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FUNDS- SM
USE SAVI NGS TO REI NVEST AND EXPAND, SAYS CHAN

By: Mkhail Raj Abdullah

KUALA LUWMPUR, COct 4 (Bernama) -- Although the governnment will forgo
some RM70 million in revenue fromthe reductioninthe tax rate for small
and nediumscal e i ndustries (SMs) announced i n Budget 2003, the incentive
i s ai med at encouragi ng such industries to rei nvest the savings to expand
thei r operations.

Deputy Fi nance M ni ster, Datuk Chan Kong Choy, said SMs should strive
to becone | arger and nore conpetitive entities rather than falling into the
di vidend trap whereby they use the i ncreased savings to distributeto
shar ehol ders whi ch woul d then be taxabl e.

The incentive forns part of the government's efforts to nake the
domestic econony nore resilient by increasing donesti c denmand and
i nvestment nore so since SMs formthe backbone of the nation's industrial
sector, he said during an i nforrmal dial ogue with the nedi a on Budget 2003.

It is proposed that small and nmedi um scal e conpani es with paid-up
capital of RM2.5 million and bel ow at the beginning of the basis for a year
of assessment be subject to corporate tax at the rate of 20 percent on
chargeabl e i ncome of up to RMLOO, 000.

For chargeabl e i ncome in excess of RMLOO, 000, corporate tax at the rate
of 28 percent is still applicable.

However, Chan | anented that there were sone roadbl ocks to spurring
domestic i nvestnments, forenpst of which was the rel uctance by banks to
di sburse | oans especially to new and productive areas such as SM s,
servi ces, nodern agricultural and know edge-based activities.

That was why Prine M nister and Fi nance M nister Datuk Seri Dr Mahathir
Mohamad war ned financi al i nstitutions when unveiling the Budget that the
Statut ory Reserves Requirenment (SRR) m ght be rai sed.

Currently, the SRR, a set of funds that banks are required to deposit
with the central bank where they earn no interest, is at an all-tinme | ow of
four percent.

According to | atest figures, he said that | oans growth by financial
institutions at about 3.6 percent "was not up to expectations” although the
target 8.0 | oans growt h | ai d down by Bank Negara after the 1997 fi nanci al
crisis was still in force.

Chan said that if the banks were not forthcoming in |l ending nore to
stinul at e busi ness activity, then the government woul d have to take the
| ead by using the increased funds froman i ncreased SRR

He al so said that Mal aysia was still attractive as an i nvest ment
destination given the | ow cost of doing busi ness which was why there was no
necessity to | ower the corporate tax despite w despread anti ci pati on.

The deputy mnister said that Mal aysia's effective rate was very | ow at
| ess than 10 percent when all the incentives and relief offered especially
for the manufacturing sector were taken i nto account.

Besides this, the country's political stability, incentives for
rei nvest nent, and tel econmruni cati on and transport facilities were anmong
additional factors sweetening the deal for investors.

Mal aysi a, he said, was also trying to | essen the dependence on exports
whi ch accounted for a bul k of the country's Gross Donesti ¢ Product, which
at 120 percent was too high, as well as on foreign direct investnents.

Conparatively, in devel oped countries such as the United States, they
accounted for 15 percent and Japan | ess than that, whi ch was why Ml aysi a
was | ooking i nward to make its econony nore resilient by boosting donestic



dermand and donestic i nvestnments.

He said that revenue collection by both the Inland Revenue Board and
Royal Custons Departnent had i nproved trenendously over the years.

IRB's collection went up to RWA2 billion and over RMA3 billion in 2001
and 2002 respectively fromRM32 billion in 2000, thanks to friendly street
surveys, he said. A nore successful approach has al so been taken to
per suade people to pay up as well as the decentralisation of the paynent
systemw th 30 over stations nationwide to facilitate paynments. -- BERNAMA
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