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Forgetting imported service tax will "bite’

Forgetting imported service tax will ‘bite’ taxpayers

MOST taxpayers tend to focus on the
income tax aspect when one is dealing
with the payment to non-residents for
the purchase of services. The service
tax is forg by

because they are either not aware of 4
the legislation or there i a lack of %
education and publicity for the needto
account for the service tax on the
importation of services.

IRB and RMCD don't view services in the same
light. They have different rules and their
interpretation and application of taxes on the
importation of services is based on different
principles. The issue that comes up with income
tax authorities is whether the services are
imported within the services category or do they
fall within the royalty category and whether the
services are provided in Malaysia or outside
Malaysia.

Whereas RMCD does not have the issue about
royalty and services and location of the services
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but whether the transaction has taken

place and the services has been acquired
by the taxable person. IRB and RMCD
do not see eye to eye on this issue.

What is the scope of imported
w services?

Imported services must fall within the
list of taxable services and it should be
acquired by any person carrying on a
business from a foreign person. Only persons not
carrynn?eon business will be excluded.

it appears simple, there are problems
here which most people do not appreciate such as
timing of the acquisition, whether it should be
consumed in Malaysia, the valuation of the
imported services particularly in related party
transactions, whether these services are taxable
services, whether services are embedded into the
goods imported, and is there a need to segregate
the service element from the goods element.
Quite often the agreements do not dovetail with

g

the imported items.

To add to this conundrum, RMCD has amended
the Regulations and Guides to include categories
of taxable services provided outside the country
into the service tax net. Two examples which
doesn't resonate with the business is the
imposition of service tax on training programme
conducted overseas. Another example will be
repair cost incurred on materials and machinery
which are sent and repaired overseas will also be
brought into the service tax net. There are other
examples which only adds to the cost of doing
business. This goes against the spirit of service tax
that it should only be confined to services
provided or consumed in Malaysia,

The difference between the GST principle and
SST principle

GST on imported services wasonlylmmsed when
the services were ¢
SST doesn't consider where the services are
consumed but the party acquiring the services.
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Under SST, if a taxable person in Malaysia has
goods being manufactured in China, and he
engages a foreign party (e.g, Germany) to provide
consultancy services directly from Germany to
China for the goods that are being manufactured
in China, the Malaysian taxable person still has to
account and pay for imported service tax on the
grounds that he has paid for and acquired the
services from Germany even though the services
were not performed or consumed in Malaysia.
The RMCD is well aware of the high level of
non-compliance on the taxation of imported
services and this is a matter that regularly comes
up during audit. Taxpayers who are caught by the
RMCD will face consequences such as late
payment penalties up to 40%, penalties for failure
tofile the tax returns, and compounds. Itis time to
pay more attention to your imported service tax,

cm;ﬁé uétrder's casn;dg*h;edbg mam;es Tax
ervices managing director
5;? hanneermalai fwww thannees.com)

© News Pty Limited. No redistribution is permitted. This content can only be copied and communicated with a copyright licence.



&isentia

SUMMARIES

AUTHOR: No author available ~SECTION: BUSINESS  PAGE: 14 PRINTED SIZE: 133.00cm? REGION: KL
MARKET: Malaysia PHOTO: Full Color ASR: MYR 3,413.00 ITEM ID: MY0060753923

30 SEP, 2024
Forgetting imported service tax will "bite’
taxpayers
The Sun, Malaysia DiRAJA
Page 2 of 2

MOST taxpayers tend to focus on the income tax aspect when one is dealing with the payment to non-residents for the purchase
of services. The service tax element is forgotten by taxpayers because they are either not aware of the legislation or there is a
lack of education and publicity for the need to account for the service tax on the importation of services. IRB and RMCD don’t
view services in the same light.
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