



   2



43,500,000










24,500,000

Less:
Operating expenses

Travelling



   3

     96,000


Wages and salaries


   4

1,200,000


Marketing



   5

   353,000


Repairs



   6

   168,000


Maintenance and utilities

   7

     59,000


Insurance premiums


   8

     70,000


Rental of premises


   9

   234,000


Research and development

 10

   630,000


Depreciation



 11

   253,900


Annual general meeting

 12

   150,000


Pre-operating expenses

 13

     50,000


Foreign exchange loss

 14

   195,000


Contributions



 15

   480,000


Provision for bad debts

 16

   534,000
  4,472,900










20,027,100

Add:
Other income


 
 17


Interest





    13,000


Rental






    90,000


Dividend





    56,000
     159,000

Profit before taxation







20,186,100
Notes:
1.
Included in the sales is a sum of RM1,500,000 receivable by Styles Sdn Bhd  under an agreement signed with a Swedish company involved in manufacturing handbags.  This was for the disposal of the right to use Styles Sdn Bhd’s trade mark which is payable in six annual instalments.

2.
Cost of sales includes the cost of equipment amounting to RM26,000 purchased  to enable the company’s disabled employees to label its handbags.

3.
Travelling expenses include travelling, accommodation and sustenance allowance provided to the marketing director and marketing manager amounting to RM3,000 and RM2,500 respectively during their 4-day business trips to Jakarta and Bangkok to negotiate sales contracts.

4.
Wages and salaries include a sum of RM160,000 incurred on leave passages  provided to senior management staff.  The sum comprises:










     RM

Local air fares

:
Langkawi


  14,000






Kota Kinabalu

 
  30,000






Tioman


    9,000


Overseas air fares
:
Melbourne


  51,000






Bangkok


  56,000










160,000

Each senior management staff was  granted only two local leave passages in the year which were utilized in the month of December 2003.

5.
Marketing expenses include:


A sum of RM26,000 in respect of product testing in Singapore for the purpose of promoting the company’s product.


A sum of RM92,000 embezzled by the Finance Director.


A sum of RM15,000 embezzled by the cashier.

6.
Repairs include a sum of RM48,000 incurred in respect of tools which have a life span of less than two years.  This sum comprises RM30,000 for tools replaced and RM18,000 for additional tools.

7.
Maintenance and utilities include a provision for maintenance of the plant and machinery used in manufacturing equivalent to 0.8% of sales as stated in the profit and loss account.

8.
Insurance premiums include a sum of RM40,000 paid to Bumiputra Insurance Bhd, a company incorporated in Malaysia, in respect of the importation of raw materials from the United Kingdom.

9.
Rental of premises includes rental paid in advance for the  period from 1 May 2004 to 31 August 2004 amounting to RM24,000.

10
Research and development expenses comprise:











     RM

Market research on customers’ preference in Malaysia

120,000


Cash contribution to approved research institute

  
  90,000


Quality control testing






140,000


Payment for the use of services of an approved research


institute situated in Melaka





280,000











630,000
11.
Depreciation comprises:











     RM

Gain on sale of lorry (Note 18)




  (5,800)


Fine for parking offences by lorry driver



    1,300


Loss on sale of computer (Note 18)



    
    2,400


Depreciation on company’s fixed assets



256,000











253,900
12.
Expenses incurred in respect of the annual general meeting of shareholders comprise the cost of refreshments and food provided at the meeting.

13.
Pre-operating expenses


An amount of RM200,000 was incurred in setting up the manufacturing operations and was amortized over a period of four years.

14.
Foreign exchange loss comprises:










   RM

Loss on purchase of equipment A (realised)


220,000


Gain on purchase of raw material (unrealised)

(35,000)


Gain on purchase of equipment B (unrealised)

(75,000)


Loss on purchase of raw material (realised)

 
  85,000










195,000
15.
Contributions comprise:










   RM

Contribution to public library, Petaling Jaya


210,000


Donation to approved institution      


            140,000


Donation to a political party




130,000










480,000
16.
Provision for bad debts comprises:










   RM

Bad debts recovered





(56,000)


Bad debts written off




  
  70,000


Net increase in specific provision



110,000


Net increase in general provision



410,000










534,000

RM15,000 of the bad debts recovered relates to non-trade debts.


