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Capital 
Statement 
aS a defenCe?
Wong Yu Sann

All eyes on 
UnexplAined 
extrAordinAry 
WeAlth

1.IntroductIon
The first rule of chess is that the white piece moves 
first, then the black piece. Similarly, this applies to the 
self-assessment tax regime in Malaysia. An individual 
taxpayer (the white piece) is obliged to compute his or 
her annual tax liabilities and submit his or her Income 
Tax Returns first. Then the IRBM (the black piece) 
will audit/investigate, to ensure that the taxpayer is in 
compliant with the tax laws and regulations.

By conducting a tax audit/investigation, the IRBM aims 
to find out if there are any under-declaration/omission 
of income by taxpayers. With this, taxpayers may be 
required to prepare capital statements to substantiate 
their net worth.  

A tax task force is also set up to scrutinise and investigate 
unexplained extraordinary wealth displayed by the possession 
of luxury goods, jewellery, handbags or property.1 If the 
individual is found guilty of tax evasion, the IRBM will use 
all necessary measures permitted by the law to recover such 
monies, whether in the form of additional taxes, penalties 
or fines.

Apart from the above, given the recent spotlight on Automatic 
Exchange of Information (AEOI) originating from Base 
Erosion and Profit Shifting (BEPS) action plans issued by the 
Organisation for Economic Co-operation and Development 
(OECD), a taxpayer who has an overseas bank account will also 
be scrutinised. The AEOI provides for the automatic exchange 
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This is to ensure that no gross income 
derived from Malaysia which has 
not been subjected to income tax is 
transferred overseas. AEOI Standard 
provides a powerful tool to help deter 
and identify offshore tax evasion 
through holding financial assets 
abroad.2

Based on the above, individual taxpayers 
should be vigilant in preparing Capital 
Statement to substantiate that there is 
no under-declaration, no evasion and 
omission of income before or upon 
being investigated by the IRBM. 

2. What are capItal StatementS? 
aSkIng the bIg queStIon
A Capital Statement, also known as Net 
worth Statements, is a combination of 
balance sheets embracing the assets and 
liabilities, similar to a profit and loss 
account of an individual taxpayer. In 
preparing it, it follows the money trail, 
based on a cash basis. 

There are only two ways a taxpayer’s 
income can go i.e., either spend it or 
save it somewhere. The basic principle 
is “Source of the fund (Total Income) = 
the application (Spending + Saving)”. 
Through this statement, we can see 
how the total income is received by a 
taxpayer, as well as how the money is 
being spent. 

The capital statement can then be used 
to work out the business net profit where 
records are incomplete or insufficient. 
If no income is omitted, “Savings + 
Expenses must equal available income”.

Capital Statement goes by many names 
i.e., assets betterment method, net 
worth method etc. As its name denotes, 
Capital Statement is a statement of net 
worth of an individual. 

The IRBM requests for a taxpayer 
to prepare capital statement during 
a tax investigation, to detect any 

understatement, omission, evaded, 
omitted, and unreported income of an 
individual taxpayer, in comparison with 
his or her declared income. A capital 
statement applies to individuals who 
are directors of companies or those who 
are self-employed.

3.notIceS c.p.102 and c.p.103 – a 
ForcIng move?
In chess, a forcing move is a move that 
requires an opponent to reply in a certain 
way, or which significantly limits how 
one can respond. In the case of a forcing 
move i.e., check, it forces the opponent 
to respond by getting out from the check. 
These are moves that the opponent must 
respond to immediately to avoid losing 
material or the game. 

Similar to a tax investigation, the IRBM will 
issue the following notices under Sections 
78 and 79 of the Income Tax Act 1967 (the 
Act) to an individual taxpayer, to call for 
specific returns and productions of books 
and call for a statement of bank accounts, 
etc. for preparing a capital statement. The 
taxpayer is required to respond via the 
following Statements:
a. Statement of personal and private 

expenses via C.P.102 under Section 
78 of the Act;

b. Statement of the net asset via 
C.P.103 under Section 79 of the 
Act.

Form CP102 consists of a statement 
of personal and living expenses of the 
taxpayer and his family at an estimated 
amount which is considered at most 
reasonable in his opinion for each year.

