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Paragraph 1.5 of MTPG 2024: What You Need to Know

How should Paragraph 1.5(a) to 1.5(d) of the Malaysia Transfer Pricing Guidelines (MTPG) 2024 be applied to determine eligibility for the
exemption from preparing a Contemporaneous Transfer Pricing Documentation (CTPD)?

To determine whether a taxpayer is exempted from preparing a CTPD under Paragraph 1.5, each condition under paragraph 1.5 must be reviewed
sequentially. That is, the taxpayer must assess the conditions from item (a) through (d), in order. If a condition is not met, the taxpayer must
proceed to evaluate the next item.

For example, if none of the conditions under paragraphs 1.5(a) to (c) are met, the taxpayer must assess whether the exemption under paragraph
1.5(d) applies. Please take note that under paragraph 1.5(d), the exemption will not apply if:

(i) one of the parties enjoys tax incentives;
(ii) both parties are taxed at different headline tax rates; or
(iii) one of the parties has suffered losses for two consecutive years prior to the controlled transactions

If any of the above conditions under paragraph 1.5(d) apply, the controlled transaction is not exempt from TPD requirements.
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1.5(b) individuals carrying on a business (including
é partnership) who only engaged in domestic
controlled transactions?

4
@ & 3 CTPD is not required

1.5(c) person who entered into controlled
transactions with a total amounting to not more
than RM1 million? ¢

CTPD is not required € @

Question: Does the RM1 million threshold include financial assistance when
determining the requirement to prepare CTPD?

Answer: Yes, the RM1 million threshold refers to the total value of all controlled
transactions in a Year of Assessment (YA), which includes both operational
transactions (e.g., the sale and purchase of goods or property, plant and
equipment (PPE), and the provision of services) and financial assistance (e.g.,
intercompany loans, advances, or financial guarantees).

Scenario:

For example, if Company A undertakes the following controlled transactions in
YA 2025:

¢ Purchase of goods and provision of services amounting to RM950,000; and
¢ Financial assistance received from a related party amounting to RM500,000,
the total value of controlled transactions would be RM1,450,000.

As this exceeds the RM1 million threshold, Company A would not qualify for the
exemption under Paragraph 1.5(c) for YA 2025.

In the absence of any other applicable exemptions (e.g., under Paragraph
1.5(d)), Company A would be required to prepare at least the minimum CTPD
for YA 2025, subject to the requirements and thresholds set out in the MTP
2024.

1.5(d) Ferson who entered solely into a domestic
controlled transaction with another person where
both parties:

(i) do not enjoy tax incentives;

(ii) are taxed at the same headline tax rate; or (and)

(iiif) do not suffer losses for two consecutive years prior
to the controlled transactions?
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1.5(d)(i) Do Not Enjoy Tax Incentives 1.5(d)(iii) Do Not Suffer Losses for Two Consecutive Years

Question #1: How are 'loss' and timeline for the ‘two consecutive’ YA determined
according to paragraph 1.5(d)(iii)?

Question #1: Please clarify the scope of 'tax incentives' as defined in this
context?

Answer #1: For the purpose of the exemption under paragraph 1.5(d)(i), tax
incentives are defined as those granted under Section 127 of the Income Tax
Act 1967 (ITA), the Promotion of Investments Act 1986, and Schedules 7A and
7B of the ITA.

Answer #1: For the purpose of the 1.5(d)(iii) exemption, the determination of loss
is based on accounting losses, specifically the loss before interest and tax (LBIT).
The 'two consecutive YA' refers to the period immediately preceding the tested YA,
inclusive of any start-up years.

This definition applies to all eligible taxpayers, regardless of whether the
incentives are actually claimed. However, once an exempt period expires, any
remaining unutilised allowances are not considered active incentives.

Scenarios for Do Not Suffer Losses for Two Consecutive Years :

The tested YA for the following scenarios is YA 2025 with assumptions:
The incentives under double deduction, special deduction, and further
deduction provisions of the ITA are not considered to be regarded as incentives

¢ Company A and Company B satisfy the other two conditions:
for transfer pricing purposes.

o both companies do not enjoy tax incentives

o both companies are taxed at same headline tax rates
¢ Only engaged in domestic controlled transactions
Question #2: A Sdn Bhd (taxed at 24%) provides management services to its ¢ The total amount of controlled transactions during the YA exceeds RM1 Million
related company, B Sdn Bhd, which enjoys a BioNexus tax exemption. Both
companies are profitable and only have domestic controlled transactions. Do
they qualify for exemption from preparing CTPD for YA 2025?

