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Balancing Fiscal Discipline, Economic Growth and the Cost of Living

Budget 2027 arrives at a delicate point in Malaysia’'s economic development.
The Government is seeking to ease household pressures and improve
business conditions while maintaining a path towards fiscal consolidation.
The central question is not whether the Budget contains welcome relief
measures—it does—but whether these measures, together with investment
and administrative reforms, can translate into stronger productivity, sustained
private investment and better-quality growth.



MALAYSIA BUDGET 2027: CLA MALAYSIA COMMENTARY

Fiscal and Economic Outlook

The Budget Speech sets out federal operating expenditure of RM376.8 billion and
development expenditure of RM83.0 billion, a combined federal allocation of RM459.8
billion. It separately identifies RM25 billion in government-linked investment company
investment, RM11 billion in public-private investment and RM14.2 billion through federal
statutory bodies and Minister of Finance Incorporated companies. These additional items
should not be confused with federal budget expenditure. Federal revenue is projected at
RM380.8 billion in 2027, compared with a revised RM363.6 billion for 2026.

The fiscal deficit is projected to decline from 3.6% of GDP in 2026 to 3.3% in 2027/, with a
target of 3% in 2028. Meanwhile, the Government projects 2027 real GDP growth of 4.2%
- 5.2%. The direction is broadly consistent with continued fiscal discipline, notwithstanding
significant expenditure commitments and the elevated cost of subsidies.

Federal fiscal deficit: gradual consolidation

41 3.7% 3.6%

3.3%

% of GDP

2025 2026 revised 2027 target

CLA Malaysia’'s Commentary

Fiscal consolidation is important for confidence and policy flexibility. Equally
iImportant is the composition and effectiveness of expenditure. The durability of
consolidation will depend on the quality of revenue growth, subsidy management
and the extent to which public spending supports future economic capacity. A
reduction in the deficit alone does not establish that every spending programme is
delivering value.
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Personal Income Tax and Household Support

Resident Individual Tax Rates

From Year of Assessment 202/, the marginal rate for RM/0,001-RM100,000 is proposed to
decrease from 19% to 18%, and RM100,001-RM150,000 to be taxed at 24%. The
RM150,001-RM400,000 portion remains at 25%; the 30% top rate applies to chargeable
iIncome exceeding RM1 million.

Chargeable Income (RM) Existing Rate Proposed Rate
70,001 - 100,000 19% 18%
100,001- 150,000 25% 24%
150,001 - 400,000 25% 25%
600,001 - 1,000,000 28% 28%
1,000,001 - 2,000,000 28% 30%
Above 2,000,001 30% 30%

Effective Date: Year of Assessment (YA) 2027

CLA Malaysia's Commentary

The reform combines selective middle-income relief with greater progressivity at
the upper end. Benefits should be evaluated against each taxpayer's chargeable
iIncome; the changes are not a universal one-percentage-point reduction.
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Tax Relief for Individual and Dependent Relatives
The self-and-dependent-relatives relief increases from RM9,000 to RM12,000.

Effective Date: YA 2027.

CLA Malaysia’'s Commentary

An increased deduction benefits those with sufficient taxable income. Its
distributional effect differs from direct cash assistance to households outside
the income tax net.

Individual Tax Relief for Expenses for Parents and Grandparents

The scope of parent/grandparent care relief is expanded beyond healthcare to
eligible care-related costs. The claim must be supported with written declaration
from the carer or a copy of the carer's work permit together with receipts,
without needing verifications from registered medical practitioner.

Effective Date: YA 2027.

CLA Malaysia’'s Commentary

The proposal recognises the increasing financial responsibilities of individuals
caring for elderly family members. The simplified documentation
requirements should also make the relief more accessible, particularly where
care is provided outside formal medical institutions.
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Health and Well-Being Relief

This is broadened to qualifying postnatal care and breastfeeding equipment, subject
to prescribed ceilings as follows:

Postnatal care service expenses provided by a confinement centre or qualified
individual limited to RM3,000; and

Breastfeeding equipment for children aged 2 years and below paid by self or spouse
limited to RM1,000.

Effective Date: YA 2027.

