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Budget 2012: Yet another for the rakyat?

by DAVID LAl &
'WOON YOKE LAl

WITH the looming general
election, peaple may be won-
dering whether Budget 2012
will be a *flat white' (an elec-
tion budget with only short-
term goodies for the rakyat), or
a shot of "espresso” (a bold
budget with slightly unpopu-
Iar measures taken for the sake
of long-term sustainable devel-
opment and growth of the
country)?

‘Are Malaysians ready to ac-
cept thelatter? Welook at three
underlying forces behind
Budget 2012 in trying to pre-
dictwhat possible changes'the
rakyat could expect.

Inflationary Pressures
Amid the current global eco-
‘nomic turbulence, we are expe-
riencing inflationary pressures
in Malaysia.

Consumer prices are ex-
pected to rise between 3% to
3.5% in 2011 and there is
mounting pressure on the
government to ease the bur-
den of the rakyat.

One would therefore expect
to see more personal tax reliefs
to reduce the cost of living for
Malaysians. Additional tax re-
Jiefs may be given on typical

living expenses incurred by
theman-on-the-street, possibly
d ion, health

in tandem with gross domestic
product growth. An announce-
ment of the GST i

taken not to harm the overall
existing foreign and domestic

in
and recreation.

In addition, it would be
timely and appropriate for the
government to reduce the top
personal tax rate by 1% to
align with the corporate tax
Tate of 25%.

Such measures may not only
please the rakyat in the short
term, but may indirectly in-
crease motivation and produc-
tivity of the Malaysian work-
force.

Reducing the Deficit
Malaysia has been running
budget deficits since 1998 (2010
RM43 billion) and tax revenue
has stagnated ataround RMI59
billion over the past three
years.
To manage down the deficit
and to set aside some public
majorinfra-

tion date in the 2012 budget
would be a much-needed bold
step to set the clock ticking.
Assuming an 18-month prepa-
ration period, implementation
date could be as early as May
2013.

Moving Towards Higher
Value-added Services

of tax incen-

owever, as
above have already been an-
nounced as part of the Strategic
Reform Initatives, we can ex-
pect the details to be incorpo-
rated in the Budget 2012.

Services Sector

Given that the services sector
has been identified as a key
area in propellng Malaysi o-

tives, especially in the manu-
facturing sector, was one of
the key initiatives set out in
ETP in an effort to realign our
focus from low-cost manufac-
turing to higher value-added
services

The rolling back of certain
outdated incentives would
also help reduice the revenue
loss to the government. This
includes the 'step-down’ of
Allowance and

structure projects under the
Economic Transformation Pro-
gramme (ETP), we are aware
that the Goods and Services
Tax (GST) is on the agenda to
broaden the tax base and even-
tually reduce Malaysia's reli-
ance on direct taxes and petro-
leum taxes.

A GST system would allow
the government coffers to grow

Exemption on Shipping In-
come and a review of existing
incentives under the Promo-
tion of Investments Act 1986
and special deductions ie sin-
gle, further and double deduc-
tions.

Some of these changes may
be unpopular and may have
negative effects in cerfain sec-
tors. Care must therefore be

nahon undu the ETP, we could

to boost 'higher-value-added"
service sectors such as health,
education, science and techn
ogy and knowledge-based
dustries for long-term sustai
able growth.

As the success of the ETP
largely hinges on whether we
have the right people with the
right talent and skills, the gov-
ernment may consider extend-
ing the preferential individual
tax rates to attract or retain in-
dividuals with specialist skills
in certain targeted sectors
(similar to the special 15% in-
come tax rate for knowledge
workers working in Iskandar
Malaysia).

However, this move may be
unpopular to the rest of the

workforce, who are subject to
‘higher effective tax rates.

As it is becoming increas-
ingly important for Malaysia
to achieve global standards to
grow international business,
the government may also take
the opportunity to further ex
pand the existing 'green’ in-
centives to encourage busi-
nesses to adopt higher
standards of green practices
that are encouraged interna-
tionally.

Whilst it may be tempting
for the government to settle for
a ‘flat white' election budget,
we look forward to see the Ma-
laysian government takea shot
of expresso’ and implement
some bold meastres to give a
further thrustto the ETE which
will ultimately bring about
long-term sustainable growth
towards a high income nation

by 2020

"David Lai is BDO Malaysia
executive director and head
of tax advisory while Woor:
Yoke Lai is BDO Malaysia
executive director for tox
and also a co-opteid member
of the tax p'ramce
committee of Mals

Institute a/C,mxﬁed b
Accountants.
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Services sector seen as key growth driver

BUDGET 2012

DRVEERINDERJEET
SINGH

Overview

THE 2012 Budget's fiscal thrust
is tax neutral in many respects
— no new taxes are introduced
and neither were there any
substantive increases in tax
rates in light of the policy com-
mitment to reduce the fiscal
deficit.

There is a lack of a concrete
tax rationalisation framework
involving a review of the cor-
porate tax, personal tax, tax
concessions and the impend-

ing Goods & Services Tax or
GST so as to build a solid tax

base for the future.

There was no significant
claw-back of tax incentives
or re-alignment of tax reliefs
other than some tinkering
with the shipping tax ex-
emption and the reinvest-
ment allowance.

