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LABUAN'S DIGITAL FINANGE AMBITION

Innovation, Regulation and the Test of Credibility

Labuan’s ambition to strengthen its position in international digital finance rests on a
proposition that is increasingly relevant to financial centres competing for cross-border
business: regulation must accommodate technological change without compromising
financial integrity, investor protection or institutional accountability. Artificial intelligence
(A1), digital assets, tokenisation and programmable finance are reshaping the delivery of
financial services, but their commercial value ultimately depends on the reliability of the
institutions, legal rights and supervisory arrangements supporting them.

Labuan Financial Services Authority (Labuan FSA) has articulated a flexible, risk-based
approach under which innovative business models can be assessed within existing
licensing and regulatory frameworks. Speaking at the Asia Fintech Forum 2026 in Kuala
Lumpur on 2 October, Director-General Affendi Rashdi described the development of
Labuan International Business and Financial Centre’s digital-finance ecosystem, which
the regulator traces to 2017. Its evolution encompasses electronic platforms for trading
fiat and digital currencies, digital-asset exchanges and blockchain-based tokenisation
initiatives.
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The Islamic Digital Asset Centre (IDAC), including the RAMZ proposition involving Shariah-
compliant securities tokens, forms part of this wider strategy. These initiatives indicate
potential applications for digital infrastructure in Islamic finance, investment products
and asset-based transactions. Their commercial significance, however, must be
assessed against the legal rights conferred by individual instruments, the status of
relevant approvals, the protection of underlying assets and the enforceability of
contractual obligations.

Labuan’s opportunity lies in combining regulatory adaptability with demonstrable
institutional credibility. That requires transparent licensing expectations, effective
supervision, robust cybersecurity, sound governance, meaningful disclosures and
cooperation across jurisdictions. The decisive test will be whether the regulatory
approach translates into sustainable financial activity and reliable outcomes for
investors, customers and counterparties.

FROM FINTECH ADOPTION TO FINANCIAL-CENTRE CREDIBILITY

Digital finance has moved beyond the introduction of isolated technology products. Al-
assisted compliance, digital-asset trading, tokenised investments and programmable
transactions increasingly intersect within financial institutions and across transaction
chains. This convergence creates opportunities to improve operational efficiency, expand
access to financial services and develop new investment structures, while introducing
risks that may not fit neatly within conventional regulatory categories.

For an international financial centre, the challenge is therefore twofold. It must provide a
regulatory environment in which legitimate innovation can develop, while ensuring that
technological novelty does not become a route around established standards of
financial conduct, customer protection or accountability.

Labuan FSA’'s October 2026 position addresses this challenge through a risk-based
approach. Rather than treating technology labels as the primary determinant of
regulatory treatment, the regulator has indicated that the nature and scale of an activity,
together with its associated risks, should inform the applicable requirements. Innovative
business models may be assessed within existing licensing and business frameworks,
with conditions and safeguards calibrated to the circumstances.

This approach has potential advantages. Requiring every technological development to
fit a newly created regulatory category can delay legitimate business and produce
unnecessary complexity. Existing frameworks may already address relevant activities,
provided their application accounts for the additional risks introduced by new delivery
mechanisms.

The approach nevertheless depends on clarity. Firms must understand which activities
require authorisation, which conditions apply and how continuing compliance will be
assessed. Flexibility becomes commercially valuable when it enables informed decisions;
uncertainty about regulatory expectations can instead increase costs, discourage
investment and complicate relationships with counterparties.
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Labuan’s competitive proposition must consequently be assessed
through more than the availability of digital-finance initiatives. Its long-
term value will depend on whether businesses can operate predictably
within the framework and whether other financial institutions can rely on
the resulting standards of governance and supervision.

A RISK-BASED REGULATORY FRAMEWORK

A risk-based approach recognises that the same technology can
support materially different financial activities. An Al system used to
organise internal records does not present the same exposure as one
making consequential decisions about customers, credit or
transactions. Similarly, a platform facilitating the transfer of a digital
representation of an asset may create different risks from an exchange
holding customer assets or an institution offering financial products
linked to digital instruments.

The relevant regulatory questions concern the underlying activity, the
parties involved, the assets or obligations being represented, the
potential consequences of failure and the controls available to contain
those consequences.

