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General Aspects 
Malaysia is a developing country and is rich in natural resources such as rubber, natural 
gas and oil palm. Malaysia has diversified its economy from the initial agriculture and 

Legal Forms of Business Entities

commodity-based sectors, to that of  the now robust manufacturing and service sectors. 
The functional currency is Malaysian Ringgit (MYR).

Legal form Feature Remarks

Sole Proprietorship The simplest and cheapest business entity to establish. 

Only required to pay an annual fee for keeping the business renewed 
every year to the Companies Commission of Malaysia (SSM) and not 
required to submit audits or perform annual filling for business.

The process of registration can be done  without  having to go through 
a third party. 

This type of entity is owned solely by an individual, and the individual’s  
liability is unlimited as it is not a separate legal entity. 

Under the Registration of Business Act 1956 (Only applicable for West 
Malaysia)
Subject to personal tax under Income Tax Act 1967
Only Malaysian citizens or permanent residents are permitted to register

Partnership A Partnership comprises a joint-entity holder with 2 or more people and 
maximum of 20 members. 

Not required to submit audits or perform annual filling for business to 
Companies Commission of Malaysia (SSM).

The partnership not a separate legal entity, partners in a partnership are 
bounded by unlimited liability at personal capacity. 

Under the Registration of Business Act 1956 (Only applicable for West 
Malaysia)
Subject to personal tax (shared among partners) under Income Tax Act 1967
Only Malaysian citizens or permanent residents are permitted to register

Limited Liability 
Partnership (LLP)

A Limited Liability Partnership (LLP) is a hybrid between a partnership 
and private limited company. There must be at least 2 partners, with no 
maximum number of partners.  

It is similar to the conventional partnership but with the advantages of a 
private limited company. 

As such, LLP is a separate legal entity from its partners. It is capable of 
suing and being sued, acquiring, owning, holding and developing or 
disposing of property.

LLP has fewer compliance requirements and is a much more affordable 
business vehicle. For instance, LLP is not required to audit its accounts 
annually.

Under the Limited Liability Partnerships Act 2012
Subject to corporate tax under Income Tax Act 1967
Malaysian citizens or permanent residents are permitted to register
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Private Limited 
Company

A private limited company by shareholding and is the most common 
business entity in Malaysia. 
This type of company is a separate legal entity from its owners, which 
means this company is considered as a legal ‘person’ that can buy or sell 
property, present into legal contracts, sue or get sued in courts of law.
Private Limited Company is required to submit and file its audited financial 
statements with the Companies Commission of Malaysia annually. 
This is the most common type of business recommended for foreign 
owners. Foreigners are allowed to register a  Private Limited Company 
here with 100% foreign ownership for businesses that do not fall under 
certain industries such as oil and gas, education, tourism, agriculture 
and banking.  Otherwise, business will need to have 50% Malaysian 
ownership.

Under Companies Act 2016
Subject to corporate tax under Income Tax Act 1967
Anyone who wants to run a Small and Medium Enterprise (SME) business in 
Malaysia. The only restriction is, at least 1 director has to reside in the country

Company Limited by 
Guarantee (CLG)

A Company Limited by Guarantee (CLG) is a public company without 
share capital for non-profit purposes. There are no shareholders, only 
members who act as guarantors to run the operation. 
Members do not contribute capital to the company but are responsible 
to pay debts if it closes down, according to the amount of guarantee as 
promised. Hence, it is unable to use its profits for purposes other than 
those stated as objectives in the constitution. 
It is the only business entity that can promote art, science, religion, charity 
and pension schemes. 

Under Companies Act 2016
Can apply for exemption from paying corporate tax 
Only for Non-profit organisations to register

Unlimited Company Unlimited Company is a company where the liability of its shareholders 
towards the company is unlimted
It is similar to a Partnership with more flexibility in the ownership of shares 
where shareholders are free to sell their shares back to the company. 
It can be registered for purposes of forming a mutual fund that holds 
assets for investment purposes, rather than to carry out business.
Shareholders are still liable towards the company’s debt if the company 
closes down within one year after they have left the company.

Under Companies Act 2016
Subject to corporate tax under Income Tax Act, 1967
Only applicable to Mutual Funds to register the company

Public Limited 
Company

A public limited company is rather similar to private limited companies 
except that its shares can be offered to the public for fixed periods and 
any other forms of subscription. 
Public limited companies are required to have a minimum of 2 
shareholders but there is no maximum number of shareholders
This type of business entity  usually involves the company being listed 
and is governed by the Securities Commission of Malaysia. Public listed 
companies are usually the preferred business model for large businesses. 

