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Under Malaysian company law, it is mandatory for private
companies to appoint an auditor to audit the financial
statements in each financial year. However, section 267 (2) of
the Companies Act 2016 (“CA 2016”), which came into force
in January 2017, provides that the Registrar of the Companies
Commission of Malaysia (“CCM”) may exempt private
companies from having to appoint an auditor in a financial year
(audit exemption) if they meet certain conditions.

On 4 August 2017, the CCM issued a Practice Directive (no.
3/2017) setting out the qualifying criteria for an audit exemption.

Qualifying companies

The three following categories of companies, provided they
meet the requirements applicable for each category, are
qualified for an audit exemption:

= Dormant companies;
m Zero-revenue companies; and
m Threshold-qualified companies.

1. Dormant companies

A company will be considered ‘dormant’ if it does not carry out
any activity and if there is no accounting transaction during
a financial year, excluding a transaction and its related costs
arising from an obligation that the company is required to
comply with under the Malaysian law.

In order to qualify for the audit exemption for dormant
companies, a company must:

= Have been dormant from the time of its incorporation; or
= Have been dormant throughout the current financial year
and in the immediate preceding financial year.

2. Zero-revenue companies
As their name suggest, “zero-revenue companies” are

companies which do not have any revenue during the current
financial year.

In order to qualify for the audit exemption as a zero-revenue
company, a company must meet the following requirements:

= |t does not have any revenue during the current financial
year and the immediate past two financial years; and

m |ts total assets must not exceed RM300,000 during the
Statement of Financial Position of the current financial year
and of the immediate past two financial years.

3. Threshold-qualified companies

A company may also qualify for an audit exemption if it has
continuously been below the following thresholds during
the current financial year and the immediate past two
financial years:

= The revenue never exceeded RM100,000; and

m The total assets do not exceed RM300,000 in the Statement
of Financial Position; and

= |t has no more than 5 employees.

Availability of audit exemption

The audit exemption is being implemented on a staggered
basis and will be available as follows depending on the
category of the company, its date of incorporation and the
beginning of its financial year.

Date
of incorporation

Financial year

Category

starts on or after

On or before

31 January 2017 | | September 2017

Dormant company

On or after

31 January 2017 31 January 2017

Zero-revenue

n/a 1 January 2018
company

Threshold-

qualified company n/a 1 July 2018

It is important to note that even if a company is exempted from
audit requirements, it must still lodge its unaudited financial
statements with the CCM, together with the directors’ report,
statement by the directors and statutory declaration as
provided by the CA 2016.



In addition, the unaudited financial statements must be
accompanied by a certificate stating:

= the members have not required the company to perform an
audit of its accounts for the year;

= the directors acknowledge their responsibilities for
complying with the requirements of the CA 2016
regarding the accounting records and the preparation of
financial statements;

= the financial statements have been prepared in accordance
with applicable approved accounting standards and
complies with the requirements of the CA 2016;

= the name of the person responsible for the financial
management of the company.

Your Contacts
German Desk

Pascal Brinkmann, LL.M. (Stellenbosch)
Managing Director

Luther Corporate Services Sdn. Bhd.
Malaysia

Phone +60 3 2166 0085

pascal.brinkmann@luther-services.com

Imprint

Luther Rechtsanwaltsgesellschaft mbH, Anna-Schneider-Steig 22,

50678 Cologne, Phone +49 221 9937 0, Fax +49 221 9937 110,
contact@]luther-lawfirm.com

Editor: Caroline Pelaez, Head of French Desk, Unit 17-2, Level 17, Wisma UOA I,
No. 21, Jalan Pinang, Phone: +60 (0)3-21660085,
caroline.pelaez@luther-services.com

Copyright: These texts are protected by copyright. You may make use of the
information contained herein with our written consent, if you do so accurately and
cite us as the source. Please contact the editors in this regard

contact@luther-lawfirm.com

The certificate has to be signed by a director certifying to the
best of his knowledge and belief that the company is entitled to
exemption from audit under the CA 2016.

Duration of the exemption

Once the company is audited exempted, it will continue to
be exempted for as long as it meets the requirements. In
others words, when a company ceases to be qualified, it will
automatically lose its status as exempt company.

Going forward, it is recommendable for companies to check
if they may qualify for any of the above mentioned audit
qualifications. If so, it should be determined if use shall be
made of such exemption or if there are reasons why an audit
would still be preferred despite of the costs related therewith.
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Disclaimer

Although every effort has been made to offer current and correct information,

this publication has been prepared to provide information on recent regulatory
and legal developments in Malaysia only. It is not exhaustive and thus does not
cover all topics with which it deals. It will not be updated and cannot substitute
individual legal and/or tax advice. This publication is distributed with the
understanding that Luther, the editors and authors cannot be held responsible for
the results of any actions taken on the basis of information contained herein or

omitted, nor for any errors or omissions in this regard.
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