Form CP103 consists of a complete 
statement of all property and its related 
liabilities of the taxpayer’s business and 
private, his wife/wives and children of 
his dependents as of 31 December for 
each year which includes the business 
and private located anywhere and either 
in the taxpayer’s name or the names 
of the taxpayer’s nomination among 
others.

of a predefined set of information 
between tax authorities including 
IRBM (AEOI Standard). This AEOI 
Standard requires the annual exchange 
of information on financial accounts 
held by individuals and entities in a 
pre-defined format. The information 
exchanged includes details about the 
financial account (e.g., the financial 
institution maintaining it, the account 
number and the account balance) and 
details about the account holders (e.g., 
their name, address, date of birth and 
taxpayers’ identification number).2

all eyes on unexplained extraordinary 
wealth: capital statement as a defence?
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Sample format of Capital StatementS

Capital Statement
NAMA PEMBAYAR CUKAI (NAME OF TAXPAYER)
NO. CUKAI PENDAPATAN (INCOME TAX REFERENCE NO.)

PERIHAL HARTA TAHUN TAKSIRAN 
TAHUN ASAS

2013 2014 2015 2016 2017 2018 2019 ULASAN 
/ CATITAN

1 PELABURAN / BUSINESS (Investment in Quoted Share at Cost) 0 0 0 0 0 0 0 Lampiran A

2 HARTANAH / PROPERTIES (Land/Properties at Cost) 0 0 0 0 0 0 0 Lampiran B

3 PELABURAN (Investment in Unquoted Share at Cost) 0 0 0 0 0 0 0 Lampiran C

4 SIMPANAN BANK (Bank balances, Fixed deposits etc) 0 0 0 0 0 0 0 Lampiran D

5 PELABURAN & SIMPANAN 
BANK DI LUAR NEGARA

(Investment & Bank balances - 
outside Malaysia at cost)

0 0 0 0 0 0 0 Lampiran E

6 KENDERAAN (Motor Vehicle at cost) 0 0 0 0 0 0 0 Lampiran F

7 AKAUN SEMASA PENGARAH (Director Account ) 0 0 0 0 0 0 0 Lampiran G

8 PERABOT PERALATAN RUMAHTANGGA (Household items at cost) 0 0 0 0 0 0 0 Lampiran H

9 WANG TUNAI DI TANGAN (Cash in Hand) 0 0 0 0 0 0 0 Lampiran I

10 BARANG KEMAS (Jewellery) 0 0 0 0 0 0 0 Lampiran J

11 PENGHUTANG (Debtors) 0 0 0 0 0 0 0 Lampiran K

JUMLAH KASAR

TOLAK : TANGGUNGAN

(Total Assets) 

(Liabilities)

0 0 0 0 0 0 0

Lampiran L

JUMLAH aset pada 31/12

TOLAK : BAKI BAWA HADAPAN

(Net Assets as at 31 December)

(Balance brought forward)

0 0 0 0 0 0 0

Lampiran B

PERTAMBAHAN ASET 
BERSIH PADA 31/12

0 0 0 0 0 0

TAMBAH/(TOLAK): 0 0 0 0 0 0

(Keuntungan) / Rugi modal - Saham (Capital Gains/ Loss on disposal of Quoted 
shares)

0 0 0 0 0 0 Lampiran Ai

(Keuntungan) modal - Pertukaran Wang 
Asing

(Capital Gains on Exchange Rate) 0 0 0 0 0 0 Lampiran E

Keuntungan modal - Hartanah (Capital Gains on disposal of Land, properties) 0 0 0 0 0 0 Lampiran M

Rugi modal - lupus kenderaan (Loss on disposal of motor vehicles) 0 0 0 0 0 0 Lampiran M

TAMBAH : PERBELANJAAN 
PERSENDIRIAN

(Personal and Private Expenses) 0 0 0 0 0 0 Lampiran N

APPARENT INCOME 0 0 0 0 0 0

TOLAK : PENDAPATAN SEDIA ADA (Available Income) 0 0 0 0 0 0

Available Income (Declared/Reported Income) 0 0 0 0 0 0 Lampiran O

PENINGGALAN : 
Pendapatan Umum
Pendapatan Tertentu

(General Omission of Income)
(Specific Omission of Income)