Audited
Answer #2: Although the transactions are purely domestic and both X .
companies are profitable, B Sdn Bhd enjoys a tax incentive (BioNexus status). Financial CTPD
Under Paragraph 1.5(d), the exemption does not apply if either party enjoys tax Scenario YA
incentives. Therefore, both companies are required to prepare CTPD for YA Account Requirement
2025 to support that the transactions are at arm’s length.
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2024 Profit Profit | | gon companies do not suffer losses in 2

consecutive YA immediate preceding YA

i : 1 2023 Profit Profit | « Meet the condition in para 1.5(d)(ii)
1.5(d)(ii) Taxed at Same Headline Tax Rate  Not required to prepare CTPD if both
2022 Profit Profit parties have met prior conditions

Question #1: What is the definition of headline tax rate and current headline
tax rate for companies in Malaysia?

2024 Profit Profit e Meet the condition in para 1.5(d)(iii) for

Answer #1: The headline tax rate refers to the standard corporate income tax tested year 2025 but if the tested YA is

rate under the ITA, which is currently 24%. This is the general tax rate for

companies in Malaysia and is different from any lower or special rates (such as 2 2023 loss Profit igf:1t2f§)(s§ not meet the condition in
those given to SMEs on their first tier of income). :

g ) * Not required to prepare CTPD for YA 2025
Under Paragraph 1.5(d)(ii), certain persons should not be considered as having 2022 loss Profit but need to prepare for YA 2024

the same headline tax rate because they are subject to different tax rates and

tax regimes. e The condition of paragraph 1.5(d)(iii) is

not met as Company B suffered losses in
the two consecutive YAs immediately
3 preceding the tested year

2023 loss loss e The taxpayer must prepare either a
minimum or full CTPD for YA 2025,
depending on the thresholds of the
2022 loss Profit paragraph 1.7 of MTPG 2024

2024 Profit loss
Subsection 6(1A) of the ITA provides a reduced tax rate for approved persons

for a specified period under Schedule 1. This incentive applies only to qualifying
persons under that provision. Similarly, the SME tax rates under Paragraphs 2A
and 2D of Part I, Schedule 1, are concessionary rates subject to their own
eligibility conditions.

Entities governed by the Labuan Business Activity Tax Act 1990 (LBATA) are
taxed under a different framework altogether. This includes Labuan entities
taxed under LBATA, as well as those making an election under Section 3A
LBATA, where the applicable tax rate differs from the standard 24%.

2024 Profit loss

* Both companies do not suffer losses in 2
4 2023 loss Profit consecutive YA immediate preceding YA
* Meet the condition in para 1.5(d)(iii)

Accordingly, as these parties are taxed under different provisions and rates
(other than the 24% headline tax rate), they cannot be regarded as having the
same headline tax rate for the purpose of exemption from preparing CTPD
under Paragraph 1.5(d)(ii).

2022 Profit loss

Question #2: Does the incurrence of minor administrative losses by a dormant local
entity automatically disqualify its related party from the exemption from preparing a
CTPD?

Question #2: A Sdn Bhd and B Sdn Bhd are both Malaysian companies with
RM2 million in domestic controlled transactions. Both are taxed at the SME rate
of 17%, have no tax incentives, and have been profitable for the past three

years. Do they qualify for exemption from preparing CTPD? Answer #2: For situations where the controlled transactions are solely domestic

controlled transactions involving a dormant entity, the Inland Revenue Board (IRBM)
provides a specific concession regarding the ‘two-year loss’ rule. If a company
satisfies the definition of a ‘dormant company’ as prescribed in the Form C
Explanatory Notes and its losses arise exclusively from minimum allowable expenses
such as statutory audit fees, secretarial fees, and filing costs, those losses may be
disregarded for the purpose of the exemption from preparing a CTPD under
paragraph 1.5(d).

CTPD is required

Answer #2: Although both companies are taxed at 17%, this is an SME
preferential rate, not the standard headline tax rate (24%). Under Paragraph
1.5(d), both parties must be taxed at the same headline tax rate. Since this
condition is not met, the exemption does not apply, and both companies are
required to prepare CTPD.

Note:

Even if CTPD is not required, taxpayers who enter into controlled transactions must still be able to
demonstrate the arm'’s length compliance on those transactions.




