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i
· 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

                         Above

   250,000
                           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


500,001 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.

ii
· 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%
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QUESTION 1

Golden Sdn Bhd is a manufacturer of computer products.  The profit and loss account of the company for the year ended 31 October 2004 is as follows:

	
	Note
	RM’000
	
	RM’000

	Sales
	
	
	
	93,500

	Cost of sales
	1
	
	
	62,400

	
	
	
	
	31,100

	Other income:
	
	
	
	

	Interest remitted from
	
	
	
	

	     foreign bank
	
	
	
	90

	Rental
	
	
	
	210

	Dividend (net)
	
	
	
	54

	Insurance recovery
	2
	
	
	140

	
	
	
	
	31,594

	Less:
	
	
	
	

	Wages and salaries
	3
	2,718
	
	

	Staff welfare
	4
	156
	
	

	Freight and insurance
	5
	2,302
	
	

	Subscriptions and donations
	6
	385
	
	

	Lease rental
	7
	54
	
	

	Provision for bad debts
	8
	461
	
	

	Foreign exchange loss
	9
	45
	
	

	Rental of premises
	10
	936
	
	

	Legal and professional fees
	11
	204
	
	

	Motor vehicle expenses
	12
	830
	
	

	Repairs and maintenance
	
	2,619
	
	10,710

	Profit before taxation
	
	
	
	20,884

	
	
	
	
	


Notes:

(1)
Cost of sales includes:

i) Advertising costs amounting to RM2,500 for business magazine announcements stating that a particular agent was no longer authorized to represent Golden Sdn Bhd.

ii) The company’s trading stocks stated after deducting a general provision of 7% for obsolescence were as follows:

As at 31 October 2003

RM4.3 million

As at 31 October 2004

RM3.835 million

iii) Compensation of RM300,000 was received from an insurance company for a machine damaged due to fire.
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(2)
An amount was received from an insurance company, Telco Sdn Bhd, in respect of the death in an accident of the company’s Chief Operating Officer, Mr. Thompson.  The company is the beneficiary of a policy which compensates the company for loss of profits resulting from the death or disablement by accident of its key personnel.

(3)
Wages and salaries include:

i)
The Employees Provident Fund contributions made by the company at the rate of 23% in respect of its key personnel amounted to RM690,000.

ii) Remuneration of disabled employees amounted to RM98,000.

iii) A three-month bonus paid to 5 directors of the company, whose salaries were RM20,000 per month each.

(4)
Staff welfare comprises:

i) Cost of a holiday package to Sydney in October 2004 amounting to RM20,000 for Mr. Kumar , Head of the Human Resource Department.  The cost is made up of the cost of air fare of RM9,000 and the cost of accommodation and food of RM11,000.  Mr Kumar was in Sydney for a week.

ii) Cost of a holiday package to Langkawi in April 2004 amounting to RM10,000 for 5 staff from the finance department.  The amount does not include cost of accommodation and food (amounting to RM8,000) which were borne by the staff themselves.

iii) Cost of the childcare centre comprising:

       RM



Cost of building an extension to the original building

110,000



Cost of maintenance of the centre


              16,000










126,000

The childcare centre was purchased in March 1998 for RM380,000.  The centre commenced to be used for the children of the staff in April 1999.

(5)
Freight and insurance include premiums amounting to RM40,000 paid under a policy on the lives of the senior executives of the company.  The objective of the policy is to provide the company with sufficient funds to pay retirement gratuities.

(6)
Subscriptions and donations comprise of:










                  











      RM

	Entrance fee to a trade association
	
	22,000

	Cash contributions to sponsor foreign cultural activities
	
	

	    approved by the Ministry of Culture, Arts and Tourism  
	
	  210,000

	Cash donations to a public library
	
	128,000

	Cash donations to state government
	
	25,000

	
	
	385,000
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(7)
The company entered into a car lease agreement on 15 January 2004 and commenced the lease rental payment on 15 February 2004 at RM6,000 per month.  The cost of the new car is RM165,000.