0 0 0 0 0 0

JUMLAH PENINGGALAN [DEFICIT/ (SURPLUS)] 0 0 0 0 0 0
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The IRBM will also call for information 
or particulars orally or via notice under 
section 81 of the Act together with Form 
C.P.102 and C.P.103 as summarised 
below4:

3.1  The details of property owned 
and/or disposed of in the name of 
the taxpayer or his wife/wives, his 
children and/or in the names he 
nominated in the years together 
with the following:
a)  date/year of acquisition/

disposal of the property; 
b)  type of property owned/

disposed of;
c)  full name and address of the 

seller/buyer;
d)  the price paid/received 

concerning the property; and
e)  additional expenses incurred 

on the acquisition/disposal of 
property.

3.2  All bank statements, savings 
vouchers, check slips and savings 
passbooks for all bank accounts of 
both your personal and business, 
or in the name of taxpayer’s wife/
wives or other names in which the 
taxpayer has the power to exercise 
it jointly or alone and whichever 
is available in the related years of 
assessment.

3.3  A list of the total balances of all the 
taxpayer’s savings, loans or fixed 
deposits which the taxpayer has 
or has had rights in the power to 
exercise jointly or alone as of 31 
December for each year concerned.

3.4  Certified true copies of all current 
accounts of the taxpayer and his/
her spouse in the partnership and 
limited company, for each year 
ended 31 December of the year in 
question.

The taxpayer is required to respond 
within 30 days from the date of the 
IRBM Notices. Like a forcing move 
in chess, if a taxpayer fails to respond 
to the letter under Section 78, 79 and 
81, he or she will be liable to a fine 
of not less than RM200 and not more 
than RM20,000 or to imprisonment 
for a term not exceeding six months 
or to both as per Section 120 of the 
Act. Sections 78, 79, 81 and 120 of the 
Act are extracted below for your ease 
of understanding: 

SectIon 78 oF the act - poWer to 
call For SpecIFIc returnS and 
productIon oF bookS
For the purpose of obtaining full information 
for ascertaining whether or not a person is 
chargeable to tax or for determining his 
liability the Director General may by notice 
under his hand requires that or any other 
person-
(a)  to complete and deliver to the 

Director General within a time 
specified in the notice (not being 
less than thirty days from the date 
of service of the notice) any return 
specified in the notice;

(b)  to attend personally before the 
Director General and produce for 

examination all books, accounts, 
returns and other documents 
which the Director General deems 
necessary;

(c)  to make a return in accordance with 
paragraph (a) and also to attend in 
accordance with paragraph (b); or

(d)  to provide in writing such 
information or particulars which the 
Director General deems necessary.

SectIon 79 oF the act - poWer 
to call For Statement oF bank 
accountS, etc.
The Director General may by notice under 
his hand require any person to furnish 
within a time specified in the notice (not 
being less than thirty days from the date of 
service of the notice) a statement containing 
particulars of-
(a) all banking accounts-
(i)  in his own name or in the name of 

a wife or dependent child of his or 
jointly in any such names;

(ii)  in which he is or has been interested 
jointly or solely; or

(iii)  on which he has or has had power 
to operate jointly or solely, being 
accounts which are in existence or 
have been in existence at any time 
during a period to be specified in the 
notice;

(b) all savings and loan accounts, 
deposits, building society accounts 
and co-operative society accounts 
in regard to which he has or has had 
any interest or power to operate solely 
or jointly during that period;

(c)  all assets which he and any wife or 
dependent child of his possess or have 
possessed during that period;

(d)  all sources of his and the gross income 
from those sources; and

(e)  all facts bearing upon his present or 
past chargeability to tax.

SectIon 81 oF the act - poWer to 
call For InFormatIon
The Director General may require any 
person to give orally or may by notice 
under his hand require any person to 
give in writing within a time specified 

Capital Statement in a tax inveStigation by the irbm 

Capital statement encompasses:

Capital 
statement

Statement of Net Asset 

Statement of Personal & 
Private Expenses 

– CP103.pdf – Pin.6/2011

– CP102.pdf – Pin.01/10
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in the notice all such information or 
particulars as may be demanded of him 
by the Director General for the purposes 
of this Act and which may be in the 
possession or control of that person:
Provided that, where that person is 
a public officer or an officer in the 
employment of a local authority or 
statutory authority, he shall not by 
virtue of this section be obliged to 
disclose any particulars as to which 
he is under a statutory obligation to 
observe secrecy.

