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| Tax Treatment of Foreign Exchange Gains & Losses \

“ All these information are obtainable from TAX TREATMENT OF FOREIGN EXCHANGE GAINS
AND LOSSES [PUBLIC RULING NO. 12/2019] at LHDN's Official Portal *
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Understanding the Nature of a

Cross-Border Transaction

In order to know the tax implications, we must first understand the cross-
border transaction that resulted in the foreign exchange (forex) gain/loss and
categorise them according to the following 3 criteria:
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Trade or Non-Trade Revenue or Capital Realised or Unrealised
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Trade Non-trade
|
Revenue Capital
Mon-trade Interest
under paragraph
'Realised Unrealised 4(c) of the ITA
(Section 4B of the
ITA)
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Foreign Exchange Foreign Exchange Foreign Exchange
Gain / Loss Gain / Loss Gain / Loss
l
v h J
Taxable / Not Taxable / Taxable /
Deductible Mot Deductible Deductible

Source: Inland Revenue Board of Malaysia - Tax Treatment of Foreign Exchange Gains and
Losses [Public Ruling no. 12/2019]
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BREE—EBERXS:
1. ERBXH
(ie. BERERLEMNZESE)

2. BTEWRXS

If a transaction is found to
be:

1. A Trade transaction

) (i.e. LK)
. in natur
2. Revenue ature 3. B
3. Realised (i.e. 2RI AR = 2 B95ME
i 25)

Taxable / Deductible
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Non-Trade Transaction

ERHXH

Foreign exchange gains/losses arising from a non-
trade transaction is not taxable/deductible.

For example: Interest income from overseas investments.

Exception: In the case of a financing company, interest
income collected from the borrower is revenue
income to the company hence, is subject to
tax.
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Capital Transaction
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* Capital transactions are those that involve assets with long-term
value i.e. fixed capital, investments and speculations outside the
normal income earning activities of a person.

* If the expense is a one-off payment that brings into existence, an
asset or advantage for the long-term benefit of the trade, the
expenditure is likely to be capital in nature.

- If a transaction is capital in nature, the foreign exchange gain / loss
attributed to this transaction is neither taxable nor deductible.

* The foreign exchange gain / loss should be included as part of the
cost of asset.
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Realised vs Unrealised Transaction
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« When a person has already settled a payment as per an invoice
prior to the account closing, a realized gain / loss would arise.

« When a sales invoice was issued for a cross-border transaction
denominated in foreign currency, and the purchaser overseas fails
to settle the payment by the end of the accounting period, an
unrealized gain / loss would arise. The amount of unrealized gain /
loss should be calculated as:

“ Unrealised gain / loss = Amount in RM (year end) — Amount in RM (date of invoice issued) “

» BHNERBEAERKIKETTRR, "SRRI 5 “FF 2B
REMRM" BIZE7], FKNIFRZA “Realised Forex gain /
loss”

- BHNEMBEAERKKIN RS, ATRKNSHFENNE
BELRE, XM BRERRMEMF~AENZES, B1Fz

71 “Unrealised Forex gain / loss”

+ REMEMBER! Unrealized Gain / Loss is not taxable / deductible
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Contact Us p
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Like & Follow our Facebook page for more information!
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Contact us today!
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We are pleased to help!

B Kuala Lumpur (HQ) FEE B Johor Office F1# B Penang Office #i4 W Sabah Office 7'
Tel :03-79811799 Tel :07-56292000 Tel :04-226 7210 Tel :0B8-231750
Fox -03- 7980 4796 Fax :07-562 9090 Fox - 04-226 2212 Fax :0B8 - 266 842
Email : kuala-lumpur@ecovis.com.my Email : jchor@ecovis.com.my  Email : penangi@ecovis.com.my  Email : saboh@ecovis.com.my
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