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Revised Principal Hub Guidelines

Introduction

Malaysia is one of the most ideal locations in the region for
multi-national corporations (MNCs) to set up their regional hub
due to its good infrastructure, established legal framework,
political stability, vast educated talent pool and competitive
cost of doing business. Whilst we have seen many western
MNCs setting up their regional hubs in Kuala Lumpur, only in
recent times we observe that the Chinese MNCs are
contemplating to establish regional hubs here to facilitate their
regional/overseas business. Having talents that can converse
in multiple languages including the Chinese language is also an
added advantage for Malaysia. In view of the rising interest in
this area, the recent update on Principal Hub Guidelines should
be given due attention so as to optimise the incentives offered
by the government.

Revision of Principal Hub Guidelines

The Principal Hub Incentive, previously introduced in April
2015, has recently undergone a revamp, providing clarity in
the incentive, especially for existing companies and approved
OHQ/IPC/RDC with or without incentives. The revised
guidelines were recently issued by the Malaysian Investment
Development Authority (MIDA) and take effect from 7 July
2017.



The key changes are:

New companies that are
eligible for the incentive are
segregated into 2 categories,
i.e.:

e manufacturing and
services companies where
the income tax exemption
applies on trading and
services income; and

e commodity-based
companies that integrate
the supply chain
management for
upstream and
downstream activities.
The income tax
exemption applies only on
the services income.

For existing companies, the
tax exemption will only be
granted on incremental
income, where the existing
revenue will be the baseline.
Full income tax exemption is
then applied on the Value
Added Income*

No export income
requirement

All companies applying for
this incentive must provide
Regional P&L / Business Unit
Management services plus 2
other qualifying services.

General Administration & IT
Services are no longer
considered as qualifying
services.

No criteria mentioned

No different treatment
between existing and new
companies.

Minimum export income of
70% in order to enjoy the
incentive

Only companies applying for
Tier 1 and Tier 2 incentive
were required to provide
Regional P&L / Business Unit
Management services.

General Administration & IT
Services were considered as
qualifying services.

*Computation of Value Added Income:

a) “Value Added Income” means statutory income for the
basis period for the year of assessment less the “base
income adjusted by inflation”; and

b) “"Base income adjusted by inflation” is determined using

the formula:
e For 1t year of assessment of Principal Hub: A
(1+B)

e For 2" and subsequent years of assessment of
Principal Hub: C (1+B)
Where:



A: average statutory income of a related
company/companies** in Malaysia for up to 3
years prior to the 1%t year of assessment of
the Principal Hub;

B: is the inflation rate for the base year

C: inflation-adjusted base income for the
preceding year

**Related company/companies in Malaysia for the Principal
Hub will be determined by MIDA

What is a Principal Hub?

Briefly, a Principal Hub is a company incorporated in Malaysia
(with minimum paid-up capital of MYR2.5 million) that uses
Malaysia for conducting its regional and global businesses and
operations to manage, control and support its key functions,
including management of risks, decision making, strategic
business activities, trading, finance, management and human
resources. The deadline to submit the application to MIDA
remains unchanged, which is 30 April 2018.

Form of incentives

New companies enjoy a reduced corporate tax rate of 0%, 5%
or 10% for a period of five years, with a possible extension of
another five years. The applicable rate depends on whether
the company qualifies as a “Tier 1,” “Tier 2” or “Tier 3"
Principal Hub.

For existing companies, including existing companies with
approved operational headquarters (OHQ), international
procurement centre (IPC), or regional distribution centre
(RDC) status, the Principal Hub incentive grants full tax
exemption on Value Added Income, for a period of five years.
Extension for another five years is not available to existing
companies that have obtained approved IPC, OHQ or RDC
status and have been granted IPC/OHQ/RDC incentives, but is
available for the other existing companies.

Table 1 and Table 2 set out the specific conditions applicable
for new and existing companies.

Table 1: New Company!
New Commodity-based Company!

Tier 3 2 1
Blocks 5 +5 5 +5 5 +5
(years)

Tax rate 10% 5% 0%



High value
jobs® by end
of year 3
with salary =
MYR 5,000

At least 50%
must be
Malaysians
by end of
year 3

Including
key positions
- monthly
salary > MYR
25,000
Annual
Business
Spending?
Qualifying
services*
Min. serving
/ business
control of no.
of countries?®

15

MYR 3
million

30 Base 50 Base

commitment
+20%

Base
commitment

+20% +20%

MYR 5
million

Base Base MYR Base
commitment commitment 10
+30% +30% million | +30%

Regional P&L / Business Unit Management® + 2

3 4 5

*flexibility by end of year 3 is given for high-value jobs and business spending

requirements

** For manufacturing and service companies, income tax exemption is given on
trading & services income.
***For commodity-based companies, income tax exemption is given on services

income only.

