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MALAYSIA

THE ROAD SO FAR

“IN ANY
JURISDICTION,
WE BELIEVE
TH&L THE

GST LAWS

AND POLICY
TREATMENTS
ARE BASED ON
FUNDAMENTAL
ECONOMIC
POLICIES
IMPLEMENTED
BY THE
GOVERNMENT,
IN ORDER TO

ACHIEVE LTS
NATIONAL
OBJECTIVES.

It has been four months since the Goods and Services Tax (55T
was launched in Makysia and as expected there are rmany
teething pmblerns, Despite the rmconths (and years far some)
of preparations leading tothe implementation of G3T, many
Malkysmns were still caught off-guand, Busine sses that thought
they wer ready, were prowen otheraise, Bven consultants and
tax agents privately larme nt cwer the amount of educationand
training equired, as well as the kss than perect mill-out,

Meedless to my, thoe with the bioge st camplaint s are
consumers - whao face the brurt of the effect. While the
govemment continues o assure consumers that the G3T will
riot bring about a steep inflation, the eality is farfrom that,
Thecretically, prices shouldrit oo up, since any output tax s
offs=t by input tax, However, in eality, mary busine sses have
taken advartage of the G5T implementation to m@ise prices.and
compensate fora weak economy and slower global dermand for
ourgoods and services,

Mo that most SMEs ae submitting their G5T eturns for
the first time, many of the poblems assocated with G5T
implkementationae beginning to ear their ugly heads,

Sohas the purmey beenall bad? Mot so, a5 SME Magazine
disconers,

THE HISTORY OFGST

Some Malay sians wou kd probably thinkthat G3T isa elatively
rew idea, but talks about its implernetation in Makysi

hane been goingonforabout a decade, The gowernment first
attemnpted totable the G5T laws in 2009, but that fird reading in
Diewean Rakyat et with somuch objections and prtests - from
bt legislators and the civil society - that | was setaside,

However, the gowemment realiss the importance of having a
diversified t2x mgime, and girenthe uncertainty of exports
and the prices of oil and gas, it becane even mare urgent to
intmduce the G3T, Soon 25 October 2013, Pane Winister iand
Firarce Minister) Dato' 50 hajibTun RBazak announced the
intmduc tion of Goods And Senvice Tax as part of his Budget
speet hin the Dewan Bakyat, The implementationdate was
seton 1 April 2015, togive the businesscommunity andthe
gereral public time to adjust and prepane for it Unforturately,
it is now obwicu s that despite the almast one and a half year of
prepartion, Makysians 2t bme are still il-prepared,

G3T is nothing new. With its imple me rtation, Malaysia joined
160 cou ntes worldwide including seven ASEAN countries with
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55T arWalue Added Tax (WAT) inplace, inc luding same more
developed countnes like Singapoe and Austmlia,

When compared with ather A S5EAN cou nties that have
GSTorVAT in plce, Malaysa has the lowest taxation rate,
The enfonced G5T mte in Makyse isat 6%, MalkysE's
closest neighbor, Singapore basa 7% G5T, similarto
Thailerd, ard Austrlia bas set theirs at 10%., However,
despite the low rate, some challenges and issues
arose since its implermentationand ther ar many
questions still u nanswered,

PROFITEERING

While G3T was supposed togive bu sinesses an
easiertime, it seems like it is doinathe quite the
opposite, A numberof businesses have increassd
the price of their products and rates of their
seriices as the prices from supplers increased,
Although the government crgenized rany
wiorkshops and ssmirarsto educate entrepreneurs
about GET and the how-to, thene is little to almost
iz effect at all Inaddition, mary irrespansible
businesses are chaming G5T to the firnal price of
their products and services athough they Feave
ot registered for G3T with the Royal Malaysian
Custams (RIWC), despite the hefty peralties

that the Gowernmert has st in place far such
misconducts,

THECGHALLENBES

Many businesses that we speak to agree that
the G5T cou hawe been better planredand
impleme nted,

Diatod iy staffa A bdul Bahrman of AMP Resoumes
5. Bhd. felt that the gowernment should not
hawe charged 6% straight away, but should
instead increase it gmdually, "Big ticket tems like
carsand auto parts should be subjectedto GST
first, while daily ooods such as focdstuff should
be subjected to G5T later, orce the system has
been stahilized” he said,

The cwner of ac hain of =stauants agreed, saving
that fora start, the gowernment should hawve
started with 3 o 4 percent, sa the peaple will nat
feelthe pinch."Businesae s would not be affer ted
by 3 significant impact unlike now whene we see
shopping malls have gore quieterand purchasing
power has dec lined, It is worrisame for SME
business growth,"she said, requesting ancry mity,

