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Highlights of 
Budget 2007 
“Implementing the National Mission 
Towards Achieving the National 
Vision” – the theme of the 2007 
Budget that spells out the action 
plan to spearhead the 
implementation of the National 
Mission towards realising Vision 
2020 expeditiously. 

Amongst the many changes and 
new proposals introduced in the 
recent Budget 2007 delivered by the 
Prime Minister, the reduction in 
corporate tax rate by 2% in two 
stages during the next two years 
has been the major highlight of this 
2007 Budget. 

Below are the changes that affect 
corporate tax payers :- 

1. Review of Corporate Income Tax 
Rate  
The income tax rate for 
companies (including SMEs), a 
trust body, an executor of an 
estate of a deceased individual 
who was domiciled outside of 
Malaysia at the time of his death 
and a receiver, is to be reduced 
by 2 percentage points in 2 
stages. For year of assessment 
(YA) 2007, the rate will be 
reduced from 28% to 27% and 
for YA 2008, it is proposed that 
the rate be reduced to 26%. 

 

 

 

 

 

 

 
 
 
 
 
 
2. Here are some of the updates 
affecting companies in Malaysia of 
various sectors/industries :- 
 
a) Updates Affecting Companies In  
    The Islamic Banking Sector 
 
�   Income tax exemption for Islamic   
    banking and Takaful business 
 
Full tax exemption for 10 years 
under the Income Tax Act, 1967 is 
to be given to Islamic banks and 
Islamic banking units licensed under 
the Islamic Banking Act 1983 on 
income derived from Islamic banking 
business conducted in international 
currencies including transactions 
with Malaysian residents; and 
takaful companies and takaful units 
licensed under the Takaful Act 1984 
on income derived from takaful 
business conducted in international 
currencies including transactions 
with Malaysian residents. 
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�  Tax exemption for companies  
    managing foreign Islamic funds 
 
Local and foreign companies 
managing funds of foreign investors 
established under the Shariah 
principles are to be given full income 
tax exemption on the management 
fees for 10 years, subject to such 
funds being approved by the 
Securities Commission. 
 

  
�  Deduction on expenses to   
    establish Islamic stock broking  
    company 
 
Expenses incurred prior to the 
commencement of an Islamic stock 
broking business are to be allowed 
as a tax deduction. This incentive is 
subject to the condition that the 
company commences its business 
within a period of 2 years from the 
date of approval by the Securities 
Commission. 
 

�   Extension of tax incentive for   
    issuance of Islamic securities 
 
A tax deduction is allowed for 
expenditure incurred on the 
issuance of Islamic securities based 
on leasing (Ijarah), progressive 
sales (Istisna’), profit sharing 
(Mudharabah) and profit and loss 
sharing (Musyarakah), from 3 July 
2004 until the year of assessment 

2007. This incentive is to be 
extended for another 3 years, until 
the year of assessment 2010. It 
shall also be given to all Islamic 
securities products approved by the 
Securities Commission. 
 

�   Review of tax treatment on 
    special purpose vehicle (“SPV”)    
    for Islamic financing 
 
The SPV will not be subject to 
income tax and accordingly will not 
be required to comply with the 
administrative procedures under the 
Income Tax Act 1967. The company 
that establishes the SPV will be 
given a deduction for the cost of 
issuance of the Islamic securities 
incurred by the SPV. Income 
received by the SPV will be deemed 
as income received by the company 
that establishes the SPV and 
assessed to tax in the hands of the 
company. These incentives are 
given, provided that the SPV is 
established solely for the purpose of 
Islamic financing approved by the 
Securities Commission. 
 

�   Exemption of stamp duty on   
    Islamic financing instruments 
 
20% stamp duty exemption is given 
on instruments used in Islamic 
financing for a period of 3 years. 
This is given after the stamp duty is 
exempted for purpose of tax 
neutrality and it is subject to the 
condition that the Islamic financial 
products are approved by the Bank 
Negara Malaysia Syariah Advisory 
Council or Securities Commission 
Syariah Advisory Council. 
 
�   Reduction of stamp duty on SME   
    instruments 
 
The rates of stamp duty are reduced 
for instruments under the syariah for 
small and medium enterprises.  
 
