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Investment climate
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1.1 Business environment
Malaysia is a federated constitutional
monarchy, with a bicameral federal
parliament consisting of an appointed
Senate and an elected House of
Representatives.

Following independence in 1957, rapid
industrialisation has transformed the
economy from one relying primarily
on the production of mineral and
agricultural export commodities into
one dominated by manufacturing and
services.

Malaysia continues to play a leading
role in world markets for some of its
commodities: it is a leading producer
of palm oil and one of the main
sources of rubber. The country is also
a producer and exporter of oil and
natural gas as well as electrical and
electronic goods, the latter accounting
for 47% of total export value of
manufactured goods.

Malaysia is committed to a multilateral
trading system. The country maintains
a relatively open trade policy regime,
with policies aimed at improving
market access for exports of primary
commodities, manufactured products
and, increasingly, services. As a
founding member of the Association

of Southeast Asian Nations (ASEAN)
and a signatory to the ASEAN Free
Trade Area agreement (AFTA), Malaysia
intends to eliminate import duties

on all products and thereby realise
AFTA' s ultimate target of creating an
integrated market with free flow of
goods within the region.

ASEAN - comprising Brunei
Darussalam, Cambodia, Indonesia,
Lao People' s Democratic Republic,
Malaysia, Myanmar, Philippines,
Singapore, Thailand and Vietnam - is
a trade and social alliance intended
to foster economic and social
cooperation among ASEAN members
and others, to establish a joint market
for attracting foreign trade and
investment.

Malaysia also enjoys generalised
system of preferences (GSP) privileges
from Japan, Norway, Belarus,
Liechtenstein, Kazakhstan, Switzerland
and Russian Federation.
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Price controls

The Ministry of Domestic Trade and
Consumer Affairs controls prices

of liquefied petroleum gas, sugar,
cooking oil and flour. Prices of specific
food staples are also subject to price
controls during festive seasons.

Intellectual property

Malaysia is a member of the World
Intellectual Property Organization
(WIPO) and a signatory of the Paris
Convention for the Protection of
Industrial Property and the Berne
Convention for the Protection of
Literary and Artistic Works. Malaysia
also signed the Agreement on
Trade-Related Aspects of Intellectual
Property Rights (TRIPS) and acceded to
the Patent Cooperation Treaty and the
Nice and Vienna Agreement, to ensure
that intellectual property protection

in Malaysia conforms to international
standards and provides protection to
both local and foreign investors.

Intellectual property protection in
Malaysia covers trademarks, patents,
copyrights, industrial designs,
geographical indications and layout
designs of integrated circuits. In this
regard, Malaysia has strong laws with
adequate civil and criminal penalties,
and takes a proactive approach to
enforcement. There is an Intellectual
Property Court and the government
has crafted a National Intellectual
Property Policy.

The Intellectual Property Corporation
of Malaysia manages and regulates
the laws (i.e., Intellectual Property
Corporation of Malaysia Act 2002,
Geographical Indications Act 2000,
Layout-Designs of Integrated Circuit
Act 2000, Trade Marks Act 1976,
Patents Act 1983, Industrial Designs
Act 1996 and Copyright Act 1987) and
other matters relating to intellectual
property such as providing advisory
services on intellectual property and
promoting public awareness on the
importance of intellectual property.
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1.2 Currency
The currency in Malaysia is the
Malaysian Ringgit (MYR).

1.3 Banking and financing

The Malaysian banking sector has
undertaken significant restructuring,
consolidation and rationalisation
efforts in accordance with the
Financial Sector Master Plan (FSMP),
which was for the period 2001-2010.
These financial reforms have placed
the banking sector on a stronger
foundation with increased resilience
and improved performance to face
foreign competition. The second
master plan, the Financial Sector
Blueprint (Blueprint), was released in
2011 for the period 2011-2020. The
Blueprint builds on the achievements
of the FSMP to evolve a financial
ecosystem that will best serve a

high value-added, high-income
Malaysian economy, while also having
an increasingly important role in
meeting the growing financial needs

of emerging Asia. Initiatives will
continue to be pursued to strengthen
financial sector linkages and support
intra-regional integration to effectively
and efficiently direct Asia' s surplus
funds towards the vast investment
opportunities in the region.

Islamic financing is of growing
significance. The Malaysia International
Islamic Financial Centre initiative was
launched in August 2006 to position
Malaysia strategically in this area.
Malaysia also continues to promote
Labuan as an international financial
centre for offshore services.
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1.4 Foreign investment

The Malaysian government generally
encourages foreign investment,
although restrictions are imposed on
investment in certain sectors.

The government has been liberalising
services sub-sectors since 2009 and
allowing foreign equity participation,
and it is expected that 45 sub-
sectors (in areas including health and
social services, tourism, transport,
business services and computer and
related services) will be liberalised. A
National Committee for Approval of
Investments in the Services Sector
has been established to facilitate
investments.

A broad range of incentives are
available for companies seeking to
invest in new projects or expand
existing projects. These include
pioneer status, special investment
capital allowances, a variety of tax
deductions, accelerated capital
allowances; double deductions;
reinvestment allowances (i.e., a 60%
allowance on capital investments
made in connection with qualifying
projects), access to government-
sponsored industrial estates and
concessional grants and loans from
government agencies. Investments

in less-developed areas qualify for
many of the same programs, but may
receive additional benefits. Incentives
for "principal hub" companies also are
available.

Incentives are provided for high-
technology companies in the
Multimedia Super Corridor Malaysia
or Multimedia Super Corridor
companies investing in technological
and digital transformation involving

the Industry 4.0 model (e.g. artificial
intelligence, blockchain, financial
technology, etc.), companies in the
Economic Development corridors

and small and medium-sized
enterprises. Other favoured activities
include manufacturing, hotel,
healthcare services, information
technology services, biotechnology,
Islamic finance, venture capital,
services, tourism, certain types

of agriculture, petroleum, car
component manufacturing, specialised
machinery and equipment and energy
conservation and environmental
protection. Offshore financial

services are favoured on the island of
Labuan. In order to encourage the
transformation to Industry 4.0 which
involves the adoption of technology
drivers such as big data analytics,
autonomous robots, industrial internet
of things, etc., by the manufacturing
sector and its related services, a new
incentive has been proposed in the
form of accelerated capital allowances
and automation equipment allowances
on the first MYR10 million qualifying
capital expenditure incurred during
years of assessment 2018 to 2020
(fully claimable within 2 years of
assessment).

Available tax incentives are described
further under 1.5. below.
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1.5 Tax incentives

Pioneer status (PS) and investment
tax allowance (ITA)

PS incentive involves a tax exemption
of 70% of statutory income (100%

for certain activities) for a period of
five years which can be extended

to a tax holiday of up to 10 years.

The unutilised PS losses can only be
carried forward for a maximum of 7
consecutive years of assessment after
the end of the pioneer period. The

PS incentive is available to companies
undertaking a "promoted activity"

or producing a "promoted product".
Alternatively, the ITA provides a

60% to 100% allowance on capital
investments made up to 10 years.
Both ITA and PS incentives are
mutually exclusive.

