
Possibility of special 
dividend payouts ahead of 
new 2% tax, say market experts
BY CHERYL POO AND JOHN LAI 

C 
ould the shareholders of famil y -con­
trolled companies on Bursa Malay­
sia that hold substantial retained 
profits be in for a special dividend 
payout this year? 

Market experts say the imposition of the 
new 2% tax on individual shareholders whose 
annual dividends exceed RMl00,000,as an­
nounced during the tabling of Budget 2025 
in parliament recently, may well provide 
the impetus for such companies to pay out a 
special dividend in the remaining months of 
2024 before the tax kicks in, possibly next year. 

Md Yusof, who believes the new tax will have 
a neutral impact on overall market sentiment. 

Some listed companies currently hold 
a considerable amount of cash, where the 
net cash makes up more than 38% of their 
market capitalisation. These include Hong 
Leong Group's manufacturing arm Hong 
Leong Industries Bhd (KL:HLIND), which 
has net cash per share of RM5.62; Oriental 
Holdings Bhd (KL:ORIENT) (net cash per 
share of RM4.09); Kossan Rubber Industries 
Bhd (KL:KOSSAN) (net cash per share of 80 
sen); and Sarawal< Oil Palms Bhd (KL:SOP) 
(net cash per share of RMl.18). 

"Perhaps it makes sense for such fami- 'Minimal Impact on Bursa' 
l y -controlled companies to pay out as much Most of the tax and market experts whom 
as possible before the 2% tax applies since The Edge spoke to believe the 2% tax on div-
they have already paid corporate income tax idend income of more than RMl00,000 is 
on the earnings. If they pay out later, they unlikely to cause an immediate or seismic 
will have to pay the additional 2% tax," TA shift in investment strategies among high-
Investment Management Bhd chief invest- net-worth individuals. 
ment officer Choo Swee Kee tells The Edge. "Since this dividend tax is expected to 

The new dividend tax has been hotly de- impact only affluent, big dividend recipi-
bated by economists, tax experts, company ents, retail or corporate shareholders are 
owners and investors, with some quarters not expected to be affected," Areca Capital 
lamenting that the additional tax imposed Sdn Bhd CEO Danny Wong tells The Edge. 
will be yet another layer of taxation on the "Most investors look for both capital gains 
taxpayer or an additional layer of taxation on and dividend income,and generally the cap-
corporate earnings.However,others argue for ital gains component is larger. Meanwhile, 
its necessity to ensure tax equity. institutions which are most concerned about 

"For the government and the man in the dividends -namely, the Employees Provident 
street, it seems fair to tax those who have          Fund, Kumpulan Wang Persaraan (Diper- 
wealth and have substantial investments in badankan) and Permodalan Nasional Bhd -
shares.Since they receive substantial 'tax-free' are exempted from the 2% tax requirement," 
dividends at the individual level, they should says TA's Choo. 
not mind paying an additional 2% tax.On the Former dealer Yoong, who 
other hand, some may highlight that since has done a back-of-the-enve-
the corporates which declared the said divi- lope calculation on the tax 
<lends already paid income tax on the earn- impact,says: "The average 
ings, it would amount to double taxation on dividend yield for compa-
the same source of income," Choo observes. nies on the FBM KLCI was 

In any case, the tax has yet to be gazetted. 3.5% per annum in August 
Barring the details for now, people expect it 
to take effect in 2025. 

"This should be sufficient time for the 
ultra-high-net-worth individuals to under­
take tax planning," says former dealer and 
high-net-worth investor Ian Yoong, who 
finds the dividend tax acceptable. 

"Based on our understanding of personal 
income tax, dividends are already considered 
taxable income. Therefore, this implies that 
the tax on dividends is in addition to the div­
idends taxed as personal income. This may 
potentially affect the dividend outlook of en­
trepreneur-led companies where other means 
of rewarding shareholders may be considered, 
such as dividend reinvestment schemes or 
share buybacks;' says MIDF Amanah Invest­
ment Bank Bhd head of research Imran Yassin 

2024. You would need a minimum portfolio 
size of RM2.86 million to receive an annual 
dividend income of RMl00,000. My estimate 
of the quantum of tax from this proposed divi­
dend tax is RMBO million to RMllO million. In 
reality, this 2% dividend tax is more for optics." 

The average amount spread among those 
who have to pay this 2% is unlikely to spook 
ultra-high-net-worth investors. 

"On the plus side, there was no inheritance 
tax in the budget announcement.In my discus­
sions with tax accountants on this 2% tax, the 
impact on directors and shareholders of unlist­
ed companies will be marginal;' Yoong adds. 

As for naysayers who believe their funds 
are best moved elsewhere rather than being 
taxed on dividends,Wong agrees that it could 
be a valid line of thinking, since "neighbour­
ing stock markets don't have such a tax on 
dividends".He notes that entrepreneurs who 
own the majority stake in a business may 
choose to relocate to where there is no tax 
on dividends or set up a holding company. 

Not a tax on super rich 
It is understood that the dividend tax will 
not be applied to the private 
vehicles through which 
substantial share-

holders own their stakes in listed companies. 
After all, the 2% dividend tax applies to indi­
vidual shareholders,and not the company. 

When asked, PwC Malaysia tax leader 
Steve Chia explains: "When the listed com­
pany pays dividends to the private vehicle, 
the 2% dividend tax is not applicable. 

"As long as the latter ABC company does 
not onward distribute the dividends to the 
family's individual shareholders, the 2% 
tax will not be triggered. In fact, in such 
a structure, the private entity can use the 
dividends to reinvest and expand its invest­
ments through the family holding company 
without incurring the dividend tax. 

"It is onlywhenABC distributes the profits 
back as dividends to the individual shareholder 
that the 2% tax exposure will be triggered.Most 
established family businesses have a family 
holding company or trust structure to hold 
their investments. Therefore, the application 
of the 2% dividend tax will only be applicable 
when dividends are ultimately distributed 
into the hands of the individual shareholders:' 

In addition, some fund managers have 
pointed out that individual shareholders can 
avoid paying the 2% tax by transferring the 
shares to a holding company in Singapore, 
which in turn will hold the Bursa-listed shares. 

For perspective on how this will be treated, 
Soh Lian Seng,head of tax at KPMG in Malaysia, 
says that under Singapore's tax regime, divi­
dends received by the holding company are not 
subject to tax and the individual shareholders 
receiving the sum are not subject to the 2% tax 
if they receive the dividends directly from a 
Malaysian company. "However,it is important 
to be mindful of the potential tax implications 
when remitting foreign-sourced income back 
to Malaysia, as tax may be incurred if the ex­
emption conditions are not met," he adds. 

Soh stresses that tax should not be viewed 
in isolation,such as focusing solely on whether 

a tax is imposed on dividends, but 
that a broader view is necessary, 
taking into account factors like 
the intended duration of share­
holding,future disposal plans and 

the implications of share disposal. 
"Consider,forexample,whethercapi­

tal gains tax would applyunder Section 
lSC of the Income Tax Act 1967.Ad­

ditionally, other expenses and 
compliance costs must be 
taken into account;' he adds. 

It is worth noting that 
the new tax could apply to the 

dividends received by mutual 
funds' shareholders. 
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