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Overview and Commentary

Key Message

“2027 Budget builds on existing tax regimes and initiatives,
improving tax efficiency through digitalization while strengthening
compliance across the corporate sector. Together, these measures
signal a tax framework that seeks to balance competitiveness,
revenue and accountability. As businesses navigate rapid
i technological and global change, the true measure of success will

Poh Sin Yue not be how much tax is saved, but whether the system can foster

Partner innovation, support transformation and enable businesses to remain

Corporate Tax o .

G e competitive in the long term. UItl_mater, a future-ready tax sysftem
should do more than provide relief. It should create the conditions for
sustainable growth.”

Corporate Tax Reimagined: Incentives, Investment and Integrity

2027 Budget offers an interesting glimpse into
the Government's vision for Malaysia’s corporate
tax system. While tax incentives and other
headline measures may attract the most
attention, the broader message appears to be
one of balancing competitiveness and
accountability.

The Government's objectives are clear. Against a
backdrop of global economic uncertainty and
rising living costs affecting both the rakyat and
businesses, the Budget introduces a range of
measures aimed at alleviating cost pressures,
encouraging investment and supporting
economic resilience.

~

One of the headline measures is the proposed reduction in corporate income tax rates for small and
medium enterprises ("MSMEs"), lowering the tax rate on the first RM150,000 of chargeable income from
15% to 14%, and on the next RM450,000 from 17% to 16%, effective from YA 2027. Given that MSMEs
accounts for the vast majority of business establishments in Malaysia, the measure is a welcome step
towards supporting business growth and entrepreneurship.

However, the relief should be viewed in the broader business context. Operating costs remain elevated,
driven by higher fuel prices, electricity tariffs and the newly announced increase in the minimum wage
from RM1,700 to RM2,000. While MSMEs with annual revenue not exceeding RM50 million have been
granted an exception from the minimum wage increase, questions remain as to whether the proposed
tax savings will be sufficient to offset the wider cost pressures faced by businesses.

This raises a broader question: are the measures intended to provide temporary relief, or are they
sufficiently transformative to enhance long-term business competitiveness? While tax rate reductions are
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undoubtedly welcomed, businesses continue to face increasing operating costs and investment
requirements. The challenge for policymakers is whether tax measures alone can meaningfully
accelerate productivity improvements and help businesses move up the value chain.

Beyond tax rate reductions, the Government has also enhanced the capital allowance regime for small-
value assets by increasing the qualifying asset threshold from RM2,000 to RM3,000 per asset, while
raising the annual claim limit for non-MSMEs from RM20,000 to RM30,000. Although seemingly modest,
these measures provide businesses with greater flexibility in claiming tax deductions on lower-value
capital expenditures and may encourage continued reinvestment in business operations. For
businesses, this is also a timely prompt to consider whether capital expenditure is being classified
correctly, supported by complete records and fully reflected in capital allowance claims. Unclaimed or
under-optimised allowances may represent tax value that has already been invested in but not yet
realised.

Similarly, the extension of the accelerated capital allowance ("ACA") incentive for qualifying expenditure
on plant, machinery, ICT equipment and customised software development until 31 December 2030
reinforces the Government's commitment to supporting digitalization, automation and business
productivity. Significantly, the ACA remains available for machinery and equipment acquired from local
manufacturers, underscoring a policy objective that extends beyond capital investment to stimulating
domestic manufacturing activity and strengthening local supply chains. Businesses planning major
technology or automation projects should therefore consider the tax treatment early, together with
procurement, financing and implementation decisions, rather than only after the expenditure has been

incurred. The timing of contracts, the identity of the supplier, the nature of the asset and the supporting
documentation may determine whether the intended tax benefit is available.

