CRAPTER II

STRUCTURE OF INLAXD REVENUR

- During tg- last quarter of the 19th century the fbfsur feudal
system of taxation’ vas replaced by s more retional systea of taxation.
The systsm, which began in the Straits Sottlements wae progressively
applied o the Falay States and we thus see a eompletely new eoneept

coming into existence. But apert from the abdortive "¥ar Tax" whisch
ves imposed shortly before the Seocomd World Wer, snd terminated with
that event, there was no provious tax vhich had any strong affimity to
modern income tax., In the modern semss imoome tax was brought iato
effect from the lst of Jenuary 1948 by the Insome Tax Ordinance No, 48
of 1947. Sinoe then there has been a number of Amending Acts and
Ordinances. 6 The system which has been sﬁeptsé. gsnsrnlly has 2 basie

prineiploszg ,

1) Parlisment alone aan sathnrisa taxation 1.0,
the supply of money should be voted enmually.

2) And the executive should apply the money so
voted solely to implement the general intenticas
of Parlisment,

Furthermore with the exeception of Nuslim religions fee2 and levies, all
roevenue received sust be paid into a Consolidated Pund maintained by
the Federsl and State governments, |

Por cur purpose, we shall be interested cnly in the rate
struoture of the other territeories of Halaysia prior to the Ralaysia
Finance Aot of 19653 and the hermonisation affected after the formation
of Halayeis in September 1963,

According to the Income Tex Ordimance of 1947, tax is eharge~
able on all inceme aceruing or derived in the Federation of Malaya, or
received in the Federation from cutside the Federstion. The situation
~ 4in the Eslaysian context is almnat the same. In the‘!bdaratiga,~

lpanchi, kreh, end serei - Year Book, Federaticn of Malaya,
Government Priater. Any issue.,

| zﬂalmia The Federal Comstitution, op. cit., Article 97,
P 560
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furthermore, there is omly one income tax - it applies %o a taxpayer's
eggregate income (inoluding that of his wife). And thg seme reliefs
and rates of tax are operative for all typee of ineeme. Inocome tax
is mot charged on prises (as in the esse of Social Velfare Lotteries)
nor is there any "wealthetax"., In gemersl liability (e iax commences
vhen a sourcs of inoome is acguired and coases when the source of imeome
terainates., Unlike in somws other couniries, the aseeazment year is
2lso the calezdar year i.e. it runs from lat January to Jist December
except in the case of Sabah where it is frem lat July to 30th Juns,

A8 from 1963 the "Pay As You Gara" PATE system was introduced.

" Yor 1965 the scheme was extended to employees whose ineeme tax amounted
%0 850 per month (i.e, 8600 per year) or more and it was then hoped

that it would be further extended in due eourse., A provisicm for

" pon-PAYE oases was allowed whereby employses not within the scheme may

either pay in one sum the tax charged or make veluntery arrangesen
for payment by instalments,. : |

In Halaysie, there are thrae,classiticaﬁieas4 of income for
purposes of taxation., Im the firet plece “Statutory Income" 1s the
income o2 detormined by the Income Tax Ordimance., Normally for any
yosr it is besed on the income of the preceding year; but there are
special rules for the commenoing and ending years. “Assessable Income”
is that amount of the statutery income of a particular year, less
deducticns, losses and charitable donatioms, "Chargeabls Income™ is
the assessable inecomo less peregmal allowanees. Since these are only
spplicable to individuals it follows that im the emse of companies the
“aggossable income” and “chargeable income® is the same,

In the aggregation of income we have t0 note other major
changes in the strueoture of personal tazation. Prier to the introduot-
ijon of the 1965 Supply Bill, business ineome in Sarawak, was treated
seperately and therefore no personal reliefs was provided., Sueh inocome
vas charged at a flat rate of 10% sudbjeet to the deduotion of a fixed
allowvance of 85,000 vhieh diminished when the income exceeded $37,000
and finally disappeared at 8%2;000. ‘Such a system may "not be
ueattractive to & bachelor®, But it is "somewhat harsh when the
business ie engriod on by & partnership of several partnere with wives
and children®. Therefore, the Finance Minister proposed, as from 1st

| Snnlxct. however, is given fcr'eﬁrnpd income at the rate of
1/10 of earnsd income with a maximum limit of $1,000,

4R01t. S.Es = An Intermediate Course - Income Tax in Singapore
and the States of Malayam, Crafioman Press Ltd. Singapore, 1964, Part 5.

Also in C.T7. Bdwards Article "The Rate Structure of Fersonsl Income

Tazation in Malaya", Xajian Ekonomi Malaysia, Vol. I, Fo. 2, Dea, 1964,
Pe 37e » k , o

Ssuppiy man1, 1965, In Formation Departaent Malaysia, p. 39.
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[ Januayry 196%, to harmonise this by introdueing persensl reliefs in the
’ Smrnswmmumptiwefimmdm%m”
muuksmMe.ulayam&hsh., e ‘

. hmmefmpwtmtiw.nthmmpmu&am.
company profits were taxed at 40% whether profits were distributed or
not. In the case of Sabah tax previsions for non-pionser companies
pernitted companies to Ve charged at 20% on undistributed income eof
companiss (ocharging s further 20% making 40% in all, whem the inocome
was distributed). This ssomaly wae,very rightly, removed im the 1965
Supply Bill, The tax was harmonised for the whole of Kalaysia, when
the incomes of Sabah compaibs wers to be taxed at ths uniform rate of
40%. The Malaysia Aot: Modifiocation of Laws (Income Tax) Order 1964
provides that as from 196%, a company would be taxed on its Malaysian
incoms onee only i.e, in the territory of residence on income derived
elsevhere, Before 1964, taxes on Trustees, exeoutors and nop-resident
individuals and ﬁiada Joint FPamilies was 30%, As from 1964, the rate
was increased %o 40%,8 S

X As far as earnsd income relief was concerned, the maximum

° allowsnes in Malays end s&mpe::e was €1,000 of the earnsd incoms; and
the rate in the case of Malaya vas 1/10 of the earned income and 1/15

in Singepore. From 196%5,7 the Pinance Minister, in his attempt at
harmonising the rate had laid an effective limit for Malaya and Singapore
at 10% of earned income, However, thers is no esrned income relief in
Sabah and Sarawak, PBut it should be extended to these states in the
near futurs if final harmonisation is a desired objestive.

() In Nalaysis, all typss of MEMt incems (1.8, incoms
derived from imvestment) is liable to income tax. It includes asmong
others ouch items as interest on money depesited in e bank, money lent,
income from ownership of property whieh is 1et. nnﬂ income from iavest-
ment in shares aaﬁ securities,

| (b) Dividend inoome, on the other hand, is dealt with on a
different basis other types of income., If the dividuals are from
local ' the grees amgpunt ezmunum received is inecluded

- in a taxpayer's income for m moso of ealcuhtm his total incoms

Ttax Changes within Malayeia, Informstion Department, Hov.
; 1964; Pe 2.