(8)
Provision for bad debts comprises:

	
	RM

	Bad debts written off*
	408,000

	Increase in specific provision (trade debts)
	80,000

	Decrease in general provision (trade debts)
	(27,000)

	
	461,000


* On 31 October 2004 the directors of Golden Sdn Bhd passed a resolution to write off a loan due from Mine Sdn Bhd, a subsidiary company of Golden Sdn Bhd.  

(9)
Foreign exchange loss comprises:

	
	RM

	Foreign exchange loss arising from payment to foreign supplier for purchase of a machinery (realised)
	40,000

	Foreign exchange loss arising from payment received from foreign trade debtors converted into the Ringgit (realised)
	25,000

	Foreign exchange gain arising from payment made to foreign supplier for purchase of a processing machine (realised)
	(20,000)

	
	45,000


(10)
Rental of premises includes removal expenses amounting to RM29,000 from the existing place of business in Kota Tinggi to new premises as the company expanded its business in Kluang, Johor.

(11)
Legal and professional fees include:












           RM

Legal cost to secure a bank loan for expansion of the company’s business        9,000

Legal fees for drawing up agreement to purchase land


      12,000

Legal fees for registration of trade mark




      32,000

Fees for advice on future listing of the company shares on Bursa Malaysia      21,000

(12)
Motor vehicle expenses include depreciation amounting to RM210,000.

(13)
Other information:

· Capital allowances brought forward from the year of assessment 2003 amounted to RM240,000.

· Capital allowances (excluding the childcare centre) for the year of assessment 2004 amounted to RM205,000.

· The adjusted loss brought forward from the year of assessment 2003 was RM170,000.
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Required:

Compute the tax payable by Golden 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).

(Total: 23 marks)

QUESTION 2

(a)
Mr Delon (a German expatriate), arrived in Petaling Jaya for the first time on 15 August 2004 to take up employment with Success Sdn Bhd, a Malaysian resident company. On 23 December 2004 Mr Delon left Malaysia to spend Christmas and New Year in Sydney, Australia.  He returned to Malaysia on 7 January 2005.


Mr Delon remained in Malaysia until 30 September 2005 when he left for  Germany after having completed his employment contract.


Required:


State, with reasons, the residence status of Mr Delon for the years of assessment 2004 and 2005.

(7 marks)

(b)
Ms Lopez Andson had worked for Wings Bhd since 1 August 1997.  She was provided with a company car (cost when new RM154,000) and free petrol.  However, on 30 April 2004, she was retrenched and  was paid compensation.


On 1 June 2004, she started employment with Garden Sdn Bhd.  Her remuneration package included a fixed travelling allowance and an entertainment allowance.


On 16 September 2004, she legally adopted her 3 year-old niece (Mira) who was a disabled orphan, and bought an education policy and a wheelchair for her.


For the year 2004, details of her income and expenditure were:

	
	RM

	Wings Bhd
	

	Salary (gross)
	70,000

	EPF contribution
	7,700

	Compensation for loss of office
	54,000

	Garden Sdn Bhd
	

	Salary (gross)
	63,000

	EPF contribution
	6,930

	Travelling allowance
	3,500

	Travelling expenses incurred
	1,850

	Entertainment allowance
	4,900

	Entertainment expenses incurred
	5,900
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Other income
	

	Dividend from Blue Bird Sdn Bhd (net)
	4,320

	Interest on fixed deposit with Chartered Bank 

(a 5% tax was deducted by the bank)
	900

	Rental from flat


	6,000

	Expenditure 
	

	Education insurance premium for Mira
	3,800

	Life insurance premium for self
	2,900

	Wheelchair for child
	6,500

	Cash donation to an approved organization
	450

	Books and magazines
	650


Required:

Compute the income tax payable by Ms Lopez Andson for the year of assessment 2004.