According to Bob Kee, executive directar of tax
at KPS and the firn's bead of G5T in Malay sia,
ther fas beena mixture of sentiments inthe
market - deperdingonwhich indu stries the
bu sineszes fall u nder,

"Farexample, the retail sectoris facing challenges
intryingto idertify whether the itemns that they
are selling are subject to G5T at 6% or0has

the classificationof goods is not an easy sk,
Asanotherexample, the education sectaris
alsoexperiencing an increase in costs of doing

bu sire sz arising from not beingable toclain most
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of the GAT incurredan their purchases" be said,

Kee added, "ingereral, Broercorparationsand MNC s have
been preparing themseles wayaheadofthe implementation
date and have proventhat pmactive measures indeed lessen
the issues faced du ing implementation phase. Onthe

other hand, we have also noticed that certain sectors ofthe
market, mainly SMEs, have experienced issues with their G5T
implemertation project - specifically inthe
areas ofobtaining technical support ard clarity
inthe interpretation of certain G3T reEted
prowisionsin the law"

PMewertheless, Kee believed that the Royal
MakysanCustoms has dore a fairly good

job inthe innplerme rtation of G3T cwerall,
although ther is noorm for improvement, such
as prowiding clearer guidance £ interpretation of
the law from tire to time,

Ceta’iri Khazali Hajl Abmad, Diector-Gererml
of the BMC said that the departrment ealise that
them are some challkenges,

Ail

Engaton Fanamalt

"verall it is a great success and we have fared
wiell in the implementation of G3T.0f cou ree,
them were mary challenges due toour u nique
55T model but the critical factor lies in the
early preparation, The success isalso brosh
attributedto the hardhalding pmogmmme
which we bave initisted about a yearin
advance” Kharali said,

Explaining the programme, be said, 'The

Foyal Wialaysmn Customs has undertaken the
hardhalding progmmme toeducate businesses,
=reml publicars basically gvenawareness
throughoutesc h pogramme ard alsothrough
ekectronicand prnt media, The awareness
prograrnme include s appointing G 5T advocates
and ambassadors as well as public acceptance
and persuasion prograrnme which is carried out
Bshmen, totrain MEDs; bath public and private”

He ala midthat there wer nct 55 muc hissues
as expet ted during the first few week s of
implementation. "t wasquite a pleasart surprise
to note that there was no major issues during
the first weeks of implementation of G3T"

IMPAGT OF GST ON SMES

The impact on SMEs isvaried, with same SWEs
firdingthe G357 1o be a maprdisruptionto
their busienss, whik others were elatively
uraffected,

"We do not face any issues on G5T becauss our
IT system is well organised, Soall inpat ard
output taxes ae well recodedand we are able
taclaim back the G35T we are entitledto, Aswe
are dealing mostly in governrent projects, mcst
of our projects am zero reted by Customns, while
same pojects will have the G3T factarin their
hbilling" AMF's Mustatfa said.

EFMF in Malarai



Howewer, he feel that the 5T has the most impact an the bw-
incanne gmup, while some businesses in the senvices sector
Fewe closed shop due totheir insbility 1o cope with G3T,

"Miast of thess srraller businesses are not getting much
custamerdue o higher pricingand the government is not
doingenough fo curb the rise of costs. Even cooking gas has
increased by BiA2 to B depe nding on location’, said Mostaffa,

"Spending power has educed because a typical
consurmerwill not have to pay more for food stuff
suchas Mikborteh tarik, Feaple invillages
encounterG3T everpday, from their moti carais
ard nasi kermaks to dry goocds 2t the supermarket.
| think the government shou kd consider removing
or redducing the rates forall proce ssed foodstuffs’
he added,

The cwnerofthe chain of restaurant s concu med,
"l have ssenour sles dmopped by 15% in

02 20M5 compared 1001 2015 before the
implemertation of G5T,We bope that sakes will
pick up in Q4. Acmss the board, G5T has affected
our business andour growth’, she said,

(55T is definitely good for the accountingand
tax professionas it creates new job scopes and
e jobs, Howerer, doe s Walaysia have enough
falerts in this categony? Sadly, would think not, It is difficu i
to hire the right candidates (inaccounting and tacin SME
busiresses', she added,

"Wie feel that businesses hawe come taterms that G5T is
Fere to stay and we notice that businessesar placing
increzsed importance ontheircompliance pocesses, due
o the hefty peralties introduced underthe G3T egime,”
KPMS's Kee observed,

"For tax professionals, it has beenc hallenging forthe past 18
rnanths, and we foresee that it will be the same in time o come,
5T bw and treatments will have tobe review from time totirme
inorderto keep upwith the pace ofthe manketplace,