81noome Tax Act, 1964, Ne. 21 of 1964, Gmmmnt Printer.
1965 Supply m.;,py.nﬂu PP 38~39.
101 n0ludes alayan Unit Trust Dividends.
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tax liability. But tax at the rate of 40% is withheld at source from
distribution. And this tax deduoted from the dividend is allowed as
a credit against the total Sax payable by the Saxpayer. fhsrefar:
unless a taxpayer is liable te income tax at rates above 40%, he
obtains a substantial benefit from this trestment because the dividend
;tax of 40% reduces the tax ohargeable on his other imoome. If as may
_be, where a large part of a perscm's income is Halaysian dividenas,
tho excess tax deducted is prefunded. To illustrate let us take an
example, If a persea A's gross dividends are $1,000 and his other
ahargcablo income is8 §%5,000, then Sax would be charged em §6,000. But
40% of $1,000 would be deducted st souree i1.0. §400. Therefore sinoce
he is charged om $6,000, he should be paying £495. But the 3400
deducted ia allowed as & creaiﬁ and amnawquantly the taxpasar anly pays
95 as tﬁxo 3

In the case of foreign dividends, the taxpayer is chargsable
vith tax on such of these received in Nalaysia. . In the oase of
countries which have Doudle Taxation Agroeagat,13 an allewsnee in
respeat of the foreign goverament's taxation is slloved. Investasnt
ircome, other than dividends, feos no difference in essesszsnt. They
cone under income tax liability from the tize the income first accrues
to the time wlher the source iz disposed off.

(2)

Income from tradea, businssses, professions, vooatiocns and
employments is assessable for incomes tax from the date the source
ocommences to the day it ceases, V¥e shall be dealing with it later inm
the chapter.

(a) vxpondima A taxpayer is entitled to deduct from his
gross income expoaditnr! vhich is "wholly and oxolunivuly {acurred in
producing that inecme The main onss are:

1) Interest on momey borrowed and utilised in
producing ths ineoms,

11) FRents payeble for premises used for trade,
huaiaosu,cr;profbaaiun for sequiring the inocoms,

111) The oot of wrepairs (but this item excludes
experditure on alterations, sxtensions and

lynited Kingdom, Norway, wedem, Denmark snd recently Singa-
pors. | . |

12p0r the 2 slaseification of "Income™, see Federation of
Falaya, Income Tax Ordinance 1947, Governmsnt Press 1961, Part ¥,

13Poruenal Inaomo max in tha Fadaratiox of Ralayn. Government
?rintar, 1965. p. 4, pare. 30, |
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improveaents).

iv) Bad or deubtful debts (during the trading
poriod), o \

v) Obligatory coatributions by an employer

(1ike CPP and EPF) to employses whe help in

produoing the inoceme, To Tu giving a

ocenplets list of the items,’® we cam generally

say that 1¢ else ineludes, "expenditure incurred
res of 1n6cas" . ‘

| (v) Capital Rxpenditure: Although expenditure on alterstions,
or improvement are mot deductible in arriving at the assessadble inocome
speoial "oapital allowanees" are provided for in respeet of many types
of capital expenditure. This we shall comsider when we discuss
"Depreciation” in the section “Trades, Businesses, Professicns and
Yocationas™, : )

(a) Loss in Trade, Busimess, or Profession. The different
Ordinances provide for dedustion of a loss incurred during the year of
assessment in any trade, business, professicn or vocation. It means
that “only loses inm in a trade, business,profession or vocation
oan rank for relief®, Other losses such as loss on reatal property,
do not rank for relief. '

(v) Domaticms to Publie Institutions, ete.: Im Halaya, and
generally in Malaysia, a taxpayer may claim relief frem income tax for
gifts of money which are approved under the various Income Tax Ordinances.
Some of these demations are the Rational Nosque Pund; the National
Monument Famd, the Red Cross and the Ledy Templer's Tubsrcleeis Hospital
Tund. The relief is for the full emount of the donatiom. Such relief
18 also aceorded for those domations to doth the State and Central
governments, Though there is no limit on the deductions claimed,
there is no provision for carrying forward the excess (vhen domations
exceod assessable inooms) to future yoars. '

(o) Reliefs: |
1) Rarned Income Relief. This relief ie deductibdble

7348 can be found in the different Income Tex Ordinances.

“Pcml Income Tax in the Federation of Malaya, op. cit.,
PPs 4 and S, | o

mkolt,kop. cit., p. 6.



mlyeaemm” A siniler provision
exists in Singapore. This is claimed as yeasen~-
able by the Hinister of Finance, "to ensure that
income from perconal exertion is more favourably
trecated than income from investment whioh mruﬁ
without exertion on the part of the recipient.”

At present the rate is 1/10 of earned imoome with
a maximam of $1,000. But, this is only operative
in the States of "alaye and Singapore.

11) Persomsl Reliefs. These are given on the basis
of a taxpayer's ciroumstances, At %, the
personal relief for a single poraa doﬁmd as an
unmarried individusl, a widower or a widow) is $2,000
in Malaya and Singapore. Inthaomaf&%ahmé
Saravek there is a relief of $3,000 - & $1,000
diescrepancy is evident., A married persen :1n Simpem
and Malaya has a further relief of 51,000 for his wife.
A9 in the cese of ummarried individusl relief there is
e difference in the relisf in Sabah and Sarawsk for a
married person, In these two states, bafore 1965,
the relief was $2,400 in Sabah and 82, in Sarswak,
Frem 1965 there has been an slteration™’ of wife's
allovance given in Sabah t0 harmenise with Sarevwak
and the present rate is §2,000 1m both the Beraeeo
States, Furthermore, Sabah hed & relief of 82,400
for dependent parents. But with the changes in 1965,
this provision was repesled. The favourable reliefs
in the Bormeo Statos relative to those in Malaya and
Singapore more than compensats the absence of an
“sarned income relief” in their tax structure.

414) Children‘'s Limit, Allowance in Halsysia is
given in respect of children under 16 years of age,
and 4n vespect of children above that age if they are
attending seheol, eollege or university full-time™,
Children comprises, "legitimate children, atsp-
children, and children formally adopted, or whose

17Emad Income i defined as, "income from employment or
pension, or from a trade, business, profession or voocation in which the
taxpayer 18 actively engaged in either as proprieter or working partmer”,
Personal Income Tazation in the Pederation of Malaya, op. cit., p. 6.
It is also extended to Hindw Joint Families,

185upply Bill 1965, op. oit., p. 38.

19?&:03 Changes Within Malsysia, op. ¢it.y p. i4. See, 1965
Supm Bill. 8P ¢ites Peo 39. :



sdopticn has been registered under sems statutery
pmu‘un'.m The allovanses are for smnmmﬂ

sldest Qhug qw1m e .:“ rrqcyts'«'o'aiz 8 m
. . w ‘

m-' " ssiNsssEOOENS m
3“. hd ” " -wo:.-o’éro‘i.c m
4%h, ® " " ‘ sesesrceness $00 -
S¢h » " " , . '
. coo-oo-oo'-ook___mr
Kaximunm oc‘eerorév’aos‘ao“gtf 38.350

 Befere 1960, in ile case of Kalaya, ohildren's
allovence was slloﬂaAQSbr 9 ghildren with the
‘alteratioa was te bring im more tham 30,000 taxpayers
‘4nto the tax net, This also sav an incroase in
‘yield from existing Sazpayers. In that same year
the Finance Mimister rejected pleas for sllowasce
for taxpayers supporting pareats om the grounds that
it would be open to considersble abuse. Since 1960
the meximm limit of children's allowsnce has been
$2,350 but in the case of Singapore, till 1965 the
meximum was 83,150 i.e. ths pre=13960 Malayan level.
Sabeh, prior to 1965, had no meximum limit end Saravak
had & maximum allovance of $2,100, From 1965, hew~
sver, the maximum level for the whele of Kalaysia has
been harmonised with the rate of allowance prevalling
in Malaya froa 1960-1964, If viewed elosely these
changes have been to the benefit of Sarawak parents

1f a persoa in Malaysia hes more than 5 children,
then the lst, child oesses %0 qualify end the 6ih,
child beocmes the 5th, “qualifying child", Purther
provisioa ensures that if a child is being edueated
overseas the allewance say be increased to the actual
expenditure ineurred provided it does not exceed a
maximum of double the relief normally dus.