(13 marks)

(Total: 20 marks)

QUESTION 3

(a)
Top Shop Sdn Bhd, a manufacturing company, incurred capital expenditure on a factory building and machinery as follows, for the year ended 30 November 2004:

New factory:

	
	RM

	Cost of land
	120,000

	Cost of construction
	480,000

	Legal fees and stamp duty
	

	(including fees for purchase of land RM5,000)
	13,000

	Plant and design fees for building
	56,000

	Total cost of factory
	669,000

	
	

	Plant and machinery;
	RM

	Office equipment
	27,000

	Computer system
	98,000

	Motor car
	143,000

	Production machine (heavy machinery)
	580,000
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During the year, Top Shop Sdn Bhd sold the following:

	
	Cost

RM
	Residual expenditure

RM
	Disposal price

RM

	
	
	
	

	Used motor car 

(purchased in  May 2002)
	  85,000
	20,000
	20,000

	
	
	
	


Required:

Compute the capital allowance(s), balancing allowance(s) and /or balancing charge(s) for Top Shop Sdn Bhd for the year of assessment 2004.

(7 marks)

(b)
Blue Print Sdn Bhd normally closes its accounts on 30 June.  The company decided to change its accounting date to close the accounts on 31 December.  The accounting periods and the adjusted profits are as follows:

	Accounting periods
	Adjusted profits (RM)

	1 July 2002 to 30 June 2003
	20,000

	1 July 2003 to 31 December 2003
	36,000

	1 January 2004 to 31 December 2004
	14,000

	1 January 2005 to 31 December 2005
	17,000



Required:

Determine the basis periods and adjusted income for the years of assessment 2003 to 2005.

(3 marks)

(c)
Mr Kush Eer, a Thai national, arrived in Malaysia on 18 October 2004 and commenced his employment as a legal adviser with Maju Sdn Bhd on 1 November 2004.


Required:

i)
Advise Mr Kush Eer as to when he has to inform the tax authorities of his chargeability to tax.  State the time limit, if any.

(2 marks)

ii)
Explain the responsibility of Maju Sdn Bhd with regard to informing the tax authorities about Mr Kush Eer’s commencement of employment.  State the time limit, if any.


(3 marks)
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(d)
Sun Rise Co, a non-resident company engaged in manufacturing boxes, closes its accounts on 30 September.  On 2 July 2004, the board of directors held their meeting in Malaysia for the first time.  During the meeting, certain policy decisions relating to  the company were made.


Encik Wira, a resident of Malaysia and Encik Frank, a non-resident, each received the following dividends from Sun Rise Co:


Date



       RM

22 March 2004

  60,000 (gross)


20 August 2004

  90,000 (gross)


Required:


(i)
Explain the Malaysian tax impact of the 2 July 2004 board meeting on the company in respect of its dividend payments.











(3 marks)


(ii)
State how the meeting affects the shareholders’ (foreign and local individuals) Malaysian tax position in respect of their liability to income tax and compliance obligations.











(4 marks)

(Total: 22 marks)
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QUESTION 4 

Greenland Sdn Bhd, a resident company in Malaysia, has ventured into the agricultural business since 1995.  On 1 January 2004, the company purchased 50 hectares of land in Sabah as part of its expansion program. As confirmed by the tax authorities, the company is entitled to claim reinvestment allowance at 60% of the qualifying capital expenditure incurred on the project.

Given below is the projected adjusted income/(loss), capital allowances, interest income, donations and capital expenditure for five years:

	As at 31 December
	2004
	2005
	2006
	2007
	2008

	
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000

	Adjusted income/(loss)
	(1,500)
	   1,950
	2,500
	3,200
	4,100

	Capital allowances
	    750
	   820
	   950
	   800
	   700

	
	
	
	
	
	

	Interest received from a bank in Malaysia 
	100
	120
	150
	200
	250

	Approved donations
	
	   10
	 10
	10
	60

	
	
	
	
	
	

	Capital expenditure:
	
	
	
	
	

	Land
	5,000
	
	
	
	

	Clearing and preparation of land
	1,800
	
	
	
	

	Construction of roads
	   400
	
	
	
	

	Construction of labour quarters
	   800
	
	
	
	

	Plant and machinery
	  1,000
	600
	500
	    350
	   250

	Furniture & office equipment
	   100
	  50
	  
	    200
	   300


Required:

Based on the information above:

a) Identify the assets that would qualify for reinvestment allowance.

