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udget 2022's proposal for Malaysia 
co withdraw the tax exemption 
on foreign-sourced income has 
caused a stir among companies 
and individuals with significant 

investments abroad. 
From Jan 1, 2022, the tax exemption 

on foreign-sourced income received in 
Malaysia under Paragraph 28, Schedule 6 
of the Income Tax Act (ITA) 1967, will be 
withdrawn, meaning that foreign-sourced 
income - whether from business or em
ployment or in the form of dividend,royal
ties, interest or rental -remitted into the 
country will be subject to Malaysian tax. 

The exemption,says EY Asean tax leader 
and tax managing partner Amarjeel Singh, 
bas been in place since 1998 for companies 
and since 2004 for individuals, in a bid to 
encourage remittance of such income. 

"lt wasone of the measures to deal with 
the 1997/98 Asian financial crisis. Prior to 
these years, remittance of foreign-sourced 
income was taxed in Malaysia," recalls 
Amarjeet. 

It is no wonder, then, that companies 
that have invested significantly abroad 
ever since the exemption was in place are 
now scrambling to assess the implications 
of this measure on their tax position and 
businesses. 

Removing the FSIE 
effectively reduces 
the ability of, and 
attractiveness to, 
the private sector to 
reinvest in Malaysia 
or use the country 
as a base from which 
to run their global 
operations." 
-Amarjeet

Computation of 
unilateral or bilateral 
credit could be 
complicated while 
transfer pricing 
documentation 
to prove that 
transactions are 
made at arm's length 
will be increasingly 
important." - Crist
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What seems to be of utmost concern for 
such companies is the dividends they re
ceive,as dividends are one of the means by 
which profits from overseas investments 
are remitted back to headquarters. 

Dividends are paid out of nee profit,and 
net profit would have already been taxed 
under the corporate income tax rate im
posed by the foreign country. 

"Many of these businesses have struc• 
tured their global investments based on 
the assumption that profits will not be 
subject to potential double taxation. Given 
the broad change that is proposed, these 
structures could lead to dividends being 
subject to additional taxes, hence reduc
ing their returns; says PwC Malaysia tax 
leader Jagdev Singh. 

"It is sometimes not easy to change 
these structures overnight. Businesses 
thrive on certainty in tax regulations, and 
the introduction of such a major change 
without prior engagement has caused 
alarm in many sectors." 

Individuals are not spared too.Accord• 
ing to KPMG Malaysia corporate tax exe
cutive director Nicholas Crist, those who 
have i nvestmcnts a broad and have been 
receiving foreign-sourced dividends, in
terest income and rental or who have 
made gains on the disposal of properties 
overseas over the years may now find it 
challenging to segregate the nature of 
their remittance to Malaysia. 






