12 SEP 2003
BUDGET- MAHATHI R
DR M UNVEI LS 2004 BUDGET W TH BOLD POLI CY | NI Tl ATI VES

KUALA LUMPUR, Sept 12 (Bernamm) -- Prime Mnister Datuk Seri Dr
Mahat hi r Mohamad today unveil ed the 2004 Budget which featured several bold
policy initiatives which took into cognisance Mal aysia's half a century of
rapi d soci al and econom c progress, and the way forward for the well-being
of Mal aysians in the 21st century.

Dr Mahathir, who is also Finance Mnister, said the budget had adopted
a five-pronged strategy which took into account the performance of the
first half of the 8th five-year devel opnment plan to ensure the full
i npl enent ati on of devel opment policies and strategies for the country.

The 2004 Budget, with an expenditure of RML12.5 billion, is a reduction
of 1.6 percent fromthe RML14.3 billion expenditure in the 2003 Budget .

Based on an estimated revenue of RW5.6 billion, the 2004 Budget wil |
see a smaller budgetary deficit as the overall Federal Governnment deficit
is expected to be reduced to 3.3 percent of the Gross Donestic Product
(CGDP) compared with 5.4 percent in 2003.

Saying that the thrust of the 2004 Budget woul d be to have conti nued
policies and strategies for stinulating and accel erati ng donestic economnic
activities and greater participation of Ml aysians in economc growh, Dr
Mahat hi r enphasi zed that the private sector would resune its role as the
engi ne of growmh in the nation's econony.

He al so said the governnent would inplenent a nonetary policy that can
support and harness private consunpti on and enhance the nation's
conpetitiveness to enable Mal aysia to becone a truly tradi ng nation.

Al so, the governnent would inplenent fiscal consolidation towards
achi eving a bal anced budget in the near term and strengthen the soci al
agenda of a caring society to enhance the quality of life and well-being of
Mal aysi ans as part of the 2004 Budget policy initiatives.

H s 98- page Budget speech contained several neasures and policies ained
at devel opi ng greater excellence in nunber of key areas |ike trading,
manuf acturing, agriculture, education and tourism

Dr Mahathir also stressed on the inportance of creating and desi gni ng
nore Mal aysi an brand nanes that can be narketed abroad since many
wel | - known brands that have Mal aysi an conmponents were not regarded as
Mal aysi an products.

"It is therefore, not inpossible for Ml aysian brands in our |anguage
to be accepted globally,"” he said.

To further pronote |ocal brands, the governnent will further increase
the Fund for the Devel opnent and Pronotion of Ml aysi an Brands by anot her
RMLOO million after an initial allocation of RMLOO million.

El aborating on the strategy of pronpting the domestic private sector as
the engine of growth, Dr Mahathir said while a major contributor to the 21
percent growth in private sector investnent in the 10 years prior to the
1997-98 financial crisis was foreign direct investnment (FD), the main
contribution of FDI had only been in ternms of job creation.

Thi s was because foreign conpanies in Ml aysia finance their
i nvestnments |argely from Mal aysi an donmestic sources and as such the inflow
of foreign capital into the country was actually smaller than perceived.

Furthernore, these conpanies did not produce Ml aysi an brands, have | ow
backward and forward |inkages and utilise foreign technol ogy devel oped
abroad, he said.

"But today, since Malaysians are fully enployed, it only benefits



foreign workers. We nmust change all these and be bold enough to transform
t he econony from being FDI-driven to donestic-led investnent.

"We nust act immediately to nmake a quantum | eap to beconme the nation's
i nvestor, producer and exporter. Qur donestic private sector mnust devel op
and producer Ml aysi an brands of world class quality that are able to
penetrate international markets.

"W nust export goods, which we produce ourselves. W nust pronote
private sector initiatives to produce |ocal products with high val ue
creation, beginning fromour own research findings to utilising |oca
components as well as domestic logistics. This will ensure w de spin-offs
and hi gher wealth creation for all Ml aysians.”

To help in the pronotion of Ml aysi an products abroad, Dr Mahathir said
MATRADE woul d be corporati sed and the governnent woul d provide a | aunching
grant of RMLOO million for it to undertake foreign roadshows and bring in
private sector expertise, including expatriates in the pronotion of
exports.

MATRADE, he said, would i mediately undertake export pronotion on
wheel s to the Mddle East and Africa.

Dr Mahathir said the governnment would review its procurenment system
where the use of |ocal content and val ue-added woul d be given due
consideration in the tender evaluation in order to provide a market base
for local entrepreneurs and to further pronote |ocal industries.

At present, the evaluation of government tenders focuses on only the
techni cal and financial aspects.

"The agenda to pronpte donestic industries is of utnost inportance. As
such the government will require Tenaga Nasional, Tel ekom Proton, Petronas
as well as the stable of conpani es under Khazanah and Pernodal an Nasi ona
Bhd and ot her governnent conpanies to spearhead the devel opnment of donestic
products and technologies in their respective sectors,” he said.

Dr Mahathir al so touched on the nmuch-awaited policy on cars foll ow ng
the liberalisation of the autonotive sector under the Asean Free Trade Area
and said the government would continue to pronote domestic heavy
i ndustri es.

He said consuners had been postponing their purchases of cars and sal es
had been declining since February 2003.

The governnent, he said, had indicated that prices of cars would not be
| owered even after the reduction of inport duties on cars from Asean
countri es.

"To mtigate the loss in revenue, the government proposes to |evy
excise duties on inported cars when inport duties are reduced fromJan 1
2004. Therefore, consuners are encouraged to purchase cars now for
thensel ves and their famlies,"” he said.