(2 marks)

b) Compute the exempt income and income tax payable for the years of assessment 2004 to 2008.

(9 marks)

c) Explain the tax implication if the expansion project were to be located in Selangor.

(2 marks)

d) State the maximum tax exempt dividends and taxable gross dividends that the company could distribute to the shareholders after the year of assessment 2008.   

(2 marks)                                                 

 (Total: 15 marks)
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QUESTION 5

Encik Toran, a Malaysian tax resident, died domiciled in Malaysia on 31 August 2004. Upon his death, Encik Ramzi, also a tax resident, was appointed as an executor. Encik Ramzi provides the following information in respect of Encik Toran and his estate for the basis year 2004:

	
	            RM

	Income derived from Malaysia
	

	Business A :    Gross income
	770,000

	                        Allowable expenses  
	905,000

	                        Adjusted loss brought forward from 2003
	10,000

	                        Capital allowance (including RM8,000 for YA 2003)
	20,000

	                        Balancing charge
	26,000

	
	

	Business B:     Gross income
	      1,200,000

	                        Allowable expenses
	         650,000

	                        Capital allowance
	30,000

	                        Balancing allowance
	13,000

	
	

	Director fees (up to 31 August 2004)
	100,000

	Dividends received from cooperative societies in Malaysia in March 2004
	4,000

	Dividends  (net) received in October 2004 (from other investments)
	21,600

	Interest  credited in February  2004 (after 5% withholding tax) 
	3,500

	Interest credited in October 2004
	4,000

	Rent (including refundable deposit of RM5,000)
	35,000

	
	

	Income from outside Malaysia
	

	Dividend remitted in March 2004
	12,000

	Interest remitted in November 2004
	7,000

	
	

	Payments
	

	Annuity to widow
	9,000

	Executor fees
	8,000

	Donation paid to an approved institution in Malaysia in January 2004
	3,000

	Basic supporting equipment for Encik Toran’s mother
	4,800

	Cost of maintaining two schooling children at the age of 10 and 15 years old respectively
	15,000


Required:

Compute the chargeable income of Encik Toran and his estate for the year of assessment  2004.

                                                                                                                  (Total: 12 marks)
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QUESTION 6

(a)
PESAMP is an association of petrol dealers in Malaysia which distributes petroleum produced by PETRON. The objective of the association is to safeguard the interest of its members in the country. The Inland Revenue Board has confirmed that PESAMP is to be treated as a trade association under section 53 of the Income Tax Act 1967.

Required:

Explain the tax treatment for the following amounts received by PESAMP during the basis year 2004:

i) Cash contributions (RM50,000) received from its suppliers for the purpose of organizing members’ annual dinner.

ii) Rental income (RM60,000) received from tenants in its newly purchased 

building in Petaling Jaya.

iii) Subscriptions from members (RM100,000) 

                                                                                                             (3 marks)

(b)
Biomas Pte Ltd is a Singaporean company dealing with the supply of petrol colours and  additives for petrol dealers in Malaysia.  Since the demand is good in Malaysia, the company is considering either appointing sales agents or setting up a branch in Malaysia.  A double taxation agreement exists between Malaysia and Singapore. 

Required:

Advise Biomas Pte Ltd on the tax implication on profits derived from the sale of its  products through :

i) Sales agents in Malaysia

ii) A branch in Malaysia

                                                                                   (5 marks)

(Total: 8 marks)

END OF QUESTION PAPER
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