
Comparison of Foreign Business Entities in Malaysia 
 
1. Side-by-Side Matrix: Foreign Corporate Vehicles in Malaysia 

Feature / Criteria Foreign-Owned Sdn Bhd Foreign Branch / Rep Office Labuan International Co. 
Primary Purpose & 
Suitability 

Commercial operations, local 
contracting, regional trading, 
manufacturing, 
tech/consulting with long-
term scaling in Malaysia. 

• Branch: Large project 
delivery or government 
contracts under parent brand. 
• Rep Office (RO): Feasibility 
study, liaison, market 
research. 

Cross-border trading, holding 
investments, wealth 
management, intellectual 
property, and regional 
treasury. 

Legal Status & Corporate 
Liability 

Separate legal entity. 
Shareholder liability strictly 
ring-fenced to unpaid share 
capital. Parent company 
protected. 

Not a separate entity. Parent 
company bears 100% 
unlimited legal & financial 
liability for Malaysian 
operations. 

Separate legal entity. 
Governed under Labuan 
Companies Act 1990. 
Shareholder liability strictly 
limited. 

Foreign Equity Ownership 100% Foreign Equity 
permitted across most non-
regulated sectors 
(consultancy, IT, 
manufacturing, trading). 

100% Owned by Foreign 
Parent. Operates under 
identical corporate identity 
and name as foreign parent. 

100% Foreign Ownership. Can 
be incorporated by foreign 
individuals or international 
corporations. 

Permitted Commercial 
Activities 

Full local and cross-border 
commercial transactions, 
sales, issuing local e-invoices, 
and retail/wholesale 
distribution. 

• Branch: Contracts mirroring 
parent scope. 
• RO: Strictly non-commercial. 
Zero revenue generation or 
invoicing permitted. 

International business, 
trading, and financial services 
conducted in foreign 
currencies with non-residents. 

Corporate Income Tax 
Regime 

Eligible Malaysian corporate 
tax: 
• 15% on 1st RM150k 
• 17% up to RM600k (if SME 
qualified) 
• 24% flat headline corporate 
rate. 

• Branch: 24% flat rate on 
Malaysian-sourced income. No 
SME tax breaks. 
• RO: Zero tax (no business 
income). 

3% preferential tax on audited 
net profits for trading activities 
(subject to economic 
substance) or 0% for non-
trading holding. 

Regulatory Authority Companies Commission of 
Malaysia (SSM) & Companies 
Act 2016. 

• Branch: SSM (Companies Act 
2016, Div 2). 
• RO: MIDA / MITI (or BNM / 
MOTAC). 

Labuan Financial Services 
Authority (Labuan FSA) & 
LBATA 1990. 

Capital Requirements • RM 1 legal minimum. 
• RM 3,000 banking baseline. 
• RM 500,000 for standard EP 
hiring. 
• RM 1,000,000 for WRT 
retail/trading. 

• Branch: Scaled based on 
parent paid-up capital. 
• RO: No capital required, but 
minimum RM300,000/yr 
operating spend. 

• No statutory minimum 
capital limit. 
• Substantial Activity: 
Minimum local staff & annual 
operating spend in Labuan. 

Resident Director / Agent 
Rules 

Minimum 1 resident director 
ordinarily residing in Malaysia 
(citizen, PR, or valid 
Employment Pass holder). 

• Branch: Minimum 1 
appointed resident agent in 
Malaysia. 
• RO: Expatriate 
representative head. 

At least 1 director (can be non-
resident) and 1 licensed 
Labuan Trust Company acting 
as resident secretary. 

Employment Pass (EP) 
Feasibility 

High eligibility via Expatriate 
Services Division (ESD) / MDEC 
for Category I, II, III work 
passes and dependents. 

• Branch: Can apply via ESD. 
• RO: MIDA expatriate 
allocation (key managerial / 
technical posts only). 

High approval feasibility for 2-
year renewable Labuan Work 
Passes for foreign directors 
and senior managers. 

Annual Compliance & 
Audit Filing 

Mandatory Annual Return and 
audited financial statements 
to SSM (unless meeting 
phased audit exemption 
criteria). 

• Branch: Annual Return + 
parent audited accounts 
lodged with SSM. 
• RO: Annual performance 
report to MIDA. 

Audited financial statements 
filed annually with Labuan 
FSA; tax filing with LHDN 
under LBATA. 



