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Dear Members,

IRB Ruling - Recognition of Income Subject to Tax: Update

As members would be aware, we have been having an ongoing dialogue with the Inland
Revenue Board {"IRB") regarding the basis of recognising the income of legal practitioners for
tax purposes. :

Under Malaysian law, the self-assessment system of taxation has been applicable to legal
practitioners from the Year of Assessment ("Y/A") 2004,

Many members have been submitting their tax returns on the "cash" or "receipts" basis of
income recognition. The [RB has taken the position that the income of legal practitioners
should be recognised and subject to tax on the basis of accruals.

The Bar Council had received information from some members that they were being audited
by the IRB for previous Y/As and were told that they would be subjected to penalties. The
audit process forms part of the self-assessment system which came into force from Y/A 2004.

The Bar Council set up an Ad-Hoc committee comprising of tax lawyers and chaired by
Ragunath Kesavan, Vice-President of the Bar. The Bar Council also appointed a tax
consultant, Taxand Malaysia Sdn Bhd ('TAXAND") to act for the Bar. Thereafter,
comprehensive representations were made by the Bar to the IRB.

The IRB and the Director General of Inland Revenue (DGIR) have maintained that Section 24
of the Income Tax Act 1967 ("ITA") provides that gross income derived from a business
should be recognised on an accruals basis. For tax purposes, legal firms are required to
report their income as business income, as "business” has been given an extensive meaning
under the ITA to include, amongst others, any "profession, vocation and trade...".

On 28 January 2008, TAXAND received a letter dated 22 January 2008 from the DGIR in
response fo the submissions made by the Bar, The DGIR's position is as follows:

a. recognition of both income and expenses for 'contentious’ and 'non-conientious'
matters will be on an accrual basis;

b. where 'non-contentious' matters are subject to the Solicifors Remuneration Order
2005, the date of income accruing to the firm will be the date of the invoice issued
by the firm;

C. where there is no dispute on the fees for contentious matters, the income will be

taken to accrue on the date the invoice is issued;
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d. where there is a dispute on the fees in respect of contentious matters, the income
will be taken to accrue when the taxed costs are determined by court i.e. upon
the issuance of the registrar's certificate;

e as such, even if the payment of fees is staggered (or agreed fo be made by way
of instalments), the incolhe of the firm therefrom is to be recognised as being
accrued upon taxation. As such, the DGIR: views fee instalments as merely a

payment arrangement" between a legal frrm and its cllents

The above applies for the Y/A 2008 and subsequent Y!As Please note that the IRB has taken
the position that they still reserve their. right to audit legal firms and adjust the basis of income
recognition for Y/As prior to Y/A 2008. In such situations, whilst the DGIR has said that the
"cash" or "receipts" basis will be substituted for the accruals basis, no penalties will be
imposed by the IRB. : '

Whilst the Bar Council has not agreed to any position taken by the IRB, some aspects of the
DGIR's letter require clarification. Accordingly, the Bar Council and TAXAND are stili in an
ongoing dialogue with the DGIR on thls matter and will update members as soon as there are
further developments.

ﬂ,ét@gbwm

Lim Chee Wee
Secretary
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JADUAL PENGELUARAN AM / PENGEMBALIAN BORANG NYATA CUKAI PENDAPATAN 2007

Individu Pemastautin ~

Oktober 2007 - Disem

ber 2007 1 Januari 2008

BE , .
tidak menjalankan perniagaan 28 Februari 2008 30 April 2008
B Individu Pemastautin -
menjalankan perniagaan 28 Februari 2008 30 Jun 2008
M Individu Bukan Pemastautin 30 April 2008
{tidak menjalankan pemiagaan)
P Harta Pusaka 28 Februari 2008
TF Pertubuhan 30 Jun 2008
TJ Kelvarga Sekutu Hindu (menjalankan perniagaan)
P Perkongsian 28 Februari 2008 30 Jun 2008
E Majikan 31 Januari 2008 31 Mac 2008
C1 Koperasi
TC Amanah Unit / Harta Tanah ‘
TA Badan Amanah 1 Jun 2007 7 bulan dari tarikh penutupan akaun
TR Amanah Pelaburan Harta Tanah /
Tabung Amanah Harta
C&R Syarikat - .
Tempoh perakaunan berakhir;
Januari 2007 - Mac 2007 1 April 2007
April 2007 - Jun 2007 1 Julai 2007 o k
Julal 2007 - September 2007 1 Oktober 2007 |/ Pulan daritarikh penulupan akaun

ALAMAT BAGI PENGHANTARAN BORANG NYATA CUKAI PENDAPATAN 2007

B : i

Lembaga Hasit Dalam Negeri Malaysia
Pusat Pemprosesan

Aras 10-18, Menara C

Persiaran MPAJ, Jalan Pandan Utama
Pandan Indah, Karung Berkunci 11054
50990 Kuala Lumpur, Malaysia

Lembaga Hasil Dalam Negeri Malaysia
Pusat Pemprosesan

Aras 10-18, Menara C

Persiaran MPAJ, Jalan Pandan Utama
Pandan Indah, Karung Berkunci 11096
50990 Kuala Lumpur, Malaysia

Lembaga Hasil Dalam Negeri Malaysia
Pusat Pemprosesan

Aras 10-18, Menara C

Persiaran MPAJ, Jalan Pandan Utama
Pandan Indah, Karung Berkunci 11018
50990 Kuala Lumpur, Malaysia

Pembayar cukai boleh berkunjung ke mana-mana cawangan LHDNM terdekat
bagi mendapatkan bantuan untuk mengisi Borang Nyata Cukai Pendapatan

- atau

terus menghubungi Pusat Khidmat Pelanggan di talian 1-300-88-3010 untuk keterangan lanjut.




