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Whether You Know It Or Not,
They Exist !
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Income Tax
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Most people know about
Income tax,

but do not know what
deferred tax is.
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Why are deferred taxes
shown in the balance
sheet?
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MALAYSIA ﬁ
Income Tax VS Deferred Tax

Feh 5 REFRSH ZEATAER?

* Income tax is calculated based on the relevant tax
authority principle, while deferred tax is calculated
based on accounting principle.

SR ERE "HSERN" XiHErY, MEBELERRSHEN
ERE "SR THER,

 |ncome tax is based on Income Tax Act 1967. Deferred
tax is based on Malaysian Financial Reporting
Standards (MFRS).

FREHET 1967 FMBHiE ;. BIERETERANMMSS
wkEmE (MFRS) |
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Income Tax VS Deferred Tax mx

(cont.)

* Income tax is calculated by multiplying the taxable
iIncome against the tax rate.

et 2 IRIENMNBFISEIERMUR RS HM,

Example: Your business accounting income is RM100,000. Non-
deductible expenses is RM20,000. Tax rate is 17%.
Your income tax payable will be:

RM100,000 (Accounting income before tax) + RM20,000 ( Non-deductible
expenses)] x 17% = RM20,400

 Deferred tax is calculated based on the taxable
temporary differences. It can be either asset or liability.

BIET EREN N E M EF 1T ERN, ERUEHR
B AR,
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Bt 2 BEBER

Why are there deferred taxes?

4 It result from “Temporary Difference”.
“ERMER" &R,

Temporary Differences Ef/H¥=F

Carrying amount of 7£ Tax base of
asset / liability asset / liability

The consequence of the temporary differences is:

1. The tax will be charged in the future when the asset/
liability is recovered / settled.

FHEE DR
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Deferred . DTLS HEXD - LIRS
=

Tax - DTA> et % - D)
SLNo Entity Profit Status Entity - Entity - Future Effect
Current

1 Book profit higher than the Paylesstax  Paymoretaxin Creates Deferred Tax
Taxable profit now future Liability (DTL)

2 Bookprofitis lessthanthe Pay more Paylesstaxin  Creates Deferred Tax
Taxable profit tax now future Asset (DTA)
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Depreciation VS Capital Allowance

IR(IZ{E) VS FEAEM

1. Within financial statements, non-current assets
with a limited economic life are subject to
depreciation.

"BWSkETFR, LFmBRNAN=HIH,

2. Within tax computations, non-current assets are
subject to capital allowances at rates set within

the relevant tax legislation.

EBRYOTER, R IURIBAERTANER TR R

?X.J\ :J'Jiﬁ',
O
|

WWW.Eecovis.com.my ‘ ‘




&Laccovis

MALAYSIA

EXAMPLE

If a depreciation rate of 20% is used for tax purposes while

a rate of 17% for accounting purposes, the difference in
actual tax paid and tax payable in the Income Statement
exists. Thus, the company will record Deferred tax assets

(DTA) in the Balance Sheet.

INREA20%MFIBETFHKBRN, MiF17%R9HTIHE
ATF2IHEN, MaXRPzrEXReIRRNER
Hit, RAF/AEEARRPIERELEMRSHE
(DTA)
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lllustration

y4])

Sales Revenue = RM1,000,000
Purchase cost for computer = RM100,000
Initial Allowance (#138:E£05) = 20%

Annual Allowance (£ E;Z5) = 40%
Depreciation rate (Straight line method)
HIBER= 20%
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C

Capital allowance > Depreciation rate =
DTL
DTL > Pay less tax now, but need to pay
more in future! IELD - FRKHEZ

lllustration

Year 1:

Depreciation $7I8
= RM100,000 x 20% = RM40,000

Capital allowance &= 72N
= RM100,000 x (20% + 40%) = RM60,000
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llustration {3

a) Based on depreciation
Accounting profit = RM 1,000,000-RM40,000
CllEES) = RM 960,000

b) Based on capital allowance
Taxable profit = RM 1,000,000- RM60,000
(BEZAENE) = RM 940,000

Temporary difference = RM20,000 x 17%
= RM3,400 (DTL)
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lllustration

o The amount of RM 3,400 will remain in
Balance Sheet in Year 1.

o In Year 2, the depreciation rate is 20%
(Capital allowance is 40%) :
Depreciation > Capital Allowance =
Deferred tax assets.

o It will remove the remaining amount from
the DTL, and pay less tax in the future.
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Important Considerations for

Deferred Tax Assets
BIEFT S H AN EREES

» Tax rates affect the value of deferred tax assets, If the
tax rate goes up, it works to the company’s favour
because the asset’s values also go up.

PR EMEERINE~INE - WRRR L - N
AR AR EL= T -

« Tax rate goes up, asset’s value go up, providing bigger

cushion for a larger income.

mEEH, BFEMELA  RABEAWBAREEARRED -

« Tax rate drops, tax asset value also declines, which
causes the company may not able to use the whole
benefit before the expiration date.

BETE, BRKEFNET MNE  XSRATELEE
2|54 B Z i {E R = 5B F 4 . ‘
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LTS IRV EL 15 50

BUSINESS LOSS E EXPENSES

B S5 (A

REVENUES
WA

WARRANTIES

0 o

We will discuss more In
the near future !

BAD DEBTS
RN
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For more clarification, please contact us!

T RE Z VRN, RS AT R T

B Kuala Lumpur (HQ) ¥ @ Johor Office #f%
Tel :03-79811799 Tel :07-5629000
Fax :03-79804796 Fax :07-562 9090
Email : kuala-lumpur@ecovis.com.my Email : johor@ecovis.com.my
B Penang Office 1=K B Sabah Office 7PE2
Tel :04-2267210 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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The information contained in the article is for guidance only and is not exhaustive. The
information is provided gratuitously and without liability. Ecovis Malaysia shall not be liable for
any loss or damage caused by the usage of or reliance on the information and guidance
provided in this article and other information provided by Ecovis Malaysia and it's websites.
Professional advice and assistance must always be obtained before you act on any of the
guidance provided. Please refer to the respective source of information, legislation and the

regulatory authorities for authoritative guidance.
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