Principal hub

The government has issued detailed
guidelines (including the revised
Guidelines for Principal Hub dated 31
December 2018) for tax incentives to
promote the establishment of "principal
hubs" in Malaysia introduced in April
2015. A principal hub is a company
incorporated in Malaysia and that uses
Malaysia as a base for conducting its
regional and global businesses and
operations to manage, control and
support its key functions, including
management of risks, decision making,
strategic business activities, trading,
finance, management , human
resources and etc.
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New principal hub companies will
enjoy a reduced corporate tax rate
of 0%, 5% or 10% (rather than the
standard corporate tax rate of 24%
effective from year of assessment
2018) for a period of five years, with
a possible extension for another

five years. For existing companies,
including existing companies with
approved operational headquarters
(OHQ), international procurement
centre (IPC), or regional distribution
centre (RDC) status, the Principal Hub
incentive grants full tax exemption
on Value Added Income, for a period
of five years. In line with BEPS Action
5, the Principal Hub guidelines which
was updated as at 31 December
2018 (2018 guidelines) provides that
royalties and other income from
certain rights cease to be incentivised.
The royalties and other income
derived:

A. onor after 1 July 2018 but before
1July 2021 from new Intellectual
Property rights that comes into
ownership of the Principal Hub (i)
on or after 1 July 2018, or (i) after
16 October 2017 but before 1
July 2018; and

B. on or after 1 July 2021 from all
Intellectual Property rights shall
be subject to corporate income
tax at the prevailing rate.

The following incentives will also be
available:

* A customs duty exemption for
goods-based companies on raw
materials, components or finished
products brought into free zones for
production or repackaging, cargo
consolidation and integration before
distribution to the final consumers;

No requirements for local equity/
ownership;

Permission for a foreign-owned
company to acquire fixed assets
for the purpose of carrying out the
operations of its business plan;

Use of foreign professional services
if such services are not available in
Malaysia;

Flexibility in foreign exchange
administration; and

Certain permitted posts for
expatriates, based on the
requirements of the company'
s business plan and subject to
Malaysia' s current policy on
expatriates.

The scheme replaced the incentive
schemes for international
procurement centres, regional
distribution centres and operational
headquarters, effective 1 May 2015.
The Principal Hub incentive is expected
to have further changes as the 2018
guidelines states that the modified
nexus approach to be adopted will be
addressed in due course.
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1.6 Exchange controls

Malaysia maintains a liberal system

of exchange controls that applies
uniformly to transactions with its
trading partners. The central bank
handles foreign exchange controls
and regulations aimed to assist the
banks in monitoring settlement
payments and receipts of international
transactions.

Repatriations of capital, profits and
income (which include dividends,
interest, royalties, rents and
commissions) are freely permitted.
Foreign exchange administration

rules have been relaxed or eliminated,
except for trade with certain countries.
Generally, restrictions apply only

to a resident with domestic ringgit
borrowing.
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Setting up a business entity
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2.1 Principal forms of business entity
The main types of business
organisations include the limited
company (either public or private),
local branch of a foreign company,
business trust, limited liability
partnership, partnership and sole
proprietorship. Among foreign
investors, the limited company is the
most popular form. It limits liability

to the unpaid portion of the nominal
value of the shares held, safeguarding
the interests of all parties (including
the foreign parent company). Private
limited companies restrict the right
of share transfers and may not seek
capital - either equity or debt - from
the public. All limited companies that
do not meet the conditions governing
private firms are deemed public.
Private companies may be converted
into public companies, or vice versa.

Formalities for setting up a
company

The country' s economic expansion
has been accompanied by a steady
rise in technical assistance as a
means to transfer technology to
new ventures. Nevertheless, most
such transfers through licensing
agreements have been limited to
subsidiaries and to affiliates of the
foreign licenser.

It no longer is necessary to obtain
approval from the Malaysian
Investment Development Authority
(MIDA) for technology transfer
agreements, including joint ventures,
technical assistance, licensing and
engineering services.
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Incorporation of company

To establish a company in Malaysia,

a similar name search must be
conducted for the availability of

the proposed company' s name,

and a nominal fee paid to the
Companies Commission. The following
information, together with registration
fees, must be submitted to the
Companies Commission within one
month from the date of approval of
the company' s name:

(1) the constitution (optional except
for a company limited by guarantee);
(2) proposed type of business; (3)

the registered office address; (4)

the business address; (5) details of
director(s)/promoter(s); (6) declaration
from director(s) and promoter(s);

and (7) declaration of compliance
from individuals responsible for
incorporation. As part of the
requirements, a company secretary
who is a member of a prescribed
body or is licensed by the Companies
Commission must be appointed within
30 days after incorporation. The
incorporation of a domestic company
can be completed within one day,
through the "superform" accessible
through the Companies Commission's
online MyCOID portal.

Forms of entity

Requirements for public and
private limited companies
Capital: There must be a minimum of
one subscriber holding one share of
MYR1 each. There are no legal reserve
requirements. Contributions can be
made in cash or in kind, with valuation
carried out by an impartial party.

Shareholders: There are no residence
or nationality requirements. For a
private limited company, shareholders
are restricted to a maximum of 50,
excluding employees and former
employees of the company or its
subsidiary.

Board of directors: Private limited
companies must have at least one
director and public listed companies
must have at least two directors that
maintain their principal (or only) place
of residence in Malaysia (although they
need not be Malaysian citizens).
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Management, labour: There is

no requirement that labour be
represented in management or on
the board of directors. There are no
nationality or residence requirements
for management.

Taxes and fees: The formation of
a company involves professional
fees ranging from MYR2,500 to
MYR5,000. There are no taxes on the
issuance of shares, bonds or other
issues, although stamp duty may be
payable. A local company is subject
to an incorporation fee of MYR1,000
and a foreign company is subject to
an incorporation fee ranging from
MYR5,000 to MYR70,000.

Types of shares: Shares must be
registered, and ordinary shares
in a public listed company and its

subsidiary must carry equal voting
rights. Preferential shares are
permitted and may carry special rights
or restrictions on dividends, voting,
repayment of capital, etc.

Control: Decisions are made by a
simple majority of capital, except in
the case of a company limited by
guarantee. For amendments to the
constitution and reductions of share
capital, a three-fourths majority
(special resolution) is required.
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Branch of a foreign corporation
Branches may be established

by making an application to the
Companies Commission on a
prescribed electronic form to ensure
the availability of the proposed
company' s name, along with payment
of a nominal fee. After approval of
name, the following information
should be submitted within 30 days
together with the registration fees:
list of shareholders in Malaysia, list of
directors of the company in Malaysia,
list of shareholders at place of origin,
class and number of shares at place
of origin and appointment of agent
who is resident in Malaysia. Additional
documents would include: a
certificate of registration of the foreign
company, memorandum and articles
of association or other instrument
defining its constitution, a statement
of consent by the agent of the foreign
company and supporting documents
approving the name of the foreign
company.

Branches of foreign corporations in
Malaysia are generally treated as non-
residents in Malaysia for tax purposes.
As part of the government' s efforts

to encourage foreign companies to
incorporate local subsidiaries, certain
tax benefits enjoyed by resident
companies are not available to
branches. Although branch operations
are subject to income taxes similar to
those levied on resident companies,
branches generally are not eligible for
tax incentives and must supply proof
of income not derived from Malaysia.
If a branch does decide to incorporate,
it may not carry forward its existing
business losses on incorporation.

The tax implications associated

with establishing a branch versus a
subsidiary depend, in substantial part,
on the tax regime imposed by the
home country. Where the latter taxes
the worldwide income of its residents,
a company may initially open a branch
(during the loss-making period) and
subsequently incorporate a company
(when the business begins to make a
profit).

A representative office or regional
office of a foreign company performing
permissible activities in Malaysia is

not required to be registered with the
Companies Commission. Approval
must be obtained, however, from
MIDA and is normally valid for two
years. These offices are not subject to
tax in Malaysia.