2. Strategic Entity Selection: When to Choose Each Vehicle 
 
Vehicle A: Foreign-Owned Sdn Bhd (Wholly Owned Subsidiary) 
• Best For: Technology, consulting, regional trade, import/export, engineering, manufacturing, and businesses requiring 

local bank facilities, commercial contracts, and full local hiring flexibility. 
• Key Advantage: Separate corporate legal personality shields the foreign parent company from operational liability in 

Malaysia. Enjoys access to Malaysia's 70+ Double Taxation Avoidance (DTA) agreements and preferential SME tax 
brackets (15%/17%) if shareholding criteria are met. 

• Crucial Downstream Clearances: Companies engaging in retail, direct distribution, wholesale, or F&B with foreign 
equity must obtain a WRT License (Ministry of Domestic Trade - KPDN) with RM 1,000,000 paid-up capital. 
 

Vehicle B: Foreign Branch vs. Representative Office (MIDA Approved) 
• Foreign Branch Best For: Foreign companies executing temporary high-value infrastructure projects or long-term 

contracts where the client legally mandates contracting directly with the overseas parent brand. 
• Branch Drawbacks: The overseas parent company assumes unlimited legal and debt exposure for all Malaysian 

activities, and profits are taxed at a flat 24% without preferential SME brackets. 
• Representative Office (RO) Best For: Market entry exploration, conducting feasibility studies, quality testing, and 

liaising with regional suppliers. An RO is 100% tax-free but strictly forbidden from issuing invoices, generating revenue, 
or signing commercial customer contracts. 
 

Vehicle C: Labuan International Company (Special Offshore Regime) 
• Best For: International trading, fintech, software licensing, global asset holding, shipping, offshore reinsurance, and 

regional management services. 
• Tax Efficiency: Enjoys a 3% preferential tax rate on audited net profits for trading activities (or 0% for pure holding) 

under the Labuan Business Activity Tax Act 1990 (LBATA), provided economic substance requirements (minimum local 
headcount & operating spend in Labuan) are met. 

• Banking & FX: Multi-currency international banking in USD, SGD, EUR, and GBP with complete freedom from Malaysian 
foreign exchange administration restrictions. 

 
3. Practical Paid-Up Capital & Work Pass Feasibility Benchmarks 

Operational Milestone Sdn Bhd (Wholly Foreign-
Owned) 

Foreign Branch Office Labuan International Co. 

Initial SSM Registration RM 1 (Statutory minimum); 
RM 100 recommended for 
clear percentage splits. 

Scaled according to overseas 
parent company authorized 
share capital. 

No statutory minimum; USD 
1 to USD 10,000 standard 
initial capital. 

Commercial Banking 
Clearance 

RM 3,000 minimum initial 
capital recommended to 
meet opening deposit 
thresholds. 

RM 10,000 to RM 50,000 
required by Malaysian 
commercial corporate banks. 

USD 2,000 to USD 5,000 
standard bank opening 
deposit requirements. 

Expatriate Work Pass (EP) 
Eligibility Threshold 

RM 500,000 for non-
regulated consultancy/IT 
services; 
RM 1,000,000 for retail, 
trade, distribution & F&B. 

Parent company 
capitalization verified; ESD 
company registration 
required. 

Demonstrated economic 
substance and operating 
budget; eligible for 2-year 
Labuan EP. 

Retail / Trading License 
(WRT) 

RM 1,000,000 mandatory 
paid-up capital before 
applying for KPDN WRT 
clearance. 

Subject to KPDN WRT 
approval (RM 1,000,000 
capital equivalent). 

Not applicable (Labuan 
entities trade offshore/cross-
border). 

 
4. Corporate Advisory & Contact Information 
Need Strategic Clarification on Your Malaysian Expansion? 
Every business model is unique. Contact our senior corporate secretarial and foreign direct investment advisory team for a confidential structural review, 
capital planning, and fast-track digital incorporation. 
 
• WhatsApp Hotline: +6019-888 9910   |   Company Secretary (Mr. Jee): +6016-465 7355 
• West Malaysia Hub: Prima Tanjung Business Centre, Tanjong Tokong, Penang 
• East Malaysia Hub: Miri, Sarawak — GZ Corporate Services (Sarawak) Sdn. Bhd. 
DISCLAIMER: This guide is prepared for comparative reference under the Companies Act 2016 and LBATA 1990. Final statutory approvals remain subject to 
SSM, MIDA, Labuan FSA, and LHDN. All above information is subject to change from time to time without notification, and merely for reference only 
 