1v) Life Assurance. An allowanoe is given in respect
of net premiums paid on policies on the 1ife of the
tax T or of his wife. It iz however, restricted
to 7% of the capital sum assured at death by the
. policy. Relief is not dus for a tazpayer in respect
of premiums he paye for his childrea or others.

‘ mhﬂml incoms Taxation ia the anusaéf Malays, op. Cit.,
Pe 6. o ;

| 2p,y Changee Within Malaysis, op. cit., P. 3. These rates
are applicable to all territories of Malaysia froa lst, Jamuary 1965.

| . zaSupply Bill 1960, | Inforantion Department.
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v) Approved Penmsiems or Provideat Fund Ceatritmpions
Only cospulsery contributions (1ike the zrr/m e
deduotidle. Eo income tax relief, ‘gonsequently, is
due to veluntery contributioms., The maximum relief
for the aggregats of both types of payment (i.e. (iv)
and (v) 48 83,000, Trem 1965 the amomesly whereby a
person eculd claim relief for eoatribution on bshalf
of domestio servants has been removed, The 1965
Budget 3180 harmouised the maximum relisf in all feur
serritories for comtributioms to items (iv) end (v)
to $3,000 whick meant a reduotion in the limit by
$1,000 in the case of Sabah, Saravak and Singapore. 24

In the oase of "Trades, Buainease;, Pretesa&oal
end Vocations® shers the enterprise has eaployees and
contributions sre paild om their behalf %o a Provideat
Fund or a Pension Scheme, n deduction is dus in respect
of those ceontributions, The total deduction, hewevsr.
mist not exessd 15% of the employees basie pay.

As for raplanting of crops, the eost of replsniias
is deductabls. If 1% involves the planﬁing of a new
orop the orop must be an "approved orop”. Othervise
only the ordinsry eocat of Egplantlng is deductable and
not the total expenditure, Sinilarly, a deduction
ia due in respect of the net cost of sbortive prospect~
ing for mineralas, Though no explicit reasons are
given for these deductions we ocould well conjecture
them. It might be in keeping with the poliey ef
agricultural diversification and also to give considere~
tion for exceseive costs/losses invelved in the
proepection of minsrals,

vi) Depreciation:

e) Industrial Buildings. Capital Allowances
are given in respeot of esplital expenditure
inourred in "providing factories and other
buildings er etrustures used for the purpose of
the trade, of storage of goods on arrival in the
Federation, or astorage of goods wh%gh are to be
usad in manufacture or pxoeuaaod An initial

Bipr - »hploms Provident Fund (Malays).
CP? « Central Provident Fund (&mpcre).

| 2474 Sabeh, Seravek and Siagapura the meximum relief before
1965 Cupply Bill waﬂ 84,000,

3 aswhn 'appsuvta grops” et prosant aros eaahaw mts, coeos,
~ eooonuta, ocoffee, durisns, mangostein, naniln hemp, 911 palm, poper. :
- vambutan, ramis, rubber and tea, ;

zs?ersonal Incemc ?axation in the Federstion of nulnyn. op. eit.,
Be lac R .



aumme:mﬁummmu mqmt
 expenditure om improving and cxﬁendtng alse

qualify for the initial allowanve, In addit-

mmulwmofﬁmmsanwﬂ

of "total oummlative cost of sueh building".

However, initial allovances are not arantod in
 yespeet of aooeaﬂ-hand bniléiaas

%) Plant and Rachinery. Cspatal allowanoes
 are dus for expemditure in providing plant and
machinery at an initial sllowance of 20%, It
 is, however, 60% in the cass of capitel expendi-
ture for getting tim-ore or extracting or dressing
tin comgentrates. A comprehensive sehedule is ia
operation and may be obtained in the Inocome Tax
Rules 1948 or in the 1961 nap@int of the Inﬁasa
Tax Qrﬂinaaao

¢) Capital “xpenditure en Plantations. Buildings
end structures, and plants and mashinery qaalify
for allowances as in (a) and (b). But allowanee
for structures and buildings may be claimed
separately et am annual allowaass of 10% of the
expenditure for 10 years, Similarly ceat of
clearing for planting (other than replanting)
qualifiss for an anmial allowance of 50% per year
for 2 years,

d) Cepital Sxpenditure on Mines., Similar
allovances as in (a) and (b) are dus, But in
the case of abertive prospeciing, a deduction is
granted in respest of the net cost of the abortive
prospecting. Allowances for other capital
exponditures are availadble under the Income Tex
(niaing Operations) Rules, 1949.

Generally, the basis of assesement for gains er
pzofita from a trade, business, profession, or vocation
is similar %o that applying %o employment income. Ve
may also note that since the assesement year is normally
msasured by the income of the previocus year, it gives
~ rise to an advantage i.e. tax liadility can bYe eaaputod
~ at an early stage during the tax year. : k

faxpayere who ave " resident” in Malaysia are liable to income
tax on the income they derive in Malaysia, and upon such of their

€T1pid, p. 19,




foreign income as is received in Malaysia, Henm~residents who visit the

Fodoration for lees than 60 days are mot subjest to income tax. An
exoeption exists for public entertainers who are subject o income tax
unless thay are fimareially sponserved by amother sountry. Hoa-residenta
are subject to incems tax only om their Helaysian insoms, Otherwise

if they stay in Halaysia for more then 6 months, they are lisble %o
income $ax on their foreign ineome. The generel rate of tax payable

by non-pesident individwals is 40%, Non-residents who are Coumemvies
citisens or British protected persoms are at precsent entitled to claim
reliefs similar to those awvailable $o residents but proportiemste to

their ratio of xmm to world inecome.

 Hesding the 1ist of ezemptions is the profits of a Pioneer
Company during its tex relief period, and dividends out of these profits
are sxrenpt from incoms tax. Other exemptions include registered
co-oporative socleties, approved friendly societies and imstitutions
approved by the goverament end ineluded in the Firet Schedule of the
Incoms Tax Ordinance. Approved charities, registered trade unions and
approved pensisns or Provident Funds or Sosieties are similarly exempt
from inoome tax. Furthermore, certain diplemsts, and certain advisers
end technicisns supplied by the agencies of the United Fations and the
Colombo Flan Technicel Co-operation Schems are exempt from tax en their
official incomes, 48 frem 1963, persons ceased fo be liable to tax on
the net anmual value of residence owmsd and cooupied by them; but this
exemption is restricted to one residence for eash pereon.

Brisfly the reasons fer such exemptions appear %0 be threefeld.
In the first place thess exemptions are givea beeause of the spscial
character of the recipients of the income like diplomats, Secondly it
pay arise dus to the epecial character of the income itself like pensioms,
And lastly i% may be due %0 the govermment's eim o encourage savings
and investment in certain governmeat securities.

