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PR No. 5/2019 - Perquisites from Employment

The Inland Revenue Board [‘IRB”] has recently issued the Public
Ruling [“PR”] No. 5/2019 dated 19" November 2019 — Perquisites
from Employment to provide clarification on the tax treatment on
perquisites from an employment received in respect of having or
exercising the employment in Malaysia. This PR replaces the previous
PR No. 2/2013 issued on 28" February 2013.

The new PR is broadly the same as the previous PR, apart from
inclusion of a new paragraph on taxability of a perquisite given to an
employee as follows:-

e Paymentin Lieu of Notice or Buy-out Payment (Paragraph 6.17 of
the new PR)

o Payment in lieu of notice or buy-out payment is made by the
employer to a new employee to reimburse the amount to be
paid to his/her former employer as immediate compensation
at an amount equal to that employee would have earned as
salary or wages by working through the whole notice period.
In some cases, these payments could be made directly to the
previous employer by the new employer.


https://malaysia.moore-global.com/
https://www.moore-global.com/
http://www.hasil.gov.my/
http://moorestephens.com.my/admin/upload/05-(19.11.2019)-Perquisites-from-Employment.pdf
http://moorestephens.com.my/admin/upload/05-(19.11.2019)-Perquisites-from-Employment.pdf
http://moorestephens.com.my/admin/upload/05-(19.11.2019)-Perquisites-from-Employment.pdf

o

Note:

Such payment made on behalf of the employee is considered as a perquisite to the employee and
treated as gross income from employment under Section 13(1)(a) of the Act and subject to income

tax.

For further information on the previous PR No. 2/2013 issued on 28™ February 2013, please refer to our Tax

Flash — April 2013 issue.

PR No. 6/2019 — Tax Treatment on Expenditure for Repairs and Renewals of Assets

The IRB has recently issued the PR No. 6/2019 — Tax Treatment on Expenditure for Repairs and Renewals
of Assets to explain the tax treatment on expenditure for repair and renewal of an asset from a gross income

of a per

son.

Salient points of the abovementioned PR include:-

i. Generally, repairs and renewals expenses are claimed as deductions from a person’s gross income from

a business or rental source.

ii. An expenditure on repair can be allowed as a deduction if that expenditure is wholly and exclusively
incurred in the production of gross income under Section 33(1) of the Income Tax Act 1967 [“the Act’].

ii. The word "repair" is not defined in the Act. Based on the definition in The Shorter Oxford English
Dictionary On Historical Principles - Third Edition, the word “repair” means to restore (a composite,
structural and others) to good condition by renewing or replacing the damaged parts. In general, repair
is a situation where an asset is restored to its original state by renewing or replacing the parts which
cannot be used or are damaged to its original condition without any element of improvement, addition
and alteration.

iv. Categories of repair expenses are as follows:-

a. | Repair to Expenditure incurred in maintaining an asset (which has no element of
restore assets improvement) to enable it to function properly and efficiently is allowed
to their original as a deduction in ascertaining the adjusted income from that source.
condition

b. | Initial repairs When an asset is acquired in a state of disrepair or an asset has not

been used for a long time and is in need of repairs before it can be
effectively used, the expenditure incurred for the repairs is an initial
expense.

An expenditure on repairs which is incurred to place an asset that has
just been acquired into a commercially-usable state is considered as
initial expense and is not allowed as a deduction in ascertaining the
adjusted income.

The defects in an asset arose from the operations of a previous business
and expenditure on repairs on those defects should be allowed against
the previous business income. Where there are accumulated repairs
required to be carried out on an asset prior to the date the asset is used
in the current business, the cost of such repairs are considered as initial
repairs and thus capital in nature.
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http://moorestephens.com.my/admin/upload/06-(26.11.2019)-Tax-Treatment-on-Expenditure-for-Repairs-and-Renewals-of-Assets.pdf
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Replacement of
the entirety or
part of the
entirety

A repair involves the replacement of a subsidiary part of the entire asset.
Renewals, on the other hand, is the replacement of most parts of the
entire asset.

For example, if a building is an entirety, then the doors, windows, walls
and stairs are part of the entirety. Typically, an expense which involves
replacement of the entire asset is a capital expenditure while
replacement of some part of a larger asset is a revenue expenditure.