RM23,000 of the bad debts written off is in respect of a car loan to an ex-employee.


RM45,000 of the specific provision relates to non-trade debts.

17.
Other income comprises:


-
Interest of RM4,000 arising on savings account with Maybank Bhd credited monthly from January 2004 to May 2004.


-
Interest of RM9,000 accrued on a fixed deposit of RM250,000 with Affin Bank Bhd for 9 months which matured on 15 July 2004.


-
Rental income (gross) received from property in Brunei, remitted to Malaysia on 1 June 2004.


-
Dividend of RM20,000 received on 14 July 2004 from pioneer company.


-
Dividend of RM36,000 (net after tax) received on 2 May 2004, from Exim Bhd.

18.
Additional information


(i)
A new factory which has not previously been used as an industrial building was purchased by Styles Sdn Bhd on 30 September 2003 for RM450,000 (including RM60,000 for the cost of land). The factory commenced to be used by the company in March 2004.


(ii) A lorry was purchased on 10 October 2001 for RM120,000 and sold on 29 June 2004 for RM70,000.  

(iii) A computer was bought on 1 August 2002 at a cost of RM40,000 and sold on 31 May 2004 for RM18,000.


(iv)
Capital allowance for the year of assessment 2004 amount to RM80,000 excluding the assets sold and acquired during the financial year.


(v)
An adjusted loss of RM580,000 is brought forward from the year of assessment 2003.


(vi)
Section 108 Account



The company’s Section 108 opening balance is RM400,000.  On 31 May 2004, the company paid out net dividends amounting to RM576,000.  The instalments paid in the financial year 2004 amounted to RM1,200,000.


Required:

(i)
Compute the tax payable by Styles Sdn Bhd for the year of assessment 2004.  Every item mentioned in the notes to the accounts must be listed 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)

(ii) Compute the balance in the Section 108 Account of the company as at 30 June 2004.











(4 marks)










(Total: 25 marks)
Question 2
(a)
Encik Joseph and his wife Puan Anita are married and blessed with five children whose ages and educational status are as follows:


8 years old
-
Standard 2, Sri Aman primary school, Kuala Lumpur


14 years old
-
Form 2, Sri Kuala Lumpur secondary school.


16 years old
-
Disabled since birth.

19 years old
-
First year student at Islamic International University, Kuala 

Lumpur

23 years old
-
Final year engineering student at Melbourne University, 

Australia.

The first and second children are being sponsored by the Public Services Department in their studies.

Upon attaining the age of 54 years, Encik Joseph retired on 30 September 2003, after having worked for 30 years with Darul Sdn Bhd (a Malaysian resident company) as an architect.

During the year 2003, Encik Joseph earned the following income from his employment:











    RM

Salary (January to September)



  
  54,000


Gratuity







210,000


Entertainment allowance (January to September)
  
  
  13,500


Travelling allowance (January to September)
  
 
  16,200

Fully furnished accommodation was rented by his employer at RM7,000 per month (inclusive of rental of furniture at RM1,500 per month) and was provided to him as a benefit.

 
  

During the nine months prior to his retirement, Encik Joseph was provided with a company car which his employer had acquired as a new car 6 years ago at a price of  RM130,000.  Fuel was also provided.

During his free time, Encik Joseph spent some time doing translation work requested by Dewan Bahasa dan Pustaka from which he earned RM14,000. 


Encik Joseph claimed the following deductions during the year 2003:

-
RM15,600 entertainment expenses spent on entertaining the company’s clients.

-
RM5,940 as EPF contribution on his salary.

-
RM6,000 travelling expenses incurred on official duties.



-
RM1,690 donation made on 30 November 2003 to the Association of the Blind, an approved organisation.


-
RM4,700 paid as premium for the life insurance policy taken up for his wife.


-
RM3,500 paid as premium for the education policy taken up  for his children.

