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Public rulings on income tax treatment of Goods and Services Tax

The Inland Revenue Board (IRB) has recently issued Public Ruling 1/2017 — Income Tax Treatment of Goods
and Services Tax (GST) Part 1 (Expenses) (“PR 1/2017”) and Public Ruling 2/2017 — Income Tax Treatment
of GST Part 2 (Qualifying Expenditure for Purposes of Capital Allowances) (“PR 2/2017”).

PR 1/2017 provides an explanation on the basic concepts of GST; the income tax treatment of GST (input tax,
output tax and reverse charge mechanism for imported services and bad debts relief) and the documentation
required for income tax purposes.

PR 2/2017 explains the tax treatment of GST paid or to be paid on qualifying expenditure incurred for
purposes of claiming capital allowances.

1) Public Ruling 1/2017 — Income Tax Treatment of GST Part 1 (Expenses)
Among the pertinent points covered in this public ruling (PR) are the following;:

* GSTincurred (input tax) would be a deductible expense under section 33(1) of the Income Tax Act 1967
(ITA) if the underlining expense to which GST (input tax) is attributable is wholly and exclusively incurred
in the production of gross income and is not prohibited by any provision under section 39(1) of the ITA.

*  When a company chooses not to claim input tax credit due to administrative reasons, e.g. in the absence of
a tax invoice or valid tax invoice, the company is not entitled to claim a deduction by virtue of section
39(1)(0) of the ITA. In one of the examples in the PR, IRB explained that the company could have
requested for the tax invoice to be issued under the company's name instead of the director's name in order
to be eligible for tax deduction under section 33(1) of the ITA.

* Any penalty imposed by the Royal Malaysian Customs Department (RMCD) due to the taxpayer’s mistake
is not tax deductible.

*  Where a supply is made by a GST-registered person to a non GST-registered person, bad debt relief is not
available for GST purposes. Any output tax not recoverable from RMCD as bad debt relief, is not deductible
under section 34(2) of the ITA, the provision dealing with special deduction for bad debts. IRB explained in
the public ruling this is because the debt was not included as part of the gross income for the relevant year
of assessment.

* Residual input tax which is attributable to exempt supply and not claimable from RMCD is a deductible
expense for income tax purposes. The amount deductible is subject to the effects of annual adjustment or
longer period adjustment required under the GST Act 2014, when the actual amount of input tax credit is
finally ascertained to be non-claimable from RMCD.
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2) Public Ruling 2/2017 — Income Tax Treatment of GST Part 2 (Qualifying Expenditure for
Purposes of Capital Allowances)

Among the pertinent points covered in this PR are the following;:

Where a GST registered person is eligible to claim input tax credit but fails to do so, the GST incurred is not
to be included as part of the qualifying expenditure (QE).

A person who is liable to be registered for GST but registers late, is not allowed to include into the QE, the
GST incurred in the period prior to registration.

Where a person’s GST status changes from not liable to liable to be registered, the QE previously claimed
has to be adjusted to exclude the GST portion which he is now entitled to credit as input tax.

Income tax treatment for Capital Goods Adjustment (CGA) made under the GST Act 2014.

CGA is carried out in a situation where a capital asset is used for making mixed supplies (i.e. taxable and
exempt supplies) because the input tax in relation to the asset’s usage for making exempt supplies is not
claimable under the GST Act. Adjustment is made to the initial portion of input tax claimed from the
RMCD when there is a change in the proportion of usage of the capital asset in making taxable and exempt
supplies.

For income tax purposes, the QE also has to be adjusted to take into account the CGA made. Only the input
tax portion in relation to making exempt supplies is to be included in the QE of the asset. The income tax
treatment is explained in the diagram in the following page.

The PRs are available on the IRB’s website www.hasil.gov.my (Internal Link > Public Rulings).
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Income tax treatment of capital goods adjustments

5 year CGA period

for capital assets 10 year CGA period

other than land and for land and building
building

The portion of input tax to be included as
1st year O ———————————— QE is determined based on the percentage - - - - = - — - - - —. O 1styear
of usage of asset in the 15t year.

Annual allowance during this period (15t to 4
year, or 9t year, as appropriate) is claimed
based on the initial QE

4t year Adjustment to QE is made in the last year of the 9t year
CGA. If adjustment results in:
Shyear | Yy « Additional QE — Additional capital allowanceis _ _ _ _ _ _ _ _ _. 10t year
claimed

* Reduction in QE — Excess of capital allowance
over residual expenditure is brought to tax.

Annual allowance for the remaining period is
claimed based on the adjusted QE and restricted
to the remaining residual expenditure.

Where asset is disposed off,
say in the 4t year, the
adjustment is made in the year
of disposal.

A similar income tax treatment applies for assets on which reinvestment allowance is
claimed. Where the adjustment results in increased reinvestment allowance, the amount is
deducted from statutory income. Where the adjustment results in reduced reinvestment
allowance, the amount is added to the statutory income.
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The IRB has issued two Practice Notes in relation to the removal of the proviso to section 15A of the Income
Tax Act 1967 effective from 17 January 2017. With the amendment to section 15A, services by non-resident
persons which are performed outside of Malaysia are now subject to withholding tax (WHT). The Practice
Notes seeks to provide guidance on the application of WHT following the amendment.

Practice Note No. 1/2017 — Amendment of Section 15A of the Income Tax Act 1967
Issues on Effective Date

In summary, WHT under section 109B will apply as follows:
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Practice Note No. 2/2017 — Amendment of Section 15A of the Income Tax Act 1967
Issues on Existing Double Taxation Avoidance Agreement (DTA)

The IRB clarified its position on the DTA with the following countries with respect to Malaysia’s right to impose
WHT under section 109B as follows:

Payment for services
performed outside Malaysia
is not subject to withholding
tax.

@ Spain

Singapore

Payment for services
performed outside Malaysia
is not subject to withholding
tax.

Payment for services is not
subject to withholding tax.

9 Australia
Payment for services is not
subject to withholding tax.
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