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The Labuan Tax Framework

Labuan is an island in the South China Sea off the coast of the
state of Sabah in East Malaysia. It is also known as an offshore
financial centre offering international financial and business
services.

Although Labuan is a federal territory within Malaysia, there
are preferential tax treatments for companies conducting
Labuan business activities, such as low corporate income tax
of either a fixed tax rate of 3% or RM20,000 per annum,
withholding tax exemption on payment to non-residents, tax
exemption on fees paid to non-citizen directors and so on.
There is also no capital gains tax, estate or inheritance taxes
in Labuan.

In addition, Labuan companies are free from foreign exchange
control regulations and foreign ownership restriction. For
Chinese companies that have their sights set on overseas
expansion, Labuan may play a meaningful role in their
expansion strategies. In this connection, we are pleased to
provide you with some related information.



Overview of The Labuan Tax Framework

1.| Where is Labuan is 18km off the coast of Sabah, East

Labuan? Malaysia and 171 kilometers from Kota
Kinabalu (capital city of Sabah). It is a federal
territory of Malaysia with an estimated
population of 100,000.
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2.|What is a Labuan entity means a Labuan entity
Labuan incorporated or registered under the Labuan
entity? Companies Act 1990, Labuan trusts/Islamic

trusts, Labuan foundation/Islamic foundation
and Labuan limited/limited liability
partnership undertaking Labuan business
activities.

3.|What is a Labuan business activity means a Labuan
Labuan trading or a Labuan non-trading activity
business carried on or carried in, from, or through
activity? Labuan in a currency other than Ringgit

Malaysia, by a Labuan entity with non-
resident or with another Labuan entity.

4. | Labuan Labuan trading Labuan non-trading
trading and | activities activities
non-trading | ¢ Banking An activity relating to
activities e Insurance the holding of

e Trading investments in

¢ Management securities, stock,

e Licensing shares held by a

e Shipping Labuan entity in a

operations domestic company,

loans, deposits or any

Or any other activity | other properties

which is not a Labuan | situated in Labuan by a

non-trading activity. Labuan entity on its
own behalf.

Taxation System in Labuan

1. | What tax Description Tax Treatment

;T)%"':;s Labuan Non-Trading Not subject to tax
Activity
Labuan Trading 3% of net profits per
Activities audited accounts; or
RM20,000 upon election
Carrying out both
Labuan Trading and :
Non-trading activities 3% of net profits per
audited accounts; or
- Deemed to be RM20,000 upon election
Labuan Trading !
Activity




Non-Labuan Business Tax under Malaysian
Activity Income Tax Act 1967 -
24%

Does Labuan
have any tax
treaties?

Generally, Labuan companies can access most
of Malaysia’s network of more than 70 DTAs.
However, Labuan has been specifically
excluded from DTAs with Australia, Chile,
Germany, India, Indonesia, Japan,
Luxembourg, Netherlands, South Africa,
Spain, Sweden, the Republic of Seychelles
and the United Kingdom.

Individuals

Individual residents in Labuan, income
accruing in or derived from Malaysia are
subject to tax. Foreign sourced income
received in Malaysia by resident individual is
tax-exempt. The rate of tax ranges from 0%
to 28% for resident individuals and a flat rate
of 28% for non-resident individuals.

The following tax exemptions are available to
certain individuals up to YA 2020:

Taxpayers Tax exemptions

Non-citizen 50% of gross income
individuals employed | from such employment
in @ managerial
capacity with a
Labuan entity in
Labuan, co-located
office or marketing
office of a Labuan
entity in other parts
of Malaysia

Non-citizen Directors’ fee received
individuals acting in
their capacity as a

director of a Labuan

entity

Citizen of Malaysia 50% of gross housing
who received housing | allowance and gross
allowance and Labuan Territory
Labuan Territory allowance received

allowance from
exercising an
employment in
Labuan with a
Labuan entity

. | Capital Malaysia has no capital gains tax other than
Gains tax on sale of real properties or shares in real
property companies.
.| Withholding | Royalties, interest, technical or management
Taxes fees and other gains or profits under Section
4(f) of the Income Tax Act 1967 paid by a
Labuan company to a non-resident person or
another Labuan company subject to tax under
LBATA are exempted from income tax and
thus not subject to withholding tax.
.| Indirect There are no indirect taxes [such as Goods
Taxes and Services Tax (with exception of petrol,




diesel, liquefied petroleum gas, freight
services and telecommunication services) and
custom duties] since Labuan enjoys free port
status.

.| Stamp Duty

The following instruments are exempted from

stamp duty:

e all instruments which are executed by a
Labuan entity in connection with a Labuan
business

e all Memorandum and Articles of
Association, statute, charter, rules, by-
laws, partnership agreement or other
instrument, under or by which a Labuan
entity is established and the scope of that
entity’s function, business, powers and
duties are set out, whether contained in
one or more documents; and

e all instruments of transfer of shares in a
Labuan entity.
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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.

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by
guarantee ("DTTL"), its network of member firms, and their related entities. DTTL and each of its
member firms are legally separate and independent entities. DTTL (also referred to as “Deloitte
Global”) does not provide services to clients. Please see www.deloitte.com/my/about to learn more
about our global network of member firms.

Deloitte provides audit, consulting, financial advisory, risk advisory, tax and related services to
public and private clients spanning multiple industries. Deloitte serves four out of five Fortune Global
500® companies through a globally connected network of member firms in more than 150 countries
and territories bringing world-class capabilities, insights, and high-quality service to address clients’
most complex business challenges. To learn more about how Deloitte’s approximately 245,000
professionals make an impact that matters, please connect with us on Facebook, LinkedIn, or
Twitter.

This communication contains general information only, and none of Deloitte Touche Tohmatsu
Limited, its member firms, or their related entities (collectively, the “Deloitte Network”) is, by means
of this communication, rendering professional advice or services. Before making any decision or
taking any action that may affect your finances or your business, you should consult a qualified
professional adviser. No entity in the Deloitte Network shall be responsible for any loss whatsoever
sustained by any person who relies on this communication.
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