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Preface

This discussion paper is an initial proposal by the Tax Review Panel on
the implementation of Goods and Services Tax (GST) in Malaysia. The proposal
outlines the general operation of GST, its coverage and application.

The Tax Review Panel has three objectives in publishing this discussion
paper. Firstly, it is intended for businesses to understand the basic administrative
requirements and procedures when GST is implemented so that they know the
impact of GST. It is hoped that with this knowledge, businesses can make
preparation as virtually every business in Malaysia will be involved and needs
to be able to plan in advance.

Secondly, the Tax Review Panel invites the business community and other
relevant organisations and associations to review the proposals in this paper.
Comments and suggestions will be considered to ensure that a good GST system
will be developed suitable to the needs and circumstances of Malaysia.

Thirdly, by having a public consultation, it provides an appropriate forum
for both the public and private institutions to exchange views with members of
the Tax Review Panel so as to understand the rationale behind the proposals
initiated.

Since this discussion paper is an initial proposal, it has not been approved
or endorsed by the Government. Any view expressed in this paper is the view
of the Tax Review Panel and does not represent the official view of the Government.
The Government reserves the right to change and/or modify any part of this
proposal.

All submissions should be forwarded to the following address:

The Chairman

Tax Review Panel

Level 11, Centre Block

Ministry of Finance of Malaysia

Prescint 2, Federal Government Administrative Centre
62592 PUTRAJAYA.

The final date of submission for each region is as follows:

‘ Region Submission Date
Central (Selangor & Kuala Lumpur) 15 August 2005
East Malaysia (Sabah & Sarawak) 26 August 2005
Northern (Penang, Kedah & Perlis) 2 September 2005

Eastern (Pahang, Terengganu & Kelantan) 8 September 2005
Southern (Johor, Melaka & N.Sembilan) 12 September 2005

Tax Review Panel
Ministry of Finance
18 July 2005
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INTRODUCTION

In the 2005 Budget the Government announced that the current sales tax
and service tax would be replaced with a broad-based consumption tax to be
known as the Goods and Services Tax (GST). The tax is based on a value added
concept and is proposed to be implemented on 1 January 2007.

2. The Government has established a Tax Review Panel comprising
representatives from the public and private sectors. One of the terms of reference
is to formulate the concept, legislation, process and procedure for the GST. In
formulating the concept and legislation for the Malaysian GST, members of the
Secretariat to the Tax Review Panel studied the legislations of the following
countries to come up with the GST model and legislation for Malaysia, viz:

i. Goods and Services Tax Act 1985 . New Zealand

ii. Value Added Tax Act 1994 - United Kingdom

ii.  Value Added Tax Act 1991 - Republic of South Africa

iv. Goods and Services Tax 1991 - Canada

v. Goods and Services Tax Act 1993 - Singapore

vi. A New Tax System (Goods and - Australia
Services Tax) Act 1999

vii. Value Added Tax Act 1992 - Thailand

viii. Value Added Tax on Goods and - Indonesia
Services and Sales Tax on Luxury
Goods 2000

ix The Sales Tax Act 1990 - Pakistan

GENERAL OPERATIONS OF GST

3. The GST which is also known as Value Added Tax in other countries is
a tax on final consumption of goods and services. Unlike the present sales tax
system which is a single stage tax, the GST is a multi stage tax. Payment of
tax is made in stages by the intermediaries in the production and distribution
process. Although the tax will be paid throughout the production and distribution
chain, it is ultimately passed to the final consumer. Therefore, the tax itself is
not a cost to the iintermediaries and does not appear as an expense item in
their financial statements.

4. A person who is registered under the GST is required to charge GST cn
his output of taxable supply of goods or services made to his customers. He
is allowed to claim as credit on any GST incurred on his purchases which are
inputs to his business. His customer, if he is also in a business of making taxable
supply of goods or services, in turn is allowed to claim a credit on GST paid
on his input. Thus, double taxation will be avoided and only the value added
at each stage is taxed.



