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ABSTRACT

The Income Tax Act 1967 (the Act) imposes tax on “income” transactions while leaving the
“capital” receipts tax-free. The distinction between the concept of income and capital has
been a contentious issue between taxpayers and tax authorities since the enactment of the Act.
Currently, the tax authorities with their expertise and skills will decide whether a transaction
is to be taxed by issuing notice of assessment stating the amounts of income tax payable by
taxpayers. Taxpayers have the right to appeal to the Director General of Inland Revenue to
review and revise such assessment; a further appeal can be referred to Special Commissioners
if the taxpayer is not satisfied with the assessment of the tax authorities. Further appeals can
be made to the High Court and Court of Appeal on question of law or mixed question of fact
and law.

As Malaysia is moving fully into self assessment regime of taxation from 2004, taxpayers
assume the primary duty to compute their own income tax and monitor their income tax
payable to the tax authorities. It is therefore important for them to be familiar with the concept
of income, as employed in the Act and explained in the judicial pronouncements. This study
undertakes the task to consolidate the concept of income by researching into the Malaysian
tax cases from 1967 till 2002 as well as leading tax cases from overseas.

This study begins with the understanding of the various concepts of income as employed in
the Act: beginning with adjusted income, statutory income, aggregate income and total
income to arrive at chargeable income. Income tax is levied on chargeable income derived by
a taxpayer for a year of assessment. Legal rules as to the characteristic of income and various
judicial tests accepted by the courts to distinguish capital receipts and income receipts are
discussed and consolidated. Since the Act imposes tax on net income, various specific
deductions and the tests prescribed for such deduction have been discussed in detail. The
prohibited expenses for deduction have also been identified.

This study then identifies the various judicial guidelines derived from the Malaysian Courts
relating to income receipts from landed -properties, shares, compensation of business and
employment. The concept of income tax is compared with zakat, a form of Islamic taxation.
After carrying out a comparative study between these two parallel systems of taxation, some
reforms are suggested to the present concept of tax and taxable income under the Act.

It is submitted that the success of the self assessment system depends on the awareness of
taxpayers. This can be brought about by dissemination of information about the tax rules
including the rules for ascertainment of taxable transactions. The tax authorities are urged to
issue public rulings to incorporate the legal tests as suggested by the courts on various
contentious issues relating to taxability of income and deductibility of expenses. This will
enhance voluntary tax compliance as well as saving the precious time of all parties by
avoiding unnecessary tax appeals.
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