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SUPPLEMENTARY INSTRUCTIONS
1. Calculations and workings need only be made to the nearest €.
2. All apportionments should be made to the nearest month.
3. All workings should be shown.

TAX RATES AND ALLOWANCES

The following tax rates for the year of assessment 2010 are to be used in answering the
questions

Individual income tax 

Married couples – joint computation Other individuals
Rate Rate

€ € % € € %
0 to 11,900 0 0 to 8,500 0

11,901 to 21,200 15 8,501 to 14,500 15
21,201 to 28,700 25 14,501 to 19,500 25
28,701 and over 35 19,501 and over 35

Non-resident individuals
Rate

€ € %
0 to 700 0

701 to 3,100 20
3,101 to 7,800 30
7,801 and over 35

Corporate income tax

Rate 35%

Value added tax

Standard rate 18%
Reduced rate 5%
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Capital allowances

Industrial buildings and structures

Initial allowance 10%
Wear and tear allowance 2%

Plant and machinery

Minimum number of years over which items of plant and machinery are to be depreciated:

Computers and electronic equipment 4
Computer software 4
Motor vehicles 5
Furniture, fixtures, fittings and soft furnishings 10
Equipment used for the construction of buildings and excavation 6
Catering equipment 6
Aircraft 12
Ships and vessels 10
Electrical and plumbing installations and sanitary fittings 15
Cable infrastructure 20
Pipeline infrastructure 20
Communication and broadcasting equipment 6
Medical equipment 6
Lifts and escalators 10
Air conditioners 6
Equipment mainly designed or used for the production of water or electricity 6
Other machinery 5
Other plant 10

Capital gains

Capital gains index of inflation:

1983 428·06 1996 549·95
1984 426·18 1997 567·95
1985 425·17 1998 580·61
1986 433·67 1999 593·00
1987 435·47 2000 607·07
1988 439·62 2001 624·85
1989 443·39 2002 638·54
1990 456·61 2003 646·84
1991 468·21 2004 664·88
1992 475·89 2005 684·88
1993 495·60 2006 703·88
1994 516·06 2007 712·68
1995 536·61 2008 743·05

2009 760·00
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Fringe benefit rates on company cars

Percentage
Vehicle use of vehicle value
Vehicle not more than six years old 17%
Vehicle more than six years old 10%

Fuel value
Vehicle value not exceeding €28,000 3%
Vehicle value exceeding €28,000 5%

Maintenance value
Vehicle value not exceeding €28,000 3%
Vehicle value exceeding €28,000 5%

Private use percentages

Car value
From To

€ €

0 16,310 30%
16,311 21,000 40%
21,001 32,620 50%
32,621 46,600 55%
46,601 and over 60%
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This is a blank page.
Question 1 begins on page 6.
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ALL FIVE questions are compulsory and MUST be attempted

1 (a) Aldo and Maria Greco are married and live together. In 2007, they moved from Italy to Malta where they
established their primary residence. Their tax status has been determined by the Maltese Commissioner of Inland
Revenue as ordinarily resident but not domiciled in Malta and Aldo has been appointed as the responsible spouse
for tax purposes.

Aldo is a self employed interior designer whilst Maria is employed as a medical representative with a Maltese
pharmaceutical company.

In January 2010, Aldo and Maria appointed you as their tax advisor and provided you with the following
information to enable you to compute their tax liability for the year of assessment 2010.

1. Aldo’s turnover from his business during 2009 amounted to €41,300. On 3 September 2009, he bought
a non-commercial motor vehicle for €22,000 which he uses exclusively for his business. The business
related expenses that he incurred in 2009 consisted of fuel (€944), motor vehicle maintenance (€354) and
office stationery (€236). All amounts are inclusive of value added tax (VAT) at 18%.

2. Maria’s gross salary amounts to €22,000. She also receives a disturbance allowance (€200 per month), a
car cash allowance (€200 per month) and a childcare allowance (€100 per month). Moreover, she is
allowed the free use of a mobile phone which in 2009 cost her employer €450.

3. On 2 February 2009, the couple received interest amounting to €1,200 on a 6% per annum corporate bond
issued by an Italian company Sportelli SpA, of which they deposited €400 in a bank account they held with
a bank in Italy and €800 in a bank account they held with a bank in Malta.

4. On 4 April 2009, the couple sold the Sportelli SpA bonds for €52,000 and remitted the funds to their bank
account in Malta. They had bought the bonds for €50,000 in 2007.

5. On 20 April 2009 the couple received in Malta a dividend amounting to €12,000 from a 3% shareholding
they held in an Italian company Caracalla SpA. The Italian company did not withhold tax on the dividend.

6. On 12 May 2009, Maria received a net dividend amounting to €4,875 from the Maltese taxed account of
Spikes Limited, a company listed on the Malta Stock Exchange. The dividend was distributed out of profits
that had been taxed at the rate of 35% at the level of the company.

