21/ 09/ 2002
Smal |, nedi um scal e conpani es enjoy tax cut

reports on "(Budget 2003)" by Ham sah Ham d; Adeline Paul Raj;
AS EXPECTED, the CGovernnent |lowered the corporate tax rate, but only for
smal | - and nedi um scal e conpanies, so as to pronote donmestic-led growh in
the country.

It was proposed under Budget 2003 tabled yesterday that conpanies with a
pai d-up capital not exceeding RV2.5 nmillion be subject to a 20 per cent
corporate tax rate - instead of 28 per cent currently - for chargeable
i ncome of up to RMLOO, 000.

The tax rate on the remaini ng chargeabl e i ncone is, however, maintained
at 28 per cent.

This means a conpany entitled to the newrate will save RMVB, 000 on the
first RMLOO, 000 of its chargeabl e incone.

The new tax rate is effective fromthe 2003 assessnent year and is
expected to cost the Governnent some RM270 million in revenue.

Di vidends distributed will be given a tax credit of 20 per cent in the
hands of the sharehol ders.

Prinme Mnister Datuk Seri Dr Mahathir Mhanmad, who is al so Fi nance
M nister, said in his budget speech that the nove is in tandemwth the
CGovernnment's policy to pronote donestic investnent, especially anong the
smal | - and nedium scale industries (SMs) that currently do not have many
tax incentives.

Al t hough di sappoi nted that the corporate tax rate was not broad-based,
econom sts and tax consultants contacted by Busi ness Tinmes acknow edged
that SMs deserve the boost as they formthe backbone of a country's
donestic economi c activities.

"I'n view of the uncertainty in the gl obal econony, we believe the
Government is banking on stronger donestic activities as one of its future
growm h strategi es while reducing over-reliance on external drivers," said
economi st Azrul Azwar of M DF Sisnma

The market had largely anticipated a corporate tax cut of at |east one
percentage point to 27 per cent across all sectors to pronote greater
foreign direct investnent (FDI) inflow Singapore has just cut its
corporate tax rate by 2.5 percentage points to 22 per cent in 2003 and
plans to reduce it further to 20 per cent by 2005.

"I"'ma bit concerned at the disparity between the Ml aysian and
Si ngaporean rates," said Quah Poh Keat, vice president of the Ml aysian
Institute of Taxation and nanagi ng partner at KPMG Mal aysia. He had hoped
that the corporate tax rate would be cut to 25 per cent for all sectors.

Dr Mahathir, in his budget speech yesterday, however, said that a | ow
corporate tax regime woul dl not necessarily attract nore FDI, pointing out
t hat Mal aysi a had been successful in attracting FDI even when the tax
rates were higher at 40 per cent in the 1980s and 30 per cent in the
1990s.

However, there are others who disagree.

"You have to | ook at the region as a whole... at that tine, |Indonesia
and China had not really cone up yet and Mal aysia's | abour costs were
still lTow " said Lee Lee Kim executive director at Deloitte KassinChan

Tax Services Sdn Bhd.

Dr Mahathir said even if foreign investors paid | ower taxes in Ml aysia
they also had to pay taxes in their country of origin, thus "our tax
foregone will be tax gained in their country".

He remarked in his speech that corporate tax should not be viewed in



terns of its nomnal rate only. "W nust al so take into account the
provi sion of tax incentives. If these incentives are included, our

effective tax rate for the manufacturing sector is only 8 per cent," he
added.
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