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KEY BENEFITS OF SME 
COMPANY  

HOW DOES NEW 
DEFINITION OF SME 
AFFECTING 
INVESTMENT HOLDING 
COMPANY? 
 

Additional condition for Small and 

Medium Enterprise to enjoy 

preferential tax rate 

A new condition was introduced with effective from year of 
assessment (YA) 2020 for company to be categorised as 
Small and Medium Enterprise (SME) in order to enjoy 
certain preferential tax treatments under the Income Tax Act 
(ITA), 1967. 

 
  
 

Where good decisions get made together 



 

Based on the above diagram highlighted in red, the new condition introduced required SME 
company to have a gross income from source or sources consisting of a business not 
exceeding RM50million for the basis period for that YA in addition to the existing conditions. 
 
 
What are the Key Benefits of SME Company? 
 
The key tax benefits of SME company under the ITA, 1967 are summarised below:      
 

 
 

Abbreviation: SVA = Small value asset is asset cost RM2,000 or less 

 

 

How Does New Definition of SME Affecting Investment Holding Company? 

 

Generally, an investment holding company (IHC) is a company specifically established to hold 

investments and earning income from passive source such as, rental income, dividend income 

and interest income. As no business activity is undertaken by an IHC, it will not meet the new 

condition as a SME company.  

 

Let us explore a practical example below on how does the new definition of SME affect IHC.    

 

                                                                

                                                                                  

 



Editor’s Comment: 

-------------------------------------------------------------------------------------------------------------------------------- 

With the introduction of a new condition for SME company to have a gross income from 

business or businesses of not more than RM50million with effective from YA 2020, it may 

affect IHC to be qualified as SME company. As a result, IHC may not be eligible to enjoy 

the preferential tax rate at 17% on the first RM600,000 chargeable income.  In view of this, 

IHC with financial year ending on 31 December 2020 which cannot fulfil the new condition 

of SME may need to revisit its tax estimate for YA 2020 and to make a revision latest by 

30 September 2020 to take into consideration the above changes to the definition of SME 

in order to avoid potential under-estimation of tax penalty.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Abbreviation: Biz = Business / CI = Chargeable income  

 

Based on the above illustration, under the new definition of SME, A Co does not fulfil the new 

condition of having a business income. As such, A Co is no longer a SME company and its 

tax liability has been increased from RM102,000 to RM144,000 as the Company is no longer 

enjoying the preferential tax rate of 17% on first RM600,000 chargeable income. 

In respect of group of companies affected by the above new definition of SME, a restructuring 
of business activities of the group may be considered in order to meet the new conditions of 
SME. Please contact us if our assistance is required to advise on the above. 
 

 
 
 
 
 
 
 
 
 
 

 

 

 

 

 

 

 

 

 

 

 



 

Contact us: 

PKF Tax Services Sdn Bhd    PKF Penang Office 

Level 33, Menara 1MK     Lot 416,  

Kompleks 1 Mont’ Kiara     Jalan Dato’ Keramat 

No.1, Jalan Kiara, Mont’ Kiara    10460 Penang 

50480 Kuala Lumpur     Malaysia 

Tel  : +6 03 6203 1888   Tel   : +6 04 218 9653 

Fax   : +6 03 6143 2213   Fax  : +6 04 218 9653 

Email  : pkftax@pkfmalaysia.com  Email  : pkftax@pkfmalaysia.com 

Website : www.pkfmalaysia.com   Website : www.pkfmalaysia.com 

 

PKF Ipoh Office     

No. 9 Lebuh Lasam       

30350 Ipoh  

Tel                     : +6 05 241 1770    

Fax   : +6 05 241 1771    

Email  : pkftax@pkfmalaysia.com 

Website : www.pkfmalaysia.com  

 

Our services Name Mobile number 

Corporate Tax Compliance Weddy Kang 
Catherine Goh 
Helen Cheong 
Nurul Ashikin 
Lee Khim Khim 
Cheam Shee Yenn 
 

012-362 4273 
017-682 6551 
018-379 8281 
013-343 6299 
012-553 7709 
016-384 4266 

Individual, Expatriate Tax & Work Permit Owen Tan 016-209 1150 

Tax Audit / Investigation & Strategic Tax 
Planning 

Lim Ai Chen 
Amalina Ali 
 

016-365 3332 
013-696 1746 

Transfer Pricing & Tax Advisory Owen Tan 
Phang Siew Ming 
Goh Tooan Heng  
 

016-209 1150 
012-346 1239 
012-280 9805 

GST / SST Compliance & Advisory Fan Kah Seong 
Lim Ai Chen 
Pang Kang Hong 
Patrick Nathan 
 

012-928 8925 
016-365 3332 
016-232 9434 
011-1614 3969 

Outsourcing & Payroll Lim Ai Chen 
Amalina Ali 
 

016-365 3332 
013-696 1746 
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Disclaimer 

This publication is provided gratuitously and without liability. It is intended as a general guide only and the application of its contents to specific situations will 

depend on the particular circumstances involved. Readers should seek appropriate professional advice regarding any particular problems that they encounter, 

and this tax update should not be relied on as a substitute for this advice. Accordingly, PKF Tax Services Sdn.Bhd. assumes no responsibility for any errors 

or omissions it may contain, whether caused by negligence or otherwise, or for any losses, however caused, sustained by any person that relies on it. Should 

further information, clarification or advice be required on any of the contents stated herein, please feel free to contact our team. 
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