CLA Malaysia’'s Commentary

Broader categories recognise real family costs, but documentary

requirements and shared caps will determine whether relief is readily
accessible.
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Education and Skills Training Fees Relief

The existing education fees relief of RM/,000 is proposed to be reclassified as
Education and Skills Training Fees, with the overall relief limit remaining at RM7,000.

The revised scope covers:

« Fees for courses or studies undertaken by the taxpayer at recognised Malaysian
institutions or professional bodies, from certificate and diploma to bachelor's,
master's and doctoral levels, across all fields of study.

e Fees of up to RM3,000 for the taxpayer or spouse undertaking qualifying
upskilling, self-enhancement or Technical and Vocational Education and
Training (TVET) courses recognised by the Director General of Skills
Development.

e Fees of up to RM2,000 for qualifying non-employment-related courses for the
taxpayer or spouse, or specified STEM, arts, language and religious classes for
children.

The existing relief for upskilling and self-enhancement courses under lifestyle relief will
be incorporated into this revised education and skills training relief.

Effective Date: YA 2027.

CLA Malaysia's Commentary

The proposed restructuring represents a broader recognition of education and
skills development beyond conventional academic qualifications. Extending the
relief to recognised courses across all fields of study, as well as certain courses
undertaken by spouses and children, is a positive development.

However, the overall RM7,000 ceiling remains unchanged. The practical benefit
will therefore depend on the nature of the expenditure and the applicable
sublimit. Clear guidance on recognised courses, institutions and supporting
documentation will be important, particularly for taxpayers undertaking
professional development and non-traditional training programmes.
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Lifestyle Relief
The existing lifestyle relief of RM2,500 is proposed to be expanded to include:

« Subscriptions to artificial intelligence (Al) software and applications for personal
use or for the taxpayer's spouse or child.

» Pet adoption fees paid to registered animal shelters.

e Registered veterinary services for pet vaccination and spaying or neutering
procedures.

The overall lifestyle relief remains at RM2,500, notwithstanding the additional
qualifying expenditure.

Effective Date: YA 2027.

CLA Malaysia's Commentary

The inclusion of Al software subscriptions reflects the growing role of digital
technology in everyday activities and personal development. It is consistent
with the broader objective of encouraging digital literacy and the adoption of
emerging technologies.

The proposed inclusion of selected pet-related expenses also recognises
changing household expenditure patterns and promotes responsible pet
ownership.

Nevertheless, the RM2,500 relief ceiling remains unchanged. The expansion
provides taxpayers with greater flexibility in the types of expenditure that may
qualify, rather than an increase in the maximum relief available. The practical
application will depend on the definitions of qualifying Al subscriptions,
registered animal shelters and eligible veterinary services.
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Sports-Related Lifestyle Relief

The existing sports-related lifestyle relief of
RM1,000 is proposed to be expanded to include the
purchase of sports shoes, subject to a maximum
relief of RM300 for this category of expenditure.

The overall sports-related lifestyle relief remains at
RM1,000.

Effective Date: YA 2027.

CLA Malaysia’'s Commentary

The proposed inclusion of sports shoes
recognises that appropriate footwear forms
part of the cost of participating in sporting
and recreational activities. The measure is
consistent with the Government's broader
objective of encouraging healthier and
more active lifestyles.

However, the additional relief for sports
shoes is restricted to RM300 within the
existing RM1,000 ceiling. Accordingly, the
proposal broadens the scope of qualifying
expenditure rather than increasing the
overall tax relief available to individuals.

While the measure may provide some
additional flexibility for taxpayers, its
financial impact is likely to be modest. The
practical benefit will depend on the
taxpayer's qualifying expenditure and ability
to utilise the relief.
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Domestic Tourism Relief

The existing individual income tax relief of up to RM1,000 for domestic tourism
expenses, introduced for YA 2026, is proposed to be extended for another year.

The relief covers entrance fees to tourist attractions, including museums, zoos,
theme parks, national parks, marine parks and geoparks, as well as cultural and arts
programmes.

The proposed extension is intended to encourage domestic tourism in conjunction
with Visit Malaysia Year 2026, which has been extended to 2027.

Effective Date: YA 2027.

CLA Malaysia’'s Commentary

The extension is a positive measure to encourage domestic tourism and
support businesses in the tourism, hospitality and cultural sectors. It may
also encourage greater participation in local recreational and cultural
activities.