 

 
 
b) Updates Affecting Companies In   
    The Banking Sector     
 
�   Incentive for banks to set up   
    operations overseas 
 
Profits of newly established 
branches overseas or remittance of 
profits of new overseas subsidiaries 
are exempted from income tax for 5 
years. This is subject to the 
condition that such branch or 
subsidiary commences operations 
within a period of two years from the 
date of approval by Bank Negara 
Malaysia. 
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c) Updates Affecting Investment   
    Holding Companies     
     
�   Review of definition of investment   
    holding company 
 
An investment holding company is 
redefined as a company whose 
activities consist mainly of the 
holding of investments and not less 
than 80% of its gross income other 
than gross income from a source 
consisting of a business of holding 
of an investment (whether exempt or 
not) is derived therefrom. The 
business of holding an investment is 
defined as a business of letting of 
property where a company in any 
year of assessment provides any 
maintenance or support services in 
respect of the property. 
 
d) Updates Affecting Companies In   

    Property Development Sector     
     

�   Special tax treatment for the   
    property development and   
    construction business 
 

 
 
It is proposed that special 
regulations are to be formulated and 
published in the Gazette for the 
purpose of bringing the property 
development and construction 
businesses within the ambit of 
Paragraph 36(a)(iv) of the Income 
Tax Act 1967. The salient features 
of the regulations include issues 
pertaining to the recognition of 
income, date of commencement of 

business, date of completion of a 
project or contract, revision of 
estimates, deductibility of expenses 
incurred during the defect liability or 
warranty period and final accounts. 
 
e) Updates Affecting Companies In   
    Biotechnology Industry     
 
�   Review of incentives for 

biotechnology industry 
 
The following proposals have been 
made in respect of the above 
incentive: 
 
i. The date of commencement of the   
   exemption period has been   
   amended from the date of      
   commercial production to the first   
   year the company derives profit; 
 
ii. Upon expiry of the tax exemption   
   period, a bionexus company is   
   given a concessionary tax rate of   
   20% on income from qualifying  
   activities for 10 years;  
 
iii. A company or an individual   
    investing in a bionexus company   
    is given a tax deduction   
    equivalent to the total investment  
    made in seed capital and early   
    stage financing;  
 
iv. A bionexus company undertaking   
    merger and acquisition with a   
    biotechnology company is given   
    exemption of stamp duty and real   
    property gains tax within a period   
    of 5 years until 31 December             
    2011;     
 
v. Buildings (constructed or   
   purchased) used solely for the   
   purpose of biotechnology research  
   activities are given accelerated   
   industrial building allowance over   
   a period of 10 years.  
 
 
 
 

f) Updates Affecting Tour Operators   
   
�   Tax incentives for tour operators  
 
Income tax exemption for tour 
operators on income derived from 
the business of operating domestic 
tour packages participated by at 
least 500 inbound tourists per year 
or 1,200 local tourists per year is to 
be extended for another 5 years 
until year of assessment 2011. In 
addition, tour operators are given 
50% excise duty exemption on 
locally assembled 4WD vehicles. 
 

 
 
g) Updates Affecting Venture Capital   

    Companies   
    
�  Review of tax treatment for    
   venture capital companies 
 

The percentage of investment funds 
in venture companies in the form of 
seed capital is to be reduced from 
70% to 50% for venture capital 
companies to enjoy income tax 
exemption for 10 years. 
 
3. Updates Affecting Companies   

    Located in Promoted Areas   
 

�   Extending the promoted areas
  

Companies located in Perlis and 
undertaking promoted activities or 
producing promoted products will be 
eligible to apply for the enhanced 
incentives similar to those presently 
given to companies located in the 
promoted areas. The present 
promoted areas are the Eastern 
Corridor of Peninsular Malaysia 
(which includes Kelantan, 



August 2006 

4             Special Edition: 2007 Budget & Tax Highlights Newsletter  

 

Terengganu, Pahang and the district 
of Mersing in Johor) as well as 
Sabah and Sarawak. 
 
4. Real Estate Investment Trusts   

      (“REITs”) 
 
�  Review of incentives for real 

estate investment trusts 
 
REITs are to be exempted from tax 
on all income provided that at least 
90% of their total income is 
distributed to the investors. If this 
condition is not complied with, the 
REITs will then be subject to income 
tax, while all their investors are 
eligible to claim tax credit. 
 
5. Updates Affecting Companies   
    Assessed Under Petroleum Income   

    Tax Act (PITA), 1967 
 
�  Amendment in relation to 

expenditure incurred in 
sponsoring arts or cultural activity 

 
Tax deduction of up to RM200,000 
given for expenditure in sponsoring 
any arts or cultural activity approved 
by the Ministry of Culture, Arts and 
Tourism, is to be restricted to 
expenditure incurred in sponsoring 
any arts or cultural activity approved 
by the Ministry of Tourism. 
 