1
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2.2 Regulation of business
Mergers and acquisitions
Previously, the Foreign Investment
Committee (FIC) regulated guidelines
on the acquisition of assets, mergers
and takeovers of existing companies
and businesses in Malaysia to ensure
consistency with the objectives of the
New Economic Palicy. The FIC was
disbanded in 2009, however, and

the guidelines have been liberalised.
No equity conditions apply except

for those imposed by regulators in
certain strategic sectors. However,
any direct or indirect acquisition of
property valued at MYR20 million

and above that results in the dilution
of ownership interests held by
Bumiputera (indigenous peoples) or a
government agency requires approval
of the Economic Planning Unit (EPU)
under the Ministry of Economic Affairs.
No other property acquisitions require
EPU approval, but foreign interests
cannot acquire property valued at less
than MYR1 million per unit.

Monopolies and restraint of trade
Malaysia does not have antitrust
legislation or a formal definition

of "monopoly" . Its free enterprise
economy encourages healthy
competition and fair play of the
market forces of supply and demand.
Industry consolidation is undertaken
in the financial, communications and
multimedia and plantation sectors to
strengthen local companies, in lieu of
implementing trade and investment
liberalisation measures under the
country' s World Trade Organization
commitments. However, certain
strategic sectors still are protected
from competition through government
procurement and trade licensing or
permits.

The Competition Act 2010, which is
anti-monopoly and anti-cartel, includes
traditional pillars of competition

law concerning anti-competitive
agreements, abuses of dominant
position and mergers having the effect
of substantially lessening competition.

The Malaysia Competition Commission
(MyCC) is an independent body
established under the Competition
Commission Act 2010 to enforce the
Competition Act 2010. Its main role is
to protect the competitive process for
the benefit of businesses, consumers
and the economy.
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2.3 Accounting, filing and auditing
requirement

Malaysian Financial Reporting
Standards (MFRS) are mandatory for
non-private entities for annual periods
beginning on or after 1 January 2018.

Malaysian Private Entities Reporting
Standards (MPERS) are mandatory
for private entities for annual periods
beginning on or after 1 January 2018,
except for private entities that opt to
adopt MFRS in its entirety.

Companies must submit an

annual return, directors' report

and audited financial statements

to the Companies Commission

of Malaysia. Financial statements
must be independently certified

by government-approved auditors.
Pursuant to the Companies Act 2016

and the Companies Commission of
Malaysia Act 2001, certain categories
of private companies are eligible

for audit exemption, i.e., dormant
companies, zero-revenue companies
and threshold-qualified companies.
An eligible company that elects to be
exempted from audit must lodge its
unaudited financial statements with
the Registrar accompanied with the
certificate of exemption.
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Business taxation

3.1 #A
HLRATFRASTEERATFRE
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3.1 Overview Petroleum (Income Tax) Act 1967, the
Corporations in Malaysia are subject Real Property Gains Tax Act 1976, the
to corporate income tax, real property ~ Promotion of Investments Act 1986,
gains tax and sales and service tax. the Stamp Act 1949 and the Labuan

Business Activity Tax Act 1990.
As noted above under 1.5, a wide
range of tax incentives is available.

The Inland Revenue Board of Malaysia
(IRBM), an agency of the Ministry

of Finance, is responsible for the
administration of direct taxes enacted
under the Income Tax Act 1967, the

LR PEIE 2 S)Hi & 5
Quick tax facts for Malaysia companies
AT FERME 24% HHE33
Corporate income tax rate ltem 3.3
AT 2 24% HME3.3
Branch tax rate ltem 3.3
BANEHIE 10%/30% (Rzh/™) 5 0% (EABM™) 5E34
Capital gains tax rate 10%/30% (real property) ; 0% (other property) ltem 3.4
EARRN BIHAER, EXIETIRT. Rie. =BHME
Basis A BRSN

Territorial, except for income from banking,

insurance or air and sea transport
25%% x
Participation exemption No
SiRIREd
Loss relief
HTERUSE EHUR HELTNRBLE JiE33
Carryforward 7 consecutive YAs ltem 3.3
7 DART S R 7z TiE33
Carryback No ltem 3.3
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OXRALASHE T
Quick tax facts for Malaysia companies
WEBWOH T =] TE35
Double taxation relief Yes Item 3.5
EIHL x, ERTREER CENRIN SR TB3.7
Tax consolidation No, but group loss relief may be available ltem 3.7
HALEN N =) TE3.6
Transfer pricing rules Yes Item 3.6
A SSHLI W R BN F2019F1 BI1HEER JiH3.6
Thin capitalisation rules Effective from 1 January 2019 earnings ltem 3.6
stripping rules (ESR) would apply, although the
implementing rules have yet to be issued
SESNE N B HN x ImE3.6
Controlled foreign company rules No Item 3.6
PIRFE T B
Tax year Fiscal year
TRESH L & JiE3.7
Advance payment of tax Yes ltem 3.7
HiR A H TR HRERENT B
Return due date Seven months after end of accounting period
FRn#
Withholding tax
BE 0% TE4.0
Dividends ltem 4.0
Fla 09%/15% TiR4.0
Interest ltem 4.0
FFVFARUE B 2R 10% J1H4.0
Royalties ltem 4.0
RARS S LR/ NEERS T 10% J1B4.0
Fees for technical or installation/operation ltem 4.0
services
I EE 10% mE4.0
Rental of movable properties Item 4.0
DXEN 15% JH4.0
Public entertainer ltem 4.0
7> SATAGF T A x J1H4.0
Branch remittance tax No Item 4.0
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L3R P IE 2 S) % B v
Quick tax facts for Malaysia companies
BRI x
Capital tax No
HERES it fRBe: BE1.75%, EH0.5%; mE4.5
Social security contributions B NTRE, BE12%/13%; BR11%; BRF ltem 4.5
bl E0.2% (ERFETIIT)
1.75% (employer) and 0.5% (employee) for
social security; 11% (employee) and 12%/13%
(employer) for Employees Provident Fund; 0.2%
(both employee and employer) for Employment
Insurance System
TR RERR GFHRXERS
Quit rent and assessment Varies
EN{ERL L PR 0.3% JE5.5
Stamp duty Wil . 1%/3% [tem 5.5
0.3% (share transaction documents);
1%/3% (property transfers)
HESRER 10%=5% (SHERL) /6% (BR%EH) TiES5.1
Sales tax and service tax 10% or 5% (sales tax) / 6% (service tax) [tem 5.1
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3.2 Tax Residence

A corporation is resident in Malaysia
if its management and control are
exercised in Malaysia.

3.3 Taxable income and rates

The standard corporate tax rate is
24%, while the rate for resident and
Malaysian- incorporated small and
medium-sized companies (SMEs,

i.e. companies capitalised at MYR2.5
million or less and not part of a group
containing a company exceeding

this capitalization threshold) is 17%
(with effect from YA 2019) on the first
MYR500,000, with the balance taxed at
the 24% rate.

Tax is levied on petroleum income at

a rate of 38%. Cooperative societies
are taxed on a sliding scale from

0% on the first MYR30,000 to 24%
(effective from YA 2015) for income
exceeding MYR750,000. Life insurance
companies are subject to tax based on
the type of funds in the company. The
Life Fund is taxed at 8% on investment
income and gains/profits from sale of
investments (including capital gains).
The Shareholders Fund is taxed at 24%
on investment income, investment
gains/profits and any actuarial surplus
transferred from the Life Fund in

the current year. Any income that is
received by the insurance company
that is neither underwriting in nature
or investment in nature will be taxed
as "other income" / "non-business
income" at 24%.