Consider, for example, a business embarking on a multi-year automation program. If the tax, finance,
procurement and operations teams assess the project together at the planning stage, the business can
identify potentially qualifying expenditure, evaluate local sourcing requirements and establish the
documentation trail from the outset. If tax is considered only after commissioning, the business may find
that contracts, invoices or asset descriptions do not clearly support the intended claim, even where the
investment itself may have been commercially justified.
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At the same time, 2027 Budget does not focus solely on delivering tax relief. A notable compliance-
driven measure is the proposal to restrict the deductibility of salary expenses to payments made through
financial institutions or prescribed cashless payment instruments, with the exception of MSMEs. Effective
from YA 2028, affected employers should review their payroll arrangements before the requirement
takes effect. This includes considering how salaries and other employee-related payments are made,
whether exceptions are handled outside the central payroll process, and whether payment records can
be readily reconciled to payroll and accounting data. The issue is therefore not only whether payments
are cashless, but whether the relevant controls and evidence are sufficiently robust to support the
deduction.

Viewed from a policy perspective, this measure appears to be about more than tax deductibility. It
reflects a broader shift towards greater transparency, traceability and formalisation within the economy.
As tax administrations increasingly leverage digital tools and data analytics, inconsistencies between tax
filings, payroll records, financial accounts and transactional data may become more visible. Businesses
should therefore ask whether their tax governance framework, systems and documentation are ready for
a more connected compliance environment, and whether responsibility for the quality and integrity of tax-
relevant data is clearly established across the relevant business functions.

While many of the measures are targeted towards corporations and MSMEs, their impact may extend
beyond the business community. Lower tax costs, enhanced deductions and reduced financing frictions
could potentially give rise to a wave of local entrepreneurship. In turn, this could contribute to greater job
creation, business expansion and economic activity.

Taken together, 2027 Budget presents a coherent narrative. The Government appears to be using tax
measures to stimulate business activity, encourage investment and support digital transformation, while
simultaneously strengthening the integrity of the tax system through measures aimed at improving
transparency and reducing leakages. For businesses, the message is equally clear: tax outcomes will
increasingly depend not only on what is spent, but on how early tax is considered, how transactions are
executed and how effectively the underlying data and documentation can withstand scrutiny.

That said, the Budget also highlights areas where further reforms could potentially be considered. As
businesses increasingly focus on productivity, automation, artificial intelligence and workforce
transformation, there may be scope for more targeted measures that directly support innovation and
long-term competitiveness. In an increasingly competitive regional landscape, the conversation may
gradually shift from whether Malaysia offers tax incentives, to whether it offers sufficient support for
businesses to innovate, scale and compete globally.

Overall, 2027 Budget reflects a continuing policy focus on strengthening business competitiveness,
supporting investment and digitalisation, facilitating entrepreneurship, and enhancing tax compliance
across the corporate sector. The immediate task for businesses is to translate these measures into
practical questions: Are planned investments structured to access the available incentives? Are capital
allowances being fully optimised? Are payroll arrangements ready for the new deductibility
requirements? And can existing systems and controls support an increasingly digital and data-driven
compliance environment? Ultimately, the success of 2027 Budget will not be measured by how much tax
is saved, but by whether it encourages businesses to invest more deliberately, operate more
transparently and compete more effectively.



Authors

Poh Sin Yue

Partner
Corporate Tax

sypoh@kpmg.com.my

Harith Abdul Rahman

Assistant Tax Manager
Corporate Tax

harithrahman@kpmg.com.my

© 2026 KPMG  Té
affiliated with K

Nik Nabilah Nik Amiruddin

Director
Corporate Tax

nabilahamiruddin@kpmg.com.my

Nur Izzahhani Mohd Noor

Assistant Tax Manager
Corporate Tax

izzahhanimohd@kpmg.com.my



mailto:sypoh@kpmg.com.my
mailto:nabilahamiruddin@kpmg.com.my
mailto:harithrahman@kpmg.com.my
mailto:izzahhanimohd@kpmg.com.my