�  Increase in deduction and 

widening the scope of donation 
for charitable activities   

 
Contributions towards sports 
activities and for projects of national 
interest, which have been approved 
by the Minister of Finance, are given 
tax deduction. The contributions 
include contributions towards sports 
bodies approved by the 
Commissioner of Sports appointed 
under the Sports Development Art, 
1997. It is also proposed that the 
deduction for the total contributions 
(charitable activities, sport activities 
and projects of national interest) be 
increased to 7% of the aggregate 
income of the companies. 

On the other hand, here are some of 
the updates affecting individuals :- 
 
6. Updates Affecting Individuals 
 
�  Review of tax incentive for the 

purchase of computer  
 
The rebate of RM500 given once in 
every 5 years is replaced by a tax 
relief of up to RM3,000 given once 
in every 3 years. In the case of 
combined assessment, the expense 
is deemed to be incurred by the 
spouse who pays income tax. 
 

 
 
�  Increase in tax relief for the 

purchase of books  
 
The book relief of up to RM700 for 
each year for the purchase of books, 
journals, magazines and other 
similar publication, is increased to 
RM1,000. 
 
�  Extension of scope of relief for 

further education 
 
The relief of RM5,000 is to be 
extended to include courses in 
Islamic Financing. 
 
�  Enhancing tax treatment on local 

leave passage 
 
The tax exemption given to 
employees for local leave passage 
provided by employers is to be  
 
extended to include expenses on 
meals and accommodation. 

 
�  Income tax exemption on 

perquisite in relation to service 
awards  

 
Income tax exemption of up to a  
maximum amount or value of  
RM1,000 is to be given to each 
employee in respect of long service 
award. This exemption shall only be 
given to employees who have 
served the same employer for more 
than 10 years. 
 
�  Extension of income tax 

exemption on compensation for 
loss of employment 

 
Payments received by an employee 
pursuant to a separation scheme 
where employees are given an 
option for an early termination of an 
employment contract is to be 
exempted from income tax provided 

 

Quick Review of 
Updates Affecting 
Individuals 

�  Tax Relief  
�  Purchase of computer 
      - Up to RM3,000 every 3    
        Years 
 
�  Purchase of books 
     - Up to RM1,000 annually 

 
�  Exemption on  
   compensation for loss   
   of employment 
 
�  Exemption on perquisite 

on service awards 
 
�  Exemption for seafarers  
   working on board 
 
�  Tax deductions on  
   investment in   
   biotechnology industry 
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that such schemes do not expressly 
or impliedly provide for the 
employee to be reemployed by the 
same employer or any other 
employer. 
 
�  Income tax exemption for 

seafarers working on board a 
foreign ship 

 
The income of an individual, derived 
from exercising an employment on 
board a ship used in a business 
operated by a person being a 
registered owner of a ship under the 
Merchant Shipping Ordinance 1952, 
who is resident in Malaysia, is to be 
exempted from income tax. 
 

 
 
�  Review of incentives for 

biotechnology industry 
 
An individual investing in a bionexus 
company is given a tax deduction 
equivalent to the total investment 
made in seed capital and early 
stage financing. 
 
 
7. Updates Affecting All Companies 
 
�  Tax deduction for sponsoring arts 

and cultural performance 
 
The tax deduction on the 
expenditure incurred to sponsor 

local and foreign arts and cultural 
performances approved by the 
Ministry of Culture, Arts and 
Heritage is to be increased to 
RM500,000 per annum of which the 
expenditure incurred for sponsoring 
foreign arts and cultural 
performances remains at 
RM200,000 per annum.  
 
�  Tax treatment on payment for 

rental of ships  
 
Rental payments for ships under 
voyage charter, time charter or bare 
boat charter paid to a non-resident 
by a resident company in Malaysia 
is to be exempted from withholding 
tax. 
 

 
 
�  Increase in deduction and 

widening the scope of donation 
for charitable activities 

 
Contributions towards sports 
activities and for projects of national 
interest, which have been approved 
by the Minister of Finance, are given 
tax deduction. The contributions 
include contributions towards sports 
bodies approved by the 
Commissioner of Sports appointed 
under the Sports Development Art, 
1997. It is also proposed that the 
deduction for the total contributions 
(charitable activities, sport activities 
and projects of national interest) be 

increased to 7% of the aggregate 
income of the companies. 
 