‘Dwverll, 55T has indeed strengthened the colkction of
oowernment coffers, which should belp ta drive the co ment
economic situation positively, [t is our hope that the
oowernment and authorities will cartinue towaork handin band
with the businesses and tazpayers toachieve a moe balanced
ard harmonized tax erwinonment in Malaysia and of course
ultimately, achievingthe ration’s goalof being a high income
retion’ kee said,

KEY ISSUES AFFECTING SMES
Dropped businesses aside, SMEs ar encountenng a myriad of
problerns with the G3T,

"l lackthe staff toenter daily detaikd entry resu bing inhiring
additional headcount ard increased cost toour business, And
incorrect entries by staff due to the voluminous amount ofwork
leards to rore tinne to review by the accountants,

It is wery time consuming tocheckewery single tmnsaction
entered into the accounting system ) the restauratedr said,

"Farcompanies without an integmted ERP systemn, the stand-
alore systems Fave rounding differences against the other

systermns that msults in sperding mome time by the accountants
tofindaut the reasons” she mmented,

e of the bigoest issues isthe G5T uncertainties whene

we believe the Royal Malay sian Customs have to belp salve

or provide guidance mther than imposing peralties to SME
owrers whoar collecting and paying G5T tothe oove mment.
fast are unsure which iterms the 6% applies to, or are zem
rated, orexempted, and rmany assume it is the
smeandunable to differertizte especally
since these am technical issues’, @ys

Bryan Lew, head of G5T support team at

local acoourting firm Cheng &Co,

"The issue peraining to ta imokes alsocreated
a periodofargurnent and summnonses was
issued to those who faikd tocomply with the
5T mguktions, Quite s numberof business
cwners ake not sue and doubtful whenthey
recened immoices from their suppliers, Tha BMC
s also annou nced intheir Dirctor Gereml’s
Decision: 3/2015 dated 14 A pril 2015 wher

the Ferdwrittenimioces ae not allowed and
pre-printed irvoice s are allowed to be used until
end of Septemberthis year, afterwhichthe G5T-
rEgistered peraon must use complter generated
invzices in their busiress dealings” Lew sid,

"tk ressing the corfu sion is extrermely important, particularly
fior SME <505 as there a kot of news about them being
chargedfor G5T wmngdoings, for instance breaching the
Anti-Profitesring Act where the business owners are changing
their procductsdserwices inan exorbitartly high price tathe
consurmners. The business cwners mu st o nderstand well their
cost and work out the masonable profit marginforeach
procduct/senrices” he added,

‘nother popularissue that still troubles business owners is
55T-03 calculation and accounting, Most SMESSWIs ar klying
a lot on theiraccourtant s to handle the G5T accounting far
them but are these accountants well traired on G5T accou nting
especilly about the accounting treatrme mts and ta: codes
relevant to their mspective companies! Cwer these thres
rncirths, Cheng & Co have been receiing many calls fmm
bathclients and non-clients asking for belp to sohe theirGST
accounting issues suchas prowiding them G3T Accounting
Training and ather G5T advisory services suchas G5T-03 Eview
tohelp them clear their doubts andto provide an error free
GAT-03 to the BWC" Lew said,

‘nother problem that SMEsSMs should take note of is their
credit control process, The Bad Debt Adjiustment issue has been
rriade comnpulsany by the BMC toall business owners toclaim
back any cutstanding debt owing tothern by their clients when
exceeded the & months period, Failingwhich, it rmay attract
peralties from BACY Lew wamed.,

Wary Malay sians, including SMEs, continue fo questionthe
ratiorake forthe GT. This is made more complicated by the
warious teatments of difeent goods, with some zera mted (no
G5T is chamed), while others are standand mted icharoed &t %),

Bob Kee of KPAGexplains, "inany jurisdiction, we beliewe that
the GET laws ard policy treatrents are based onfundamental
ecconomic polcies implamented by the govemmert, inorderto
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achieve its rational objectives, For Malaysis, we canu rderstard
whiy certain policies ae dewn-up and why the lawmnakers have
decided toteat cerfain industries differently fom the athers,
Mcre often than not, the se masons are not peceived well by
businesses ard at times, questionsarise on why such unfair
treatment applies to them'

"5 ta professiorals, we believe that our job is to bridge the

e pectation gap between the authanties and businesses,
andat the same time, assisting the governmert to achiewe its
objectives, Inorder o do this, we feel that mindsets reedto be
chanoed. Businesses must accept that the market is evohring
gt alltimes ard berce, the necessity toc hanoe will abvays be
them, As for the authorities, we feel that they reed to be more
urderstarding interms of how bu sinesse s operate inMalay sia
andtheir prctical diffic ulties, sothat cerminGST povisions /£
nkescould be explain ingmeater detail to busine sses’, he said,

Customs Khazali midthat cne of the frequently cocuming
issues s that of refund, 'The delay inrefund isdus to many
factors suchasermrs in filling upthe returns, incomplets
subrnissicn of returns, incamplete bank infarmation, and
difficutties getting in touc hwith campanies after seven days
from the date of issuance of the letter, Thers ane even no or
slowy responses from the applicants to the quenes by the refund
oifficer, Business2s are acvised tafill in the retums carmecth ard
ke spord immediately when contacted in order to expedite the
efurd process” be said.