Under Companies Act 2016
Subject to corporate tax under Income Tax Act 1967  
Entrepreneurs with large business models to register the company
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Foreign Company A Foreign Company is for non-Malaysians who have established 
businesses in other countries and want to set up a company branch in 
Malaysia for operation or customer service purposes. 

This allows foreigners to run businesses in Malaysia without having a 
director that resides in the country. 

Under Companies Act 2016
Subject to corporate tax under Income Tax Act 1967
Foreigners with established businesses in other countries who want to start a 
branch in Malaysia to register

Requirements for Operating

Topic Feature Remarks

Manufacturing Sector Malaysia has always welcomed investments in its manufacturing sector. Desirous of increasing local participation in this 
activity, the government encourages joint-ventures between Malaysian and foreign investors.

Equity Policy for New, Expansion or Diversification Projects

Since June 2003, foreign investors could hold 100% of the equity in all investments in new projects, as well as investments 
in expansion/diversification projects by existing companies, irrespective of the level of exports and without excluding any 
product or activity.

The equity policy also applies to:

i.     Companies previously exempted from obtaining a manufacturing licence but whose shareholders’ funds have now 
reached RM2.5 million or have now engaged 75 or more full-time employees and are thus required to be licensed.

ii.  Existing licensed companies previously exempted from complying with equity conditions, but are now required to comply 
due to their shareholders’ funds having reached RM2.5 million.

Equity Policy Applicable to Existing Companies

Equity and export conditions imposed on companies prior to 17 June 2003 will be maintained.

However, companies can request for these conditions to be removed and approval will be given based on the merit of each 
case.

Services Sector In Malaysia companies are governed by the Companies Act, 2016. This Act does not stipulate any equity conditions on 
Malaysian incorporated companies.  However, to increase local participation in business, the government encourages joint-
ventures/ partnership between Malaysian and foreign investors.

Specific equity conditions may be imposed for specific approvals, operating licences, permits or registrations by the 
regulating Ministries/Agencies, depending on the activities undertaken.

Equity Ownership A company, which equity participation has been approved will not be required to restructure its equity at any time as long as 
the company continues to comply with the original conditions of approval
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Statutory Contribution Under Employees Provident Fund (EPF) Act, an employee is required to 
contribute 11% of the monthly wages. Employer is required to contribute 
12% or 13% of monthly wages.
Under Employees’ Social Security (SOCSO) Act 1969, there are two 
schemes, namely the  Employment Injury Insurance Scheme and Invalidity 
Scheme to protect the welfare of employees and their dependents.
The Employment Insurance System (EIS) Act 2017  provides immediate 
financial assistance to insured workers who lost their employment. 

All foreign workers and expatriates are exempted from statutory contribution. 

Labour law In Malaysia, employment law is generally governed by the Employment Act 1955 (“Employment Act”). The Employment Act sets out certain minimum 
terms and conditions that are afforded to certain category of employees which are any employee as long as his/her monthly wages is less than RM2,000.00 
and any employee employed in manual work including artisan, apprentice, transport operator, supervisors or overseers of manual workers, persons 
employed on vessels and even domestic servants are classified as employees even if their wages is more than RM2000.00 per month. According to the 
Employment Act, normal work hours are not to exceed 8 hours in a day or 48 hours in a week. 

Employment

Topic Feature Remarks

Work permit According to Employment (Restriction) Act 1968, non-Malaysian citizens 
are required to obtain a valid work permit before they can be employed 
locally.

For non-Malaysian citizens, working without a valid work permit is strictly 
illegal under the Immigration Act 1966.

Taxation

Tax Feature Remarks

Personal Income Tax Every individual is subject to tax on income accruing in or derived from 
Malaysia. Income is assessed on a current year basis and individuals 
must comply with the self-assessment scheme. The tax rate differs as it 
is calculated according to the chargeable income of resident individual 
taxpayers. The rates of personal income tax are progressive with 0% for 
the  first RM5,000 of chargeable income and the highest rate is 30%, 
which is applicable for chargeable income exceeding RM2,000,000. 
Individuals who do not fulfil the residence requirement are taxed at a 
flat rate of 30%.