General insurance companies are
subject to tax based on the type of
funds in the company.The general
insurance business is subject to tax

on underwriting income, investment
income and investment gains (including
gains that are capital in nature), and

is eligible for tax deductions on claims
liability, management expenses,
investment losses (including losses that
are capital in nature) and commissions
paid. The general fund is subject to tax
at 24%. The Shareholders Fund is taxed
at 24% on investment income, and
investment gains/profits. It is important
to note that unlike the Shareholders
Fund of a Life insurer, the actuarial
surplus of the general fund is not
subject to tax when transferred to the
shareholders fund.

No local taxes are levied on corporate
income, but there is an excess profits
tax (i.e., windfall profit levy) imposed
on oil palm fruit producers when the
monthly average price of crude palm
oil exceeds MYR2,500 per metric

ton. Companies incorporated under
the Labuan Companies Act 1990
undertaking Labuan trading activities
is taxed at 3% based on audited net
profits. Such companies shall have

an adequate number of full time
employees and an adequate amount
of annual operating expenditure in
Labuan, as prescribed under the
regulations made by the Minister of
Finance. Such companies also may
make an irrevocable election to be
taxed under the Income Tax Act 1967.
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Taxable income defined

Taxable corporate income includes

all earnings derived from Malaysia,
including gains or profits from a trade
or other business, dividends, interest,
discounts, rents, royalties, premiums
or other current earnings. These rules
apply to branches as well as to entities
incorporated in Malaysia.

To simplify and ease the administrative
burden under the previous tax
imputation system, a single-tier tax
system was introduced with effect
from YA 2008. Under this single-tier
tax system, income tax imposed on

a company's chargeable income is a
final tax and dividends distributed are
exempted from tax in the hands of the
shareholders.

Foreign-source income is not subject
to tax in Malaysia, although tax is
levied on worldwide income for certain
activities, such as banking, insurance,
and air and sea transport operations.
Unless profits or gains are attributed
directly to activities conducted outside
Malaysia, they are assumed to be
derived from Malaysia. Thus, the
burden is on the company or branch
to prove which part of its income is
foreign-source.

For a company carrying on Labuan
trading activity, income derived solely
from the holding of investments, i.e.,
Labuan non-trading activities, is not
subject to tax. Any dividend received
from such a company is tax-exempt.

Holding company regime

An investment holding company (IHC)
is a company whose activities consist
mainly of the holding of investments
and that derives no less than 80% of
its gross income (other than gross
income from a source consisting of a
business of holding of an investment)
from such investments. Generally,
only direct expenses attributable

to the respective gross income and
expenses falling within the definition
of "permitted expenses" in the tax
legislation qualify for a tax deduction in
respect of an IHC.
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Deductions

Deductions are allowed for any
revenue expenditure incurred wholly
and exclusively in the production of
income, including interest, royalty
payments and certain taxes. However,
deductions in relation to single-tier
dividend income shall be disregarded
for the purpose of ascertaining
chargeable income of the taxable
person.

Interest expense deductions are
restricted when borrowings are used
for nontrade purposes. Similarly,
deductions are restricted to 10%

of aggregate income for donations

to approved organisations and

19% of deductible remuneration

for the employer' s contribution

to the Employees Provident Fund.

In compliance with the Forum on
Harmful Tax Practices (FHTP)' s
recommendations under Base Erosion
and Profit Shifting (BEPS) Action Plan

5 on Harmful Tax Practices, with effect
from year of assessment 2019, 33% of
the interest payment or lease payment

made by a resident to a Labuan
company is non-deductible. For other
types of payments, the non-deductible
amount is 97% of the amount of
payment.

No deduction is allowed for
preliminary or pre-operating costs,
capital expenditure or costs of
flotation, registration, winding

up or liquidation of a company,
unless specifically permitted by the
Income Tax Act 1967 or Ministerial
Orders - such as the deductions
for incorporation expenses, pre-
commencement recruitment and
training expenses and expenses
for registration of trademarks and
patents.
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Capital Allowance (Tax
Depreciation)

The government sets depreciation
rates for various assets, with
favourable rates for some items to
promote their sale or use. There are
three general classes of annual capital
allowances for plant and machinery.
Office equipment, furniture and fittings
are subject to an annual depreciation
allowance of 10% over eight years.
The depreciation rate for general plant
and machinery is set at 14% over six
years. For heavy machinery and motor
vehicles, the rate is 20% over four
years. The purchase of information
and communication technology
equipment including computer
software packages are given special
annual allowance rate of 20% from

YA 2017 onwards (note: it has been
proposed that customised computer
software is given special annual
allowance rate of 20% from YA 2018
onwards). Small value assets with a
cost not exceeding MYR1,300 each are
fully depreciated within a year, subject
to a maximum amount of MYR13,000
per year for non-SMEs.

Under the standard rates, industrial
buildings (principally factories and
warehouses, but not office buildings)
are depreciated at 13% in the first

year and 3% annually thereafter on

a straight-line basis, regardless of
whether constructed or purchased. The
definition of "industrial building" also
applies to a dock, jetty, wharf, hotel,
airport or motor racing circuit, as well

as buildings used for research, schools
or other educational institutions, private
hospitals, senior care centres and living
accommodations for employees, etc.
Depending on the usage of the industrial
building, the annual allowances may be
at a higher rate of 10%.

A reinvestment allowance (RA) of 60%
is granted to resident manufacturing
or agricultural companies that incur
capital expenditure on qualifying plant,
machinery and factory buildings for
qualifying projects. The unutilised
reinvestment allowance can be
carried forward for a maximum of 7
consecutive years of assessment after
the expiry of the qualifying period.
This incentive is granted to pioneer
companies as well, subject to the
forfeiture of their pioneer status or
grant of investment tax allowance.

There is no provision for depreciating
patents, trademarks, copyrights,
goodwill or leases (except mining
leases) unless specifically permitted by
the Ministerial Orders.

Losses

Losses may be carried forward for a
maximum of 7 consecutive years of
assessment except where there is a
substantial change in the ownership
of a dormant company. The carried
forward losses may offset income from
all business sources. The carryback of
losses is not permitted.
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3.4 Capital gains taxation

Malaysia does not tax capital gains
from the sale of investments or capital
assets other than those related to land
and buildings.

A real property gains tax (RPGT)
applies to the sale of land in Malaysia
and any interest, option or other right
in or over such land. This includes
gains from the sale of shares in a "real
property company," i.e., a controlled
company (one with no more than 50
members and controlled by no more
than five persons) whose holdings

of real property or shares in a real
property company amount to 75% or
more of its total tangible assets.

The rate is 30% for such disposals of
real property made within three years
of the date of acquisition. The rates
are 20% and 15% for disposals in the
fourth and fifth years after acquisition,
respectively, and 10% for disposals

in the sixth year after acquisition and
thereafter.

Capital losses arising from the sale of
real property may be used to offset
against capital gains from such sales.
Gains resulting from the disposal of
property compulsorily acquired are
exempt from the tax, as are asset
transfers by resident companies under
an approved restructuring scheme.
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3.5 Double taxation relief

Since Malaysia taxes only income

that accrues in or is derived from the
country, foreign income derived by

a resident is not taxed in Malaysia
(except for banking, insurance, and air
and sea transport operations).

Unilateral relief

Foreign tax paid may be credited
against Malaysian tax on the same
profits (limited to 50% of foreign tax
in the absence of a tax treaty), but
the credit is limited to the amount of
Malaysian tax payable on the foreign
income.

Tax treaties

Malaysia has a broad tax treaty
network, with the treaties generally
following the OECD model treaty.

New treaties contain OECD-compliant
exchange of information provisions
(and based on a policy decision made
by the Malaysian competent authority,
the exchange of bank information is
allowed even if the bilateral agreement
does not have the provision equivalent
to article 26(5) of the 2017 OECD
model tax convention). Standard
requirements, such as those relating
to tax residence, beneficial ownership,
etc. apply. Treaties generally provide
for relief from double taxation on all
types of income, limit the taxation by
one country of companies resident

in the other and protect companies
resident in one country from
discriminatory taxation in the other.

