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Circular No: 226/2008 

 

Date: 3 September 2008 

 

Dear Members 

 

IRB:  RECOGNITION OF INCOME FOR INCOME TAX PURPOSES 

  

Further to our Circular 40/2008 dated 15 February 2008, and following discussions between 

the Bar Council's Ad Hoc Committee on Income Recognition chaired by Mr Ragunath 

Kesavan, its tax consultant Taxand Malaysia Sdn Berhad (Taxand) and the Inland Revenue 

Board of Malaysia (IRB), the IRB has written to Taxand on 21 July 2008 (a copy of which 

was received by the Bar Council on 29 July 2008) detailing their position in respect of the 

above matter.   

 

The IRB has not accepted in full, the submissions of the Bar Council.  The IRB’s views are 

summarised below: 

 

1. Recognition of Income 

The IRB maintains their position that the basis of income recognition for legal firms 

is the accruals basis – and this will take effect from the Year of Assessment (YA) 

2008.  Claims for tax deductions will continue to be based on the incurred basis. 

 

2. Transition Period (YA 2008 and YA 2009) 

To enable legal firms to adapt to the change in the income recognition basis, the IRB 

has agreed to the following:- 

 

(a) The IRB will accept tax returns made on a receipts basis for the years of 

assessment prior to 2008 without adjustment or penalties. 

(b) In connection with this, outstanding receivables in respect of invoices issued prior 

to the YA2008 will be recognised as income upon receipt in the YAs 2008 and 

2009 respectively. 



(c) In the YA2010, any balance of the outstanding receivables mentioned above will 

need to be recognised in that year.  Claims for bad debts may be made in that 

year, if applicable. 

(d) Please note that the IRB views the above as concessions and the same DOES 

NOT apply to legal firms which are already preparing their income tax returns 

based on the accruals basis for the YAs prior to YA2008. 

(e) All income and expenses for the YA2008 and subsequent years must be reported 

based on an accruals/incurred basis. 
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3. Bad and Doubtful Debts 

As provided in the IRB’s Public Ruling 1/2002, a claim for a tax deduction may be 

made in respect of a debt which is considered bad provided that the taxpayer 

undertakes one or more of the steps as outlined therein.  The IRB has agreed that for 

legal firms, a claim for a tax deduction may be considered if the legal firm can prove 

that it has taken the required steps to recover the debts notwithstanding that no legal 

action is instituted against the debtors. 

 

4. Audits (Previous Years of Assessment) 

The receipts basis of income recognition adopted in the tax returns for YAs prior to 

YA2008 will be accepted by the IRB and no adjustments to the basis of income 

recognition will be made.  However, if it is found that there is under declaration of 

income and/or an over claiming of deductions made pursuant to the receipt basis 

adopted, then penalties under Section 113(2) of the Income Tax Act 1967 will be 

imposed. 

 

As different firms may have different financial practices, members are advised to work 

closely with their tax agents and accountants to carefully consider the implications of the 

IRB’s view on this matter. 

 

We also enclose for your attention and record Circular 40/2008 dated 15 February 2008 

together with the letters from the IRB dated 22 January 2008 and 21 July 2008 respectively. 

  

If there are any further developments, the Bar Council will inform members accordingly. 

 

 
Lim Chee Wee 

Secretary 


















