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8th Plan kickstarts a tax reform (HL)

Ham sah Ham d

A TRANSFORVATI ON of the Mal aysian tax structure is under way with
consunption tax expected to gain increasing pronminence in the next five
years to account for about 24 per cent of the Government's total revenue
by 2005.

Sal es and service taxes are projected to grow by annual average rates of
24.2 and 17.5 per cent, respectively, during the Ei ghth Ml aysia Pl an
(8MP, 2001-2005) peri od.

This has | ed sone econonists to conclude that corporate and individua
i ncone taxes woul d conversely decline both in terns of contribution to
total revenue, and rates, the later serving to spur business activity and
attract foreign investors.

The 8MP, which was tabled by Prime M nister Datuk Seri Dr Mahathir
Mohamad in Parliament yesterday, said the tax strategy "is in line with
the Governnment's efforts to reduce dependence on direct taxes and broaden
t he revenue base".

The personal incone tax tops off at 29 per cent currently, down from 30
per cent under Budget 2000; and corporate tax at 28 per cent, also from 30
per cent under Budget 1998.

The Governnent has neanwhile increased the m ni numtaxable incone to
RV, 301 per nonth under Budget 2001, from RVMB51 per nonth in 1995.
Personal tax exenption |ikewi se was rai sed to RvB, 000 from RMs, 000.

As for sales tax, the rate varies by product, ranging from5 to 15 per
cent, but no tax is inposed on essential goods, agricultural produce and
raw materi al s.

According to the 8MP, while direct taxes (conprising conmpany, individua
and petroleumtaxes) will continue to be the biggest contributor to
revenue, their growth will slow down to help create a conpetitive
envi ronnment for doing business in Ml aysia.

Sal es and service tax collection will contribute 23.8 per cent or
RM396. 75 billion to the Government's coffers by 2005, up from12. 13 per
cent or RM301.27 billion at the end of the 7MP

During the 8MP period, sales tax collection is expected to total RVb5
billion, a 150.58 per cent junp from7MP' s RWV25.94 billion; and service
tax RML4.4 billion, up 97.26 per cent fromRW.3 billion.

I ncome taxes in contrast will only grow at an average of 4.8 per cent a
year, conpared to 6.1 per cent under 7M.

Direct taxes' contribution to government revenue i s expected to decline
to 41.3 per cent by 2005 from47.1 per cent in 2000; while that of
i ndirect taxes, which include export and inport duties, as well as sales
and service taxes, will growto 40.2 per cent from29.1 per cent.

Sungei WAy Group corporate adviser Tan Sri Ranon Navaratnamsaid a | ow
corporate tax reginme would be an incentive for |ocal businessnen to expand
their operations or venture into new activities.

"If the corporate tax is reduced to 25 per cent, |ess than Hong Kong and
Si ngapore, for exanple ... we can draw nore foreign investnents," he said.

Aneri can- Mal aysi an Chanber of Conmerce (Anthan) president Nichol as
Zeffreys concurred, saying that a | ower corporate tax woul d nake Ml aysi a
nore attractive and conpetitive than its nei ghbours.

He said Anctham wel conmes any nove in this direction, which the
associ ation has repeatedly suggested to the Governnent through di al ogues
and menor anduns.



"Any kind of tax reduction, particularly during an economn ¢ sl owdown or
t he downsi de of an econonmic cycle, is a smart nove.

"Private enterprises are the engine of growh and tax relief wll
definitely help them" Zeffreys said.

The increase in contribution fromindirect taxes would be driven by
growth in Ml aysi ans' inconme and the pronotion of Ml aysia as a touri st
destination, the 8MP said.

Navar at nam who was the Treasury's deputy chief before joining the
private sector, said the consunption-based thrust will result in a nore
efficient and equitable tax regine.

The Governnent will also be able to collect nore revenue as there wll
be | ess opportunities for tax evasion, he said.

However, both Navaratnam and Zeffreys suggested that the Governnent
i npose a sales tax only on non-essential goods, and nainly products that
are consunmed by the higher income groups.

"Otherwise, the tax will be punitive and unfair to the | ower incone
earners," Navarat nam sai d

They al so agreed that the tax reformreflects the country's transition
to a devel oped nati on.

But Mal aysi an Trades Uni on Congress president Senator Zai nal Ranpak said
there woul d be no inpact on consuner spending froma cut in incone tax if
the Government increases sales and service taxes, or inmposes themon nore
itemns.

Zainal, who is also MIUC s consuners novenent (3PMIUC) president, said
t he Government shoul d instead reduce both incone and sal es taxes so that
the prices of goods and services will fall while the public will have nore
di sposabl e i ncone to buy | ocally made products.

The Royal Custons and Exci se Departnment expects to collect RV26 billion

in taxes this year, up fromRML6 billion [ ast year. Mre than 50 per cent
of the anpbunt conprises excise duties or sales and services taxes.
The I nl and Revenue Departnent's collection is estimated at RVBO billion

this year, conpared to RW9.1 billion in 2000, the |argest contri butor
bei ng the tax on conpany ear ni ngs.

O her sources of Governnent revenue include taxes on cooperatives,
petrol eum |and and Labuan O fshore busi nesses as well as stanp duties.
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