" As far as double taxation sgreements go, there has been no
attempt to view the situation in the Halaysian context. But geaerally
1f we have made arrangemeats for the avoidanse of double taxatiom with
the United Kimgdom, them if an individual reseived dividends from the
United Xingdom, the gross dividend before British tax is chargeable ut
allovence in respect of British tex deducted is due by way of the Double
Tazation Relief. The situation generally is ssmo feor other
countries with whieh we have such agreemsnts. In actuality because
of our formal Double Texation Agresment with the United Kingdom, we
soceded to the Double Taxation Comventicus entered into between the
United Xingdom, und Demmark, Horway and Sweden respectively, The
general principle underlying these treaties is that, “vhere possible

28, imark, Norway, Sweden, United Kingdom and lately with
Singapore. o s R
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" inoome should not be taxed both in the territery in which it arises
and in the territory of residence of the recipient but that where
incone is taxed in beta~d§§gtrﬂga. one oountry gives relief to the
tax charged in the other”. A recent event of rolevance ie the
signing of & Double Taxation Agreement with Singapore. Apart from
press reports, details of the agreement are as yet not available.
However, presumsbly, the general prineiples would be operative in
this W‘Nntc

is for the piouser industrigs, & new Halaysian Bill came
into effect on the lat of April 19657 to replace the existing 4
Ordinances u wm, Simm’ Saravak and Sshah. Pl'ier to this,
pioneer industries were "encouraged with widely different degrees of
gonereosity Ey four different laws in each of the four reglons of
ﬁalsyaia.ﬂs In general terms the laws for picneer industries in
¥alaya, Singapors and Sabah were broadly similar in that they provided
tax holiday. But in the cass of Serawak, the law provided enhanced
capital sllowances., Purthermore, in Malaya and Sabah the length of
tex boliday was linked to the quantum of expenditure on faotory and
machinery.’2 1In Singapore all pionser enterprises could obtain 5
years exemption without statutory obligation to spend anything on
factory or machinery. The new Ordinance was not only intended to
harmonise the 4 existing systems dut was also designed, "to provide
the same type of tax incemtive in all regions so as to snsure ¢ gar
as possible that there is balenced development within Malaysia".’
Az ought to have been, it preserved the certificates already granted
under the various Ordinances. I¢ wae also felt whea introduocing the
1965 budget, that it would edd flexidbility to & rigld plece of
legislation, It wvas intended to give the Pederal Finance Minister
powers to provide tax incentives to industries that were to be
encouraged., This matter is too early to be evaluated although the
principle behind it is justifible in terms of national economio
developnent.

ZSAnnnal Report of the Department of Inland ievenue, Govern-
nent Pmtﬁr, 1961' Pe 7. ‘

e amendments made by sct 30/65 have effect as regards
Pionser Certificates on or after the lat day of April 1965.

Slsupply BL11 1965. 1Ibid., p. 36.
Baaalayn. maximunm 5 years,

,333ahahfmnx1nnm 4 years,
Tax Changes Within Malaysia, op. cit., p. 2.



\ At present the pericd of exemption is being linked with the
quantum of cepital expenditure incurred in providing fectories and
machinery in all the regions of Malaysisa. The 1965 Supply Bill
raised the expenditure requirements to higher levels. The tax
exemptions ia relation to expenditure from 1965 is as followss>4

TABLE 2.1
Fized Capital ‘xpenditure Haximum Period of

on Factory and achinery Teax :xemption
Over $§ 250,000 . ¢ ¢ ¢« i s » o 2 years |
Over 8 500,000 ¢ ¢« o s s s ¢ » 3 yoars

Qﬂr%’l,CﬁOQOGQ;;eﬁa@.s £ yoars

is Teble 2.1 shows, the system i3 on a graduated sosle but
there exists uneveness in the peried of exemption limit. As such en
industry with a eapitel expsnditure of $550,000 has the same sxsmption
limit ss one investing say $800,000 or even 8900,000. A further
breakdown with an exemption period of 4 years for more than $750,000
capitel expenditure may be introducsd to reduce ths wide between
these two slebs of investment. Furthermore, the incentive (i.e. the
tax exemption) is directly related to tho actual profits earned., Ae
such the govermment is considering introduding the prinoiple of &
development rebate into the legislation in whick the "quantum of 35
incentive would be directly related to the quantum of investment”.
Furthermore the granting of grsater incentives for investmsnt in the
less underdeveloped parte of the country is likely to indude a flovw of
investment %o these regions,

The marginal tax rates in Malaya, sarawak, Singspore and
Sabah as om HMalaysia day are shown in Table 2.2

24 1bide,s po 2.

355upply B411, 1966, Information Department, p. 14.



TABLE 2.2

(A) RATE OF TAX ON CHARGEABLE INCOME IN MALAYA

I | Hu-giml Pate Rate of Cm

(@) (2) B (3)

First = § 2,%00 &%
Next $ 2,500 | &
" $ 2,500 0%
. $ 2,500 | 128
- $ 5,000 15%
" $ 5,000 185
. $ 5,000 205
" $ 5,000 et
* $ 5,000 257
" £ 5,000 30%
" $ 5,000 35%
" $10,000 40%
txoeeding 855,000 45%

MREAURRAARRR

(B) RATE OF TAY ON CUARGHARL® IKCOM: IN FABAH




(6) BRATE OF TAX ON CHARGSABLE INCOME IN SARAWAK

Ingrecse Hargimal Rate :4; ‘Rate of Change
(1) (2) - (3)

First  § 5,000 N
$ 5,000 | 6%
8 5,000 i
8 5,000 } . &k

- 8 5,000 1 10%
$ 5,000 20%
8 5,000 29%

8 5,000 30%

Exceeding 845,000 | 3g%(a)

A

PRENUREER

(S)Sahjoeé to & ceiling tax not to exceed 10% of assessabls
incone, 7 &

. (D) RATE OP TAX ON CHARGEAELE INCOME IN SIKGAPORR

rweerea—
(3)

é

(1) )

-
™

9 0P 09 20 ©F OO o0 42 o

ﬂsﬂi!!!!!‘i‘i
QUAVYRUREE

]

Elitetetitert

S0urcs § For Table 2.21 Tax Changes Within Maleysia, op. oit., p. 15.
| Also see Fimanse Act 1965, No. 2 of 1965, Government Priamter.




