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Income Tax (Exemption) Order 2025
In brief

The Income Tax (Exemption) Order 2025 (“2025 Order”) was gazetted on 13 February 2025 and
provides exemption from income tax on various payments from specified Labuan persons. The 2025
Order replaces the existing Income Tax (Exemption) (No. 22) Order 2007 (“2007 Order”) with effect
from the year of assessment (YA) 2023. The scope of exemption covered in the 2007 Order is carried
over to the 2025 Order. Distributions from Labuan foundations, Labuan limited partnerships, Labuan
limited liability partnerships, Labuan Islamic limited partnerships, and Labuan Islamic limited liability
partnership are now specified under the 2025 Order. The exemptions provided under the 2025 Order
are now time-bound and are set to expire at the end of YA 2027.

Key details

Scope of Exemption

Chargeable income from the following is exempt from tax (these are carried over from the 2007
Order):

e Dividends received by a Labuan company.

¢ Dividends received by any person from a Labuan company which are paid, credited or

distributed out of income derived from a Labuan business activity or income exempted from

tax.

Distributions received from a Labuan trust or Labuan Islamic trust by a beneficiary.

Royalties received from a Labuan company by a non-resident person.

Royalties received by a Labuan company from another Labuan company.

Interest received by a resident / non-resident person (other than interest accruing to a

business of banking in Malaysia of the resident / non-resident person) from a Labuan

company.

e Interest received by a Labuan company from another Labuan company.

e Payments for services, advice or assistance specified under section 4A(i) and (ii) of the
Income Tax Act 1967 (“section 4A payments”) received by a non-resident from a Labuan
company.

e Section 4A payments received by a Labuan company from another Labuan company.

* Labuan company is defined as “a Labuan company incorporated under the Labuan Companies Act 1990 and includes a
foreign Labuan company registered under the same Act.”

** Withholding tax exemption for non-residents receiving income from use of movable properties by a Labuan company
licensed to carry out leasing business is currently provided separately under an existing exemption order.

The following exemptions are now covered under the 2025 Order:

e Distribution of foundation profits after tax received by a member of a Labuan foundation or a
Labuan Islamic foundation.

¢ Distribution of partnership profits after tax to a partner of a Labuan limited partnership, a
Labuan limited liability partnership, a Labuan Islamic limited partnership or a Labuan Islamic
limited liability partnership.

Similar to the 2007 Order, withholding tax is not applicable to interest, royalties, and section 4A
payments which are exempt from income tax under the 2025 Order.



PwC Comments

e The time-bounded exemption is consistent with the current approach adopted by the
Government in providing tax exemption. The current end date, which is set to expire in under
three years’ time in 2027, signals a continuous review and fine-tuning of the incentives in
driving the attractiveness of Labuan as a preferred international investment and finance
centre.

e In relation to distributions from Labuan foundations and Labuan Islamic foundations, the 2025
Order provides the exemption to a “member” who receives such distributions. Clarity that a
member refers to a beneficiary is required.

e As dividends received from Labuan companies continue to be exempted under the 2025
Order, individuals receiving dividends from Labuan entities will be exempt from the 2%
dividend tax as announced in Budget 2025.

e Whilst a Labuan company is defined, the 2025 Order did not further specify or make a
distinction between: (i) a Labuan company which makes an election to be subject to income
tax instead of the Labuan business activity tax or (ii) a Labuan company which is subject to
income tax because its income is not within the scope of a Labuan business activity. Since
single-tier dividends are exempt in the hands of shareholders (except for the 2% tax on
individuals receiving more than RM100,000 dividend income), a similar treatment for dividend
received from Labuan companies would be welcomed to promote Labuan.

e The 2025 Order now codifies the requirement for the exemption to apply at the chargeable
income level, i.e., after accounting for deductions and allowances. This is applicable
especially to residents which are submitting income tax returns.

Have questions? Are you working on a critical tax issue? Our Tax team can help
you achieve your tax objectives to strategically move your
Let’s connect business forward. For more tax insights, please visit

WWW. pwc.com/my/tax.
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