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Key Message

“A special one-off tax has been proposed for non-SME
companies where a 33% corporate income tax rate will be
levied on chargeable income exceeding RM100 million.

The Government has heard the calls of the business

community and carry-forward of business losses is now being
Neoh Beng Guan extended to 10 Years of Assessment to allow businesses
Executive Director more time to utilise their unabsorbed business losses.”
Corporate Tax

Cukai Makmur and Carry-Forward of Losses

As we continue our battle against the
financial and non-financial impacts stemming
from the COVID-19 pandemic in Year 2021,
Malaysia has reached a full vaccination rate
of 95% adults and 62% teenagers which
drive the reduction and severity of daily
CQOVID-19 cases. To-date, the Malaysian

- Government has introduced numerous

4 stimulus packages amounting to RM530

'~ billion with the aim of providing financial
assistance to the rakyat to assist them in
navigating through the COVID-19 pandemic.
Notwithstanding that, it is to be noted that
several industries or companies have made extraordinary profits during the COVID-19 pandemic
while a lot of the businesses were struggling as they had to bear the brunt of business closures
during the Movement Control Order period implemented by the Malaysian Government to curb
the spread of COVID-19.

In this regard, amongst the various corporate income tax initiatives announced in the 2022
Budget, we would like to draw your attention to the following tax initiatives:

a) Cukai Makmur

In line with the Government'’s initiative to assist the rakyat, a special and one-off tax termed as
Cukai Makmur (“loosely translated as Prosperity Tax") has been proposed for companies other
than SME that generate high profits during the COVID-19 pandemic in the form of a 24%
corporate income tax rate for the first RM100 million chargeable income and remaining
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chargeable income at 33%. This one-off tax is proposed to be effective for Year of Assessment
(“YA") 2022 only.

It would appear that the proposed 33%
corporate income tax rate is not targeted at
specific industries, but rather it impacts on all
non-SME companies irrespective of activity
having chargeable income of more than
RM100 million. The additional collection of
taxes would definitely boost our
Government's coffers. Given that this
Prosperity Tax is a one-off in YA 2022, itis
unlikely that there will be any serious
negative repercussions in investor
confidence. After all, many other countries
have had to consider imposing various
measures to collect additional revenues to finance their expenditures during these difficult
times. It is however necessary that this one-off tax is just that — that it is one-off. Should there
be a similar tax introduced the following year, this can be a concern to all.

Having said the above, such a one-off special tax rate can certainly create the motivation to
possibly minimize one’s taxable profits during that year to avoid having to pay the additional 9%
tax. Clearly, this will be a matter that the Inland Revenue Board will take note of and be extra
diligentwhen conducting audits on these large corporates.

Companies that have this level of chargeable income would also need to take note of this
proposal and account for the increase in estimated tax liability for YA 2022 in their tax estimates
to avoid any underestimation penalty.

From an accounting perspective, one would also need to take into consideration the reversal of
temporary differences in year 2022 for deferred tax assets or liabilities as a higher blended tax
rate may need to be used to compute deferred tax for those companies forecasted to have
chargeable income of more than RM100 millionin YA 2022.

b) Carry-Forward of Losses

Presently, with effect from YA 2019,
unabsorbed business losses can only be
carried forward for a maximum of 7
consecutive YAs whereafter any unutilized
amounts will be disregarded. The
unabsorbed business losses carried forward
up to YA 2018 can presently only be carried
forward up to YA 2025. In cognizance of the
constant calls from the business community
and the current circumstances where
businesses are suffering losses during the
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COVID-19 pandemic and therefore unable to fully utilize their business losses within the 7 year
period, it is proposed that these business losses can now be carried forward for a maximum of
10 consecutive YAs. This means that the unabsorbed business losses previously carried
forward up to YA 2018 can now be carried forward up to YA 2028. This is effective
retrospectively from YA 2019.

Even though the above proposal will be much welcomed by taxpayers that have significant
unabsorbed business losses as it accords them more time to utilize them, it is worth noting
that some ASPAC countries such as Singapore, Hong Kong and Australia allow unabsorbed
business losses to be carried forward indefinitely (subject to conditions). In addition, the
proposal also does not recognize many infrastructure projects with long gestation periods
(particularly privatization projects and PPP) that have significant capital costs and borrowings
whereby even with the 10 year loss carry forward rule, it may still result in the inability of such
companies to fully utilize their losses.
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