The marginal tax rates, ” as shown in Teble 2.2 are progressive in
that marginal rates increase with marginal increases in income. The
marginal rates inmcresse from 6% in the case of Nalaya, 5% in Singapore
33%4n Sebah and 5% in Sarawak, to maximum rates of 45%, 55%, 40%,
and 35% vespeetively. The application of the various margimal tax
rates ensures that "individuals with the same chargeable inscome will

be taxed equally”,’7 with the exoeption of Sarawsk. In the case of
Serewak, there was a differentiation of business incoms and interest,’®
Another notesble feature is that, as regards Malaya and Singapore, the
merginal tax rates did not inorease in stages by incressing absoclutle
emounts, For example in the ogse of Malaya, there is an anomaly in
the marginal tax rate increases’® sbove $20,000. This necessitates
amwumwmaum;mmau-mmam
$35,000, Such a discrepsnoy also occurs in the Singapore tax
structure where for a chargeable ineome above $20,000 there 15 a
increase of TH in the marginal tax rate; while for a chargeable

mw of’amsm,mmmmmmmmwuuuMy
5,99  Pinally in all four tax rates, st high levels of chargeable
bracket, '

| . In the Nalaysian tax rates, vhich came into effeet in 1965,4
the anomely is not overcome., In fact, very suprisingly the trend is
exaggerated as can be seen in column (3) Table 2.3. For the firet

% tax brackets the increase is at a rate of 3%, For chargeabls inoome
between $10,000 and $15,000 there is a sudden jump to 5% followed by a
drop to 2% in the next tax bracket. Beyond $30,000 the rete of
inevease in the marginal tax rate is 5% till the level of chargeable
income is more than 835,000 when the inorease in the rate is 10%,

As such, mthowiatdimmahnrxinltunhsmaimum
before 1965 was bad encugh but the strustural relaticaship of one
miulhxnh%mﬁhrumnwmmmmvwmm
strueture,

36go1umns (2) Teble 2.2, (a), (B), (C) and (D).
5?6.?: m. °p. "1‘.; P 38. |

”Miuu‘mm 10% tax.
. Interest 5% tax,

”s» fable 2.2 (A) column (3).
403,4 7avle 2.2 (D) solumn (3).
4lgupply Bil1 (1965), op. eit.



" WALAYSIAR RATE OF TAX OF CHARGEARLE INCOME

(1) (2) - (3) (4) 1 (s)

Firet  $ 2,500 6% | $ 2,500 6.0 %
Fext 8 2,500 g% 3 § 5,000  7.5%

" § 2,500 126 3 $ 7,50  9.0%

. $ 2,500 19% 3 $10,000] 10.9%

$ 5,000 20% 5 $15,000|  13.66%

" $ 5,000 47 3 $20,000] 16,0%

" $ 5,000 5% 2 $25,0001 17.8%

" $10,000 30% 5 . 835,000 21,288
e $15,000 40% '8 $50,000{ 26.90%
Exoeeding $50,000 50% 10

The nevw rate structure, however, decreased the number of tax
brackets in the emse of Kalays, and Singapore from 13 to 10. In the
' case of Sabah, the new %tax rate has meant an increase in the nunber of
tax brsnknta.;z Saravak, however, did not vitness any change in the
puzber of tax bracksts as s result of the harmonisation of the 4
different tax rates,

A comparison of Table 2,2 and Tsble 2.3 would enable us to
appraise the change in burden as & result of the new tax structure oa
the differsnt ecmpenents of Malaysis, Singapore, evideatly vas least
affected by the changs, Similarly, in the oase xg Halaya too, the
increase in burden has net beea very signifiecant, However, for
Sabeh snd Sarsvak, there has been a very large inerease in the burden
of texation a8 e result of drestie differences in the new rate structure
when oompared to their old ones. Consequsnily, the tbderai4¢evsramaat
has found it necessary to give rebatos to these two states. Whils

423,peh from 6 to 10 tax brackets,
4340 o result the rates operate unabated in Malaya and Singapore.

ever, there 18 no redate in respect to every dollar excesding $50,000,

S P



) Singapoy ,
"E tos ’m 2.3 oporate vith o vous Tof 405 1n tho oume of e
the fivet imgm.’ 210 vas €0 bo dedueted frem the tax chargeable on
e of chargoablo income. But it wes net intended to
h:ﬂ‘ﬁln:umlh?“m m-cuz « Consequently,

m 2.4 Mam m edjustaonts of m wm tax
ginsl n ahmtmmmnl%ﬁ. Mm? {a
mmgmmm nmm,mmzm '
rdjustaent, 1o en upward revision of tax rates at very low levels and
uﬂ“md&u@aﬂn incomes, the intermediate slads of the
mem In fact at the contre of the aehedule
mmimer%hmnhaamumm
@m (3) (e}' mmfa:e thie 1969 e-ed justment scems is have

- Emver, quite unlike this 1960 W
the 1965 pe-edjustmont had concentrated om an upward yevision of tax
nwuwmammxmnarwmamzmm
mmmamabummm

. mhuo 2.2 (D) and Table 2.3, we may ceneluds that
the 196! mm hes relatively left Singapore‘’s tax rate unalteved
mtmwmtmmtuamammm
mM;hw-ammmmrawmm.m.

. these hes been drastiec upward revisieca of marginal tex rates

i

"ﬁmdmanﬁmtwmi.ﬂmtmwm,dm
,gna(mﬂtoftbommwam rates.

“mw ﬁeremmhusmywmm
‘pates. But although this has eccured guite often,
“mlw eppsrent when we discuss the aversge tax

mawmmn%ww
in chambla m from 820,000 to

by 1,$ m u Mem of £5,000

| 5gupp1y B11 1966, op. oit., P. 5T-



TEBLY 2.4

‘CHARGES IR YARGIKAL tAX LaAT%E, Pl
op HALAY&J ARD MALAYSIA 1957,
‘ 1960 AXD 1965

— (@ 1 s
- ferglnal Tax Rate gﬁ%ﬁif?:i‘égif
e —— ) (%) Betwaen
e | () (s
Total | Inoreasel 1957-59 | 1060~61 | 1065 | 19°1/D9 | 1960/64
e | 1960/64 | 1965/«
500 500 20.00 | -
1,000 500 20.00 -
1,500 | 200 | 205,00 | -
2,000 | 500 - -
500
500

2,500 «14,29 -
3,000 | 14.29 12,50
5,000 | 2,000 |
7,000 | 2,000 10 10 12 - 20.00
7,500 | 500 12 10 12 «16.67 | 20.00
10,000 | 2,500 12 12 15 |
15,000 5,900 15 20 - 33,33
23
25

© ~3 =3 RO W AW
® ® N O o ;B D
W W Y OO

20,000 | 5,000
25,000 | 5,000
30,000 | 5,000 30 10,00 36,36
35,000 | 5,000 25 30 25,00 120,00
40,000 | 5,000 25 30 40 20.00 ¥3.33
45,000 | 5,000 25 35 40 | 400 | 14.28
50,000 | 5,000 { 30 40 40 33433 -

55,000 | 5,000 %5 40 50 14,29 | 25.00
60,000 | 5,000 40 45 50 12,50 11.11

R
NN

5 | )} ¢.T. Bdvards - The Tate Structure of 9ereggal come
e ! (l) ?mtiéﬂ in Mﬂ}.&yﬂ; 791» §Q :701 29‘ I}QCQ 1905, Poe 42.

(o) : - Figuves for 1965 ¢empilad frou dsta in 1965
(2)' 5:%::§#§na ruey Chenges vithin Nelsysie“, op, cit., p. 14.

w 50 -



$25,000, The oxplanation fo. irre
UV Or this iz to bs found in the gular
mmﬁawwnhiﬁwtusntu.

. Table 2.5 shows the ave ‘
to | . ‘ rage tax rate on a single person ablie
mﬁ:mﬁ:i ulmhgn of earned income relief. It shows average
th:m' - “mmun tax rate and under the Malaysian tax rate. In

‘Gase ¢f Kalaya 1% inoveases very steadily from $.05» on an sssess-

8100.000" %0 19.90% for $50,000 and 32,05% for a chargeable

ctates. Coumodn, ‘Table 2,5 shows the equivalents for the other 3
o Comparing colusn (5) with column (1), Malaysia has shown a

1ight inarease in the average tax rate at all levels of assessable
miﬁ'ﬁ B %o°a result of the 1965 tax ohanges, But the ¢ffect of the
by changes on the avern;» "X rate of Singapore has been negligible.
Howgver, for Sarevak, and Labah, there has been a large inorease in
tho average th rate for all levels, 1In Table 2.5 no comsideration
vas given for the 40% rebate in those territories., C.T. Sdwards
observation that, "vhile upvard adjustments in the marginal rates of
taxation have coursd throughout this period, the maximum possible
average rate of taxation has remeined moderate"?® still holds true.