However, the RM1,000 relief remains relatively modest, and its effectiveness
in generating additional tourism spending may be limited. The benefitis also
confined to taxpayers with sufficient taxable income to utilise the relief.

Nevertheless, the measure complements the Government's broader efforts
to promote domestic tourism and sustain economic activity within the
tourism industry.
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usiness taxation and Support for MSMEs

Preferential Tax Rates for Qualifying MSMEs

The Government proposes to reduce the preferential income tax rates for qualifying
micro, small and medium enterprises (MSMEs) by one percentage point, as follows:

The

Chargeable Income Existing Rate Proposed Rate
First RM150,000 15% 14%
Next RM450,000 17% 16%
Above RM600,000 24% 24%

preferential rates apply to resident companies incorporated in Malaysia and limited

liability partnerships (LLPs) registered in Malaysia that satisfy the prescribed conditions,
including:

Paid-up ordinary share capital or LLP capital contribution not exceeding RM2.5
million at the beginning of the basis period;

Gross income from business sources not exceeding RM50 million during the basis
period; and

Applicable restrictions on related-company shareholdings and foreign ownership.
In particular, entities with more than 20% direct or indirect ownership by foreign
companies or non-Malaysian citizens are excluded.

Effective Date: YA 2027.

CLA Malaysia's Commentary

The proposed reduction provides tax savings of up to RM6,000 annually for qualifying
companies and LLPs with chargeable income of at least RM600,000. While the
measure offers some relief from rising business costs, its benefits are confined to
profitable businesses satisfying the prescribed conditions.

Payroll, financing, regulatory compliance and other operating costs may have a
greater influence on business sustainability and investment decisions. Accordingly,
the tax reduction should be viewed as one component of broader support for
MSMEs, rather than a significant incentive for business expansion on its own.
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Low-Value Assets and Capital Allowances

The Government proposes to increase the qualifying cost limit for low-value assets from
RM2,000 to RM3,000 per asset. For companies other than MSMEs, the aggregate annual
claim ceiling will increase from RM20,000 to RM30,000.

Qualifying MSMEs may continue to claim the full capital allowance on eligible low-value
assets without any aggregate annual claim limit, provided the prescribed conditions are
satisfied.

Particulars Existing Proposed
Maximum qualifying cost per assset RM2,000 RM3,000
Aggregate annual claim limit — qualifying o o
MSMEsS No limit No limit
Aggregate annual claim limit — other RM20,000 RM30,000

companies

Effective Date: YA 2027.

CLA Malaysia’'s Commentary

The higher qualifying cost threshold should allow businesses to obtain
immediate capital allowances on a wider range of smaller equipment and
technology purchases. The absence of an aggregate annual claim ceiling for
qualifying MSMEs is particularly beneficial, as it enables eligible businesses to
claim allowances on multiple qualifying assets without the restriction applicable
to larger companies.

Nevertheless, capital allowances generally provide a timing benefit rather than
a permanent tax saving. Their practical value will depend on the business's
taxable profits and the eligibility of the assets acquired.

12
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Extension of Accelerated Capital Allowance for Plant, Machinery and
ICT Equipment

The Government proposes to extend the existing accelerated capital allowance (ACA)
incentive for another four years to encourage domestic investment and the adoption of
digital technology.

The incentive allows qualifying capital expenditure to be fully claimed over two years
through an initial allowance of 20% and an annual allowance of 40%.

The qualifying expenditure covers:

e Heavy machinery purchased from local manufacturers;

e Plant and general machinery purchased from local manufacturers;

« ICT equipment and computer software packages; and

« Consultation, licensing and incidental fees relating to the development of
customised computer software.

Effective Date:
Qualifying Capital Expenditure Incurred from 1 January 2027 to 31 December 2030.

CLA Malaysia's Commentary

The extension should encourage businesses to modernise their operations
through investment in machinery, equipment and digital technology. The
accelerated allowances improve cash flow by allowing businesses to claim
capital expenditure over a shorter period.

However, the incentive primarily provides a timing benefit rather than an
additional tax deduction. Its attractiveness will depend on the business's
profitability, investment requirements and ability to utilise the allowances.

The requirement to procure certain machinery from local manufacturers may
also support domestic industries, although businesses should assess the
commercial suitability and availability of qualifying equipment before making
investment decisions.

