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Tax Treatment of Service Income

How does the tax treatment for income/non-refundable
deposits received in advance?
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Advance payments & Deposits received
for service to be rendered subject to

gross income ?
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1. Understanding for gross income 7 fBIlC

« Cash Receipts from sale of o MHERMMARHEAR S AR
goods or from services Tl PN
provided.

« All debts incurred from sale of M HET¢ /R AR 55 M) A%
goods and services provided. HIf 551 D AT

« Receipts in Kind o WIS b AE A

 Recovery of Bad Debts o PEERE

« Insurance compensation o REEIURLS BT OR RS IR

received for business loss

« Withdrawal of business stock or AT NAE R E A
stock taken for personal use FRIERY

« Cash Receipts from sale of M B R AR 55 BTl
goods or from services EENTL N
provided.

« All debts incurred from sale of M B it e T il 55 A ol
goods and services provided. [R5t 551 5 A
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From these points, we can conclude that the advance
payments and deposits received for service to be
rendered subject to gross income ?

M 2 L BE BT E AT K RN B I IR E WA ?

www.ecovis.com.my



Q4ECOVIS Public Ruling (PR) 4/2020
MALAYSIA (Published on 16 June 2020)

MALAYSIA

2. Guideline from LHDN Bi %34 /ALK Tt

Tax treatment of any sum received
and a debt owing that arises In
respect of services to be rendered.

T 95 7 THI 72 AR ] 7B 1F AR R ZE 4 Bt 1 Al
55 b B Wi 2 TR AT < AR g 55

WWW.Eecovis.com.my



After amendment PR 04/2020, what are the changes in the
taxation of the prepayment amount and debt received?

BiTla, FrREIR BT B ESEB S A A

» Para 24(1)(b) of Income Tax Assessment (ITA) provide a debt
owing to a person &

« Subsection 24(1A) of ITA was introduced to provide that any
sum received by a person, notwithstanding that there is no
debt owing to the person

o R T TFIRANAAEMGIT SRR M T M AN H) S5
el A M ARSI A NAT AR B 5 55/ 54

no debt owing to the person

St F RN HARFAEA6GRES/ T

Means:
A debt owing to the person has not arisen as the liability to pay in
respect of such services has not arisen yet.

DRI AR B A 5538 2R R A B A 2 N G AR A ARATT 57 55/ 5T AE:

that arises in respect of services to be rendered is to be treated
as gross income of the person from a business for the relevant
period

XK AEAEARR MR SS, AH I A T8] AR A5 A 2RO RO
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3. Example&%4#l+:

SRR
» cleaning services provider;
vr o\l T RAE6 B A ik
* closes its account in June
| | | VA IR A AR XY Z A B 1Y
| Doviues eating cenvics 10 IERELE LIS

1st year L—4F
(01.7.2020 - 30.6.2021) -YA2021 @ [ESAvZuRgeloNcRArX )i (Ve

2nd year f:
(01.7.2021- 30.6.2022) - YA2022 (1.7.2021- 30.6.2022)- YA2022




Total cost for 2 years
RM20,000

XYZ Co. should pay deposit
RM2,000 and advance
services fee RM8,000 for 1st
year services on 15.06.2020;

However, Cleaning Sdn Bhd
received RMZ20,000 include
deposits RM2,000, 1%t year
services fee RM8,000 and 2"
year services fee RM10,000
(which due and payable on
15.06.2021) on 13.06.2020
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Tax Treatment for deposits & WEIKHE &FfFTE&HRSEE

advance payment

Deposit RM2,000
Advance payment RM8,000

Para 24(1)(b) of ITA applied

The debt owing that arises for
the services to be rendered is
to be treated as Cleaning
Sdn Bhd’s gross income in
the period the liability to pay
arises.

The debt owing arises in
YA2020 is treated as
Cleaning Sdn Bhd's gross
income of YA2020

EH R AR

#4 RM2,000
WifT &% RM8,000

Para 24(1)(b) ITA #%4H
XA L AN B I TS 2R T

EIFEI’JHEZ% RS 1T AT KR
DIUARARIE il T

e & B HAPR 5k 7% 7E YA 2020.
FrLL, T8 A R 2 | Ui 21 1 44
G FFAT NG 2 VT AU 2 Ay
. 2020 IR



Advance payment RM10,000

Subsection 24(1A) of ITA
applied

RM 10,000 shall be due
and payable on

15.06.2021 but was paid
earlier on 13.06.2020

RM10,000 shall be treated
as gross income of
YA2020 even if the debt
has not yet arisen.

Wit &4 RM10,000
Subsection 24(1A)#% K44

RM10,000 3 4= . 1E
15.06.2021i8iFH* 5 E
2211 13.06.202075 4] 1

RM10,000 #Tiff 2N 1T H
Ja RS s R AT FARR
AR, MAREEEITE,
H, JEEA A= BRI
TAT W 2= VAR B 2 PP
fE: 2020 RN
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“Which kind of services are n Ot

subject to Paragraph 24(1)(b) and
Subsection 24 (1A) of ITA?

AR ST AT T LRI B2
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.“‘k\t’ | i

Business activities connected to services provided
under

* Property development & Construction contract

rie M3 B B 2% 21 Al 55 78
- P RRERFASH

Tax treatment are subject to separate Income Tax Rules.
Please refer to:

PR No. 1/2009 Titled “Property Development”
* PR No. 2/2009 Titled “Construction Contract”
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i) Income under Section 4A of ITA connected to
services provided by non-resident person

A 95 K B A2 R P8 AR 55 ) B

For tax treatment, please refer to:

* PR No. 10/2019 Titled “Withholding Tax” on special
Classes of Income

i) Deposits for any service received by service provider
upon signing of an agreement where the deposits are
refundable upon completion of the service

(ie. Security deposits & refundable deposits)

25 [FIE W AR 55 56 SR I L RLORAE 1 PR 6 42 5 AT R 38

S
o0
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Iv) Deposits are forfeitable
if the terms and conditions
of the agreement are not
adhered to, where the
deposits are not refundable
by a service provider upon
completion of the service.

A 55 se Feit, EIREMA A
HES UL AIBAIE LS /e

Tax treatment
- Treat as gross income of the service

provider’s business

» Under provisions of paragraph 4(a) of ITA
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4. Detalls of Guideline & Others

VEZH BT AN L B R

Please refer to :

http://lampiranl.hasil.gov.my/pdf/pdfam/PR 04 2020
-pdf

http://www.hasil.gov.my/bt goindex.php?bt kump=5
&bt skum=1&bt posi=2&bt unit=5000&bt sequ=12

&bt lgv=2
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http://lampiran1.hasil.gov.my/pdf/pdfam/PR_04_2020.pdf
http://www.hasil.gov.my/bt_goindex.php?bt_kump=5&bt_skum=1&bt_posi=2&bt_unit=5000&bt_sequ=12&bt_lgv=2
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For more clarification, please contact us!

AR T R 2 VR, PR IRATTER R IE !

B Kuala Lumpur (HQ) FEfE3¥ B Johor Office Ff%
Tel :03-79811799 Tel :07-5629000
Fax :03-7980 4796 Fax :07-5629090
Email : kuala-lumpur@ecovis.com.my Email : johor@ecovis.com.my
B Penang Office =i @ Sabah Office Y
Tel :04-226 7210 Tel :088-231790
Fax :04-226 2212 Fax :088 - 266 842
Email : penang@ecovis.com.my Email : sabah@ecovis.com.my
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