SectIon 120(1)(a) oF the act - 
other oFFenceS
(1) Any person who without reasonable 
excuse-
(a) fails to comply with a notice given 
under section 78, 79, 80(3), 81, 84(1), 
85 or 87;
(b) …;
(c) …;
(d) …
(e) …
(f) …
(g) …
(h) …
(i) …
shall be guilty of an offence and shall, 
on conviction, be liable to a fine of not 
less than two
hundred ringgit and not more 
than twenty thousand ringgit or to 
imprisonment for a term
not exceeding six months or to both.

(2) Where a person has been convicted 
of an offence under subsection (1), the 
court may
make a further order that the person 
shall comply with the relevant provision 
of this Act under which the offence has 
been committed within thirty days, or 
such other period as the court deems 
fit, from the date the order is made. 

In this case, you may not have a get-
out-of-jail card. It is thus essential to 
be aware of what exactly is a capital 
statement.

4. tIme-bar (When doeS It not apply?)
The statute of limitation does not apply to cases with fraud, willful default and 
negligence. The IRBM may at any time (beyond time-bar i.e., 5 years for non-
transfer pricing cases) issue assessment to recover any tax loss as a consequence 
of fraud, willful default and negligence according to Section 91(3) of the ITA as 
extracted below:
The Director General where it appears to him that—
 (a) any form of fraud or willful default has been committed by or on behalf of any 

person; or 
 (b) any person has been negligent, 

in connection with or in relation to tax, may at any time make an assessment in 
respect of 

that person for any year of assessment for the purpose of making good any loss of 
tax attributable to the fraud, willful default or negligence in question.

For the preparation of a capital statement, the IRBM requires a taxpayer to prepare 
C.P. 103 for 7 years where the first year is the opening year i.e., for the year ended 
31 December 2013 to 31 December 2019. A taxpayer will also be required to prepare 
C.P.102 for the 6 financial years ended i.e., 31 December 2014 to 31 December 2019.

5. Seven elementS oF capItal Statement (the 7 WonderS oF the World?)

The word “Capital” from Capital Statement is equivalent to net worth. Capital 
means anything that can be converted into money. Examples of capital include 
business and private capital, cash hoards and others. All capital should be recorded 
at the end of the year i.e., 31 December of each year. 
5.1  Assets
  Example of an asset includes bank savings, business equity, lands, properties, 

motor vehicles, shares, unit trusts, jewellery, handbags, watches, investments, 
furniture and fittings etc.

5.2  Bank/savings accounts
  The IRBM analyses the bank accounts of a taxpayer by reviewing the deposits 

and withdrawal inside the bank statements. From the bank statements, then 
the IRBM will be able to assess the following:

a. To understand the lifestyle of the taxpayer;
a. To discover any undisclosed income from the deposits; 
b. To scrutinise any payment of financings/purchase of assets/other expenses 

from the withdrawals or payments out; 
c. To discover any unexplained expenses from the withdrawals; and
d. To trace crime activities.
  

5.5 CAPITAL 
GAINS / LOSSES

5.6 PERSONAL 
AND PRIVATE 
EXPENDITURE

5.7 INCOME

5.1 ASSETS 5.2 SAVINGS / 
BANK ACCOUNTS 5.4 LIABILITIES5.3 INVESTMENTS

all eyes on unexplained extraordinary 
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Any unexplained expenses will be added 
into the capital statements as personal 
and private expenses. 
Savings includes bank savings accounts, 
fixed deposit accounts, current 
accounts, stocks and debtors and other 
accounts. 
5.2.1  Cash on hand

 Apart from cash in bank accounts, 
there is cash on hand which is 
used daily by the taxpayer. A 
taxpayer will need to prove the 
cash on hand as of 31 December 
with reasonable certainty.  

5.3  Investments 
 An investment means owning 

an asset or an item to generate 
income from the investment 
or the appreciation of one’s 
investment which is an increase 
in the value of the asset over some 
time.3 Investment is captured 
in the capital statement at cost 
value. 