13
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Employment-Related Tax Measures

Cashless Wage Payments

For employers other than qualifying MSMEs, the tax deductibility of salary expenses will be
conditional upon payments being made through financial institutions or approved
cashless payment channels.

Effective Date: YA 2028.

CLA Malaysia’s Commentary

The measure promotes transparency and traceability of salary payments.
However, clear guidance on qualifying payment channels, exceptions and
transitional arrangements will be important to ensure that legitimate salary
expenses are not inadvertently disallowed.

Tax Deduction for Employers' Repayment of Employees’' PTPTN Loans

The Government proposes to introduce a tax deduction for employers who make
repayments towards their employees outstanding loans under the National Higher
Education Fund Corporation (PTPTN) scheme.

The measure is intended to encourage employers to assist employees in settling their
education loans, thereby reducing their financial commitments.

Effective Date:

PTPTN loan repayment made by employer from 1 January 2027 until 31 December
2028.

CLA Malaysia’s Commentary

The proposal is a welcome initiative that may encourage employers to support
employees in managing their education loan obligations. It could also form part of
employers’ staff welfare and retention programmes, particularly for younger
employees entering the workforce.

However, the attractiveness of the measure will depend on the qualifying
conditions, the extent of the deduction available and the treatment of the
repayments in the hands of employees. Further clarification on these matters will
be important for employers considering such arrangements.

14
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Investment Incentives and Business
Competitiveness

Extension of Tax Incentive for Angel Investors

The Government proposes to extend the existing tax incentive for angel investors for
another four years. Under the incentive, qualifying individuals investing in ordinary shares
of technology start-up companies at the pre-seed and seed stages are eligible for an
Income tax exemption equivalent to the amount invested, subject to the prescribed
conditions.

Effective Date: Investments made from 1 January 2027 to 31 December 2030.

CLA Malaysia’'s Commentary

The extension is a positive measure to encourage private investment in early-stage
technology companies, particularly those that may face difficulties securing
conventional financing.

However, the effectiveness of the incentive will depend on the eligibility
requirements and the ability of start-ups to attract investors. Greater clarity and
simplicity in the approval process would help improve accessibility and encourage
wider participation.

The measure should be viewed as part of Malaysia's broader efforts to strengthen
its start-up ecosystem and promote innovation-led growth.
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Global Services Hub

The Government proposes to enhance the GSH tax incentive to attract high-value services
and regional business activities to Malaysia.

The proposed preferential corporate income tax rates are:

Category Qualifying Income Proposed Tax Rate
New GSH company Qualifying GSH income 5%
Existing GSH or Principal Income up to the base 15%

Hub company income

Existing GSH or Principal Hub Income exceeding the base 5o
company income °

For existing companies, base income is determined based on the average income for the
preceding three years. The incentive period is structured in five-year increments, up to a
maximum of 30 years, subject to the company's performance and fulfilment of
prescribed commitments.

Qualifying services include regional business management, strategic business planning
and corporate development, together with specified strategic, business and shared
services activities.

Additional incentives are proposed for qualifying Treasury Fund Management activities,
including withholding tax exemption on interest paid to non-residents and full stamp duty
exemption on specified foreign-currency loan agreements between companies. These
concessions are also extended to the Johor-Singapore Special Economic Zone (JS-SEZ)
incentive package.

Effective Date: Applications Received by the Malaysian Investment Development
Authority (MIDA) from 1 January 2027.
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Global Services Hub (continued)

CLA Malaysia's Commentary

The enhanced incentive strengthens Malaysia's proposition as a location for regional
headqguarters and high-value business services. The preferential 5% rate is attractive,
particularly for groups considering the establishment or expansion of regional
operations.

For existing companies, the distinction between base income and incremental
income is significant. The lower rate on income exceeding the historical baseline
may encourage companies to expand their activities in Malaysia rather than merely
maintain existing operations.

Nevertheless, the commercial assessment should extend beyond the headline tax
rates. Substantial business activities, local employment, regional decision-making
functions and long-term commitments will be important considerations. For
multinational groups within the scope of the global minimum tax rules, the effective
benefit of the preferential rates will also require careful evaluation.
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Green Investment Tax Allowance (GITA) — Projects and Assets

The Government proposes to revise and extend the Green Investment Tax Allowance
framework to encourage investment in green technology, renewable energy and
environmentally sustainable business activities.