In Malaysia, the existing opportunitiez of reducing the net
chargeable income by taking advantage of permissible allowances are
considersble. One i2 slso tempigd ¢0 agree with C.T. Edwards,
Alison H, Hartin and x.A. Lewis,”' that as & result of such "generous
allovances® virtually the whole of the middle-class in Halaysia, is
exempted from income tax. Combined with this is the fact that, even
among those who pay, the percentage of increased income liable to tax
at any given level of income is moderate.

Any reduction in the sllovances permitted would imevitably
inorease the coverage of the Malaysian tax system. At this juncture,
we may questiocn the vdlidity of the earned inceme relief, There is
no easy methed of distinguishing what is eerned income and what is
uneayned inceme - decisions invariably have to be arbitrarily made
thus providing scope for sbuse and evasion, The prinsiple behind the
relief is landable dut what is more important is not the prineiple but
practisadiiity. In faot C.T, idvaris goes as far ae to suggest that
such items are an *inherent bias vithin the Malayan tax structure to
keep i step with the United Kingdom".

| g5 gavards, op. oit., p. 38.
#T1psa., p. 39

g, op. otte P 49



TABLR 2.5

AVIRAGE TaX RATES

"""“Nl Average Tax Rate in 1964 & | 1965

Income [ (1) @ 5T @ G
ﬂ_“ﬂ\n _Singapore|  sgbah Sirittkl !ahgeh

10,000 | §,50% 5.95% 2.45% 3.70% 6.15%
50,000 |  19.90% 24.49% | 9.m4% 14,0086 | 24.50%
100,000 |  32.05% 36,94% 24,305 18,20% 36.95%

Table shows average rate of tex on a single person able to talee full
advantage of earned inoome relisf, -

sourees Caleulated from Tax Rates available in:

(1) Finanoe Act, 1965 (No. 2 of 1965) pp. 12, 16, 22 and 27.

(2) fTax Changes Within Malaysia, op. ¢it., p. 14.

1In‘tho care of Sarswsk, for every $ oxceeding 45,000 the
marginsl tax rete is 35F subject to s ceiling tax rats to exeeed 107
of assessable inccms, Cur calculetions, however, imores thie
provisien.

'iotet C.f. Edvards, (op. odt., 7. 38) haz presumably mede an
arithmetical error in caloulating the sverage tax rate for
$50,000 when he gives it tc be 21,05%, The correct figure

ie 19'-905§.

Pros , analysis, we may concluds that, we have to
adjust and eoaaiﬁtrzzg;er:g;cgatho lavel cfkallownncaa and ra;::ts te
?eraitto&. Fupthermore, 1t is desirable for ue tq maintain ta:ra
@arsinal tax rates and to avoid abrupt increases 13 fh:a:‘x‘i: .

In other words, we need s realignment of our marginal tax ra

structure. Such measures appear necessary if income tax is to form

_ ey e is L
ignifieant +ion of revemue to tho geveru$en;‘ As ards

Srete 1t‘ttigr°£:§:ia 1s = nesd tc adornt the appropriate, reject

i oian .and above all evolva an inecma tax structure rele

:g't;:‘;izzg::;:;~oharacteriatic fenturec of the Malayan econonmy” .4

31

: ngbid" Pe 50,
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- In Tadle 2.6 eoluma (1) what is im |

4 by imzediately noticeable is
W of 1:0:; tax receipts over the years except im 1963 when
nwmw Top reflecting poor rubber prices inm 1962. Before
orientated S us neation a peculiar phenomesa eperating ia expert-
orien :  )G eoenomies. In sush sountries, high sxpert proeseds in_gme
mm boted in an inoresse in income taz the following year,”

' Incoms tax celleotiens are ezpected to treble by 1966,
reflecting tbs inereasing importance of imcome tax in geveramental
comtributed over 20% of total taz revemue, The low figure for 1959
vas 20% caused by & decresse in income tax revemue, but in fect by an
increase of $200 milliem in other tax revemue, theredy dimimishing the
3ignificence of income tax, Another feature of column (4) is that
the proportion of income tax in the total tax revenus incressed by 6%

1960 witnessed a lsrge inorease in inceme tax collections
both abssluts and porcentage-aise., In the firvst place this major
jusp wes a refloction of the proeperous comditions prevoiling im 1559
vhen the average price of rubber “"5*0""” s against 80¢ im 1958,
Secondly the reduction in sllowances ™ brought in more than 30,000 new
‘ . And thirdly 1960 alse brought about the first post-independence
change of tax rates. mmnwur.unmmmmlm
wmmwmtnmammmmmnuwu
doudled. During this period of slteration of rates, the mmder of tax-
paying individuals rose froa 46,000 in 1959 to 90,000 in 1960, Further-
more boem conditions prevailing in 1960 vas reflected in increased
earanings im 1961, The Fodoral Finance Hinister also maintained that
there was imsveasing suocess of the anti-gvasion campaign as a result of
the formation of an Investigatiocn Unit to heat tax evaders, Over
looking miner flustustiose, since 1960 income fax has contributed more
than 208 and since 1961 more than 25% of total tax revemus. Hotioce
mmmmﬁo{mmemmnwuxmwm
1965 and 1066, This trend started in 1964 with the formatien of Malaysia
und 4% 48 expected to bave contizusd in 1965 ss a result of the major

tax changes effented ip that year.

The trend mt became ovident in the above discussion is also

3 ahare of income tax to totel reyemue for the period,
Mmt in :ﬂ ected, it 18 0n 8 reduced scale. The fluctuations

%s S.e‘ mamu incoms tax is based on the previous year's
earaings.
. 51?93 purther details on the imendments refer to Supply Bill

(1960), ep, eit. .34 =



tax preporti w . _the same reasens as in the case of income
t 58 %o total tax ﬂ;;m. Generally it ocan be obeerved

15% of total > 01 our analysis income tax formed around
, ."'f“ "‘m; mw:- ::x oatribution in the later years

u’ ey \.“' umznum ‘““I ‘ 4 limmthzf Sear, « This proportion or percentage

-~ There 1s no doudt that income tux does not form a large
o ; , : al
g:;m”;"“ ‘{ oither total tax revemus or total revemus but does
£oa tures u.h':? moment a siseable proportion, The most remarkable
of ineems tax oy 2.6 are firstly the tripling of the absolute smount
crond 13 & - @olleeted over the period, and seeondly the increasing
—— _1noome :“ poresntags in both total tax revemue and total
ﬂ’l“ enue oollestions, ~ There is hardly any reason o doubt that in the
ﬁ:": » BO% only :il?;n:Mh::z income ¢ax collections incresse but alse
ignificance owe both in total e 1 )
governmental revenus will inorease, fux revemo o3 well as i

1) Eetate duty is payable on the value of all
properties moveable or inmovable, situated in
Malayela, whioch are deesxed to pess oz desth.