On 24 January 2018, Malaysia has
signed the Multilateral Convention
("MLI") to implement tax treaty
related measures to prevent Base
Erosion and Profit Shifting ( "BEPS" ).
Briefly, the MLI seeks to facilitate the
implementation of tax treaty related
measures to counter BEPS. Signatories
to the MLI can efficiently update their
Double Tax Agreement ( "DTA") to
incorporate the measures, without the
need to re-negotiate each DTA.

A claim for tax treaty relief can be
made in a taxpayer' s income tax
return form, or a written request can
be made for treaty relief within two
years from the end of the relevant year
of assessment for which the claim for
relief is made.
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3.6 Anti-avoidance rules

Transfer pricing

Malaysia has transfer pricing guidelines
where the IRBM has introduced

five testing methods to determine
whether a related party transaction is
made on ordinary commercial terms:
the comparable uncontrolled price,
resale price, cost plus, transactional
net margin and profit split methods.
Any transaction for the supply or
purchase of properties/services with
an associated person that is not at an
arm's length price can be adjusted

by the IRBM. Failure to demonstrate
arm's length consideration also

may result in additional taxes and
penalties. However, an advance pricing
agreement is available for cross-
border transactions.

Transactions with related companies
within or outside of Malaysia must be
disclosed on the annual income tax
return, including purchases, loans,
other expenses and other income.
Taxpayers must also declare on the
annual income tax return whether
they have prepared a transfer pricing
report for the period for which the
return is made. Documentation
should be prepared by the annual
tax return filing due date although
there is no statutory deadline to
submit. Documentation should be
contemporaneous and should be
made available to the IRBM upon
request. Advance pricing agreements
are possible for a period of three to
five years, depending on the nature of
the business.

Country-by-country reporting

In line with the OECD BEPS action 13
recommendations on transfer pricing
documentation to be prepared by
multinational enterprises, Malaysia
has introduced rules and guidelines
on the preparation and submission
of country-by-country (CbC) reports
for financial years beginning on or
after 1 January 2017. With effect from
17 January 2017, a penalty of not

less than MYR20,000 and not more
than MYR100,000 or imprisonment
for a term not exceeding six months
or both, for failure to furnish a CbC
report or for filing incorrect return,
information return / report or failure
to comply with the Rules made by the
Minister to implement or facilitate the
operation of a mutual administrative
assistance arrangement. The Income
Tax (Amendment) Act 2017 extends
the abovementioned penalties and
offences to include implementing or
facilitating the operation of a double
taxation arrangement and information
exchange arrangement.
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Thin capitalisation to be replaced
by Earning Stripping Rules

The Income Tax Act 1967 has been
amended to permit the introduction
of earnings stripping rules (ESR) that
would apply as from 1 January 2019.
Although the implementing rules have
yet to be issued, the ESR would be in
line with the OECD recommendations
under BEPS Action 4 to address tax
leakages due to excessive interest
deductions on loans between related
companies. Under the proposed rules,
interest deductions on loans between
companies in the same group would
be limited based on a ratio that is yet
to be determined. The provision for
thin capitalisation rules was abolished
from 1 January 2018.

Controlled foreign companies
Malaysia does not have CFC rules.

General anti-avoidance rule
Malaysia has a general anti-avoidance
rule that allows tax schemes being
entered into with a primary or dominant
purpose of obtaining a tax benefit to

be disregarded. There are also several
specific anti-avoidance rules.
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3.7 Administration

Tax year

The tax year (i.e. the year of assessment)
for a company is its fiscal year.

Filing and payment

Companies must pay tax in monthly
instalments based on estimates of tax
payable. Instalments must be paid on
or before the 15th day of each month.
Late or insufficient instalments may
incur a 10% penalty. Underestimation
of tax payable would also result in a
10% penalty if the actual tax payable
exceeds the estimate by more than
30%. A company shall furnish its

Form E with effect from YA 2016

and estimate (CP 204) or revised tax
estimate (CP 204A) with effect from YA
2018 by way of an electronic medium
or electronic transmission.

Companies are required to
electronically submit a return on the
prescribed form to the IRB within
seven months from the end of their
accounting period. The form is used
to report actual tax liabilities, which
may result in a balance of tax payable
(which must be settled by the filing
deadline) or a refund from the tax
instalments paid. Any additional
assessment raised by the IRB must be
settled within 30 days from the day the
notice is served.

Penalties apply for failure to comply
with the tax law.

Consolidated returns

There is no provision for consolidated
returns but, under a group relief
system, resident companies which
has newly commenced operation
may surrender up to 70% of current
year adjusted losses to one or more
related companies. The losses can be
surrendered for up to 3 consecutive
years of assessment. Amongst others,
the following requirements must be
met to qualify for group relief:

* The group companies (i.e.,
surrendering and claimant
companies) have a paid-up capital
of more than MYR2.5 million at the
beginning of the basis period for the
relevant year of assessment;

* The group companies are related
in the period in which the claim for
group relief is made, as well as in
the 12-month period immediately
preceding that period;

* The chargeable income of the group
of companies is subject to tax at the
same rate; and

* The group companies have the same
accounting year end.

Companies enjoying pioneer

status, investment tax allowance,
reinvestment allowance

or exemption of shipping profits,

or companies having unutilised
investment tax allowance or unutilised
pioneer losses upon the expiry of its
investment tax allowance or pioneer
status incentive are not eligible for
group relief.
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Statute of limitations

The general statute of limitations

for an assessment or additional
assessment is five years from the end
of the relevant year of assessment. If
the IRB is of the view that a transaction
is not at arms-length price, the statute
of limitation is extended by another
two years to seven years. However,

if there is fraud, wilful default or
negligence on the part of the taxpayer,
an assessment can be made at any
time. There is no statute of limitations
for the collection of unpaid tax.

Tax authorities

The IRBM is responsible for the
administration of direct taxes.
The Royal Customs Department
administers customs and excise
duties, sales tax and service tax.

Rulings

Taxpayers may request an advance
ruling on the tax treatment of a
specific transaction. Public rulings also
are issued.
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4.1 Dividends
Malaysia does not impose withholding

tax on dividends paid to non-residents.

4.2 Interest

Interest paid to a non-resident is
subject to withholding tax of 15%,
which may be waived or reduced
under an applicable tax treaty.
However, interest paid to a non-
resident by banks operating in
Malaysia is exempt from tax, except
for interest paid on funds required
to maintain networking funds as
prescribed by the Central Bank of
Malaysia.

Interest on "approved loans" , as
specified in the Income Tax Act 1967,
is exempt from tax. Approved loans
include those made by a non-resident
to the government, local authority,

statutory body or a person guaranteed

by the government.

4.3 Royalties and technical
service fees

Royalties and technical service fees
paid to non-residents are subject to
a 10% withholding tax, which may be

waived or reduced under an applicable

tax treaty.

With effect from 17 January 2017,
the definition of royalties under the
income tax act include payments

for the use of, or the right to use,
software, among other items (e.g.,
items relating to technologies such
as satellite, cable, fiber optics and
the radiofrequency spectrum). This
measure reduces the ambiguity
regarding the application of
withholding tax on royalties,
particularly by clarifying that payments
in relation to software would be
treated as royalties, which would

be subject to withholding tax at the
prevailing rate of 10% (unless a lower
rate is provided under an applicable
tax treaty).
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4.4 Branch remittance tax
Malaysia does not levy a branch
remittance tax.

