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“For the purpose of paragraph 4(a), gains or profits from a business
shall include an amount receivable arising from stock in trade parted
with by any element of compulsion including on requisition or
compulsory acquisition or in a similar manner.”

Section 4C of the ITA was introduced by way of the Finance Act 2014 and was
effective from the year of assessment 2014. Section 4C of the ITA was
introduced after the Inland Revenue Board (“IRB”) had lost another tax case,
Ketua Pengarah Hasil Dalam Negeri v Metacorp Development Sdn Bhd
(2013) (Federal Court), in which the Federal Court had unanimously affirmed
the decisions of the High Court and Court of Appeal that compensation
income received by the taxpayer on account of a compulsory acquisition of
land cannot be seen as profit arising from the taxpayer’s business activity and
therefore was not taxable income pursuant to Section 4(a) of the ITA.

The subsequent introduction of Section 4C of the ITA overrules the Metacorp
(supra) ruling and basically empowers the IRB to subject to tax the gains
received by a taxpayer on any compulsory acquisition of its stock in trade.
With the increase in compulsory acquisitions by the government over the past
decade to construct public infrastructure in the country, this change in tax law
has greatly impacted the property developers as well as companies that are
trading in land and properties as such assets form part of their stock in trade.

However, one affected taxpayer has appealed the matter up to the Federal
Court. This landmark tax case named Wiramuda (M) Sdn Bhd v DGIR (2022)
(Federal Court) is a precedent for other affected taxpayers.
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Landmark Ruling

Background

Wiramuda (M) Sdn Bhd (“Wiramuda” / “the taxpayer”) is a company principally engaged in the business of
property development.

In 2015, the Selangor state government compulsorily acquired four (4) plots of land pursuant to the Land
Acquisition Act 1960 and paid compensation of approximately RM202 million to Wiramuda. Wiramuda did
not subject the compensation payment to tax.

In February 2019, the Inland Revenue Board (“IRB”) gave notice to Wiramuda that the compensation
payment of approximately RM202 million should be subject to income tax pursuant to Sections 4C and
24(1)(aa) of the ITA and proceeded to raise a notice of additional assessment on Wiramuda with the
additional tax payable of approximately RM52 million.

Wiramuda proceeded to file a judicial review at the High Court to challenge the constitutionality of Section

4C of the ITA as it contravenes Article 13(2) of the Federal Constitution which prescribes that the taxpayer

should receive adequate compensation for the property that is being compulsorily acquired pursuant to the
Land Acquisition Act 1960.

The High Court dismissed the taxpayer’s appeal on 29 September 2020 and this decision was further
upheld by the Court of Appeal on 7 March 2022.
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Landmark Ruling

Issue for Determination

Does Section 4C of the ITA contravene Article 13(2) of the Federal Constitution as it deprives the taxpayer of an
adequate compensation granted under the Land Acquisition Act 19607?

Federal Court’s Decision

The Federal Court allowed the appeal. In their decision, the Federal Court invalidated Section 4C of the ITA on
the grounds that the introduction of this provision was unconstitutional.
Therefore, the IRB cannot invoke Section 4C of the ITA to bring to tax the compensation income received by a

taxpayer on a compulsory acquisition under the Land Acquisition Act 1960. This is because the act of collecting
tax upon the compensation would violate the fundamental rights of the taxpayer to receive an adequate

compensation.
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Check on properties
sold in recent years

To conduct a check on the properties sold in the past
and whether any properties were compulsory
acquisitions by the Government under the Land
Acquisition Act 1960.

Review of the tax
treatment

To review the tax treatment adopted on the
compensation income received from the government
for the properties that were compulsorily acquired.
Has the compensation income been taxed under
Section 4C of the ITA?



Submission of revised tax
returns

» To prepare the revised tax computation
and tax returns.

» To assist with the submission of the
revised tax computations and tax
returns to the Inland Revenue Board.

« To follow up with repayment of tax.
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Review of tax returns

To review the tax treatment adopted
on the compensation income
received from the government for
compulsorily acquired properties.




Chong Mun Yew Michael Cheah Liat Sheng
Executive Director, Tax Senior Manager, Tax
munyew.chong@crowe.my michael.cheah@crowe.my
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Contact us About Crowe Malaysia PLT

Crowe Malaysia PLT Crowe Malaysia PLT is the 5th largest accounting firm in Malaysia and an independent
Level 16, Tower C member of Crowe Global. The firm in Malaysia has 13 offices, employs over 1,200 staff,
Megan Avenue Il serves mid-to-large companies that are privately-owned, publicly-listed and multinational
12, Jalan Yap Kwan Seng entities, and is registered with the Audit Oversight Board in Malaysia and the Public
50450 Kuala Lumpur Company Accounting Oversight Board in the US.

Malaysia

Tel: +603 2788 9999 About Crowe Global

www.crowe.my

Crowe Global is one of the top 10 accounting networks with over 200 independent
accounting and advisory firms in more than 145 countries. For almost 100 years, Crowe
has made smart decisions for multinational clients working across borders. Our leaders
work with governments, regulatory bodies and industry groups to shape the future of the
profession worldwide. Their exceptional knowledge of business, local laws and customs
provide lasting value to clients undertaking international projects.

This communication is prepared and issued by Crowe Malaysia PLT, it is meant for general information purposes only and it is not intended to be professional advice. Recipients should not act upon this communication and please consult qualified advisors for professional advice and
services. Crowe Malaysia PLT or any of Crowe’s entities will not be responsible for any loss or consequences of anyone acting in reliance on this communication or for decisions made based on this communication.

Crowe Malaysia PLT is a member of Crowe Global, a Swiss verein. Each member firm of Crowe is a separate and independent legal entity. Crowe Malaysia PLT and its affiliates are not responsible or liable for any acts or omissions of Crowe or any other member of Crowe and
specifically disclaim any and all responsibility or liability for acts or omissions of Crowe or any other Crowe member.
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