 
 
�  Group relief – introduction of 

appeal procedure for penalty on 
tax undercharged  

 
Should the surrendering company 
give incorrect information in the 
return furnished under Section 77A 
of the Income Tax Act, 1967 in 
respect of the amount of adjusted 
loss surrendered for the claim of 
group relief by the claimant 
company, the Director General of 
Inland Revenue may impose penalty 
on the surrendering company of an 
amount equal to the amount of tax 
which had or would have been 
undercharged by the claimant 
company in consequence of the 
incorrect information. If the 
surrendering company is dissatisfied 
with the penalty imposed, it may 
now within thirty days of being 
notified of the penalty, appeal to the 
Special Commissioners of Income 
Tax.   
 
�  Review of incentives for 

biotechnology industry 
 
A company investing in a bionexus 
company is given a tax deduction 
equivalent to the total investment 
made in seed capital and early 
stage financing. 
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�  Extending the incentive for 
promotion of Malaysian brand 
name to a company within the 
same group 

 
Double deduction on expenses 
incurred on advertising Malaysian 
brand names is to be extended to a 
company within the same group that 
has incurred the advertising 
expenditure. This is provided that 
the company must be owned more 
than 50% by the registered 
proprietor of the Malaysian brand 
name and the deduction can only be 
claimed by one company in a year 
of assessment. 
 
�  Extending the scope of incentive 

for the capital market graduate  
    Training scheme  
 
Companies, both listed and unlisted 
under the supervision of the 
Securities Commission, which 
undertake their own in-house 
training schemes for graduates will 
be eligible for the double deduction 
incentive, provided these 
programmes have been certified by 
the Securities Commission. 
 
8. Updates Affecting Cooperatives     
    and Trust Bodies 
 
·  Tax treatment on zakat paid by  
   cooperatives and trust bodies  
 
Zakat on business income paid by 
cooperative and trust bodies to 
Islamic religious authorities is to be 
allowed as a deduction subject to a 
maximum of 2.5% of their aggregate 
income. 
 
9. Updates Affecting All Taxpayers 
 
�  Review of penalty on withholding 

tax 
 
The 10% penalty on withholding tax 
is to be imposed on the amount of 
unpaid tax and not the gross 
payment made to a non-resident or 

on the income distributed in the 
case of a REIT or a PTF. 
 
�   Amendment of Section 37F and 

Section 42B of the Schedule 3 – 
industrial building allowance   

 
Building used by a person solely for 
the purpose of a hotel is to be 
registered with the Ministry of 
Tourism instead of the Ministry of 
Cultural, Arts and Tourism in order 
to qualify for IBA. The capital 
expenditure incurred by a person on 
the construction or purchase of a 
building for a school or an 
educational institution is to be 
approved by the Minister of 
Education or Minister of Higher 
Education or the relevant authority 
in order to qualify for IBA. 
 

 
 
 
�  Review of tax treatment on 

release of debt 
 
Where capital allowances under 
Schedule 3 of the Income Tax Act 
1967 have been made on 
expenditure in computing the 
statutory income of a business for a 
year of assessment, the whole or 
any part of a debt in respect of such 

expenditure so released in the 
relevant period will be treated as 
gross income of the period. 
 
�  Review of tax treatment on  
     leave passage 
 
The provision of a benefit or amenity 
to an employee by an employer 
consisting of a leave passage to 
facilitate a yearly event within 
Malaysia which involves the 
employer, the employee and the 
immediate family members of that 
employee, is to be allowed as a 
deduction in ascertaining the 
adjusted income of a person for the 
basis period for a year of 
assessment. 
 
�  Advance rulings in income tax 

administration 
 
A specific provision is to be 
introduced under the Income Tax 
Act, 1967 to allow a taxpayer to 
request for an advance ruling from 
the Director General of Inland 
Revenue on the application of any 
provision of the Income Tax Act, 
1967 to a particular type of 
arrangement.   
 
�  Framework for tax audit and 

investigation by Inland Revenue 
Board 

 
The existing Guide on Tax Audit is 
to be updated and the framework for 
tax investigation is to be issued by 
the IRB. 
 