4.5 Wage tax/social security
contributions

Tax on employment income is
withheld by the employer under a
pay-as-you-earn (PAYE) scheme and
remitted to the tax authorities. Both
the employer and the employee are
required to make contributions to
the Social Security Organisation. The
employer generally contributes 1.75%
of an employee' s remuneration while
the employee contributes 0.5% of his
/her monthly wages. The employer
and the employee also contribute

to the Employees Provident Fund
(EPF) atarateof 12% /13% and 11%
of the employee' s remuneration,
respectively. Both the employee and
the employer also contribute 0.2%

of the employee' s remuneration
(remuneration capped at MYR4,000 a
month) to the Employment Insurance
System (EIS).

4.6 Other withholding taxes

A 10% withholding tax applies to
income received by nonresidents from
the rental of movable property; or
from installation services rendered;
or any advice given, or assistance

or services rendered. services in
connection with the management

or administration of any scientific,
industrial or commercial undertaking,
venture, project or scheme; or
rendered in Malaysia, which may

be waived or reduced under an
applicable tax treaty. Income received

by nonresidents from the installation
services or any advice given, or
assistance or services rendered
currently is subject to withholding

tax in Malaysia only if the income is
attributable to services that are carried
out in Malaysia.

A 10% withholding tax is also imposed
on gains or profits falling under section
4(f) of the Income Tax Act 1967 -
income that is not from a business,
employment, dividend, interest,
discount, rent, royalty, premium,
pension, annuity or other periodical
payments. Generally, it refers to
"one-off" income received by the
non-resident, such as commission or
guarantee fees.

29



OREEH AL BEER—2019 | 5.0 %R

Guide to taxation and investment in Malaysia - 2019 | 5.0 Indirect taxes

5.0 [B]FEAR

INndirect taxes

5.1 HESRSH
H2018F9F1HE, BRAIEFSIA
HERSREHARMARIEER (GST)
AT AHEN SR SRS E .,

HEH

HEME BT DRALHE LG
B R 1 m AR 21 5 5k 75 T2 39 B2 A3
BIdh. X HRHIR AN ERHE R .

B i BT AR, BRIFEIE TIRE

A E A E R E A 5%FH10%, FL&
BT B EREHPEER. X
SDRALHIEN R R, HETIMN
[0 & BA B 500,000,

HERZREHBHE, IRKETR
SEHEEN— B, RI#HOFHS
BEHHNER LW, A TR EEHIK
RN, B R A SR P I A R A B
Y1, THIERBERMEREERAR
IATHIHER .

FBEHRANERTANA (RHHE
H1) DASST-02ZFA AR SIHE L
Ko MBRALERIHBRHEN
BEBRESHMBEER, MR THH
BRHERERAN&E—X,

30

5.1 Sales tax and service tax
Effective 1st September 2018, Malaysia
has reintroduced the sales tax and
service tax to replace the Goods and
Services Tax (GST). Below is a brief
conceptual overview of sales tax and
service tax.

Sales tax

Sales tax is applicable on sales of locally
manufactured taxable goods in Malaysia
as well as taxable goods imported

into Malaysia. Manufactured goods

for export is not subject to sales tax.
Goods are taxable unless prescribed as
exempted from sales tax.

The rates of sales tax for taxable goods
are 5% or 10%. Certain petroleum
products are subject to sales tax

at specific rates. The threshold for
sales tax registration is MYR500,000
annual turnover of taxable goods
manufactured in Malaysia.

Sales tax is a single-stage tax, meaning
that it would be imposed at only

one stage in the supply chain, at the
importer or manufacturer' slevel. To
maintain the single-stage principle,

manufacturers are entitled to apply for
exemption on sales tax paid on raw
materials and other inputs to produce
taxable goods in Malaysia.

Every taxable person is required to
furnish a sales tax return and account
for the sales tax due in Form SST-02
every two calendar months (i.e. taxable
period). The filing of sales tax return
and payment of sales tax due must

be made to Royal Malaysian Customs
Department no later than last day of
the month following the end of his
taxable period.
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Service tax

Service tax is chargeable on taxable
services provided by a service tax
registered business in Malaysia.
Service tax is also chargeable on
imported taxable services.

The rate of service tax is 6%. For credit
card, service tax is applicable at MYR25
per card per year.

Generally, the threshold for service

tax registration is MYR500,000 annual
turnover of taxable services provided
unless otherwise stated. For example,
the threshold for service tax registration
for a restaurant is MYR1.5 million.

Service tax is also a single-stage

tax charged once by the service
provider. There is no input tax
mechanisms available for service
tax. However, a registered taxable
person who provides the same
professional services to another
registered taxable person is eligible
for service tax exemption, subject to
conditions. Service tax exemption is
also applicable to certain professional
services provided within the same
group of companies, subject to
conditions.

Services which are specifically

subject to service tax include hotels,
restaurants, telecommunications,
club, gaming, professional services,
Customs agent, motor vehicle repair,
credit cards, domestic flights (except
Rural Air Services), parking operator,
courier service operator, hire of motor
vehicle, advertising and electricity
supply. Effective 1st January 2019,
taxable services have been expanded
to include amusement park services,
brokerage and underwriting services,
cleaning services, training or coaching
services.

A service tax registered taxable person
is required to furnish a service tax
return and account for service tax due
in Form SST-02 every two calendar
months (i.e. taxable period). The filing
of service tax return and payment of
service tax must be made to Royal
Malaysian Customs Department

no later than last day of the month
following the end of his taxable period.

For non-registered person who is
required to account for service tax on
imported taxable services acquired

for business purposes, he is required
to report the service tax due in the
SST-02A form. Service tax for imported
taxable service is due the earlier of
payment made on the services or
invoice received. The filing of the SST-
02A form together with the payment
must be made to the Royal Malaysian
Customs Department no later than last
day of the month following the month
where the service tax is due.
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5.2 Capital tax

No capital duty payable but a local
company is subject to an incorporation
fee of MYR1,000 and a foreign
company is subject to an incorporation
fee ranging from MYR5,000 to
MYR70,000.

5.3 Quit rent and assessment
Individual states levy quit rent and
assessment at varying rates.

5.4 Transfer tax
None, except for stamp duty (see 5.5
below).

5.5 Stamp duty

Stamp duty is levied at rates between
1% and 4% of the value of property
transfers, and 0.3% on share
transaction documents.

5.6 Customs and excise duties
Excise duties are levied on tobacco,
beer and liquor, motor vehicles,
playing cards and mahjong tiles. As for
import duty, the rates range from 5%
to 30% for dutiable goods. Import duty
on a motor vehicle will depend on the
cylinder capacity, and ranges from 5%
to 35%.

5.7 Environmental taxes
None

5.8 Tourism tax

With effect from 1 September 2017,
a tourism tax is levied at a fixed

rate of MYR10 per room per night
applicable to foreign tourists (i.e.,
all non-Malaysian national tourists
or non-Malaysian permanent
resident guests) staying at any
accommodation premises in Malaysia,
which is collected by the operator
of that accommodation premises,
i.e., any building, including hotels,
inns, boarding houses, rest houses

and lodging houses, held out by the
proprietor, owner or manager, either
wholly or partly, as offering lodging or
sleeping accommodation to tourists
for hire or any other form of reward,
whether or not food or drink is also
offered.

5.9 Other taxes

An entertainment duty of 25% of the
admission price is charged, although
many performances are exempt.

Other taxes include a road tax (levied
on vehicles, based on the type of
vehicle and the type of fuel used) and
gaming taxes.
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Taxes on individuals
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Individuals in Malaysia are subject to personal income tax, real property gains tax, social security contributions, quit rent
and assessment, stamp duty and sales tax and service tax.