Labuan FSA’s stated approach seeks to accommodate this diversity
without relying exclusively on conventional regulatory sandboxes.
Specific initiatives, including an Islamic digital banking sandbox, form
part of the wider ecosystem, but the broader proposition is that
innovative activities may be assessed through existing licensing
arrangements where appropriate. This can offer a practical route for
firms whose activities combine established financial functions with
newer technology. It may also allow regulatory conditions to reflect
differences in business scale, operational complexity and exposure to
customers or markets.

However, a principles-based framework places considerable
importance on the quality and consistency of regulatory judgement.
Firms need to know how the regulator interprets its requirements, what
evidence it expects and how decisions can be explained. Comparable
activities should receive reasonably consistent treatment, while material
differences in risk should justify differences in regulatory conditions.

The central policy objective should be predictable discretion: sufficient
flexibility to assess new business models individually, supported by clear
expectations, documented reasoning and effective oversight. Without
those features, flexibility may be difficult for firms to distinguish from
uncertainty.
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TOKENISATION BENEFITS AND LEGAL LIMITS

Tokenisation is one of the more prominent applications of digital infrastructure in
financial services. Depending on its structure, it can represent an asset, a security or a
contractual right through a digital unit recorded on a technology platform. Potential
benefits include fractional participation, more efficient transfer processes, improved
reconciliation of records and automation of selected administrative functions.

These capabilities may be relevant to fundraising, investment administration and the
distribution of eligible assets. They may also create opportunities to broaden
participation in products that would otherwise involve higher transaction or
administrative costs.

The legal position requires particular attention. A token does not automatically establish
ownership of an underlying asset merely because a digital record identifies its holder. The
rights attached to it depend on the offering documents, contractual arrangements,
ownership structure, applicable law and the legal mechanism through which the
underlying asset is held or transferred.

Investors therefore need to understand precisely what they acquire. Does the instrument
confer direct ownership, a beneficial interest, a contractual claim or exposure to the
performance of an asset? Who holds and administers the underlying asset? How are
transfers recognised, and what happens if the issuer, custodian, intermediary or
technology platform becomes insolvent or ceases operating?

These questions become more consequential where assets are illiquid, held through
multiple entities or subject to transfer restrictions. A digital record may improve the
visibility of transactions without resolving weaknesses in title, valuation, custody or
enforceability.

Tokenisation should consequently be treated as an instrument for structuring and
administering financial rights, rather than as a substitute for the legal and operational
foundations of those rights. The credibility of a tokenised offering will depend on the
quality of its underlying structure as much as the efficiency of its technology.

ISLAMIC DIGITAL FINANCE AND THE IDAC INITIATIVE

The Islamic Digital Asset Centre represents an important element of Labuan’s attempt to
connect digital financial infrastructure with Islamic-finance principles. The RAMZ
proposition, described by Labuan FSA as involving Shariah-compliant securities tokens,
contemplates the potential structuring of eligible assets, including securities, sukuk and
real-world assets, into digital units. The wider ecosystem also includes initiatives
associated with Shariah- and environmental, social and governance (ESG)-compliant
digital-asset activity, an Islamic digital banking regulatory sandbox and potential social-
finance applications.
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This intersection offers opportunities to explore digital structures for asset-based
investment, more accessible participation and improved administration of financial
transactions. Where appropriately designed, digital infrastructure could support
ownership records, facilitate selected processes and make certain investment
arrangements easier to administer.

The substantive requirements of Islamic finance remain central, however. A product’s use
of blockchain, digital tokens or automated execution does not establish its Shariah
compliance. That assessment depends on the underlying assets, contractual structure,
economic substance, allocation of risks and relevant governance arrangements.

Investors and counterparties must also distinguish between an announced initiative, a
proposed product, a regulatory sandbox activity and a product that is operational and
appropriately authorised. These categories are not interchangeable. The existence of an
initiative does not, by itself, establish that every contemplated product is available to
investors or carries a particular regulatory approval.

For Labuan, the opportunity is to 588,
demonstrate  that Islamic-finance

principles and digital infrastructure can

operate together within clearly defined
legal and supervisory arrangements.
Credibility will depend on transparent
product documentation, effective
Shariah governance, clear ownership
rights and credible arrangements for
custody, dispute resolution and
investor recourse.

ARTIFICIAL INTELLIGENCE AND THE ACCOUNTABILITY GAP

Al can strengthen financial operations by supporting customer onboarding, transaction
monitoring, fraud detection, risk assessment and compliance processes. Properly
implemented, these systems may help institutions identify unusual patterns, process
large volumes of information and direct human attention towards transactions requiring
further examination.
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The technology also introduces distinct risks. Inaccurate outputs, inadequate training
data, poorly designed models and excessive dependence on automated decisions can
affect the quality of financial assessments. Automated systems may produce false
positives, overlook suspicious activity or generate conclusions that staff cannot
adequately explain.