Puan Anita is an accountant in an advertising agency. Details of her income for the year ended 31 December 2003 are as follows:

	
	RM
	RM
	RM

	Salary
	
	
	67,200

	Bonus equivalent to 1.5 times the monthly salary
	
	
	

	Leave passage:
	
	
	

	Four trips to the island resorts of Malaysia at RM2,300 each
	
	
	9,200

	Two trips overseas at RM3,800 each
	
	
	7,600

	Children’s school fees
	
	
	4,000

	Rental income (double-storey linked house)
	
	48,000
	

	Less:
Quit rent and assessment
	  1,500
	
	

	            Mortgage interest on loan to buy  the  house  
	22,800
	
	

	            Repairs and maintenance
	2,900
	
	

	            Extension of kitchen
	15,000
	  
	

	            Car porch extension
	6,000
	48,200
	

	
	
	
	(200)

	Interest on fixed deposit with a finance company in Malaysia
	
	
	1,575

	Dividend (net) from Esso Bhd
	
	
	     7,200

	Dividend from overseas, remitted on 31 August 2003
	
	
	4,800



Puan Anita claimed the following deductions during the year 2003:

-
RM6,048 as EPF contribution on her salary.

-
RM7,200 medical expenses paid on her mother who was admitted to Pantai Hospital.

-
RM4,800 paid as premium for the medical policy on the children.

-
RM2,100 donation made to a political party on 31 October 2003.

-
RM600 on books bought to be donated to the primary school where her youngest child is studying.

-
RM5,900 expenses on buying a wheelchair for her father who is disabled due to an  accident.

Required:
Assuming there is no election for combined assessment, compute the tax payable by Encik Joseph and Puan Anita for the year of assessment 2003. 










(18 marks)

(b)
Ms. Kavita is a divorcee operating a restaurant business near her home in Taman Maluri.  For the year ended 31 December 2003, she submitted the following information:










   RM

Adjusted loss






12,000


Capital allowance





18,000


Capital allowance brought forward from year of


assessment 2002




  3,000


Balancing charge





  6,000


She received an alimony of RM2,500 per month under a court order.  


Ms. Kavita lives in a furnished house owned by her ex-husband who has given her a written consent to stay there with their 16 year-old unmarried daughter. The rateable value of the house was RM30,000 per annum.


On 31 May 2003, she received RM96,000 as a court award for a road accident five years ago.


On 30 November 2003, she received a dividend warrant from Telekom Malaysia Bhd. for a sum of RM3,600.


Required:


Calculate the income tax payable by Ms. Kavita (if any) for the year of assessment 2003. 











(7 marks)










(Total: 25 marks)
Question 3

Maza Sdn Bhd is venturing into the manufacture of a promoted product at its newly constructed factory in Nilai, Negeri Sembilan. The company has been granted investment tax allowance of 60% for five years by the Ministry of International Trade and Industry. The forecasted income and expenditure for five years are as follows:

	For the year ended 31 December
	2004

RM,000
	2005

RM’000
	2006

RM’000
	2007

RM’000
	2008

RM’000

	Adjusted income/(loss)
	(650)
	4,000
	4,330
	5,850
	6,000

	Rental income from Malaysia
	200
	200
	200
	200
	200

	Foreign dividend received in

Malaysia
	100
	
	
	
	

	Approved donation
	
	2
	
	
	

	Capital expenditure:

Land

Factory Building

Plant and machinery 

Office equipment

Motor vehicles 

  (not for commercial use)
	3,000

2,000

1,500

   300

   140
	2,500 

   200
	1,000
	1,800
	1,900




Additional information:

i) The rates of annual allowances are as follows:


-
 Factory building               3%


-
 Plant and machinery      20%  


-
 Office equipment            10%


- 
 Motor vehicles                20%

ii) The corporate tax rate for the next five years is assumed to remain at 28%

iii) The incentive granted is effective from 1 January 2004.

Required:

a) Compute the projected exempt income and chargeable income of Maza Sdn Bhd from the year of assessment 2004 to year of assessment 2008.

                                                                                                                      (15 marks)

b) Based on your calculation above, determine the maximum tax-exempt dividends and taxable dividends that the company could declare to its shareholders at the end of the tax relief period.   

                                                                                                                       (2 marks)

                                                                                                            (Total: 17 marks)

Question 4

Cleanwater Sdn Bhd (Cleanwater) was awarded a contract for water treatment by the Government of Malaysia.  In order to carry out the project, Cleanwater sub-contracted a few jobs to its business counterpart from South Korea i.e. Seamen Ltd. During the year 2004, Cleanwater made the following payments to Seamen Ltd:

i) RM20 million for the supply of high tech water equipment.

ii) RM1 million for the technical fees on installation of the equipment.

iii) RM30 million for services rendered on cleaning the reservoir in Malaysia.

iv) RM0.5 million rental of special equipment imported from South Korea.