Individual who fulfils any criteria below is liable for income tax:
• Individual has been resident in Malaysia for 182 days of the tax year
• Individual has been resident in Malaysia for less than 182 days of the tax year, 

but was resident in the country for a total of 182 consecutive days linked to 
days from the year immediately preceding or following that tax year

• Individual has been resident in Malaysia for at least 90 days of the current 
tax year and was resident in Malaysia for at least 90 days in three of the 
four preceding years

• Individual will be resident in Malaysia in the year following and has been 
resident in Malaysia in the three years preceding the one being taxed.

Malaysia has its own taxation system. Malaysia’s taxes are assessed on a current year basis and are under the self-assessment system for all taxpayers. All income accrued in, derived 
from, or remitted to Malaysia is liable to tax.
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Corporate Income  Tax The tax rate for resident company with paid up capital of RM2.5 million 
and below at the beginning of the basis period and company having 
gross business income from one or more sources for the relevant year of 
assessment of not more than RM50 million is 17% for the first RM600,000 
of chargeable income and 24% for subsequent chargeable income. 

The tax rate for resident company with paid up capital above RM2.5 
million and  for non-resident company or branch at the beginning of the 
basis period is 24% of the chargeable income. 

Unutilised tax losses in the company may be carried forward for seven years of 
assessment effective Year of Assessment 2019 (Except for dormant company 
which has substantial change in corporate ownership)
Alternative minimum tax is only applicable for Labuan company carrying on 
trading activity and is taxed at 3% of the audited accounting profit. 

Real Property Gain Tax 
(RPGT)

Based on the Real Property Gain Tax Act 1976, Real Property Gains Tax 
(RPGT) is a tax chargeable on the profit gained from the disposal of a 
property or sale of shares in a real property and is payable to the Inland 
Revenue Board. A chargeable gain is the profit when the disposal price 
is more than the purchase price of the property. RPGT applies to both 
residents and non-residents with different rate.

The rate of RPGT is different which is based on the period of ownership. For 
corporate entity, the RPGT rate to be charged is 30% for the ownership of the 
property within 3 years. The rates are 20%, 15% and 10 % for disposal in fourth, 
fifth and sixth year   of holding ownership. 

Sales and Service Tax 
(SST)

Governed by the Sales Tax Act 2018 and the Service Tax Act 2018, the 
Sales Tax was a federal consumption tax imposed on a wide variety of 
goods while the Service Tax was levied on customers who consumed 
certain taxable services. Special designated areas that include Langkawi 
Island, Tioman Island and Labuan Island are exempted from the Service 
Tax. The standard sales tax rates are 10% or 5%, and the service tax rate 
is 6%.

The sales and service tax registration threshold is RM500,000 per annum 
of taxable goods or taxable services, and the threshold for restaurant is 
RM1,000,000 per annum. 

Withholding Tax Withholding tax is an amount withheld by the party making payment 
(payer) on income earned by a non-resident (payee) and paid to the 
Inland Revenue Board of Malaysia. The Income Tax Act, 1967 provides 
that  a payer is liable for withholding tax  on payment of interest, royalties, 
technical service fees and other. 

The withholding tax of 15% applies to interest paid to non-resident and 10% 
applies to royalties, services fee, rental of moveable property, installation fees 
and certain one-time income which are paid to non-resident. (Except the rate 
is reduced under tax treaty)



Mallorca, 260 àtic
08008 – Barcelona
Tel.: + 34 93 215 59 89
Fax: + 34 93 487 28 76
Email: info@antea-int.com
www.antea-int.com

This publication is intended as general guide only. Accordingly, we recommend that readers seek appropriate professional advice regarding any particular problems 
that they encounter. This information should not be relied on as a substitute for such an advice. While all reasonable attempts have been made to ensure that the infor-
mation contained herein is accurate, not Antea Alliance of Independent Firms neither its members accepts no responsibility for any errors or omission it may contain 
whether caused by negligence or otherwise, or forany losses, however caused, sustained by any person that relies upon it.

© 2022 ANTEA

SETTING UP BUSINESS IN

MALAYSIA

This guide has been prepared by YEE TSL, 
independent member of Antea

YEE TSL 
E-2-6, Plaza Damas, 60, Jalan Sri Hartamas 1, 
Sri Hartamas, 50480 Kuala Lumpur, Malaysia
Tel.: + 60 3 62111627
yee@yeetsl.com
www.yeetsl.com