 Based on the source and its 
application of money, the type 
of assets financing (source) must 
be linked to its application of 
money (purchase of assets/
investments). Examples of 
investments include quoted 
shares from Public Companies, 
unquoted shares from Private 
Limited companies, premium 
bonds, advances to and from 
others.

5.3.1  Depreciation 
 The underlying concept to 

prepare a capital statement is by 
using a cash basis (as compared 
with accrued basis) to record the 
assets. As such, the depreciation/
diminution on the assets will not 
be included for the preparation 
of a capital statement. In this 
respect, the assets will be 
recorded at their full cost price. 

5.4   Liabilities
5.4.1  Liabilities (the source of funds)

 Liabilities mean the source for the 
purchase of assets/investments 
i.e., properties, motor vehicles 

and other assets. Liabilities 
can include bank borrowings, 
overdraft, hire purchase, etc. 
This is where it shows where 
you have money to support 
your purchases. Loans from 
a financial institution (third 
party) will be good to support 
the source of fund to purchase 
an asset. 

5.4.2 Repayment of Liabilities (Loans 
and interest)

 If the taxpayer pays his or her 
monthly instalment on the 
borrowed loans, we will have to 
capture the reduced amount of 
borrowings as of the year ended.  

5.5 capItal gaInS and loSSeS
If the taxpayer disposed of his asset or 
investment, the following entry will be 
shown in the capital statements:
a. the asset or investment will be 

removed from the list of his asset or 
investment at the year of disposal 
since the taxpayer is not owning 
the asset or investment as of 31 
December;

b. From the disposal, the taxpayer 
will have to compute the gains 

or losses from the disposal of the 
asset or investment by comparing 
the disposal price with the original 
purchase cost;

c. If there is a gain from disposal of 
assets say gains from the disposal 
of a 3-storey house, the gains will 
be money coming into the taxpayer 
and will be deducted from the 
capital statement; and

d. On the other hand, if a loss is 
arisen from the disposal of assets 
or investment say disposal of motor 
vehicle, the loss will be added back 
in the capital statement.

5.6 perSonal and prIvate & 
domeStIc expendIture 
A taxpayer will have to gather 
information on the personal and 
private spending for himself, his spouse, 
children and other dependents. Most 
taxpayers have a hard time recalling 
their daily spending, especially backdate 
it 7 years. In this instance, it is advisable 
for taxpayers to estimate their yearly 
spending. However, this must fairly 
indicate their lifestyle and usual 
spending habits. These are a few ways 
to prepare the spending on personal 

all eyes on unexplained extraordinary 
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and private expenses:
a. Use credit cards statement as an 

indication of spending habits. This 
can reveal the existence of capital, 
income or assets previously unknown 
or even undisclosed income;

b. Use current year as the base to best 
estimate the earlier years expenditure 
(i.e., work backwards); 

c. The withdrawals from the bank via 
bank statements can also indicate the 
spending habits; and

d. The IRBM will also require a taxpayer 
to fill in the number of his or her family 
members. This will be used as a base 
to best estimate the cost of living for 
the relevant years.

Examples of personal and private 
expenditure stated in Form CP 102 are 
expenses for food, rent, rates, electric, 
water and telephone, wages (for servants, 
gardeners, drivers), the cost for repairs 
and furnishings, clothing, motor car 
expenses (insurance and taxes, petrol, 
repairs and maintenance), tobacco, drinks, 
entertainment, holidays, amusement and 
recreation, medical and hospitals, dentists, 
school fees and expenses, gifts, donations 
and subscriptions, religious and other 
festivals, private legal expenses, mortgage 
or loan expenses, hire-purchase payments, 
remittances abroad and other expenses.4 

Personal and private expenditure also 
include interest charges (paid) on loans 
to finance the assets of the taxpayer, 
employees’ provident fund contributions.

5.7 Income (the maIn Source oF 
IncomeS?)
5.7.1 Declared income 

 Taxpayer’s income in the 
income tax returns includes 
business income, employment 
income (salary), rental, interest, 
discount, royalty, annuity 
payments, dividend and other 
incomes.  