5. To understand how the GST works, there are a few terminologies which
need to be highlighted, namely:

input tax is the GST that a taxable person has incurred on the purchases
of goods and services in the course or furtherance of his business;

output tax is the GST that a taxable person charges on his taxable
supply of goods and services made by him in the course or furtherance
of his business;

standard-rated supplies means taxable supply of goods and services
which are subject to a standard rate. The taxable person is eligible
to claim input tax credit on his business inputs in making taxable
supplies;

zero-rated supplies are taxable supplies which are subject to a zero
rate. Although there is no GST to be imposed on these supplies, the
taxable person is eligible to claim input tax credit on his business
inputs in making taxable supplies; and

exempt supplies are non-taxable supplies which are not subject to
GST. Suppliers of exempt supplies are not eligible to claim the GST
incurred on his business inputs.

6. A decision on the rate of GST to be applied on the taxable supply of goods
and services will only be made closer to the time of introduction of the GST.
However, for the purpose of illustrating the collection of GST at the various stages
of production and distribution, a tax rate of 5 percent is used.

7. The following examples illustrate how GST works for a standard-rated, zero-
rated and exempt supply:

Standard-rated supply

Clay Supplier Payment to Government

Sales Price RM 10.00 | GST Charged RM 0.50
GST 5% RM 0.50 | Less GST Incurred RM 0.00
Total inclusive of GST RM 10.50 | GST Payable RM 0.50
Crockery Manufacturer Payment to Government

Sales Price RM 50.00 | GST Charged RM 2.50
GST 5% RM 2.50 |Less GST Incurred RM 0.50
Total inclusive of GST RM 52.50 | GST Payable RM 2.00
Wholesaler Payment to Government

Sales Price RM 70.00 | GST Charged RM 3.50
GST 5% RM 3.50 | Less GST Incurred RM 2.50
Total inclusive of GST RM 73.50 | GST Payable RM 1.00
Retailer Payment to Government

Sales Price RM100.00 | GST Charged RM 5.00
GST 5% RM 5.00 | Less GST Incurred RM 3.50
Total inclusive of GST RM105.00 | GST Payable RM 1.50
Consumer

Sales Price RM100.00

GST 5% RM 5.00 | Total GST Payable RM 5.00
Total RM105.00




In the above example input tax is offset against output tax at each level
of supply and the final price that the consumer has to pay is RM105.00

(sales price + GST).

ii. Zero-rated supply

Business Cost of Tax On Tax On Net Tax
Entity Sales Output Input Paid
(RM) {(RM) (RM) (RM)
Clay Supplier 10.00 0.50 0 0.50
Crockery Manufacturer 50.00 0 0.50 -0.50
Wholesaler 70.00 0 0 0
Retailer 100.00 .0 0 0

In the above example clay is standard-rated while crockery is a zero-rated
supply. Therefore, GST incurred by the manufacturer on his input is refunded
i.e. RM0.50 and the final price that the consumer has to pay is RM100.00

(GST free).

lii. Exempt supply

Business Cost of Tax On Tax On Net Tax
Entity Sales Output Input Paid
(RM) (RM) (RM) (RM)
Clay Supplier 10.00 0.50 0 0.50
Crockery Manufacturer 50.00 0 6.50 0
Wholesaler 70.50 0 0
Retailer 100.50 0 0 0

In the above example clay is standard-rated while crockery is an exempt
supply. Therefore, the manufacturer is not eligible to claim the input tax
of RM0.50. As such, the tax is embedded in the price to the consumer

which is RM100.50.

SCOPE AND CHARGE
8. The scope ofv the tax will be as foHows:

i. tax shall be charged on any taxable supply of goods and services made
by a taxable person in the course or furtherance of any business

carried on by him in Malaysia; and

ii. tax is charged on the importation of goods and services.



9. Goods imported will be charged GST at the time of importation. Imported
services will be taxed by adopting the reverse charge mechanism where a person
who receives services from an overseas supplier is to account for GST as if
such person had supplied the services and to himself.

10. Transactions that are chargeable to GST are those supplies that fall within
the scope of the tax and on the importation of goods and services. A transaction
will not be chargeable to GST if:

i. it is not a supply for GST purposes;

i. it is an exempt supply i.e. it is not a taxable supply;

iii. the supply takes place outside Malaysia;

iv. the supply is not made by a taxable person; or

v. the supply is not made in the course or furtherance of a business.