MORE PROS THAH GONS

35T will hawe a positive impact far business and it will kad to
greaterefficiercy, effectiveness and it is more business friendly.
It will educe weaknesses inthe existing taxation system and
irmpronre the cou ntry's competitiverness, The fact that mome than
384,000 mgistrants have egisterd (more than the expectation
of the Govemment) for 35T isan indicationthat the businesses
are reachy for G5T and they ane convinced that G3T is good for
busiress’ sys Khazali,

"Srnal| retailers are encouraged ta imest in Point of Sales orcash
rEgister syster, Government bas also provided tax incentives

in the farm of accelersted capital allowance s andfurtber ta
rductionforG3T training) he aid.

EASING THEPAIN

With so much teething pmblems associated with G5T
implementation, what can SMEs in Makysa do to ease
these pains?

"Businesses should adopt a mo® po-act ive
approachin lmising with the authonties,
mtherthan plying the "sitard wait" game.
urcertainties surraund the G5T% impact on the
operations ofa businessarises, it isimpeative
that c larity is seekwithout undue dely as the
G3T treatment apply on each trnsaction of the
busiress, We cannot emphasize enoughonthe
imporance of having c brity on G5T teatments
on transactions, especiallywhee it inrohes e
wolumne / frequency - ifthere’s a mistake, it may
et repeated and undetectad, which may msultin
hefty peralties inthe longrun’, says KPS Kee,

TormWang, CO0 of Chengf Co advised SMEsta
engage a G5T consy tant or taxagert to advise

“THE RETAILSECTOR IS FACING
CHALLENGESIN TRYING TO
IDENTIFY WHETHER THE ITEMS
THAT THEY ARE SELLING ARE
SUBJECT TO GST AT 6% OR 0% AS
THE CLASSIFICATION OF GOODS I8
NOT AN EASY TASK. AS ANOTHER
EXAMPLE, THE EDUCATION
SECTOR IS ALSO EXPERIENCING
AN INCREASE IN COSTS OF DOING
BUSINESS ARISING FROM NOT
BEING ABLE TO CLAIM MOST

OF THE G53T INCLUREED ON

THEIR PURCHASES"

them especially on the G3T-03,"The G5T-03 repart rmu st be
accurate befome you submit it tothe RV, Cerainly, preparation
must be early ard awcid any last minute work! be said.

WISH LUSTFOR THE GOVERNMENT

Wiong added, "the BMC must step up ard belp salve issues by
priding rmare hand holding pmograrn me s and wiork together
with GST consultarts inallaspects inproviding cleaner answers
tocertain techinical issues faced by specific industnes, We hope
that by this time nesxt year, most of the doubts and o ncertainties
on 5T issues will be solved and we can move forwar towands 3
stable econcmy and achiewing Malaysiss Vision 20201

"hs menticned, G5T will be bere tostay andwe think the rules
and egulations sumon nding itwill inpmowve over tire, e hope
that better guidelines and palicies ar introduce to supplement
the ever-gmwing matketplace in Malay sia, and bu sinesses

will strive toachieve better tax efficiency onan cwerall

basis, Monetheless, the logical paththat lies abead after the
impkementation stage wauld be o conduct audits and health
checks: hence, businesses should prepare themselres nonw. It is
alsoour hope that the authorities will be leniert whencarmying
out theiraudits” KPIASs Kee sid,

W hilst it's pmbably wishful thinking that the gove rnrmenit will
change drastically the G3T ortoscrape t off; revertheless
many SMEs are prayingthat the government can ook into
some ofthese teething problemes, mngingfrom
compliance fo procedues togring a lbonger
grece penod for full compliance,

There is little dou bt that the G5T will be good
for the econcmy, and by extension, businesses,
This is especially sowhen the promised
reductionincorporate taxtakes place next
wear. Inthe meantirme, SVEs will ju st have o
stamach the implementation pains and the
one-cff rise incosts,

Inthe kong run, GAT will inceed help
busiresses tadevelp greater fiscal discipline
and serve asa form of natural selection -
wher the better run bu sinesse s will not only
survive, they will thrive,