Cleanwater provided a small office in its building to place Seamen’s employees. Seamen Ltd was charged RM5,000 per month for the rent of the office space.

Required:

a) Advise Cleanwater Sdn Bhd of its withholding tax obligations for each of the above payments to Seamen Ltd (which is non-resident in Malaysia).                                  

                                                                                                                            (5 marks)

b) Advise Seamen Ltd on its taxability in respect of  income derived from the project in Malaysia.

                                                                                                          (3 marks)                                                                                                                  (Total: 8 marks) 

Question 5

(a)
A trust was set up under the will of Encik Solomon who passed away in 2003.  In the trust deed, two-thirds of the trust income is to be distributed to Sara (the daughter of Encik Solomon) and the balance is to be distributed to Simon (an adopted son of Encik Solomon) at the discretion of the trustee.  The trustee is a Malaysian resident. 

The trustee provides the following information in respect of the trust for the basis year 2004:

	Income derived from Malaysia: 
	RM

	Business 1: Statutory income
	400,000

	Business 2: Adjusted loss

                    Capital allowance
	 20,000

 15,000

	            Rent:           Gross income

        Revenue expenses

        Renovation cost
	18,000

3,000

5,000

	
	  

	Dividend (net)
	11,520

	Interest (gross)
	  5,000

	
	

	Foreign income remitted to Malaysia
	15,000

	
	

	Payments:
	

	Trustees fees
	20,000

	Annuity to Lisa (wife)
	24,000

	Donations to charitable institutions:

   -     Cash

   -     In kind
	  2,000

  3,000

	Distribution to Sara (daughter)
	250,000

	Distribution to Simon (adopted son)
	120,000


Required:

Assuming that Section 61(2) of the Income Tax Act 1967 is not to be applied, compute the following for the year of assessment 2004:

i) The income tax payable by the trust.

                                                                                                                               (6 marks)

ii)
The statutory income of each of the beneficiaries on income derived from the trust.
                                                                                                                         (3 marks)

(b)
Mary passed away on 13 March 2002. The will stated that Sandra, her daughter, is to receive a money legacy of RM250,000. However, because of financial constraints Sandra agreed to accept a double storey house which is located in Petaling Jaya. The house was purchased by Mary on 15 December 1999 for RM230,000. The house was transferred by the executor to Sandra on 11 June 2002 and the market value of the house on this date was RM380,000. In December 2002, Sandra incurred RM20,000 for renovating the house.

In January 2004, Sandra’s friend approached her to buy the house and paid a down payment of RM5,000. However, she changed her intention of buying the house and the down payment was forfeited.  Later, on 5 August 2004, Sandra disposed the house to her cousin for RM420,000 which is RM30,000 below the market price and incurred RM3,500 as incidental costs.

Required:

i) Compute the real property gains tax (if any) payable by Sandra on the disposal of the house on 5 August 2004.

                                                                                                                          (5 marks)

ii)
What would be the real property gains tax payable by Sandra if the house is transferred to her children as a gift on 5 August 2004.

                                                                                                                    (2 marks)   

                                                                                                        (Total: 16 marks)

Question 6

United Sdn Bhd (United) closes its accounts on 31 March each year. The accountant of United estimates that the tax payable for the year ending 31 March 2004 is RM300,000.

Required:

a) State the period over which United is required to pay the estimated tax liability for the year of assessment 2004.  State the amount of the monthly instalment payable as well as the due date of payment.

                                                                                                           (2 marks)

b) State when United is allowed to revise the tax estimate for the basis period 2004.

 (1 mark)

c) State when United is required to submit its tax return for the year of assessment 2004.

   (1 mark)

d) State when United will be deemed to have been served with a notice of assessment for the year of assessment 2004.

                                                                                                              (1 mark)

e) If there is a balance payable is respect of the actual tax liability for the year of assessment 2004, state when the balance is due and payable.

                                                                                                            (1 mark)

f) If the actual tax liability for the year of assessment 2004 is RM450,000, calculate the penalty (if any) that would be imposed on United, for the underestimation of its tax liability.

   (3 marks)

                                                                                                     (Total: 9 marks)  
END OF QUESTION PAPER
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