 
 
�  Removal Of Tax Rebate On Loan 

To A Small Business 

A person, who gives any loan to a 
small business, shall no longer be 
eligible for a tax rebate of an amount 
equivalent to 2% (prorated per 
annum), or such other rate 
prescribed by the Minister of 
Finance from time to time, on the 
outstanding balance of the loan 
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before any set-off is made under 
Section 110 and any credit is 
allowed under Section 132 or 
Section 133. 
 
�  Extending the scope of tax 

incentives for financial institutions 
 
Profits or interest income received 
by non-residents from financial 
institutions established under the 
Islamic Banking Act, 1983 and other 
financial institutions approved by the 
Minister of Finance is to be 
exempted from tax. 
 

 
 
�  Review of incentives for real 

estate investment trusts 

Non-corporate investors 
especially resident and non-
resident individuals and other 
local entities that receive income 
distributed from real estate 
investment trusts (“REITs”) listed 
on the Bursa Malaysia are 
subject to a final withholding tax 
of 15% for 5 years. Foreign 
institutional investors especially 
pension funds and collective 
instrument funds that receive 
income distributed from REITs 
listed on the Bursa Malaysia are 

subject to a final withholding tax 
of 20% for 5 years. 

�  Review of tax treatment on 
bilateral credit 

For the purpose of ascertaining the 
bilateral credit, the proportion of 
foreign income referred to is the 
“statutory income” in respect of that 
foreign income. This “foreign 
income” shall include income 
derived from Malaysia charged to 
foreign tax.  
 
�  Establishment of Customs 

Appeal Tribunal 
  
An independent body in the form of 
a Customs Appeal Tribunal is to be 
established to decide on appeals 
against the decisions of the Director 
General of Customs pertaining to 
matters under the Customs Act 
1967, Sales Tax Act 1972, Service 
Tax Act 1975 and the Excise Act 
1976. 
 
�  Introduction of Customs Rulings

  
Application for Customs rulings 
under the Customs Act 1967, Sales 
Tax Act 1972, Service Tax Act 1975 
and the Excise Act 1976 can be 
made with respect to the 
classification of goods, 
determination of taxable services 
and the principles of determination 
of value of goods and services. 
 
 
 
 
 
�  Review of eligibility period to 

claim refund of sales tax and 
service tax related to bad debts
  

The period in respect of which the 
debt must be outstanding has been 
reduced from 12 months to 6 
months. In addition, refunds can 
also be claimed on bad debts which 
have been provided for in the 
accounts. 

 
�  Review of compound or fine for 

under declaration and smuggling 
of goods 

 
The minimum compound for any 
offences of under declaration of 
value of goods and smuggling shall 
be 5 times of the total duty.  
 
�  Review of excise duty on 

cigarettes, tobacco products and 
alcoholic beverages 

 
The proposed increase of excise 
duty on cigarettes, tobacco products 
and alcoholic beverages are as 
follows :- 
 
i. Cigarettes and tobacco products   
   are approximately RM10.00/kg or   
   RM0.01/stick. 
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ii. Alcoholic beverages with alcohol   
   strength by volume of less than   
   80% volume are approximately   
   RM5.00/litre. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

�  Conditional contract 
 
Where a contract for the disposal of 
an asset is conditional and the 
condition is satisfied by the exercise 
of a right under an option or 
otherwise, the acquisition and 
disposal of the asset shall be 
regarded as taking place at the time 
that the contract is made, unless – 
 
i. the acquisition or disposal requires   
   the approval by the Government   
   or an authority or committee   
   appointed by the Government, the   
   date of disposal shall be the date    
   of such approval; or 
 
ii. the approval referred to in   
   paragraph (a) above is conditional,   
   the date of disposal shall be the   
   date when the last of such    
   conditions is satisfied. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

�  Transfer of assets into stock 
 
A chargeable asset shall be deemed 
to be disposed of if an asset 
acquired or held by a person is 
taken into trading stock.  The 
disposal price of the chargeable 
asset shall be equal to the market 
value at the date the asset is taken 
into stock. 
 
 

 

 

 

 

 

Learn more at our 2007 Budget & Tax Planning Semina r 
Thursday, 7 September 2006 �  Hilton Hotel, Kuala Lumpur �  8:30 am -5 pm 
RSVP: Carol – 03.2166.0000, ext. 251/ carol@horwathkl.com  
1-day Seminar Fees: RM298 (Horwath clients)/ RM368 (non-clients) per pax 
 
For more information: www.horwath.com.my or email: info@horwathkl.com   
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