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Did You Know

If you owe your company
money, your company may
have to pay tax

AT, FH O E R
EIENSVA Fh’%q ARSI IS U i
LIV ELE Y

Public ruling N0.8/2015




LaccovVis
MALAYSIA

““ Do you have any idea what
IS this deemed Interest?
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deemed Interest?

The Company that provides loans or advances to director of the
company without interest or with interest rate lower than the arm's

length rate interest and income deemed to be received by the
company from the loans or advances
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tax act?

 The Income Tax Act 1967 (ITA) related to this Public Ruling

(PR) are sections 2 and 140B, subsections 21A(8), 29(3),
/5A(2) and 140(2) and paragraph 4(c).
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Three categories
of funds loans or
advances to
directors of the
company
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1. Internal funds & &

What are internal funds?

Surplus funds that may arise from the injection of capital,
retained earnings and company reserves.
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If the loans or advances are fully funded from internal
funds, the Company shall be receive deemed interest
from such loans or advances for that basis period and
section 140B of the ITA Is applicable.
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2. External Funds #FE%& 4

What are external funds?

Financial resources acquired by a company through loans from
third parties such as banks or related companies specifically
used to finance loans or advances to directors. The decision to
acquire loans from external funds can be referred from the
board of directors resolution or board of directors meeting
minutes.
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If the loans or advances to directors are financed from
external funds or third party, then the provision of section
140B of the ITA Is not applicable.
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3. Mixed Funds JBE&¥% 4%

What are mixed funds?

If loans or advances to director are from internal funds and
external funds, the interest income is computed only on the
portion related to amount of internal funds. In such
circumstances, the company must prove that some / all of the
loans or advances are from external funds and not subject to
section 140B of the ITA.
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The interest will be computed monthly on the loan
balance based on the formula:

Al BRARSE LT AR A TR R

1xAxB
12
where —
A =  the total amount of loans or advances outstanding at the end of the

calendar month; and

B = ALR of commercial banks published by BNM on interest free loan or
advances at the end of the calendar month or other reference
lending rate as may be prescribed by the Director General of Inland
Fevenue If there is no ALR published .

Total loans or advances outstanding at the end of the
calendar month refers to balance of loans or advances after
deducting repayment of loans or advances and adding any
new loans or advances made during that month
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Let's see the
case scenario

REE..
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ABC SDN BHD
31.12.2019

Mary, please issue RM100,000 for me to paid my
new house deposit.

FONN, B4 FRRM100,000, FREATHAH B Tk 4.

g
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No, If you take Company's money, the Company
need to paid tax.

A, IREBAER A RIS, 7] i EEANF

Why not? This is my Company and my money. Issue
the cheque now!

AT Rk ad, REE. IAET !

S
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OK, NOTED. | will issue the chegue now.
FHr.  FRIAETT .




When tax agent do the tax computation, they found out
that Director A had borrow RM100,000 from the
Company on May'19 and still not yet pay back to the
Company until 315t Dec’19.
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Therefore, the Company will need to pay deemed
Interest . *

WA, o w]FD IS AL

ABC SDN BHD
Year of assessment 2019

Interest Income

Diirector A Amount owe I )

Year Month with 50%p by director AIR % n::rels; 1ncu;ne

shareholding (A) (B) (AxBx1/12)
May EM 100,000 | EM 100,000 4.93% EM 411
June EM 100,000 | EM 100,000 4.89% EM 408
Tuly EM 100,000 | EM 100,000 4.82% EM 402
5010 August EM 100,000 | EM 100,000 4.82% EM 402
September | RM 100,000 | RM 100,000 4.76% EM 397
October | RM 100,000 | RM 100,000 4.76% EM 397
November | RM 100,000 | EM 100,000 4.73% EM 394
December | RM 100,000 | EM 100,000 4.70% EM 392
Total Deemed interest: EM 3,201
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The amount of interest determined or deemed to be received by
the company Is subjected to the rate of interest charged

73w E BN ELUC A S U R B ) A =

a) Interest-Free

IT the loans or advances made by a company o directors are interest-
free, then the amount of interest will be computed or determined based
on the prescribed formula with ALR published by BNM in the basis year
in which the loans or advances are given.
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I.  No repayment is made by director

On 1.10.2014, P Sdn Bhd made advances of RM100,000 o directors for
personal purposes. The advances are interest-free and sourced from
intermal funds. There are no fixed terms of repayment by the company to

the directors. No repayments have been made by the directors involved
as at 31.12.2014. ALR published by BNM for the period Ocltober io

December 2014 is 4% per annum.

Computation of interest for the year of assessment 2014 is computed as

follows-
Interest Income
Advances Balance Deemed To Be
Month (RM) Received
(RM)
Oct 2014 100,000 @ 4% x 1/12 333
MNov 2014 100,000 @ 4% x 1/12 333
Dec 2014 100,000 @ 4% x 1/12 333
Total Interest Income Deemed To Be
Received 999
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II. Repayment made by director

Director B who Is also a shareholder of R Sdn Bhd has obtained an
interest-free loan of RM100,000 for the year of assessment 2014 from
the company in February 2014.