The federal government is the only authority that levies income tax on individuals in Malaysia.

LRI ABME
Malaysia Quick Tax Facts for Individuals
ST R 0%/28% TE6.2
Income tax rates Item 6.2
BAFSHAE 5%/30% (FehF=SAs=ASKD) 5 0% (Hafs™) —EBTAR/ J1H6.2
Capital gains tax rates KAER [tem 6.2
5%/30% (real property or shares in a real property company); 0% (other
property) for citizens/permanent residents
10%/30% (s A sh=nakh) —ERTELAR/AERARR
10%/30% (real property or shares in a real property company) for non-
citizens and non-permanent residents
AER R BHAERT
Basis Territorial
WEFBOR R =) HEe6.2
Double taxation relief Yes ltem 6.2
tabTke ARF
Tax year Calendar year
FR B8 REBRFEAH308/6830R

Return due date

30 April/30 June of following calendar year
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ORELAN ABHE
Malaysia Quick Tax Facts for Individuals
fain#
Withholding tax
s B 0% HE4.0
Dividends ltem 4.0
* FIE 0%/15%
Interest
* FFVFALE A 2 10%
Royalties
* k% (BRLEIEEDR) 10%
Fees for services (including
installation/ operation)
s D HE 10%
Rental of movable properties
VNS IUN 15%
Public entertainer
B R x
Net wealth tax No
HoRES WMt RESE: BE1.75%; BROSWHUMNATRE: EE12%/13%; BER TH6.6
Social security 11%; BRREITRIAEEI50.2% (B E=MERAR ) ltem 6.6
1.75% (employer) and 0.5% (employee) for social security; 11% (employee);
12%/13% (employer) for Employees Provident Fund and 0.2% (both employer
and employee) for Employment Insurance Scheme
GRA/EG T HE x TE6.3
Inheritance/gift tax No [tem 6.3
AR R MEFAHXES
Quit rent and assessment Varies
ENTERL TERMEALFERE: 0.3%7EM =it FEAiiE: 1%/4% TE5.5
Stamp duty 0.3% (share transaction documents); 1%/4% (property transfers) ltem 5.5
HESREH FiZH10%/5% (SHER) 56% (BREH) TE5.1
Sales tax and service tax 10%/5% (sales tax) or 6% (service tax) [tem 5.1
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6.1 Tax residence

Individuals are considered tax
residents if they are in Malaysia for
182 days or more in a calendar year.
Residence also may be established
by physical presence in Malaysia for

a mere day if it can be linked to a
period of residence of at least 182
consecutive days in an adjoining
year. Other residence tests involve

a minimum of 90 days of physical
presence in Malaysia (if certain other
conditions are satisfied) or residence
for a specified number of years
preceding or following the year in
question. Individuals who do not meet
the residence qualifications described
above are taxed at a flat rate and are
not eligible for personal tax reliefs or
tax rebates.

6.2 Taxable income and rates
Generally, income taxes are withheld
from salaries and are subsequently
settled upon the filing of income tax
returns after the close of the tax year.

Taxable income

Resident individuals are taxed on
Malaysia-source income at normal
personal rates. They are entitled to
various deductions and personal
reliefs. Foreign-source income is
exempt.

Income includes gains or profits from
any trade, business or profession;
salary or wages; benefits-in-kind;
value of living accommodation;
dividends, interest or discounts; and
rent from property. An exemption

is allowed for interest income from
banking and financial institutions and
certain federal and state government
bonds. Single-tier dividends also are
exempted. Taxpayers must report
employer-provided allowances such
as those provided for housing or
education.

To simplify and ease the administrative
burden under the previous tax
imputation system, a single-tier tax
system was introduced with effect
from YA 2008. Under this single-tier
tax system, income tax imposed on

a company's chargeable income is a
final tax and dividends distributed are
exempted from tax in the hands of the
shareholders.

Capital gains are not taxed in Malaysia,
except for gains derived from the
disposal of real property or on the sale
of shares in a real property company,
which are subject to real property
gains tax (RPGT). Individuals may claim
a standard exemption of MYR10,000
or 10% of the chargeable gain,
whichever is higher, on each sale of
any type of real property. Citizens and
permanent residents also are entitled
to a full exemption on one sale of a
private residence. These exemptions
apply to both residents and non-
residents.
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Special expatriate tax regime
Foreign employees in Malaysia must
register as taxpayers with the IRBM
and are subject to normal taxation

if they derive income from Malaysia.
An expatriate’' s employment income
is exempt from income tax where

the duration of employment (not the
period of residence) does not exceed
60 days in a calendar year and the
employee does not qualify as a tax
resident. The exception will not apply
where such individual is in Malaysia for
a continuous period exceeding 60 days
which overlaps over two successive
basis periods or where the continuous
overlapping period together with
another period or periods exceed

60 days. An exemption also may be
granted under a tax treaty, where
applicable.

Special tax concessions are available
for foreign nationals employed in
qualifying activities in Labuan or in

the Iskandar Development Region.

An exemption is granted to foreign
experts in Islamic finance and those
participating in the Malaysian Technical
Cooperation Programme.

Expatriates working in an approved
operational headquarters,
international procurement centre,
regional distribution centre or regional
office are taxed only on the portion of
their chargeable income attributable
to the number of days that they are in
the country.

Deductions and reliefs
Employees may deduct only
those expenses wholly incurred in
performing employment duties.
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Personal tax reliefs include the
following (some with effect from YA
2019): MYR9,000 for the taxpayer
(MYR15,000 if disabled); MYR4,000

for a spouse (MYR7,500 if disabled) if
joint assessment is elected; MYR2,000
for each unmarried child below the
age of 18 (MYR6,000 if disabled) or
MYR8,000 for each child above 18
studying at the diploma level or above
in Malaysia or studying at degree

level or above overseas (total relief of
MYR14,000 if disabled); life insurance
premiums (up to MYR3,000) and
provident fund contributions (up to
MYR4,000); medical and education
insurance premiums (up to MYR3,000);
premiums for deferred annuities and
contributions to private retirement
schemes (up to MYR3,000); medical
expenses of parents (up to MYR5,000);
medical expenses where the taxpayer,
spouse or child contracts a serious
disease (up to MYR6,000); purchases
of supporting equipment for a disabled
taxpayer, spouse, child or parent (up
to MYR6,000); approved technical

or vocational or any postgraduate
education fees (up to MYR7,000);
purchases of sports equipment, books
or personal computer or subscription
of broadband internet or gym
membership fee (up to MYR2,500);
purchase of breastfeeding equipment
by working women with child aged

up to 2 years (up to MYR1,000);
contributions to social security (up

to MYR250); and MYR1,500 for each
parent whose annual income does

not exceed MYR24,000, subject to
certain conditions. Additional tax
relief of MYR1,000 is available for

the enrolment of children aged up

to 6 years in registered child care
centres or kindergartens. There has
been proposed exemptions of 50%
on rental income received for YAs
2018, 2019 and 2020 (monthly rental
not exceeding MYR2,000 for each
residential home) and of employment
income for up to 12 consecutive
months for women returning to work
after a career break (at least 2 years of
career break on 27 October 2017).
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A deduction is available for approved
donations, restricted to 7% of
aggregate income. Islamic religious
dues may be deducted from the tax
payable.

If a wife' s income is assessed
separately from that of her husband.
She may then claim the above
personal reliefs under separate
assessment. Single or married couples
with taxable income (net of personal
reliefs) of less than MYR35,000

are entitled to tax credits/rebates

of MYR400 under single/separate
assessment and MYR800 under
combined assessment.