5.7.2  Gambling, lotteries, inheritances 
and legacies 

 Private income includes lottery 
winnings, betting profits etc. 

even though lottery winnings are exempted from income tax.
 
 Gambling or lotteries win will form part of the taxpayer’s available income. 

As such, the taxpayer is required to provide supporting documents such as 
winning tickets etc., to substantiate the win. 

 Similarly, to inheritances and legacies, the taxpayer is also required to provide 
supporting documents like grant of probate, etc. 

6. general underStatement, dIScrepancIeS or SpecIFIc 
underStatement/omISSIon
In preparing the capital statement, if the total amount saved plus the total amount 
spent exceed the total income, the difference is a general understatement, or we call 
it discrepancy. This is the same as per the comparison between apparent income 
and the available income. The discrepancy may have resulted from understatement 
or non-disclosure of the following:
•	  income or any profit; and
•	  specific taxable income such as commission income received, rental income 

and other income. 

What is the available income?
Available income is the taxpayer’s income declared in his income tax returns and 
other private incomes. 

What is the apparent income? 
Apparent income is shown from the extract below:

On the other hand, if available income is more than apparent income, it will result 
in a surplus. The surplus may have resulted from the following:
•	 An undisclosed capital, for example, investment in shares or fixed deposits 

etc.; and 

Descriptions 2018 (‘000) 2019 (‘000)

Total Assets 2,000 5,000

Less: Liabilities (1,000) (1,500)

Net Assets 1,000 3,500

Total net assets brought forward (1,000)

Increase in net assets 2,500

Add: Loss on disposal of shares 200

Less: Gains on the disposal of property
2,700

(1,000)

Add: Personal & Private Expenses
1,700
200

Apparent Income 1,900

Less: Available Income (1,000)

Discrepancy 900

all eyes on unexplained extraordinary 
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•	 Understatement of personal and private expenditure. In this respect, the IRB will 
generally increase the personal and private expenditure to nullify the surplus.

7. What are the Irbm’S SourceS oF InFormatIon?
Before you submit your annual income tax returns, the IRBM would have already 
collected enough information about each taxpayer to detect an errant and non-compliant 
taxpayer. The IRBM has set up a big data analysis system internally, which is used to 
help detect and counter tax evasion. The IRBM has access to third party information to 
identify a taxpayer’s wealth i.e., from Transport Department, Companies Commission 
of Malaysia, Employees’ Provident Fund, Construction Industry Development Board, 
Land office, stamp office, newspapers, social media or even from a third party. 

all eyeS on Unexplained extraordinary Wealth: Capital Statement aS a 
defenSe?

SMUP: receipts of 
commissions (CP58), 
tenancy agreement, 
car dealers, housing 
developers, local 
authorities, etc.

ETP: Assets, automotive, 
directorship, income, 
contract awarded, etc.
Any potential under-
reporting?

Motor vehicle 
insurance, 

Road Transport 
Department 

(JPJ) 

Employees’ 
Provident 
Fund (EPF)

Companies 
Commission 
of Malaysia 

(CCM)

Construction 
Industry 

Development 
Board (CIDB)

Foreigner 
information 

system

Stamp duty
and RPGT unit e-SMUP

IRBM’s system 
[Enterprise 
Taxpayer 

Profile (ETP)]

Extraordinary 
wealth (jewellery, 

watches, handbags,
luxury cars or 

real estate)

Information 
from third party 

Employer’s 
declaration of 
director fee etc

but not reported 
by employee 

as income

Social Media
(Instagram, 

Facebook etc)

Compare with individual’s tax returns submitted, any under-declared income?

Newspapers

From third party information, the IRBM 
would have identified the automotive, 
directorship, income, contract awarded, 
individual owned assets, properties and 
compare this with his declared income. 
The question is whether there is any 
potential under-reporting of income.
Also, with the implementation of the 
Automatic Exchange of Information 
(AEOI) under Common Reporting 
Standard (CRS), LHDNM would have 
access to information on financial assets 
kept outside of Malaysia. 

8. concluSIon
Your assets must match with 
your declared income every year. 
Understanding the basic principles of 
capital statements and knowing the 
main components of them can help you 
review your assets and ensure that they 
are matched with your declared income. 
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