See Appendix | for illustration on the chargeability of GST.

Supply

11. The term “supply” generally means anything done for a consideration and
in any manner such as a sale, transfer, barter, exchange, license, rental, lease,
right to use, gifts or disposition. These transactions will be supplies for GST
purposes.

12. Supplies without consideration such as unconditional donations and gifts
(subject to certain rules) are not supplies for GST purposes. The supply between
members of a group will normally be disregarded while the transfer of a going
concern is neither a supply of goods nor services. These supplies are also not
supplies for GST purposes.

13. Some supplies provided without consideration are deemed to be supplies
for GST purposes for the protection of revenue such as business assets put
to private or non-business use.

14. A taxable supply means a supply of goods or services made in Malaysia
other than an exempt supply. It follows that all supply of goods or services are
taxable unless specifically exempt. A taxable supply shall be taxed at the standard
rate of GST (standard-rated supply) or at a rate of zero percent (zero-rated

supply).

Taxable Person

15. A taxable person is a person who is or is required to be registered under
the Act i.e. a person who makes taxable supplies above a specified taxable
turnover. A person can be an individual, sole proprietor, a partnership, a body
corporate, an unincorporated body, a club, society, association or organisation,
the Federal and State Government agencies and local authorities.

4



Business

16. The term “business” includes any trade, commerce, profession, vocation or
activity which involves the supply of goods and services to any person for a
consideration whether or not for a profit. It will also include membership subscription
in return for supplies provided by a club, association, society, etc. and the
admission to any premise for a consideration.

17. Some transactions may not be supplies made in the course or furtherance
of a business such as the disposal of private assets and sale of goods arising

from a hobby.

Place of Supply

18. The place where a supply is made needs to be determined as the GST
can only be imposed on supplies made in the country. The general rule is that:

i. asupply of goods is treated as made in Malaysia if the supply originates
from a place in Malaysia. The place of supply is where the goods are
located at the time when the goods are removed or made available
to the customer; and

ii. a supply of services is treated as made in Malaysia if the supplier has
a business establishment or fixed establishment in Malaysia. If the
supplier does not have any business or fixed establishment in Malaysia,
then the place of supply shall be treated to be in Malaysia if his usual
place of residence is in Malaysia.

19. There are special rules for the place of supply of certain services. For
example, the place of supply for services relating to land or goods will be where

the land or goods is located.

Time of Supply

20. A registered taxable person must account for GST on goods or services
supplied in the taxable period in which the time of supply has occurred. The

time of supply will be the earliest of:

i. the date when the goods are removed or made available, or when the
services are performed;

i. the date when a tax invoice is issued: or

iii. the date when payment is received.

21. However, if a tax invoice is issued within 14 days after the goods are
removed or made available or after the services are performed and provided
and he has not received any payment, then the date of the tax invoice is taker;
to be the time of supply, unless the taxable person elects not to use this 14

days rule.



22. There is also special time of supply rules for coin-operated machines, goods
on ‘sale or return’ terms, supplies of power, eftc.

Value for GST

23. GST will be charged by reference to the value of the supply. The amount
of GST due will be the value of the supply multiplied by the rate of GST. The
value of the supply is related to the consideration that was received for the supply.
The consideration would normally be a payment in money.

Value of Supply

24. If the supply was for a consideration in money, the value of the supply shall
be obtained from the following equation:

Consideration = Value + GST
25. If the supply is not for a consideration in money or is for a consideration
not wholly consisting of money, the value of supply is the open market value
(OMV), i.e.:
Value of Supply = Open Market Value

Value of Imported Goods and Services

26. The value of goods imported into Malaysia shall be the sum of the following
amounts, namely:

i. the value of such goods for the purposes of customs duty determined
in accordance with the Customs Act, 1967;

ii. the amount of customs duty, if any, paid or is to be paid on such goods;
and

iii. the amount of excise duty, if any, paid or is to be paid on such goods.

27. The value of imported services will be the consideration that was paid to
the overseas supplier.



