THE ACCOUNTING AND TAXATION

IMPLICATIONS ON LEASING

IN MALAYSIA

A PAPER SUBMITTED TO THE MARA INSTITUTE OF TECHNOLOGY

IN PARTIAL FULFILMENT OF THE REQUIREMENT FOR

THE ADVANCE DIPLOMA IN ACCOUNTANCY

BY

NAME NORAZIAH BTE HASHIM

STUDENT NO :

DATE : FEBRUARY 1991



TABLE OF CONTENTS

PAGE
ACKNOWLEDGEMENTS i
ABSTRAC. ii
CHAPTER
1 INTRODUCTION
Introduction 1
Objectives of the study 3
Methodology 3
Scope and Limitation of the study 4
2 LITERATURE REVIEW 6
3 DATA COLLECTION 11
4 ANALYSIS OF DATA :
Introduction 13
History of Leasing In Malaysia 13
Definition of a lease 14
Classification of leases 15

The Differences Between Finance 17
And Operating Leases

Reasons For Leasing 18

Accounting For Leases 21

Financial Statements Of Lessees 22

Financial Statements Of Leasors 24

Case Study : Compa;ison Oof Accounting 26
‘ For Finance Leases

Between Annuity Method
And Sum-Of-Digit Method



ACKNOWLEDGMENTS

I would like to give my appreciation and
thanks to person who has given their help and guidance
in order for me to complete this project paper.

I am very grateful to my adyisor, Puan Latipah
Sulaiman for her assistance in guiding me through this
project paper.

I would like to thank my colleagues during the
practical training and my coursemates where they have
helped me in giving the information and ideas to the
completion of this project paper.

Lastly, by no means the least, I am indebted
to my parents and family whose support and encouragement

has enable me to finish this project paper.



ABSTRACT

When one party, called the lessee, pays
another party, called the lessor, for the use of an
asset, the transaction is known as a lease. Leasing on
asset differs from buying an asset bgcause the user
(lessee) does not own the asset. Many firms or
individuals rely heavily on leasing to acquire the use
of assets. This project paper discusses the accounting
and taxation implications on leasing in Malaysia
environment.

It shows the leasing treatments both under
accounting and taxat%on, explain the reasons why leasing
can be attractive, discussion on capitalization leases
and identify the problems face by leasing company in
Malaysia and methods to overcome it.

The research is based on secondary sources
such as accounting and taxation articles, journals and
seminar papers. Personal interviews limited to two

leasing company located in Kuala Lumpur.
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CHAPTER 1
INTRODUCTION
Introduction

Leasing in Malaysia now has become oné of a
major sources of industrial finance,since in the last
few years/leasing industry recorded the expansion in the
volume of leasing transactions and the development of
new class of lease for larger assets over longer
periods. Thus, International Accounting Standard No 17,
" Accounting for leases " was issued in September 1982
in order to cope with these development for adoption by
Malaysian Association of Certified Public Accountants
(MACPA) .

In November 1985 the MACPA issued IAS 17
" Accounting for leases " as a Malaysian Exposure Draft
(ED) . Before the issue of IAS 17 as a Malaysian ED, the
MACPA had been conducting a dialogue with the Equipment
Leasing Association of Malaysia (ELAM) for number of
years. The Council of the MACPA had decided to issue the
IAS as an ED so as to broaden the discussions to third
parties and to the public in general. It was also
reported that, in recognition of this controversial
nature of the contents of IAS, the MACPA Council has
granted extended exposure period of 6 months. This is to
encourage the fullest participation in the discussion of
whether or in what form a standard on accounting for

leases should be used in Malaysia.