2) I4% is also impomed on all moveable preperty
situated outside Xalaysia if the cwner, on whose
dsath the property passed, was domiciled in
Kalaysia at the time of his dsath.

Eetate Duty is charged si *’ valorem rates on the net
prineipal valus of the propsrty ocomprising the dutizble estate, The
objectives ad the introduction of a common tax rate were firstly
harmoniea and sesconily to ensure a reduction in the incidence of
taxation., This was felt to be enuitable in that there vas strong
foeling mot to saddle smull estales with estate duty and bring to bear
hardships on the beneficiaries i.e. widowe and children, Furthermore,
the | nt has found it expedient to encourage privats house
ownership end tbe reduction in ihe incidence ard the increaso in the
exemption limit 1s ccnsisteni vith this pulicy,

52,01 report of the Depertuent of Inlend Revenmus, op. oit.,
l%}p pt l@'e ; k ‘ ‘
y 533“’ Tax Changes Within Halaysis, Op. cltes Do 1%,



The retes of estate dute | R |
follows: state futy since st Jarmary 1965 were as

TaBLE 2.7

~ RATSS OF RSTATE DUTY

- nate pty "% | Average Rate
Firet Nil Kil
Rext 5% ' 1.,25%

X T 5.0 &

) 10%  6.66F

" 1276 8.12%

" 15% 10,41%

- 205 12,81%

" 2546 17.54%

) 30% 17.65%

" 357 21,12%

- 40% 27.35%

. ~ $500,000 45% 31,85%
Remainder (Over 82 Million) 50%

Source: Sax Changes iithin Malayeia, 7. Sites fe fates for Nalaya

befors 1965 are also obtainable in “The estate Duty

(Variation of Rates) Urdinancs, 1357, Government Printer,
‘Po 2.
¥ '.», o %

' ' e 0f tien
i has been an inerease of the exemp
ﬁﬂtr::; $10,000 in Sabah, Halm and Sinsaporo and
| Si 000 in Sarawak to $25,000 in ald four reglons.

~ ‘ £ the maximus rate at 507,
, g;), W mm:i::s: in Malayas and Singapore was

54% ‘ o dats was obtained frou detsils in the 1965 Supply Bill
5?0 ; d%i! EP' M.

g 3



: in fagt very maoh | v | ,
dsveloped cmm“mm. ?F than those in many

| 114) 48 froam 1965, a11 Halaysisn assets and
foreign movesble sssets is to be aggregated
e in a single ¥elaysian computation
1} '« OBly one ocomputetion of estate duty. Formerly
a Rﬁlmian had aspets in two or more regions
of Halaysia, tax paid vill be low beosuse eech
880t will fall in a lower tax bracket. The
effest of a sligle computetion has the advantage
of producing a larger tax bill by bringing the
estate into a higher tax bracket.

i‘!’), Increases the period during which "inter vivos"
gifts will be aggregated, to 5 years ia the whole
of Walaysia. Formerly this 5 year limit oaly
applied to Singapore, '

v) There wes also & ohangs in the rates of
interest to be charged on overdus satate duty.
The rates were as follows:

1) Pirst 6 sonthe after date of death .... v per anmum
2) Over " " R -

Aowever, the rate of intsrest may be increased to "not uore th 515 per
ennun after 18 months in cuses of "wilful delay in settlement”.

Vieving these changes in perspe ’ive, it becomes obvious that
there 18 a nmet reduction in liadility in tie casie of smaller and medium
siged estates, whi. a great many very small estates will not now be
liable %0 estate duty., Furthsrmore, since they are no longer
confiseatory in mature, there is a hope that there will be less evesion
of tax., The average rate of duty, Table 2.7, while not confiscatory
rives steaply %0 31,85 for an eetate of ¥2 million., Istato duty
helps %o bresk up concentration of weelth in few hands and through this
neasure greater income equsulisation may be achieved. Estate duty also
helps %o reduce the conceatration of sconomic power, 7Zhe average
retes, as indisated in Table 2,7, are not excessive but ai the same

time they are more than merely moderats.

Generally duty collections has inoressed over the
' ”~t‘“ 'ty ten seems unnecessary if are remember

| 551'9“03 Pe 534



TARIE 2.8
REVENUS  PROM ®STATE DUTY
Year Estate Duty
1953.....‘........4.480.806
19%5% . . ... .

1960‘11"-

C e e e e . 4,276,201
S e e e e e . 8,661,423
1961 . . L L8,
1962 . . ... ..., .. ... 5,677,555
1963 « o o o L L L. ... . 5,270,094
1964 o o . . ... u .. ... . 8,005,502
1965 o v v b v i v w v e e . . 7,700,000

19660:a¢tun000041 8.000,000

L]

Sources As for istls 2.%.

2) Change ir volve of eatatosassesesd, and
3) Chenges in tue rate of ostate duties,

If not for s lowering of retes w2 figures for 196Z end 1966 could vell
be higher than the estimet~e in Teble 2.3,

~ A® @ centributor tc tsx or total revenus, it does not have
ruech Wﬂaﬁﬁe since natete duly, to date, bus rantrivuted n nﬁf;ligible
rortion of government reveuus,

Al businesses, +ith tho ge::mptics’z ;f those carried ;n by

ted oompanies, registervd vocietise, anl in the exeroise o certain
;::;:::1gng must é; tgéisterea. The cartificute of registration,
which is velid for three yeurs rust be displayed prominently at the
prineipal place of tusiness. A foe of #5 is charged for this
cortifieate sad for each remswal thereof, If, however, & business
i eayried on under a trsde naue, au additional fee of 520 is payable

on first registration.

‘®he Inland Revenus De ’
Duty offices in Penang end Xualaz Luzpur

X

partment ala3o admlnisters the 3tamp
it the overall control and



rospensibility for administrat

signifisantly
considerations
colleetions for the years

0¥ of the fmot
ecntribute to
of space,

TARLE 2.9

OTHIR INLAND RIVENUR

of the Stamp Nrdinance rests with the

that these 1%&&5 of revemus do not
, thafodenlmm.mmebmmef
1% would suffios for us

to tabulate aet
in our diseussion,

Year Lotteries %;":mim | iﬁﬁfx ?ﬁﬁe u:ﬁ
1938 1,791,266 3,771,676 2,450,520
1939 2,450,060 415,315 4,853,230 2,300,569
1960 3,860,355 591,641 5,309,231 3,231,827
1961 34553,715 285,304 5,903,318 4,669,387
1962 | 3,226,647 331,543 5,852,846 6,121,224
1963 4,453,707 413,080 7,213,082 8,986,158
1964 50403 ,265 297,660 10,595,711 8,631,452
1965 | $,700,000 337,000 8,200,000 9,000,000
1966 | 6,000,000 362,000 9,600,000 10,000,000
1
Soureet As ia Table 2.0,

sserching for nev taxes, the government found it expedient
- h ocan be handled by the existing mashinery with
Therefore, a fov new taxes came into effect

to introduce taxes whic
ninisun additionsl ocost.
in 1965,

and other

It \:@ levied on the basis

of the turn—over i.e, the sale

gross earaing, of all trades, businesces, profesaions, and

carried on in Malaysis,
: m‘% , B It; was originally mul t1-stage tax.

It was to apply at ¥

throughout

» Minister contended it to be a "low rate on a

As a

o ﬁé“ Wr Pax Aot 41/65 Govermment Primter.

