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Consul tant sees introduction of VAT by 2005

Ham sah Hamid

FULL conpliance with free trade regi ne under the Association of South- East
Asian Nations Free Trade Area (Afta) will pressure Malaysia to introduce
val ue- added tax (VAT) by 2005, according to a tax consultant.

Ernst & Young Tax Consultant Sdn Bhd princi pal Chan Chow Pong said this
isto allowthe country to offset | osses in government tax revenue as a
result of conplying with tariff cuts under Afta

He said Mal aysia would be ready for the new tax structure by then as the
CGover nment has been rai sing consunption taxes (sal es and services)
gradual | y over the years.

"It is highly possible that the goods and services tax (GST) may be
i ntroduced by the Government in 2004 or 2005, when the Governnment has to
conply with the cut in inport tariff for notor vehicle sector under Afta.

"The GST is now a worldwi de trend,” Chan told Business Tinmes in Kual a
Lumpur .

Tax consultants and economi sts agree on the need to inplenment the VAT in
the country as it is nore efficient and transparent.

The VAT, which is also known as GST, is a broad-based consunption tax
whi ch can be introduced at the inporter's or manufacturer's |evel and then
extended to the wholesalers and retailers.

The existing sales and services taxes (SST) in Ml aysia are |evied on
and col l ected from manufacturers, inporters and persons who provide
t axabl e servi ces.

Prime Mnister Datuk Seri Dr Mahathir Mhamad recently said the
Government is studying the possibility of introducing several new taxes to
conpensate for the loss in revenue due to the cutback in inport duties
under Afta and Wbrld Trade Organi sation (WO).

Import tariffs on a wide range of products within Asean will be reduced
by between 0 and 5 per cent under Afta, in a nove to |liberalise the market
anong the 10-menber groupi ng. Ml aysia, however, had pledged tariff cut
for notor vehicle in 2005.

Chan said the Governnent receives a substantial revenue fromthe inport
duties on motor vehicles, which range from 170 per cent and 300 per cent.
As such, he believes the Governnent is likely to introduce the VAT in
2005 to offset for the loss in revenue when tariffs on notor vehicle

sector are reduced in that year

Pri ceVWat er houseCooper s executive director Boon OGon Seang said the
Governnment could | ook at the VAT as a nean to boost revenue through
i ndirect tax.

He, however, could not say when the Governnment would i npose GST. He said
the GST has been di scussed in Ml aysia since 1993.

"The sales and services taxes laws are quite old (Sales Tax Act 1975 and
the Service Tax Act 1975) and the authorities have changed the origina
concept of the taxes with ad-hoc anmendnents to the laws, resulting in
anbiguity in the inplenentation and adm nistration

"Furthernore, there is no mechanismto prevent |eakages except the human
el ement,"” Boon said, adding that there is little roomfor |eakages in the
VAT as it is self-policing and easier to admnister.

Chan said the VAT rate in the country could range from5 to 7 per cent,
which are sufficient for the Governnment's coffers.

At present, the service tax in Malaysia is 5 per cent, which is
applicable to services providers |ike hotels, restaurants, entertainment



outlets and professional services such as accounting and | egal services,
based on a mi ni num annual turnover.

Sales tax ranges from5 per cent for food preparation, an average of 10
per cent for manufactured goods, 20 per cent for al coholic drinks and 25
per cent for cigarettes.

Chan said Singapore's GST is 3 per cent, while Thailand's is 7 per cent.
The VAT rate in the UKis 17. 5 per cent and Sweden is between 20 and 25
per cent.

He said relevant authorities have been gearing thensel ves up since 1993
and all they need is the amendnent of the |aw and introduction of
procedures regardi ng the VAT.

In addition, the Governnent has been extending the consunption taxes
every year. Starting fromJanuary 1 this year, nore professional services
are included in the groups liable for service tax when the limt of annua
turnover of professional service providers |ike architectural, consulting,
| egal and engi neering firnms have been reduced from RM300, 000 to RML50, 000.

Li kewi se, the annual sales of food and entertai nnent outlets have al so
been reduced from RVb00, 000 to RMBOO, 000 to be liable for service tax.

"It is a mtter of tinme before the Governnment inplenents the VAT. The
i npl enentation is nade easier as the Royal Custons and Exci se Depart nment
has conputerised its operations,” he said.

The departnent collects excise duties, inport and export duties, as well
as sal es and services taxes.

According to tax experts, the VAT has a built-in systemfor businesses
to claimtax credits on inputs, thus ensuring conpliance with registration
and col I ection of tax.

The current SST, neanwhile, involves high admnistrative cost to ensure
conpl i ance and prevents abuse.

The VAT has al so becone a popular formof indirect tax in both devel oped
and devel opi ng countri es.

In the South-East Asian region, countries |like the Philippines,

Si ngapore and Thail and have al ready introduced the GST.

Meanwhi | e, RAM Consul t ancy Services Sdn Bhd chi ef operating officer Dr
Yeah Ki m Leng does not expect the Governnent to introduce the VAT soon

VWi | e acknowl edgi ng the need for the Government to broaden its tax base,
he said a | ot of paper work are required before the VAT can be introduced.

"It can be administratively difficult because it involves defining
di fferent value at each processing stage," he said.

He al so said that such a systemcould lead to inflationary pressure when
prices of goods rise under VAT.

Yeah, however, said many countries are joining the pack in inplenmenting
the VAT as part of their fiscal policy. "The VAT is nore efficient because
the tax inposed is based on val ue-added, " he said.

Chan said there may be an inflationary pressure fromthe inplenentation
of VAT but it is only transitionary.

He sai d experiences from devel oped countries have shown that |oca
prices increased for the first one to three years of the inplenentation of
t he VAT.

"After that, the prices will stabilise when people begin to understand
and becone well-versed with the system" he said.

Chan added that due to the efficiency and transparency of the VAT, the
Governnent can make an accurate forecast of their revenue fromthe
i ndirect tax.

The VAT will also nmake the export prices conpetitive as it is inposed on
goods whi ch are consuned | ocal lvy.

"This will make our exports slightly cheaper. It may not be significant
but it will have an inpact, that is sone saving el enments on goods



exported,” he said.

Despite supporting the introduction of VAT in the country, tax
consul tants and econom sts agree that the reduction in inport duties under
Afta will not have significant inpact on the governnent revenue.

For one, the inport duties have already been reduced gradually over the
years.

Secondly, Malaysia's trade with Asean countries only constitutes about
20 per cent of its international trade. The rest are with non-Asean
econom es, particularly the US and the European Comunity.

Mor eover, nost of the products inported from Asean countries are
construction materials, water, food and ot hers which have no inport
duti es.

Yeah pointed out that there is a declining trend in the contribution of
i mport duties to the governnent revenue.

"The bul k of the government revenue is fromdirect taxes where their
contributions averaged 46.9 per cent between 1995 and 2000," he noted.

Yeah said the fall in government revenue fromthe cut in inport duties
under Afta and WIO can be offset by the growth in donestic econony and an
i ncrease in trade.

"When there is growh in the econony, the collection fromthe corporate
and individual taxes will increase correspondingly,"” he said, adding that
the increase in trade will al so boost governnment revenue.
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