The proposed incentives are divided into two categories.

1. GITA Project (Business Purposes)

Qualifying Activity GITA Rateon  Statutory Income Incentive
Qualifying Capital Set-Off Period
Expenditure

Tier 1: Green hydrogen and ocean

. 100% 100% or 70% 5+ 5years
thermal energy conversion

Tier 2: Electric vehicle charging stations 60% 70%
and renewable energy systems

(biomass, biogas, mini hydro,

geothermal and wind energy)

5 years

Proposed Applications Period for GITA Projects: Received by the Malaysian Investment
Development Authority (MIDA) from 1 January 2027 to 31 December 2030.

2. GITA Assets (Own Consumption)

Qualifying Assets GI'.I'A.Rate or! Statutory
Qualifying Capital Income
Expenditure Set-off
Tier 1: Specified locally produced green assets, 100% 70%

including qualifying electric vehicles and
infrastructure, waste management and water
recycling systems; and integrated renewable energy
systems with battery or energy storage

Tier 2: Other qualifying electric vehicle 60%
infrastructure, waste management and water

recycling systems, and specified renewable energy

systems

70%
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Green Investment Tax Allowance (GITA) — Projects and Assets (Continued)

For GITA Assets, the company must apply to the Malaysian Green Technology and Climate
Change Corporation (MGTC) within 24 months from the date of purchase of the qualifying
asset.

Proposed Qualifying Period for GITA Assets: Purchases of Qualifying Green Technology
Assets Verified by MGTC from 1 January 2027 to 31 December 2030.

Unlike GITA Projects, GITA Assets do not prescribe a separate five-year or ten-year incentive
period. Eligibility is tied to qualifying asset purchases during the specified period.

CLA Malaysia’'s Commentary

The revised GITA framework provides more targeted support for green technology
investment, with higher allowances for selected activities and assets. The
differentiation between projects and assets also recognises the varying nature and
scale of green investments undertaken by businesses.

However, the distinction between the GITA rate and the statutory income set-off limit
is important. A 100% investment tax allowance does not necessarily mean that the
entire allowance can be utilised immediately, particularly where the set-off is
restricted to 70% of statutory income.

Businesses should therefore evaluate the commercial viability of the investment
alongside the tax benefits, taking into account qualifying expenditure, approval
requirements and their capacity to utilise the allowances. The requirement for MIDA
approval or MGTC verification, as applicable, should also be considered at the
investment planning stage.
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Financial Services and Targeted Industry Incentives

The government proposes several targeted tax measures to support Malaysia's financial
services sector, alternative financing arrangements and selected industries. These include
incentives for Shariah-compliant fund management, Sukuk Prisma issuance, shipping
activities, equity crowdfunding and the organisation of qualifying international events.

The principal measures and their proposed effective periods are summarised below.

Tax Incentive

Shariah-compliant fund
management services

Sukuk Prisma issuance
costs

Income Tax Exemption
for Malaysian Shipping
Companies

Equity crowdfunding

International incentive
trips, conferences and
trade exhibitions

Proposed Effective Date / Qualifying Period

Extended for three years, from YA 2028 to YA 2030, with the
statutory income exemption revised from 60% to 40%.

Income tax deduction for qualifying issuance costs from YA
2027 to YA 2030.

Full income tax exemption from YA 2027 to YA 2036 (10 years),
subject to strategic management and effective control being
exercised in Malaysia, annual operating expenditure of at least
RM250,000 per Malaysian ship, and employment of at least four
Malaysian citizens with an average monthly salary of RM15,000
for each Malaysian ship.

Extended for qualifying investments made from 1 January 2027
to 31 December 2030.

Existing tax incentive extended for three years, from YA 2028 to
YA 2030.
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Financial Services and Targeted Industry Incentives (Continued)

CLA Malaysia’'s Commentary

The targeted incentives are intended to strengthen Malaysia's financial services
industry, encourage alternative sources of financing and support selected economic
activities. Their relevance to businesses will depend on the nature of the investments
or transactions undertaken and the applicable qualifying conditions.