ContactUs

Petaling Jaya Office

Soh Lian Seng

Partner — Head of Tax and Tax Dispute Resolution
Isoh@kpmg.com.my

+603 7721 7019

Tai Lai Kok

Partner — Head of International & Domestic Tax
Advisory

[tai1 @kpmg.com.my

+603 7721 7020

Bob Kee

Partner — Head of Transfer Pricing
bkee@kpmg.com.my

+603 7721 7029

Chang Mei Seen

Partner — Head of Investment & Tax Incentives
meiseenchang@kpmg.com.my

+603 7721 7028

Outstation Offices

Penang Office

Poh Sin Yue
Partner
sypoh@kpmg.com.my
+603 7721 7285

Johor Office

Ng Fie Lih
Partner
flng@kpmg.com.my
+603 7721 2514

Ipoh Office

Crystal Chuah Yoke Chin
Associate Director
ycchuah@kpmg.com.my
+603 7721 2714

© 2026 KPMG Tax Services Sdn. Bhd., a company incorporated under Malaysian law and a member firm of the KPMG global organization of independent

Neoh Beng Guan

Partner — Head of Corporate Tax

bneoh@kpmg.com.my
+603 7721 7025

Long Yen Ping

Partner — Head of Global Mobility Services

yenpinglong@kpmg.com.my
+603 7721 7018

Ng Sue Lynn

Partner — Head of Indirect Tax
suelynnng@kpmg.com.my
+603 7721 7271

Eastern Malaysia

Titus Tseu

Tax Advisor
titustseu@kpmg.com.my
+603 7721 2822

Chan Wing Hong
Partner
whchan@kpmg.com.my
+603 7721 7424

Caroline Chong

Director
carolinechong@kpmg.com.my
+603 7721 2818

member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved.



KPMG Offices

Petaling Jaya

Level 10, KPMG Tower,

8, First Avenue, Bandar Utama,
47800 Petaling Jaya, Selangor
Tel: +603 7721 3388

Fax: +603 7721 3399

Email: info@kpmg.com.my

Penang

Level 18, Hunza Tower,
163E, Jalan Kelawei,
10250 Penang

Tel: +604 238 2288

Fax: +604 238 2222
Email: info@kpmg.com.my

Kuching

Level 2, Lee Onn Building,
Jalan Lapangan Terbang,
93250 Kuching, Sarawak
Tel: +6082 268 308

Fax: +6082 530 669
Email: info@kpmg.com.my

Miri

1st Floor, Lot 2045,

Jalan MS 1/2,

Marina Square, Marina Parkcity,
98000 Miri, Sarawak

Tel: +6085 321 912

Fax: +6085 321 962

Email: info@kpmg.com.my

Kota Kinabalu

Lot 3A.01 Level 3A,

Plaza Shell,

29, Jalan Tunku Abdul Rahman,
88000 Kota Kinabalu, Sabah
Tel: +6088 363 020

Fax: +6088 363 022

Email: info@kpmg.com.my

Johor

Level 3, CIMB Leadership Academy,
No. 3, Jalan Medini Utara 1,

Medini Iskandar,

79200 Iskandar Puteri, Johor

Tel: +607 266 2213

Fax: +607 266 2214

Email: info@kpmg.com.my

Ipoh

Level 17, Ipoh Tower,

Jalan Dato’ Seri Ahmad Said,
30450 Ipoh, Perak

Tel: +605 253 1188

Email: info@kpmg.com.my

Some or all of the services described herein may not be permissible for KPMG audit
clients and their affiliates or related entities.

n f© X ¢

kpmg.com.my/Tax

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we
endeavor to provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it will
continue to be accurate in the future. No one should act on such information without appropriate professional advice after a thorough examination of the
particular situation.

© 2026 KPMG Tax Services Sdn. Bhd., a company incorporated under Malaysian law and a member firm of the KPMG global organization of independent
member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved.

The KPMG name and logo are trademarks used under license by the independent member firms of the KPMG global organization.


http://www.kpmg.com.my/tax
https://www.facebook.com/kpmgmalaysia/
https://www.instagram.com/kpmgmalaysia/
https://www.linkedin.com/company/kpmg-malaysia
https://twitter.com/kpmg_malaysia
https://www.tiktok.com/@kpmg.malaysia

	Key Message
	Corporate Tax Reimagined: Incentives, Investment and Integrity
	Authors