These risks are particularly relevant when Al influences decisions affecting customers,
financial transactions or regulatory reporting. A system'’s output should not be treated as
conclusive merely because it is generated rapidly or presented in a structured form.
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Institutions must retain clear responsibility for decisions made with technological
assistance. Appropriate safeguards include documented procedures, human
oversight, escalation mechanisms, access controls, audit trails and periodic
assessment of system performance. Where a decision has material consequences, the
institution should be able to explain its basis and identify who is accountable for
approving or reviewing it.

Labuan FSA’s risk-based approach provides a framework within which these issues can
be assessed according to the activity involved. The practical challenge is ensuring that
regulatory expectations remain proportionate while addressing the consequences of
automated errors, operational failures and inadequate oversight.

Technology can improve compliance capacity, but it cannot remove the institutional
responsibility to exercise judgement.

CYBERSECURITY, FINANCIAL CRIME AND BENEFICIAL OWNERSHIP

As financial services become increasingly digital and interconnected, operational
resilience becomes a core regulatory concern. Cyberattacks, compromised
credentials, service disruptions, unauthorised access and weaknesses in third-party
technology can expose institutions and customers to financial loss. Disruptions at a
service provider may also affect multiple firms simultaneously, creating risks that
extend beyond an individual institution.

Effective safeguards require more than the adoption of new security products.
Institutions need appropriate access controls, incident-response arrangements, tested
recovery procedures, oversight of external service providers and clear responsibility for
managing operational risk. Their ability to restore services and protect records during a
disruption is as important as their ability to prevent one.

Financial crime presents a parallel challenge. Digital transactions may move rapidly
across jurisdictions, while the parties, beneficial owners and sources of funds involved
can be distributed across several legal systems. This complicates customer due
diligence, sanctions compliance, transaction monitoring and the verification of
ownership arrangements.

Labuan FSA’s emphasis on understanding beneficial ownership and the commercial
rationale of transactions is therefore significant. Formal documentation may identify
an immediate contracting party without adequately explaining who ultimately controls
an entity or benefits from a transaction. Institutions must assess whether the available
information is coherent, credible and consistent with the activity being undertaken.

Al, regulatory technology and blockchain analytics can assist in identifying patterns
and potential anomalies. Their outputs nevertheless require appropriate interpretation.
An automated alert does not establish misconduct, and the absence of an alert does
not establish that a transaction is legitimate. Compliance professionals must retain the
capacity to investigate concerns, assess context and make reasoned decisions.
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A credible digital-finance framework must integrate technological capability with
governance, staff competence and clear escalation procedures. The objective is not to
eliminate every risk, which would be unrealistic, but to ensure that risks are identified,
managed and addressed through accountable processes.

CROSS-BORDER SUPERVISION AND INTERNATIONAL CONFIDENCE

Labuan’s international financial orientation makes cross-border cooperation an essential
part of its digital-finance strategy. Financial institutions may serve customers in multiple
jurisdictions, rely on technology providers located elsewhere and transact with
counterparties subject to different legal and regulatory requirements.

Such arrangements can complicate the investigation of suspicious transactions, the
verification of beneficial ownership and the enforcement of contractual or regulatory
obligations. They may also create opportunities for regulatory arbitrage where
differences between jurisdictions are exploited to avoid appropriate scrutiny.

Effective cooperation among supervisory authorities can help address these challenges
through lawful information sharing, coordinated oversight and the application of relevant
international standards. The objective is to ensure that cross-border operations do not
create gaps in accountability simply because the activity spans several legal systems.

For businesses, the credibility of a financial centre is partly reflected in how readily
counterparties can establish the regulatory status of institutions operating from it and
understand the protections attached to their activities. Clear regulatory expectations and
effective supervisory relationships can reduce uncertainty in international transactions.

Cooperation must also be supported by capable domestic supervision. International
coordination cannot compensate for inadequate records, unclear institutional
responsibility or weak internal controls. The two are complementary: firms must maintain
reliable information and controls, while regulators must have the capacity to assess
concerns and cooperate with relevant authorities.

Labuan’s competitive standing will depend in part on demonstrating that its flexibility is
compatible with meaningful oversight across borders.