The extensions for Shariah-compliant fund management and Sukuk Prisma issuance
may contribute to the continued development of Malaysia's Islamic capital market.
Similarly, incentives for equity crowdfunding provide additional support for
businesses seeking alternative financing, particularly smaller enterprises and
emerging companies.

Nevertheless, preferential tax treatment alone may not be sufficient to attract
sustained investment. The availability of skilled personnel, infrastructure, regulatory
efficiency and certainty in tax administration remain important considerations.

For multinational groups, the interaction between preferential tax incentives and
applicable global minimum tax rules should also be evaluated. Ultimately, the
effectiveness of these measures should be assessed by the quality of investment,
business activities and economic capabilities developed in Malaysia, rather than the
number of incentives approved.
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Stamp Duty and Transaction Costs

First Residential Home Purchase

For eligible first-time buyers, the Budget proposes full stamp duty exemption on transfer
and loan instruments for homes up to RM500,000; for homes up to RM/50,000, the first
RM500,000 is exempt and 50% relief applies to the remaining amount. The Budget
Speech specifies qualifying agreements from 1 January 2027 to 31 December 2030.

Effective Date:
Qualifying Sale and Purchase Agreements Executed from 1 January 2027 to

31 December 2030

CLA Malaysia’'s Commentary

Lower transaction costs may assist entry into home ownership, although
affordability also depends on supply, financing terms and household income. The
final instruments should clarify price thresholds and eligibility.

Revival of Abandoned Housing Projects

Stamp duty exemptions are proposed for qualifying transfers and financing documents
connected with rescue or revival of abandoned housing projects.

Effective Date:
Loan Agreements and Instruments of Transfer Executed from 1 January 2027 until

31 December 2030.

CLA Malaysia’'s Commentary

Relief may reduce friction in project rehabilitation. The procedures should be
sufficiently straightforward for purchasers and rescuing parties to use.
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Financing Instruments and Capital Access

The government proposes several stamp duty measures to reduce financing costs,
Improve access to capital and facilitate business financing arrangements, particularly for
micro, small and medium enterprises (MSMEs).

The principal measures and their proposed effective dates are summarised below.

Financing instrument /
arrangement

Savings and current
accounts.

Foreign-currency loans
or financing.

CAKNA | financing
scheme

CAKNA Il financing
scheme

Financing for Malaysian
ships

Peer-to-peer (P2P)
financing

Supplier financing by
mid-tier companies

Proposed Stamp Duty Treatment

100% stamp duty exemption on qualifying
instruments for opening savings and current
accounts that create specified legal
obligations, indemnities, guarantees or
liabilities.

Stamp duty capped at RM2,000 for financing
up to RM100 million and RM5,000 for
financing exceeding RM100 million, where
provided by banks in Malaysia.

Extension of the remission of stamp duty
exceeding RM10 on qualifying principal loan
or financing agreements.

Reintroduction of the remission of stamp
duty exceeding RM10 on qualifying principal
loan or financing agreements.

Stamp duty capped at RM2,000 for financing
up to RM100 million and RM5,000 for
financing exceeding RM100 million, for the
purchase or construction of Malaysian ships.
The existing full exemption for qualifying
Labuan business activities is maintained.

Remission of stamp duty exceeding RM10 on
qualifying loan or financing agreements
between MSMEs and investors through P2P
platforms.

Remission of stamp duty exceeding RM10 on
qualifying second-tier credit facility
agreements between mid-tier companies
and financial institutions.

Proposed Effective
Date / Period

From 1 January 2027.

Loan or financing
agreements executed
from 1 January 2027.

Agreements executed
from 1 January 2029 to
31 December 2030.

Agreements executed
from 1 January 2027 to
31 December 2030.

Agreements executed
from 1 January 2027.

Agreements executed
from 1 January 2027 to
31 December 2030.

Agreements executed
from 1 January 2027 to
31 December 2030.
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Financing Instruments and Capital Access (Continued)

CLA Malaysia’'s Commentary

Although individually technical, these measures may help reduce financing
costs and improve access to capital, particularly for MSMEs and businesses
seeking alternative financing arrangements.

The proposed stamp duty caps on foreign-currency financing and Malaysian
ship financing could provide meaningful savings for larger financing
transactions. Similarly, the extension of relief for CAKNA schemes and P2P
financing may support business cash flow and access to funding.

