PRICEANTERHOUSE(COPERS

A VERRYT BT R

ByH XI5y, TAX FLASH

2010 F£% 18 2010NO.1

2010 1 A 22H

In this Issue;
1. Deductibility of promotional expenses -
consistent rules for all taxpayers
2. Good news for the tobacco and
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Record keeping and reporting requirements
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Revisit your 2009 promotional expenses
- E

Deductibility of promotional
consistent rules for all taxpayers

expenses

Promotional expenses —what has changed?

The MoF has recently introduced regulation
PMK.02/PMK.03/2010 which now provides
clearer guidelines for all taxpayers on the
deductibility of promotional expenses.

The new regulation also revokes the old
regulation which placed a cap on the
deductibility of promotional expenses for
taxpayers in the tobacco and pharmaceutical
industries.

The new regulation applies retrospectively from
1 January 2009.
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Detailed record keeping and reporting
procedures are now required for all taxpayers,
which may in fact be detrimental to some
taxpayers that cannot adequately support the
deduction of promotional expenses as now
required for 2009 and beyond.

Going forward, taxpayers should revisit their
information collection processes to ensure they
can properly justify the deduction of
promotional expenses in accordance with the

new requirements

What is deductible?

Prior to the introduction of this new regulation,
taxpayers that were not subject to the strict
regulation applicable to taxpayers in the tobacco
and pharmaceutical industries had little or no
guidance on the deductibility of promotional
expenses. This regulation now gives all taxpayers
clarity and certainty.
The new regulation provides that all taxpayers can
deduct promotional expenses which are spent in
order to:

introduce customers to a product;

suggest the usage of a product to customers;

maintain sales; and/or

increase sales.
The promotional expenses which can be deducted
are:

Advertising expenses, whether in printed,

electronic or other media;

Product exhibition expenses;

New product introduction expenses; and/or

Sponsorship expenses related with product

promotion.
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Of course the normal rules for deductibility apply
and in order to be deductible, such expenses must
still be incurred in relation to earning income which
is subject to tax.

A concern is whether this is an exhaustive list of
deductible expenses. If so it could mean that
certain kinds o promotional expenditure, ( e.qg.
dealer or distributor incentive), may not be
deductible . Similarly, the focus of the deductible
promotional expenditure appears to be ‘product’
oriented, rather than ‘brand’ oriented. It remains to
be seen whether general brand building
promotional expenses will satisfy the deductibility

requirements of the new regulation.

YIRBEN D, FT . HEFH Loz o— il
NEHASES, B BEEt L s 20Tl
ZD XD B E, PER EFRRICIRBIXI R TR
B L CHAELRITHITZR Y £8 A,

IO U A N HEEFH E o IRGEIEEE O Er)
Y ARNZONEI DORERSHVET, HLLE
O ThiuX, —EOHEBEOIEIEER (B 21X,
HERLW I IE S ® 7 &) 13 L TERVWE
vt LIVER A, [ARRIC, B4eit BT 258

R HIX, 778 Emiv bl A, [H
el ERTHDL LIl bnEd, W77

¥ MR D T2 O F AR08 &0 ok %
W73 E DOV TITH LN TIEHY £
/Uo

2. Good news for the tobacco and

pharmaceutical industries

The new regulation also revokes PMK.104/PMK.03
/2009, which placed a cap on the deductibility of
promotional expenses for taxpayers in the tobacco
and pharmaceutical industries, putting them back
on a level playing field with all other taxpayers in
respect of such expenses.

Importantly for taxpayers in the tobacco and
pharmaceutical industries that are early balancers,
the removal of the cap on deductions for
promotional expenses may present an opportunity
for those taxpayers to revise their Article 25
installment amount for the remainder of their
financial year. Given this new regulation applies
retrospectively, those early balancers may still be in
a position to manage their forthcoming instalment
payments in such a way as to limit any overpayment

of tax for the full year.
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Managing instalment payments in this manner to
reduce the risk of overpayment could help avoid
the need to seek a refund of any overpaid tax in the

future.

3. Record keeping and reporting
requirements

The new regulation requires a nominative list to be
attached to the annual corporate tax return, setting
out the following data in relation to the recipient:

Name

Tax ID

Address

Date of expense

Form and type of expense

Amount of expense

Tax withheld slip number

Amount of tax withheld

For most taxpayers, this list of requirements would
represent a greater amount of data than is currently

being collected in relation to promotional expenses.

In order to be entitled to the deduction, all of the
required information must be included on the
nominative list attached to the CITR. Without it,

the promotional expense will not be deductible.

3. Reuvisit your 2009 promotional expenses

A point to note about the retrospective application
of this regulation is that all of the above information
will be required to justify promotional expense
claims in relation to last financial year.

Taxpayers should therefore revisit the information
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they have in respect of their 2009 promotional
expenses to determine whether they have the
required information, or can obtain it in time for the
lodgement of their 2009 CITR.

Taxpayers that have already lodged their 2009
CITR (such as early balancers) should consider
whether it is worthwhile amending those returns to
include promotional expenses which had not been
deducted.

Going forward, information collection processes
and systems should be reviewed to determine
whether the collection of the required information is
possible and/or worthwhile in relation to the

taxpayer’s total promotional expense
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