7. On 14 June 2009, Maria sold all the shares she held in Spikes Limited for €8,500. She had bought the
shares in 2007 for €10,000.

8. On 19 July 2009, Aldo received a net dividend of €1,200 from the final tax account of Promo Limited, a
Maltese private company, on his holding of 40,000 shares of €1 each in the company.

9. On 7 October 2009 Aldo sold 30,000 shares in Promo Ltd for €28,000. He had bought his entire holding
of 40,000 shares in 2007 for €35,000. The shares held by Aldo have never constituted a controlling
interest in the company.

10. On 30 September 2009, Aldo and Maria received annual rent of €8,000 on an apartment located in
Balzan, which they had bought in 2007 for €140,000. They had financed the acquisition of the apartment
through the capital they had brought to Malta when they moved from Italy and through a loan from their
bank in Malta of €100,000 on which the bank charged them 8% per annum interest. 

Required:

Calculate, using the separate method of computing the tax, the tax payable by Aldo and Maria Greco for the
year of assessment 2010. (22 marks)
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(b) Article 90A of the Income Tax Act and the Part Time Work Rules (Subsidiary Legislation 123.39) provide for a
reduced tax rate of 15% on income derived from part time work. The law however makes several restrictions on
the applicability of these provisions.

Required:

For each of the four situations described below, state, giving reasons, whether the individuals concerned can
benefit from these provisions in respect of their part-time work.

(i) David’s full-time activity is that of a self employed tile layer. He is also employed as a kitchen hand on
a part-time basis with a company operating a restaurant where he works for 18 hours a week during the
week-ends earning an average of €100 a week; (2 marks)

(ii) Marika is employed on a full-time basis as an odds-compiler with a gaming company. She has also been
appointed, on a part-time basis, as a director of a related company, requiring her participation in weekly
board meetings for which she receives a director’s fee of €80 per week; (1 mark)

(iii) Philip is a pensioner. He is also employed for 15 hours a week as a part-time health and safety officer
with a local bank and earns €10,000 per year from this part-time activity; (3 marks)

(iv) Sandra is employed on a full-time basis as a beauty therapist. She also runs a small business on a 
part-time basis selling cosmetics and for which she employs two junior sales persons. (2 marks)

(30 marks)
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2 You have been approached by the accountants of three different Maltese companies to assist them with their tax
affairs. Details of the transactions that took place in 2009 and from which income was derived by the companies, is
given below.

1. Omega Ltd, a Maltese company that was incorporated by two non-resident shareholders on 19 October 2008,
realised a profit of €78,100 in 2009 from the operation of a retail business in Malta that was deemed by the
Commissioner as not constituting an expansion, replacement or duplication of a business carried on in Malta
before 1 January 2007. 

The following was taken into account in arriving at this profit figure:

– An increase of €2,000 in the general provision for doubtful debts and an increase of €900 in the specific
provision with respect to a particular debt.

– An exchange gain of €500 on the settlement of an amount due to an Italian supplier.

– An amount of £7,200 due to a UK supplier was originally recorded in the company’s books at the rate of
£0·80 = €1. At the end of the year the exchange rate between the UK Sterling and the Euro was £0·90 =
€1 and the movement in the credit balance was reflected in the accounts.

An amount of €850 net of 15% withholding tax, was received as interest on a Malta government stock. This
amount was not included in the profit figure presented to you by the company’s accountant.

2. Consolidated Ltd received dividend income from the following sources:

– A dividend of €6,500 received from the final tax account of Stains Ltd.

– A dividend of €9,500 net of 5% withholding tax, received from a Turkish company Turcos Ltd. Consolidated
Ltd does not have any documents giving evidence of the tax withheld.

– A net dividend €13,000 received from the immovable property account of Melita Ltd and distributed from
profits taxed at 35% at the level of the company.

– A dividend of €9,000 received from the untaxed account of Palms Ltd.

3. Goliath Ltd operates a used car dealership from a 120-square metre showroom it rents from its parent company
for €4,800 per year. In 2009 its pre-tax accounting profits from its business, which were the same as its tax
profits, amounted to €72,000. The company owns office premises that have an area of 200 square metres, of
which it uses 75 square metres for its own business purposes and rents out the 125 square metres remaining
to a third party for €8,000 per year, which is in addition to the €72,000 pre-tax accounting profits from its
business.

Required:

(a) (i) Compute the tax payable by Omega Ltd and allocate its profits to the tax accounts; (8 marks)

(ii) Assuming that Omega Ltd wants to distribute one half of the profits realised in 2009, advise the
company’s accountant on the tax refunds that would be available to the non-resident shareholders;

(4 marks)

(b) Compute the tax payable by Consolidated Ltd and allocate its profits to the various tax accounts.
(8 marks)

(c) Allocate Goliath Ltd’s profits between the Maltese taxed account, the immovable property account and the
untaxed account. (5 marks)

(25 marks)
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3 Mr Paul Ellul owns a number of immovable properties in Malta and in 2009 he entered into promises of sale in
respect of three of them. The relative contracts of sale will be executed in 2010. 