REGIONAL COMPETITION AND THE EVIDENCE OF PROGRESS

Labuan’s strategy is unfolding against a broader regional fintech market. In his October
2026 address, Rashdi cited KPMG's Pulse of Fintech figures indicating that Asia-Pacific
fintech companies attracted US$9.3 billion across 763 deals in 2025, followed by US$4.6
billion across 350 deals in the first half of 2026.

These figures provide context for the scale of regional activity, but they should not be
interpreted as evidence of investment flowing specifically into Labuan. Regional
investment trends do not establish the performance of an individual financial centre, nor
do they demonstrate that announced initiatives have translated into operational
businesses.

www.fintradesecurities.com



A meaningful assessment of Labuan’s progress would require more granular evidence.
Relevant indicators could include the number and nature of authorised digital-finance
activities, the proportion of initiatives that become operational, capital committed to
local activities, the development of sustainable commercial relationships and the quality
of customer and investor outcomes.

Regulatory performance should also be evaluated through evidence of implementation.
Relevant considerations include the clarity of licensing decisions, the consistency of
supervisory expectations, the handling of complaints and disputes, operational resilience
and the effectiveness of measures addressing financial crime.

These indicators would help distinguish policy ambition from measurable results. They
would also provide prospective firms and counterparties with a more informed basis for
assessing Labuan’s commercial proposition.

FROM REGULATORY FLEXIBILITY TO SUSTAINABLE BUSINESS

Regulatory permission is an important condition for financial activity, but it does not
guarantee commercial success or eliminate investment risk. Businesses and
counterparties will continue to assess an institution’s governance, financial resources,
operational arrangements, contractual commitments and ability to protect customer
interests.

For firms considering Labuan, the practical questions extend beyond whether an
innovative product can be accommodated within the regulatory framework. They include
which permissions are required, how customer assets will be held, what disclosures must
be provided, how risks are monitored and what happens if a transaction or service fails.

Predictability is particularly important for business models involving multiple
intermediaries or jurisdictions. Firms need to understand the scope of their authorisation,
the conditions attached to their activities and the obligations they must meet as
operations expand. Regulatory expectations that are clear at entry but inconsistently
applied thereafter may weaken confidence rather than support it.

Labuan’s approach can create value if it combines proportionate requirements with
effective supervision and clear accountability. A framework that permits innovation while
maintaining credible safeguards can help legitimate businesses develop products and
build durable relationships. A framework perceived as uncertain or difficult to navigate
may struggle to deliver the investment and commercial activity it seeks to attract.

The central policy judgement is that regulatory flexibility must be matched by
institutional discipline. Innovation should not be assessed solely by the novelty of the
technology or the speed at which a product can be introduced. Its value must also be
judged by the clarity of the rights it creates, the risks it transfers, the protections available
to customers and the effectiveness of the arrangements governing failure.
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CREDIBILITY AS THE FOUNDATION OF DIGITAL FINANCE

Labuan FSA’s October 2026 position sets out a regulatory direction that
seeks to accommodate digital-finance innovation within a risk-based
framework. The development of tokenisation initiatives, Islamic digital-
finance structures and technology-enabled financial services creates
opportunities to diversify the centre’s activities and explore new ways of
delivering investment and financial products.

Those opportunities must be supported by enforceable rights, sound
governance, operational resilience, effective financial-crime controls
and credible supervisory arrangements. Tokenisation cannot replace
legal certainty, Al cannot replace accountable judgement, and
regulatory flexibility cannot replace consistent implementation.

Labuan’s long-term success will depend on the relationship between
these elements. The regulator’'s ability to accommodate new business
models must be matched by firms’ capacity to explain their products,
safeguard assets, manage conflicts and meet their obligations.
Investors and counterparties must be able to assess what they are
entering into and understand the remedies available if arrangements
fail.

The next phase should therefore be judged by evidence of sustainable
business development, regulatory consistency and meaningful
protection for those using the financial system. Regional investment
figures and policy announcements offer useful context, but operational
performance and measurable outcomes will provide the stronger test.

For Labuan, the strategic
objective is clear: establish a
digital-finance environment that
is adaptable without being
opaque, innovative  without
weakening  safeguards, and
efficient  without sacrificing
scrutiny. In international financial
services, credibility is not an
accessory to  technological
¢ progress. It is a fundamental
: R condition for turning innovation
COMPLIANCE into lasting commercial value.

TRUST
TRANSPARENCY

SECURITY
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