However, the commercial benefits will depend on the type of financing
arrangement, qualifying parties, transaction value and applicable conditions.
Businesses should also distinguish between a full exemption, a remission of
duty exceeding RM10 and a maximum stamp duty cap, as these measures
provide different levels of relief.

Overall, the proposals are positive steps towards reducing transaction costs.
Their effectiveness will depend on the accessibility of the financing schemes
and the ease with which qualifying businesses can obtain the intended relief.
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Indirect Taxation and Customs Measures

Sales Tax Refund Facility

A sales tax refund facility is proposed for eligible traders or distributors supplying

qualifying goods to manufacturers, subject to the required conditions and supporting
documentation.

Effective Date: 1 January 2027.

CLA Malaysia's Commentary
The refund may alleviate embedded sales tax in local sourcing chains. Its

effectiveness will depend on the claim process, audit trail and turnaround time for
refunds.

Service Tax on Elderly-Care Services

From 1 January 2027/, service tax on elderly-care services is proposed to reduce from 8%
to 6%, with an exemption for qualifying services involving annual fees up to RM96,000.

Effective Date: 1 January 2027.

CLA Malaysia’'s Commentary

The proposal recognises growing care needs. Providers will require clarity on
bundled accommodation, medical and ancillary services and on how the annual
fee threshold is measured.
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Import Duty and Sales Tax Exemptions for Duty-Free Islands

The government proposes to increase the value limit for import duty and sales tax
exemptions on new goods brought by tourists and visitors from Langkawi and Labuan
into the Principal Customs Area to RM10,000, subject to a minimum stay of 48 hours.

The exemption excludes specified goods, including alcoholic beverages, cigarettes,
tobacco products, electronic cigarettes and vapes, and tyres and tubes.

The existing tax treatment for Tioman, Pangkor and Pulau 1, Forest City, remains
unchanged.

Effective Date: 1 January 2027.

CLA Malaysia's Commentary

The higher exemption threshold is intended to encourage tourism spending in
Langkawi and Labuan. It may benefit local retailers and tourism-related
businesses by increasing the value of qualifying purchases that visitors can bring
back without incurring import duty and sales tax.

However, the benefits will depend on compliance with the prescribed conditions,
particularly the minimum duration of stay and the exclusion of specified goods.
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Overall Assessment

Budget 2027 seeks to balance three competing
priorities: easing the cost of living, supporting
business activity and sustaining fiscal consolidation.
This approach is understandable against an uncertain
external economic environment. The Budget
contains tangible proposals for households, smaller
enterprises and investors, while the continued
reduction in the projected fiscal deficit signals the
Government's commitment to fiscal discipline.

The longer-term gquestion is whether these measures
will help Malaysia progress from support-driven
resilience towards productivity-led growth. For
businesses, competitive tax rates are important, but
certainty in tax administration, skilled labour,
infrastructure and compliance costs are equally
relevant to investment decisions. For households, tax
relief provides some assistance, but sustained
improvements in real wages will have a more lasting
impact. For public finances, credible deficit targets
must be supported by disciplined implementation
and measurable outcomes.

CLA Malaysia views Budget 2027 as a constructive
package. Its ultimate success, however, will depend
less on the number of measures announced than on
their effective implementation and the lasting
economic value they create.

The Basis of Review

This review is based on the proposals
announced in Malaysia Budget 2027 and the
accompanying Tax Measures Appendix. The
proposals remain subject to the enactment of
the relevant legislation and the issuance of
administrative guidelines, where applicable.

Businesses should consider the final
legislative provisions and qualifying
conditions when assessing the application of
these measures to their circumstances.
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global organization comprising independent accounting and advisory firms, CLA Southeast Asia represents the network in Singapore, Southeast Asia, and China, serving as a
key firm for CLA Global in Asia. Led by professionals with over 30 years of experience, CLA Southeast Asia offers assurance, taxation, accounting, and a wide range of advisory
services from locations in Singapore, China, and Malaysia.

We come to work every day with a singular purpose: to create winning opportunities for our People, our Clients, and our Communities.

CLA Malaysia is an independent network member of CLA Global. See claglobal.com/legal-disclaimer.
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