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Tax nove a test of the human spirit

K.H Lim
I NCOVE earned in 1999 will be tax-free. This is the good news for al
Mal aysi ans, includi ng conpani es and busi nesses.

In a financial "masterstroke", Datuk Seri Dr Mahat hir Mhanmad has gi ven
everyone something to |l ook forward to in the new year

As the new m |l enniumdawns, all Ml aysians will be put on the Pay-As-
You- Earn (PAYE) systemwhere we will pay our taxes on a nmonthly basis as
we earn.

We must distinguish this fromthe current Schedul ar Tax Deduction (STD)
system whi ch the vast nmgjority of Mal aysian taxpayers are on. |In STD,
nmont hly paynents are al so made but these are for the previous year's
i ncome.

Currently, only taxpayers in Sabah and Sarawak are on the PAYE system
In the peninsula, only taxpayers who started work after Jan 1, 1995 are on
t he system

In a bold nove, Dr Mahathir as the First Finance M nister has brought
the entire country instep.

This rem nds us of the nmajor change that Dr Mahathir did soon after he
becane the Prine Mnister: bringing the entire country into the sanme tine
zone. Sabah and Sarawak used to be ei ght hours ahead of Greenwi ch Mean
Ti me whil e Peninsul ar Mal aysi a was 30 m nutes behi nd. Now Mal aysi a
Standard Tinme is eight hours ahead of GMI

In atypical win-win situation, the Governnent will benefit through a
better tax collection rate as people will find it easier to pay as they
earn. This is especially true for wage earners.

Under the STD system a worker retrenched this year will still have to
pay taxes on his incone |ast year. It can cone fromhis |ay-off benefits.
Those earning nuch less this year than | ast year are likely to default in
their tax paynents. Wbrkers in the construction sector nay be an exanpl e.

And t he generous wai ver for incone earned next year will not hit the
Governnent's cashflow. This is because nost taxpayers will actually
continue to pay next year - for this year's incone.

Only those currently on the PAYE systemw || have an actual "tax
holiday"” in the strictest sense of the word. They sinply do not have to
pay next year, provided they have been diligently paying up all this
whi | e.

Those on STD now will also get a "tax holiday" in the sense that they do
not pay for income earned in 1999 but they will still be paying noney to
the Governnment as tax for incone earned this year

Anot her generous gesture is the fact that |osses will be allowed to be
carried forward.

News of this windfall was net with initial confusion, scepticismand
even doubt as to the accuracy of the reports. Then, many questioned: Can
t he Governnent afford it?

It may seemthat the Government will be cash-strapped if it wites off
1999's tax but a deeper probe reveal ed the consi derabl e planning that went
intoit.

First, the Government's cashflowwi |l not be affected as only a snal
m nority of taxpayers are under the PAYE system

Notwi t hstandi ng this, the Budget has already factored in the shortfal
by projecting inconme tax revenue to fall 31.4 per cent to RML7.992 billion
in 1999 from RMR6. 236 billion this year.



Wth plunging corporate earnings reported of late and the nunerous pay-
cuts instituted throughout corporate Ml aysia, incone tax revenue is
expected to fall sharply next year anyway.

The tax planners night as well plan for a larger collection when the
econony recovers in 2000 by inplenenti ng PAYE that year. And at the same
time, give taxpayers a break and nmake everyone happy.

After all, inconme taxes only take up 27.6 per cent of total governnent
revenue for 1999, including RV2.746 billion frompetroleumtaxes. It is
not clear if petroleumtaxes will also be waived.

Thi s i ngeni ous incentive, never before attenpted in Ml aysian history,
is atest of the human spirit. The tax-free incone is a bonus of sorts and
exactly the kind of incentive that will drive people to work harder and be
nmor e producti ve.

Wth everyone getting into a flurry of activities next year, perhaps the
econom ¢ recovery will be seen earlier than expected.

TALKING PO NT: Wth tax-free incone as the carrot, everyone wll work
doubly hard and get nore di sposabl e i ncone which will generate nore
donestic demand and nore savings. This in turn can finance nore
i nvestnents and the econony will turn around faster, hopefully before the
second hal f of next year as forecast before Friday's Budget speech.
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