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Methods used by Resident Countries to Cope with '
[to avoid or to minimize] Double Taxation

* Income itself does not have a geographical location.
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When a resident country and a source country

both have the right to tax the same income,
double taxation occurs. =
pl

‘ = * When it comes to double taxation relief, the
subject of double taxation is a key concern in
international taxes, and it must be resolved by
the desires of the resident country.

[ ]

R EEEEREEEREEEREEREERE

P
=

[’

&

20-11-21 CCS | Understanding Malaysian Tax System 3

n

Methods used by Resident Countries to Cope with '
[to avoid or to minimize] Double Taxation
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* To further explain the implications of double taxation, consider the following
scenario.

[ ]

e James Bong, a Malaysian, earned $10,000 in a competition in the United States.

e Assume that:

[ ]

— the United States and Malaysia do not have a Double Taxation Avoidance
Treaty, and -

— the US tax rate is 30%, whereas the Malaysian tax rate is 35%.

\
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e James Bong will pay a $3,000 tax in the United States, and a $3,500 tax in Malaysia.
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Methods used by Resident Countries to Cope with
[to avoid or to minimize] Double Taxation

This is not an unusual occurrence, and it may be found in many countries.

Four methods to dealing with double taxation by a resident country:

1) No Action

2) Deduction

3) Credit Method

4) Exemption Method

Methods used by Resident Countries to Cope with
Double Taxation - No Action

— The term "no action" refers to the fact that the resident state does nothing to
help with tax relief and the individual will be taxed in both the resident and
source countries.

* In our scenario, Malaysia will not consider
source country tax.

* Therefore James Bong will pay $3,000 in
taxes in the United States and $3,500 in
Malaysia.
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Methods used by Resident Countries to Cope with =
Double Taxation - No Action

Shit! Why | have to =
work so hard?
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Income $10,000 JURIDICAL ]
4 | Taxin the US ($3,000) =
Tax in Malaysia (53,500) =|

Total Taxes EER
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Net Income $3,500

n

Methods used by Resident Countries to Cope with =
Double Taxation - Deduction

— The resident nation helps by providing a deduction for taxes paid in the source
country and solely taxing the remittance received.

Income $10,000
* In our case, Malaysia would give tax  Ta¢in the US ($3,000)
relief to James Bong by enabling him

Remittance in

[ EEREEEEEREEEEEEEEEE R E R R A I I I T ]

Y to pay tax on the remittance he . $7,000
. . . . Malaysia
1 received in Malaysia. i.e., 35% of the . el [ |
T $7,000. Tax in Malaysia @
35% on $7,000 (52,450)
e QOverall, in the United States, James Total Taxes 55,450
Bong has to pay $3,000, whereas in « B
Malaysia, he will pay $2,450. Net Income $4,550 Y\ I
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Methods used by Resident Countries to Cope with '
Double Taxation - Credit Method

— In this case, all taxes paid in the source nation are credited against taxes paid in
the resident state. The whole income is taken into account for calculating
resident tax, and withholding taxes paid in the source country are used as a
credit.
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* In our case, Malaysia will give credit for taxes paid in the United States. —

[ ]

* Malaysia will tax total income at 35% (i.e., $10,000 x 35% = $3,500) and
grant a tax credit for taxes paid in the United States.

* In the United States, James Bong will pay $3,000, whereas in Malaysia, he . |
will pay $500. The 35% effective rate \\
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Methods used by Resident Countries to Cope with '
Double Taxation - Credit Method

Income $10,000

Tax in the US $3,000 -

Tax in Malaysia @

e F 8N Ae 3
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35% on $10,000 »3,500

Tax Credit (e.g.) $3,000

Tax paid in Malaysia S500 B
Total Taxes $3, 500 UP
Net Income $6,500 W

CCS & Co [Chartered Accountants] 5



Feel The CCS Difference 20-11-21

Methods used by Resident Countries to Cope with
Double Taxation - Exemption Method =

— The exemption method exempts Income $10,000 =
foreign-source income from taxation.
Tax in the US $3,000
* In our case, Malaysia will exempt all
foreign source income [as is our -
isti e wnder I desy ) MEEREE Exemption

existing practise under [Schedule 6 Para 28] p

paragraph 28, Schedule 6].
Tax paid in Malaysia S0

* As a result, James Bong will only
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pay $3,000 in the United States and  JUSIEINELES $3, 000
doesn’t need to pay any tax in  NetlIncome $7,000 \;
Malaysia. p &

"
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35% * $7,000
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When you apply the content in our videos and publications as a reference, you need to:
check the information contained therein whether it’s up-to-date, accurate and complete, and

seek your own independent professional advice, this is because the scope and extent involved
in each individual case is different.
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Chin Chee Seng
Partner

+6012 365 4331
cschin@ccs-co.com

Wong Woei Teng
Audit Partner

+6017 237 8233
woeiteng@ccs-co.com

Jared Low
Assurance Director
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