Table 2.1 : Existing companies with approved OHQ, IPC
or RDC status with or without incentives

Blocks (years)
High value jobs®
by end of year 3
with salary =
MYR 5,000

At least 50%
must be
Malaysians by
end of year 3

Including 5 key
positions -
monthly salary =
MYR 25,000
Annual Business
Spending?

Qualifying
services*

Min. serving /
business control
of no. of
countries?

With incentives Without incentives

5 5 +5
60 high value Existing PH base
jobs commitment + commitment +
20% 30%
MYR 13 million MYR 10 million PH base
commitment +
30%

Regional P&L / Business Unit Management® + 2

3

*flexibility by end of year 3 is given for high-value jobs and business spending
requirements (only for companies with approved OHQ/IPC/RDC status without

incentives)

Table 2.2: Existing manufacturing/services/commodity-
based companies

commitment

commitment



Blocks (years) 5 +5

High value jobs® by end of 30 PH base commitment +
year 3 with salary = MYR 30%
5,000

4

At least 50% must be
Malaysians by end of year
3

Including key positions -

monthly salary = MYR

25,000

Annual Business MYR 5 million PH base commitment +
Spending? 30%
Qualifying services* Regional P&L / Business Unit Management® + 2
Min. serving / business 3

control of no. of

countries?

*flexibility by end of year 3 is given for high-value jobs and business spending
requirements

** For manufacturing and service companies, income tax exemption is given on
trading and services income.

***For commodity-based companies, income tax exemption is given on services
income only.

Notes:

1. Definition of new company:

a. A new locally incorporated company which does
not have an existing entity or related entity in
Malaysia; or

b. A new locally incorporated company which has an
existing entity or related entity in Malaysia but
has not undertaken any Principal Hub qualifying
services in Malaysia.

2. Definition of annual business spending:
An expense incurred in carrying out the Principal Hub’s
day-to-day operation which includes spending on rental,
freight and storage, transportation, remuneration and
all costs which are related directly to the Principal Hub
qualifying activities.

3. Serves and control “network companies” (which include
“related companies or any other entity within the group
including subsidiaries, branches, joint ventures,
franchises or any other company related to applicants’
supply chain and business with contractual
agreements”).

4. Other qualifying services:
a. Strategic Services
i. Strategic Business Planning and Corporate
Development
ii. Corporate Finance Advisory Services
iii. Brand Management
iv. IP Management
v. Senior-level Talent Acquisition and
Management
b. Business Services
i. Bid and Tender Management
ii. Treasury and Fund Management
iii. Research, Development and Innovation
iv. Project Management
v. Sales and Marketing



vi. Business Development
vii. Technical Support and Consultancy
viii. Information Management and Processing
iX. Economic / Investment Research Analysis
X. Strategic Sourcing, Procurement and
Distribution
xi. Logistics Services
c. Shared Services
i. Corporate Training and Human Resource
Management
ii. Finance & Accounting (Transactions,
Internal Audit)

5. Regional P&L / Business Unit Management focusses on
the growth of the company with direct influence on how
company resources are allocated - determining the
regional / global direction, monitoring budget
expenditure and net income, and ensuring every
program generates a positive ROI.

6. High-value jobs are jobs that require a higher and more
diverse set of managerial, technical or professional
skills, such as management, analytics, communication,
problem-solving and proficiency in information
technology)

Are there any other incentives offered?

Other incentives provided to an approved Principal Hub are as
follows:

e A custom duty exemption for goods-based companies
on raw materials, components or finished products
brought into free zones for production or repackaging,
cargo consolidation and integration before distribution to
the final consumers;

¢ No requirements for local equity/ownership;

e Permission for a foreign-owned company to acquire
fixed assets for the purpose of carrying out the
operations of its business plan;

e Use of foreign professional services if such services are
not available in Malaysia;

e Flexibility in foreign exchange administration; and
Certain permitted posts for expatriates, based on the
requirements of the company’s business plan and
subject to Malaysia’s current policy on expatriates.

Conclusion

Malaysia offers one of the most attractive incentives
frameworks for regional hubs. Chinese MNCs that are actively
expanding their regional footprint may optimise the incentives
to enhance the operational and tax efficiency.

For further information, please contact us (refer to below).
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If there is any inconsistency or conflict between the Chinese and English versions, the
English version shall prevail for all purposes.
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