If a replacement of that part resulted in a change to the entire asset /
involves replacement of the whole asset, the expenses incurred shall be
regarded as capital expenditure and shall not be allowed as a deduction.

Replacement
or improvement

Replacement of part of an asset which is damaged is allowable as a
deduction if the original structure of the asset is retained without any
improvement.

Where repair or replacement involves improvement which caused
changes to the asset, the expenditure is capital in nature and shall not
be allowed as a deduction.

However, there is a situation where replacement and repair could cause
changes to the asset but as long as the repair does not alter the original
function of the asset and simply restores to the original use of the asset
in the business, the expenditure shall be allowed.

Implements,
utensils or
articles with a
life span of less
than 2 years

Assets which have some of the features of plant may nevertheless have
a short anticipated lifespan. Such assets, if their anticipated lifespan is
not more than 2 years will not be treated as qualifying plant for the
purposes of capital allowances. However, the expenditure incurred can
be dealt with on the replacement basis.

e The determination of the life span of an asset will be based on the facts
of each case and a person who wishes to claim a deduction on the asset
is responsible for determining its life span.

e Examples of such assets are dishes, spoons, forks, knives and pots.

e The above tax treatment is applicable to all types of business.

Tax Clearance Letter Application for Companies, LLP and Labuan Entities

The IRB has recently issued the Operational Guidelines No. 2/2019 - Tax Clearance Letter [“SPC’]
Application for Companies, Limited Liability Partnerships [‘LLP”] and Labuan Entities. The Operational
Guidelines provide guidance on the procedures and requirements for application of SPC for Companies, LLP
and Labuan Entities as follows:-

e To apply for SPC, a company / LLP / Labuan entity is required to submit the Income Tax Return and the
Return Form of Employer until the latest year of assessment.

o |f the electronic return form (for tax clearance letter purposes) for the latest year of assessment has not
been made available, the electronic return form for the previous year of assessment can be used by
amending the year of assessment. The completed form has to be submitted together with the SPC
application letter/form to the IRB branch / Labuan Entities Unit that handles the relevant income tax file.
This also applies for the Return Form of Employer.

e The relevant documents as specified in Appendices A, B and C to the Operational Guidelines are
required to be submitted together with the SPC application letter/form.

The SPC will be issued by the IRB after all relevant and complete documents are received, income tax
(including the employees’ monthly tax deductions) are fully paid and no legal action being taken for criminal
and/or civil cases.


http://moorestephens.com.my/admin/upload/(12.11.2019)-Operational-Guidelines-Application-for-Tax-Clearance-Letter-for-Companies-LLP-and-Labuan-Entities.pdf
http://moorestephens.com.my/admin/upload/(12.11.2019)-Operational-Guidelines-Application-for-Tax-Clearance-Letter-for-Companies-LLP-and-Labuan-Entities.pdf

After issuance of the SPC, the applicants are required to submit the relevant documents as specified in the
Operational Guidelines for closure of the income tax files.

The above Operational Guidelines No. 2/2019 dated 12t November 2019 replaces the previous Operational
Guidelines No. 3/2016 issued on 31st July 2016.

Note: For further information on the previous Operational Guidelines No. 3/2016, kindly refer to our Tax Flash —
September 2016 issue.

Sales Tax Guide

The Guide on Sales Tax Deduction Facility as at 30" October 2019 was published by Royal Malaysian
Customs Department on 215t November 2019.

For other issues of our Tax Flash, please go to:

www.moore.com.my/publications

“ MOORE Advent www.moore.com.my

This publication is provided gratuitously and without liability. It is intended as a general guide only and the application of its contents to specific situations will
depend on the particular circumstances involved. Readers should seek appropriate professional advice regarding any particular problems that they encounter, and
this tax update should not be relied on as a substitute for advice. Accordingly. Moore Advent Tax Consultants Sdn Bhd assumes no responsibility for any errors or
omissions it may contain, whether caused by negligence or otherwise, or for any losses, however caused, sustained by any person that relies on it. Should further
information, clarification or advice be required on any of the contents stated herein, please feel free to contact our tax team at tax@moore.com.my.
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