Penthouse in Valletta

Mr Ellul bought this property in 2006 for €80,000. In 2007 he spent €20,000 on improvements to the property
and moved into it as his principal residence in September 2008. The promise of sale indicates that this property will
be sold for €110,000.

Terraced house in Sliema

Mr Ellul bought this property in 2006 for €100,000. Notarial fees and agent’s fees payable on this purchase
amounted to an additional €1,500 and €1,000 respectively. 

As per the relative promise of sale, he will sell this property for €130,000, out of which he expects to pay €7,000
representing brokerage fees. 

Apartment in Birgu

Mr Ellul had been donated this property by his father in 1999 and the value that had been assigned to it on the date
of donation was €40,000. The promise of sale indicates that he will sell this property for €65,000.

Mr Ellul’s marginal tax rate is 35% of chargeable income.

Required:

(a) Calculate the tax payable In respect of each of the above property transactions, if any. In respect of those
transactions for which Mr Ellul may opt to be taxed under different provisions of the law, you should calculate
the tax payable under both alternatives and state which Mr Ellul should choose. 

Notes: 
1. You should assume, where applicable, that the market value of the property and the consideration that

will be received by Mr Ellul are equal. 
2. Ignore duty payable under the Duty on Documents and Transfers Act. (18 marks)

(b) Briefly explain the rules governing the time by when tax has to be paid on transfers of immovable property.
(2 marks)

(20 marks)
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4 April Ltd is a company resident in Malta which has two Malta resident subsidiaries, May Ltd and June Ltd. All three
companies’ financial years’ end on 30 September.

The financial results for each of the three companies during the year ended 30 September 2009, to be reported in
the respective companies’ income tax returns for the year of assessment 2010 were as follows:

April Ltd made an accounting profit of €5,000 arising from transfers of immovable property situated in Malta and
chargeable under article 5 of the Income Tax Act. The accounting profit is stated after charging depreciation of
€1,000. The company is entitled to wear and tear allowances amounting to €1,500.

May Ltd made a capital loss of €4,000 on the transfer of shares in an unlisted Maltese company that does not own
immovable property. It also has two separate trading operations, one consisting of the wholesaling of toiletry products
and the other being the operation of a restaurant, which it rents from an unrelated company. The accounting profit
from its wholesale business amounted to €3,000 after charging depreciation of €2,000. The company is entitled to
wear and tear allowances of €2,500 on this operation. The operation of the restaurant, on the other hand, resulted
in an accounting loss of €6,000 after charging depreciation of €3,000. The company is entitled to deduct wear and
tear allowances of €2,400 in respect of this line of business.

June Ltd was set up to operate a retail outlet in Italy on which it made an accounting and tax loss of €3,000. It also
received investment income from a Maltese bank amounting to €1,700 which is stated net of 15% withholding tax
deducted by the bank.

Required:

(a) Prepare the income tax computation of the three companies for the year of assessment 2010 assuming that
the group’s policy is to minimise the overall tax liability for the year. Present your answer in a columnar
format and clearly indicate the tax payable, trading losses, capital losses and wear and tear allowances
carried forward, in respect of each taxed account. (7 marks)

(b) Briefly explain the rules contained in the Income Tax Acts with respect to the sources of income from which
the following expenses can be deducted, as well as the income against which they can be surrendered to
group companies (if any).

(i) Wear and tear allowances on a trading operation, the income from which would be allocated to the
Maltese taxed account; (2 marks)

(ii) A trading loss, which, had it been a profit, would have been allocated to the foreign income account;
(2 marks)

(iii) A capital loss, which, had it been a gain, would have been allocated to the immovable property account;
(2 marks)

(iv) A loss, which, had it been a profit, would have been allocated to the final tax account. (2 marks)

(15 marks)
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5 The Value Added Tax Act lays down the rules for charging value added tax (VAT) on supplies of goods or services. The
following supplies have been made by persons established in Malta.

1. The supply of office furniture to a foreign banking institution in connection with the refurbishment of its Malta
office.

2. The renting of office premises by an individual to a law firm.

3. The provision of accommodation services in licensed holiday premises by an individual.

4. The renting of a showroom by a company to a car dealer.

5. The charging of fees by a commercial bank to a person established in Malta for the execution of payment
instructions.

6. The supply of welfare services by a government institution in a home for the elderly.

7. The supply of services by a scheduled bus service 

8. The admission of visitors to a museum.

9. The international transport of passengers.

10. The supply of insurance services by a duly licensed person.

Required:

For each of the categories of supplies listed above, state whether a person established in Malta for the purpose
of making such a supply is or is not:

– required to charge VAT and, if so, at which rate; and

– eligible to claim input tax on any related purchases.

(10 marks)

End of Question Paper
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