Common Pitfalls When Using Malaysia Payroll
Services

What you need to know before outsourcing payroll

Payroll might seem straightforward: calculate salaries, deduct taxes, pay employees. But when
you are hiring in Malaysia, the process involves a tangle of statutory contributions, compliance
rules, and reporting deadlines that catch many businesses off guard. Whether you are a small
startup or a foreign company expanding into Southeast Asia, understanding the common
mistakes companies make with Malaysia payroll services can save you time, money, and legal
trouble.

How Malaysia payroll services work

Malaysia payroll services handle the end-to-end processing of employee compensation. This
includes calculating gross and net pay, deducting Employees Provident Fund (EPF)
contributions, Social Security Organisation (SOCSO) payments, and monthly tax deductions
under the Malaysian Income Tax Act. A good service provider also manages statutory filings,
such as the monthly CP-39 form for EPF and the monthly SOCSO return, plus the annual EA
and EC forms for tax purposes.

These services are often bundled with HR compliance support, meaning the provider also
handles employment contracts, leave management, and termination processes. For
companies without a local entity, an employer of record (EOR) model is common. In this
arrangement, the EOR becomes the legal employer on paper, taking on all payroll and
compliance responsibilities while you direct the employee’s daily work.

Mistake #1: Treating payroll as a simple calculation

One of the biggest errors is assuming payroll is just arithmetic. In Malaysia, the calculations
are layered. For instance, EPF contributions are split between employee (11% of monthly
wages) and employer (12% or 13% depending on the wage bracket). SOCSO contributions vary
by age and wage level, and there are different rates for foreign workers. Getting these wrong
can lead to underpayment penalties and interest charges from the authorities.

Moreover, overtime pay follows specific rules under the Employment Act 1955. The rate is 1.5
times the hourly rate for work beyond normal hours, 2 times for rest days, and 3 times for
public holidays. Misclassifying employees as exempt from overtime, or miscalculating the
hourly rate, is a frequent error. A reliable payroll service should handle these nuances
automatically, but many providers still rely on manual inputs that introduce mistakes.



Mistake #2: Ignoring statutory reporting deadlines

Malaysia's statutory bodies enforce strict deadlines. EPF contributions must be submitted and
paid by the 15th of each month. SOCSO payments are due by the last day of the following
month. Income tax deductions must be remitted to the Inland Revenue Board (LHDN) by the
10th of the next month. Missing these deadlines triggers late-payment penalties that
compound quickly.

Some payroll services offer automatic reminders and direct integration with government
portals, but not all do. If you are using a basic service or an in-house solution, you need to track
these dates manually. A common mistake is to rely on the provider to remind you, only to
discover that the provider does not send alerts. The result is a backlog of unpaid contributions
and a messy reconciliation process at year-end.

Mistake #3: Not accounting for foreign worker rules

If you hire expatriates or foreign workers in Malaysia, the payroll requirements change. Foreign
employees are subject to a different tax regime: they are taxed on income remitted to Malaysia
only if they are resident for tax purposes. They also have different SOCSO coverage (only the
Employment Injury Scheme applies), and they are not required to contribute to EPF unless they
choose to opt in. Many payroll services default to local employee settings, leading to incorrect
deductions and compliance risks.

Additionally, foreign workers must have valid work permits, and their employment contracts
must meet specific legal standards. An employer of record like the one described at
summitnext.com can help navigate these rules, but if your payroll provider does not specialise

in Malaysia, you may end up with errors that jeopardise your workers’ permits.

Mistake #4: Overlooking leave and public holiday pay

Malaysia has a generous public holiday calendar, with 12 gazetted public holidays plus
additional state-level holidays. The Employment Act requires that employees be paid for public
holidays if they fall on working days. If the employee works on a public holiday, they are entitled
to double pay or a day off in lieu. Many payroll systems do not automatically calculate this
correctly, especially when holidays vary by state.

Annual leave entitlements also trip up businesses. After two years of continuous service, an
employee is entitled to 16 days of paid annual leave. If an employee resigns, unused leave
must be paid out. Calculating accrued leave and its monetary value can be complex, especially
for part-time or shift workers. A payroll service that does not integrate with your HR leave
records will force you to manually adjust each payslip, increasing the risk of human error.


https://summitnext.com/employer-of-record-malaysia/

Mistake #5: Choosing a provider without local expertise

Not all payroll services understand the Malaysian employment landscape. Some global
providers standardise their processes for multiple countries, which can miss local nuances like
the monthly minimum wage adjustments, the specific format for EPF and SOCSO submissions,
or the requirement to issue pay slips in both Bahasa Malaysia and English. Others may not stay
updated with the frequent changes to tax rates or statutory contribution thresholds.

Working with a provider that has deep local knowledge, such as the team behind
summitnext.com, can prevent many of these issues. The best approach is to ask potential
providers how they handle statutory updates, what their error rate is, and whether they offer a
dedicated compliance officer. Avoid any provider that promises a one-size-fits-all solution
without understanding your specific industry or workforce composition.

How to avoid these mistakes

Start by auditing your current payroll process. List every statutory contribution you are required
to make, every deadline, and every type of employee you have (local, foreign, part-time,
contract). Then check whether your payroll service tracks all of them. If you manage payroll in-
house, consider whether your team has the time and expertise to stay compliant. Many
businesses find that outsourcing to a specialist EOR or BPO provider reduces errors and frees
up internal resources.

When evaluating a payroll service, ask for a demo that covers a full month’s cycle, from data
entry to submission of statutory returns. Verify that the system can handle public holiday
variations by state, overtime calculations, and foreign worker deductions. Also, confirm how
the provider handles year-end tax reporting, because the EA and EC forms require detailed
breakdowns of benefits-in-kind and perquisites.

Finally, build a relationship with your payroll provider's compliance team. Regular check-ins,
especially around statutory changes, can catch small issues before they become big problems.
A proactive provider will flag changes to minimum wage, SOCSO rates, or tax brackets before
they take effect, so you are never caught by surprise.

What it means for your business

Getting payroll right in Malaysia is not just about paying people on time. It is about building
trust with your employees, avoiding fines and legal disputes, and maintaining a good reputation
with regulators. The common mistakes outlined here are all preventable with the right
knowledge and the right partner. Whether you handle payroll internally or outsource it, staying
informed about the specific requirements of the Malaysian system is the best investment you
can make.