 ST3upply BA11 1965, 0P O

ites Do 4%,

T . TR



corellary t0 its intreductinn oo
was W,u introduction, Saravak's 1% tax on goods on consignment

yeaz, ( 11)“::3:%:‘“) vhen the turn-over is less than $36,000 per
‘he M fom of mm-over consists mainly of gross receipts from
ihe provisi ;arvieas and does not exoeed $20,000, (iii) that part
Aieh ‘m*'*: of the production, merchanting or export of ocommodities
: 11::; subject to exvort duty and of certain other raw materialse
not liable to such duties, (iv) that part consisting of goods other
than those in (iu) whers these are exported by the trader, (v) sale of
:M OF business premises made by the taxpayer who does mot deal
zashinery or property (vi) government departments 1ike the Post
0ffices, and (vii) co-operative societies, charities, elubs, societies
and trade unions, '

.. At the time of the introduction of the turn-over $ax, some
anamglios were mot foreseen. Hence, the tax wa~ converted into a
single-atage tax but the Tgje was inoreased o 2% frem ¥, The
7inence Minister contended”™ that the cumulative sffects of a ¥ multi-
stage tax waz more than the 2% single tax rate in most oceses, It is
now lovisd on the sctusl value of sales of goods imported other than
thoss re-experted, If en importer instead of selling immediately
processss or manufactures such goods for subsequent sale, the tax will
only apply to that part of the sales proceed which relates/¥he imported
content of toe goods, All other business transastions ceased to de
liable %¢ turm-over tax from 1966. The new single-stage tax will
oxempt all home manufactured geods in order to provide positive
encouragensat for domestic industry., In theory, however, it does not
remain a turn-over tax, but has become eimilar to an import duty - tax
on certain types of imports., Henoe, it need not, in fast, be called

a tura-over tax.

(2) Capital Gains Tax

= m Ninister in introdusing this tax felt that considerable
guins frem the sale of property and shares accrued not as a result of
the Saxpayer's own exertion but purely fortuiteusly,

o m ’ ' idence
Bxemptionss (i) gains from sale of taxpayer's own res .
(11) gains f:;:z sale of busineso premises and (111) first 85,000 of

capital gains in each year.

. netes: For assets acquirsd on or after 1965 Pudget day, and
if they ‘voﬁt}:iupom off within 6 months, the 'gains wor; :z be
Nﬂ-ﬁ-ﬁ ‘a8 ineome for income tax purposes, Lowwer, i “min
disposed after 6 months, the tax was 200" ou aggregaf:eﬁ rca,pital ga
roslised on disposal or the rate of income tax chargealle on the incoms
{f thet is mome faveurable. In the case of assets acquired before

- "%my[am 1966, op. 0its, Pe 59
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;n‘g..,.g'-f°' aance felt that there night be some "aveiding aotion®,
g appropriate uction will be geken to deal with any wilful
cbatrustion te Botossary development®,59 But 4n 1966, however, the
Finsnos Rinister concidered the complexitien and *loopholes” whigh
might m 8 88 a result of adhersres to the 85,000 oxemption prineiple,.
Tt was folt that 1t night ree:lt in avoidance if not evasion of tax,
raerefore as frem 1966, cupital galn tax was repealed, But at the
same time 4% wae hoped %c impome it at n more opportune time,

. The payrell tax war to apply initially in 1965 to suployers
in Falaye and Singapore at the rate of Z° 9f total payroll. But in
1966 lﬁm extended to the Jornne [tates, Tmall omployers, where
the payrell tax lladility for the month is less than $5, were exempted,
Goveraments Departmente and certalr stotutory dodiec were excampted frem
paymeat, I% wae originnlly eetineted to yield 721 million in Malaya
and 3ingapore of which 17 milliou was to acerue to the centrel
goveranent,

~ The tax io being collectod by the Nmployese Provident Pund
and Cemtral Provident ™und. I¢ was not introduced into Sadah and
Sarawak 4m 196% beesuse no suck metional provident fund schemes exist
in those states, But this seems hardly justifisble for the delay in
isplementation., Our aim should be to harmonise old tazes and introduce
novw taxes enscompessing all territories of Malaysis from the same point
of time, The payroll tax was, in fact, unfair to employers in Malaya
«nd Singapore in that they hed to bear it carlier thar their contemporaries

in Sabah and Sarawek,

 this Act was largely eimed £t harzonising ths taxpaysble om
imported films on an ad valores basis, It replaced the footage tax
in Malaya. It 15 being levied &t the rate of 15% of the gross rental

5’95”93? 5111 165, op. cites Pe 49,
60g,pply Bill 1956, 0p. eit., o 60
ﬁ;mi ‘Mhdr details sea Filn Hire Duty ict 45/65 Government



o N&zgﬁ- Sxhibiters in Malaysis.’? ginge there existe
provision vas mags m"“““hﬂﬂc the profit elemont in film rentals,
be 15K of the not repie. Tif8 the non-resident producer's profits 8o
is 40K, the m:' roatal payable to hin. Since his income tax rate
payshle 4o hig. Oharge vill be 40K of 19% 1.6, 6% of the rental

Nt emly did 14 replace the footage Malaya '
o ‘ , tax in s 1t also
efrahd hmuatt:: in t!&oiiiinggpom system, It is a u;re
uitable thu n one existing before sinoe it is directly
properticnste to the actual sarnings. It was expeoted to yield $1
finamial year 1965, and may well be expected to

The price of tin in recent years has been and consequently
the margin of profit has also been ineressed, ‘rhor:;zo the govern~ d
ment 1a an effort to skiz off high profits introduced the profits tax
vhich was csloulated by reference to a standard profit per unit of
produstion. It was felt that the incidence will be greateat on the
mines best able 0 pay it. The 1965 Budget5? only laid down the bdrosd
pattern of the tax and details were to be worked out after discussion
with representatives of the tin industry. This was to provide an
opportunitly for them to meke representation on points of details,

In this chapter we have attempted to bring out the main
features of our inland revenus, the most significant component of
whieh 15 ineome tax, Having dsalt with the details of rates, and
rociepty, ve are in position to touch on a few wider issues,

Our aim has to de ome of equalising the tax burden between
the same eclasses of taxpayers within Malaysia and therefore harmonising
the somewhat complex inocome tax laws, To get the maximum revenmue out
of the existing taxes and to consolidate them, there is a need for
reeruitmont of good quality staff. There is ample evidence of
consideradle tax ovasion, The Department of Inland Revenue has very
recently anmnounced its intention to recruit acoountants in its fight
agninst tax evasion. Some thought should be given to the present
struoture of penalties., If they prove unsuccessful as deterents then
nev penslties are needed to keep apace with the stresses and strains of
tax oollection., It is also desirable that we have a unified Income
Tax Ordinsnee for Melaysia which the Minister himself admite™ would

inorease the tax yield,

‘xnj.m produced in Malaysia are exempted.
631965 Supply Bill, op. ¢it., pp 53-55.

 G4gunay B111 1966, 0p. oltes D 56.



‘ In our analysis, we have noted that sllowances md reliefs
8Ie 6X08ssive and are open to sbuse, " fes in the rate
struet e nsed to b corrected | ‘ﬁn irregularities |

constant change and modification, and finally what is needed is
constant seruting of :\H 8ystem} to change when it is required and