The increase in total gov-
ernment revenue of 1.9% to
RM186.9 billion in 2012 will
be mainly from the economic
expansionary effects of the
Government Economic
Transformation Plan initia-
tives announced and insti-
tuted about a year ago. In ad-
dition, there will be greater
reliance on the tax authori-
ties carrying out more tax

audits and compliance-en-
hancing initiatives.

The services sector is ex-
pected to remain the key driv-
er of growth and the further
liberalisation of the services
sector (including the profes-
sional sub-sectors) is a positive
move.

The social aspect of govern-
ment spending is another fea-
ture of this budget. It includes
a slew of measures intended to
benefit the less privileged seg-
ments of Malaysian society.

Corporate Tax
The tax proposals which were
of significance include the fol-
lowing:

¢ Shipping companies have
been enjoying tax exemption
on income for a considerable
length of time. This 100% in-

come tax exemption has been
curtailed by limiting the ex-

emption to 70%. This move is
seen as a rationalisation of the
tax incentive to bring it in line
with most other activities and
sectors.

* A number of amend ments
have been proposed to tighten
the rules for granting the
reinvestment allowance on
capital expenditure for
expansion, modernisation,
diversificationand automation
projects.

* Multinational corpora-
tions that locate their Treas-
ury Management Centre
(TMC) in Malaysia will be
given 70% tax exemption on
income from qualifying treas-
ury services rendered to its

Budget 2012 is seen as people-friendly
with real challenge coming from
implementation of policies

related companies for a peri-
od of five years.

In addition, interest pay-
ments made to non-resident
banks and related companies
would also be free from with-
holding tax. Incentives are also
accorded to expatriates work-
ing in TMCs. This measure
seeks to develop Malaysia as a
competitive financial centre in
the region.

* New investments in four
and five star hotels in Peninsu-
lar Malaysia will be given tax
incentives in line with what is
currently offered in Sabah and
Sarawak.

* Incentives were announced
for the Kuala Lumpur Interna-
tional Financial District
(KLIFD) which would provide
the platform to attract foreign
and local players.

* Tax deduction is granted
for expenses incurred in the is-
suance of Islamic securities
based on Wakalah principles
and the exemption period on
income from trading in non-
ringgit sukuk (bonds) has been
extended.

* Extension of withholding
tax rates on distributions from
real estate investment trusts to
2016 as well as extension of tax
incentives for hybrid and elec-
tric cars to 2013,

= 70% tax holiday for in-
dustrial design services as

well as double deductions for
companies that implement
structured internship pro-
grammes, award scholarships
and participate in overseas
career fairs as part of steps to
enhance the human capital
needs of the nation.

¢ To further encourage the
involvement of the private
sector in providing education
services and facilities, some
fairly generous tax incentives
have been proposed for prof-
it-oriented private schools
and international schools. In
addition, tax deductions are
to be granted to contributors
who donate to national
schools as well as to religious

institutions.

* Employers will need to
bear higher contributions
(from 12% to 13%) to the Em-
ployees Provident Fund on the
salaries of employees earning
monthly remuneration of
RMS5,000 and below.

* Compensation for late re-
fund of income tax is finally
here subject to certain condi-
tions, the time limit for tax au-
dits will be lowered from six
years to five years and pre-fill-
ing of tax returns will com-
mence soon.

Personal Tax
Individual owners of budget
taxis and hire cars are to bene-

fit from tax incentives and sub-
sidies. Besides assisting such
individuals, the measures are
also seen as a boost for local car
manufacturers.

To aid the ageing population
and to benefit the financial
services sector, tax reliefs have
been proposed for individuals
contributing to the private re-
tirement scheme.

Stamp Duty

Stamp duty waivers have been
granted to loan agreements ex-
ecuted by micro, small and me-
dium enterprises. In addition,
full exemption is also given on
loan agreements for purchase
of residential properties cost-
ing up to RM300,000 under
specific schemes for the mid-
dle income group.

Real Pronertv Gains Tax
The current tax rate of 5% on

gains on disposals of real
property has been altered by
increasing the tax rate for dis-
posals made within two years
of acquisition to 10%. Dispos-
als between two and five years
of acquisition will be taxed at
5%, and disposals after five
years will continue to be free
of tax. It is left to be seen
whether these measures will
have any immediate or lasting
impact. It was expected that
the tax rates would revert to
the earlier scale rates of 30% to
5% but the Government chose
a cautious approach.

Conclusion
Broadly, the 2012 Budget is a

wide-ranging one in terms of
the various sectors and com-
ponents that were touched on
and is basically seen as a peo-
ple-friendly budget. The many
spending measures on social
programmes have not made it
necessary for the government
to abandon its commitment to
reducing its deficit.

This is laudable particular-
ly when it is able to achieve
this without raising taxes. It
reflects the underlying
strength of the Malaysian
economy. What is critical is
that the various projects come
to fruition as planned and
achieve the desired results in
terms of the impact on the
economy.

The government’s real chal-
lenge lies in the implementa-
tion of its policies and the man-
ner in which the budeet

allocations are spent to ensure

that the budget deficit contin-
ues to decline without impact-
ing the overall economic

growth.

Dr Veerinderjeet Singh is a
Council Member of the
Malaysian Institute of
Certified Public
Accountants and managing
director of Taxand Malaysia
Sdn Bhd which is a member
of TAXAND, the world's
first international
organisation of independent
tax advisors covering nearly
50 jurisdictions. The views
expressed are his personal
views.
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