In April 2014, Director B made payments totaling RM10,000 for payment
due in March 2014. In September 2014, R Sdn Bhd made additiona

advances of RM30,000 to Director B.

Computation of Interest income deemed to be received by R Sdn Bhd
for the year of assessment 2014 based on the formula In subsection
140B(2) of the ITA (assuming ALR 15 3%) Is as follows -
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Year of Assessment 2014

Month Loan Balance Deemed To Be

(RV) Received (RM)
Mar 100,000 @ 3% x 1/12 250
Apr | (100,000 - 10,000) @ 3% X 1/12 225
May 90,000 @ 3% X 1/12 225
Jun 90,000 @ 3% X 1/12 225
Jul 90,000 @ 3% X 1/12 225
Aug 90,000 @ 3% x 1112 225
Sept | (90,000 +30,000) @ 3% x 1/12 300
Oct 120,000 @ 3% x 1/12 300
Nov 120,000 @ 3% x 1/12 300
Dec 120,000 @ 3% x 1/12 300

Total Interest Income Deemed To Be 5 575

Recelved

R Sdn Bhd is deemed {o receive interest income for the basis period for
the year of assessment 2014 amounting to RM2,575 based on the
prescribed formula. Interest income deemed to be received by the
company is to be assessed under paragraph 4(c) of the ITA.
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b) With interest

If a company charges interest on loans or advances to directors, then
the amount of interest that i1s deemed o be received by the company
under section 1408 of the ITA will be determined by comparing the
amount of interest calculated based on -

(i) interest rates charged by the company; or

() formula in subsection 140B(2) of the ITA.

The total interest income, whichever Is higher will be taken as the
interest income deemed to be received by the company in the basis
period for a year of assessment.
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1) The interest rate charged by the company is higher than the
ALR published by ENM

If the amount of interest charged on the loans pr advances by the

company 1s more than the interest computed by using the formula
In subsection 140B(2) of the ITA, then the interest due and payable

by the director o the company will be taken as the interest income
of the company for the basis period for a year of assessment and
assessed under paragraph 4(c) of the ITA. The provisions of
section 1408 of the ITA shall not apply in such cases.

On 132014, S Sdn Bhd made an advance of RM100, 000 to
Director C with an interest rate of 5% compared to ALR published

by BNM of 3%. In Aprl 2014, Director C made a payment totaling
RM10,000. In September 2014, S Sdn Bhd made additional
advance of RM30,000 to the Director C.

For the determination of interest income on advances given, the

amount of interest which Is higher will be taken for the computation
of interest income fo S Sdn Bhd in the year of assessment 2014.

The computation is as follows-

WWW.ECOoVIs.com.my
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Year of Assessment 2014

Month Loan Interest Charged by  |Interest Income Deemed

Balance Company (5%) To Be Received Based
On Formula (3%)
(RM) (RM) {RM)

Mar | 100,000 | 100,000 x 5% x 1/12= 447 | 100,000 x 3% x 1/12= 250
90,000

Apr | (100,000 | 90,000 x 5% x 1112 = 375 | 90,000 x 3% x 1112 = 225
_ 10.000)

May |90,000 |90000x5% x1/12= 375 | 90,000 x 3% x 1/12= 225

Jun | 90,000 |90,000x5% x1M2= 375 | 90,000 x 3% x 1112 = 225

Jul 90000 | 90,000 x 5% x 1/12 = 375 | 90,000 x 3% x 1/12 = 225

Aug | 90,000 |90,000x5% x 1112 = 375 | 90,000 x 3% x 1112 = 225
120,000

sept | 99099 1 920,000 x 5% x 1/12= 500 | 120,000 x 3% x 1/12= 300
30,000)

Cct | 120,000 | 120,000 x 5% x 1/12= 500 | 120,000 x 3% x 1/12= 300

Mov | 120,000 | 120,000 x5% x 1/12= 500 | 120,000 x 3% x 1/12= 300

Dec | 120,000 | 120,000 x5% x 1/12= 500 | 120,000 x 3% x 1/12= 300

Total Interest
Income

4,292

2,575
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Since the interest charged by the company is higher than
that computed by using the prescribed formula, then the
amount of Iinterest RM4,292 charged and payable by
Director C to the company Is the interest income of the
company for the year of assessment 2014. Interest
Income deemed to be received by S Sdn Bhd using the
prescribed formula In subsection 140B(2) of the ITA
amounting to RM2,575 Is disregarded.

T\ WHC A s T A e A THE AR, Rk
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Need further
Information and
assistance?

Please, don’t hesitate
to reach Ecovis
Malaysia

For more details and case scenario examples you may

refer to:
AR Z 4N E BEAURG], 1EZS 0

http://lampiranl.hasil.gov.my/pdf/pdfam/LOAN_OR_AD
VANCES TO_ DIRECTOR.pdf
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ECOVIS MALAYSIA

Tax advisors, accountants, auditors
In Malaysia

Our accumulated experience over
many years with a diverse clientele

Our extensive network of experts to
get the job done right locally or
Internationally

Our confidence and credibility to our
clients

Our trustworthiness to our client’s
business

Our services:
Assurance and audit, Business advisory,

Business process outsourcing,
Corporate Recovery & Insolvency, Tax
services
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