Rates

Residents are taxed on a sliding scale
from 0% on the first MYR5,000 to 28%
for income exceeding MYR1 million.
Nonresidents are taxed at a flat rate of
28% on Malaysia-source income only.
The RPGT rate is 30% for disposals of
real property made within three years
of the date of acquisition. The rates
are 20% and 15% for disposals in the
fourth and fifth years after acquisition,
respectively, and the rate of 5% for
disposals after five years. For non-
Citizens and non-permanent residents,
the RPGT rates are 30% for disposals
within five years and 10% for disposals
in the sixth year and thereafter.
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6.3 Inheritance and gift tax
Malaysia does not levy inheritance or
gift tax.

6.4 Net wealth tax
Malaysia does not levy a net wealth tax.

6.5 Real property gains tax
See 6.2 above for the real property
gains tax.

6.6 Social security contributions
Both the employee and the employer
are required to make contributions to
the EPF at a rate of 11% and 12%/13%
of remuneration, respectively. The
employer and employee also contribute
to sodial security: the employer generally
contributes 1.75% of an employee'

s remuneration, and the employee
contributes 0.5% of his/her monthly
wages. Both the employee and the
employer contribute 0.2% of the
employee' s remuneration (remuneration
capped at MYR4,000 a month) to the
Employment Insurance System.

6.7 Other taxes
None

6.8 Compliance
The tax year for individuals is the
calendar year.

Tax on employment income is withheld
by the employer under a pay-as-you-
earn (PAYE) scheme and remitted to
the tax authorities. Malaysia imposes a
self-assessment regime. An individual
deriving employment income or
business income must file a tax return
and settle any balance owed by 30
April or 30 June, respectively, in the
following calendar year.

A married couple living together
may opt to file a joint or separate

assessment.

Penalties apply for failure to comply
with the tax law.
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7.1 Employee rights and
remuneration

Malaysia' s main labour laws include
the Employment Act 1955, the Trade
Unions Act 1959, the Industrial
Relations Act 1967, the Employees'
Social Security Act 1969 and the
Employees Provident Fund Act 1991.

Working hours

Normal working hours are limited to
48 hours or six days per week, at eight
hours per day. A 44-hour working
week is common for industrial and
office employees. The maximum
allowable overtime is 104 hours

per month. A generally observed
convention requires that all Muslim
men be allowed to attend prayers on
Friday afternoons (between noon and
2:45 p.m.).

Overtime on working days is
compensated at a minimum of one-
and-a-half times the regular hourly
rate. On non-regular working days,
such as Sundays, overtime is paid at
twice the regular rate; public holidays
require an overtime rate of three times
the regular wage.

7.2 Wages and benefits

Malaysia has implemented a minimum
wage policy that raised the basic
wages of all employees to a minimum
of MYR1,100 throughout Malaysia (i.e.
Peninsular Malaysia, Sabah, Sarawak
and Labuan). Wages earned must be
paid no later than the seventh day
after month-end.

Pensions

The Employees Provident Fund (EPF)
Act 1991 provides for a compulsory
contributory retirement fund that is
payable to employees in full when
they reach age 55. All employers

and employees must contribute to
the fund; the minimum mandatory
employee' s contribution is 11% of
basic monthly pay. An employer must
contribute another 12%/13% to each
employee' s personal EPF holding,
which is tax deductible in determining
the employer' s corporate income
tax. The relief provided to employers
may be extended to contributions

of up to 19% of an employee's
monthly pay that is placed into an EPF
or another government-approved
savings scheme. All foreign workers/
expatriates and their employers

are exempt from compulsory
contributions; alternatively, expatriates
may elect to make contributions at
11% of their monthly wages, with
employers providing MYR5 per
expatriate per month. Employers can
seek tax deductions for contributions
to their own approved pension
schemes, in addition to the EPF.
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Social insurance

The Social Security Organization
(SOCSO) administers both the
Employment Injury Scheme and the
Invalidity Scheme for all workers.
However, the contribution is capped at
a percentage of earnings of MYR4,000
per month. Generally, employers
contribute 1.75% of an employee' s
wages while employees contribute
0.5% of their respective monthly wages
under the Employment Injury and
Invalidity Schemes.

Other benefits

Holiday and annual leave provisions
vary widely among the states and
industries. However, 11 paid holidays
are mandatory nationwide.

An employee whose wages do not
exceed MYR2,000 per month and

with fewer than two years of service is
entitled to eight days paid annual leave
each year. An employee with service of
two to five years is entitled to 12 days
paid annual leave, and those employed
for more than five years are entitled to
16 days. In practice, most employees
receive around 14 days of paid annual
leave per year, and executives expect
three weeks of annual holiday.
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The above employee is entitled to 14
days of annual sick leave if employed
for less than two years, 18 days for
two to five years and 22 days after five
years. If hospitalisation is necessary,
paid medical leave is extended to

a total of 60 days per year. Most
companies provide free medical
facilities. Female employees are
guaranteed 60 days of paid maternity
leave (for up to five surviving children)
at the greater of the employee's
normal rate of pay or MYR6 per day. (It
was proposed that it will be increased
to 90 days paid maternity leave but the
Employment Act 1955 has not been
amended yet).

Bonus payments can be discretionary
or fixed in Malaysia. Generally,
employees receive an annual bonus
equivalent to one to three months of
salary.
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7.3 Termination of employment
Employment contracts must include

a clause stating the procedures for
termination by either party. Normally,
one month' s notice of dismissal or
one month' s salary must be given,
unless a longer period is stipulated in
the contract. The notice period may
sometimes be as long as six months,
or there may be provisions for lump-
sum severance payments. Either party
may end a contract without notice if an
indemnity is paid equal to the amount
of wages involved.

Where notice is not provided for in
the contract, the law stipulates that
four weeks' notice must be given for
employment of less than two years of
service; six weeks for two to five years
of service; and eight weeks for service
exceeding five years.

Under the Employment (Termination
and Lay-off Benefits) Regulations
1980, employees are entitled to a
redundancy benefit of at least 10 days'
wages for each year of service under
two years, 15 days' wages per year for
two or more but less than five years of
service, and 20 days' wages per year
for five years of service or more.

7.4 Labour-management relations
Based on statistics by the Ministry of
Human Resources as of September
2017, only about 6.0% of the country'
s over 14.54 million workers are
unionised. Trade unions must be
registered with the Trade Union
Affairs Department. Labour relations
are generally harmonious and non-
confrontational.
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7.5 Employment of foreigners

It is encouraged that firms employ
Bumiputras at all levels proportional
to the local ethnic composition. The
government also requires all foreign
investment firms to set up training
programs for their Malaysian staff and
plan for the gradual replacement of
expatriates (except those holding key
posts) by Malaysians, particularly in
managerial and white-collar positions.
As part of the application for certain
incentives, firms may be required

to present a localisation schedule.
Alabour shortage, however, has
compelled the government to be more
flexible in applying these policies.

The government has made it easier for
companies to hire skilled foreigners.
Automatic approval is granted to
recruit highly skilled workers where
no local expertise is available.
Expatriates may fill executive posts
if no Malaysians can be found with
the necessary qualifications and
experience. The expatriate may hold
the post for up to 10 years. Within
one year of the expatriate' s arrival,
a training program must begin for a
Malaysian to fill the position.

Approval for expatriate posts usually
is handled by MIDA. The Malaysia
Digital Economy Corporation approves
applications from companies with
Multimedia Super Corridor status,
and the Public Service Department
approves applications from
government hospitals and clinics and
public higher education institutions.
Other approving authorities are

the Central Bank and the Securities
Commission for the banking, finance,
insurance and securities industries.
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