Dr Mahat hir, who appeared upbeat and cheerful in his presentation, also
spoke about Mal aysia's prowess in oil exploration and production and the
need for another consortiumto undertake oil exploration, production and
refining.

He said the governnent could allow for another consortiumto undertake
t he devel opnent of nmarginal fields so as to gain the confidence of other
countri es.

As for the promotion of Ml aysi an connpani es abroad, he said the
quality and ability of these conpani es were of paranount inportance.

"We nust not all ow conpanies which do not have the capability to seek
contracts and business opportunities abroad so as to sell themto other
conpanies. This will only result in the erosion of confidence in Ml aysian
conpani es as well as our nation," he said.

In an effort to encourage small and medi umindustries increase their
i nvestments, the governnent has proposed to increase the threshold of



chargeabl e i ncone to RVb0O, 000 from RMLOO, 000 to a corporate tax of 20
percent as announced in the 2003 Budget.

Wth this increase, SMs will have an additional RVM322 million for
rei nvest nent.

The governnent al so proposed pioneer status with tax exenption of 70
percent on the increased income fromreinvestnment for a period of five
years and investnent tax all owance (I TA) of 60 percent on the additiona
i nvestment for a period of five years.

Conpani es produci ng goods using oil pal mbiomass woul d see the rate of
i ncome tax exenption under pioneer status increased to 100 percent for 10
years from 70 percent for five years previously and increasing the rate of
| TA to 100 percent for five years from 60 percent previously.

For existing conpani es using pal moil bionmass, they would have a
pi oneer status incentive with tax exenption of 100 percent for 10 years on
the increased inconme fromreinvestment and | TA of 100 percent for five
years on additional investnent.

Conpani es operating in Sabah, Sarawak and the Eastern Corridor of
Peni nsul ar Malaysia will see their rate of inconme tax exenption under
pi oneer status raised to 100 percent from 85 percent and an increase in the
rate of I TA to 100 percent from 80 percent. This allowance can be fully
deducted and not limted to 85 percent of the statutory incomne.

Dr Mahathir al so announced that individuals would al so be exenpted from
tax on incone remtted fromabroad as presently enjoyed by conpanies to
encourage themto renmt their income fromtheir investnents or savings
abroad for donestic investnent.

In addition to financial facilities provided by the governnent under
t he package of new strategies to help small and nedi um scal e i ndustries, Dr
Mahat hir sai d banking institutions nmust be pro-active in providing |loans to
smal | and nedi um busi nesses.

Saying that the governnent was concerned over small and nedi um
busi nesses facing difficulties in servicing their I oans with financial
institutions, he said Bank Negara Ml aysi a had established a schene to
restructure and reschedul e loans for all types of |oans and credit
facilities by borrowers in the tourism sector

In addition, the government would assist SMs to address their
non-performng loans with financial institutions via a mechanismsimlar to
the Corporate Debt Restructuring Conmittee. In this regard, BNM wi ||
establish a SM Debt Restructuring Committee.

To further pronote the devel opnment of private venture capita
conpani es, the Venture Capital Fund for Ml aysian Venture Capita
Managenment (MAVCAP) will be increased by RM300 million, thereby increasing
the total anmount of funds under MAVCAP to RVMBOO million

In addition, the government has established the Ml aysi an Debt Venture
with a fund of RVMB50 nmillion and the Ml aysi an Technol ogy Devel opnent
Corporation with a fund of RML billion to finance investnent in areas such
as logistics and noderni sation of agriculture.

I ncome tax deduction will also be given to venture capital conpanies
equivalent to their investnments in venture conpanies provided the shares in
venture conpani es are di sposed of through initial public offerings.

To further enhance this incentive, tax deduction will be allowed for
shares di sposed of through other approved exit mechani sns such as put
option and managenent buyout.

Besi des this, the nethod of conputing the 70 percent investnent in
venture conpanies will be relaxed to take into account the anount of funds
i nvested of the total funds of the venture capital conpany.

The governnent al so proposed that venture capital nanagenent be given
tax exenption on income received fromprofit sharing agreenents with



venture capital conpanies.

Dr Mahathir also said the government had further relaxed equity
conditions apart from providing many tax incentives to attract
servi ces-oriented conpani es such as operational headquarters (OHQ®),
regi onal distribution centres (RDCs) and backroom out sourci ng operations by
mul ti nati onal conpanies (MNCs) to operate in this country.

In an effort to further enhance the incentives for OHQ, the governnent
proposed that incone from OHQ fromthe provision of services to their
rel ated conpanies in Ml aysia, would be given income tax exenption not
exceedi ng 20 percent of its total incone fromits global operations. This
is simlar to the incentive currently enjoyed by RDCs.

To further stinulate the services sector, he announced the setting up
of one-stop agency to hand-hold and guide investors to obtain approvals
fromvarious authorities with a view to expediting their project
i mpl enent ati on.

In view of the Miultinmedi a Devel opnent Corporation (MDC), the government
woul d expand its role to becone a one-stop agency along the |ines of the
Mal aysi an | ndustrial Devel opnent Authority for selected services sectors.

He said MDC had successfully attracted nany foreign conpanies to
provi de shared services, especially for |IT support services for their
gl obal operations, including information and data processing centres.

Dr Mahathir said in line with the objective of maki ng Mal aysia a
regi onal financial centre, the government would all ow Labuan of f shore
conpani es to establish their marketing offices in Johor Bahru, which was
rapi dly devel oping with the increasi ng nunber of MNCs that had rel ocated
their operations there.

"This measure will also conplenent the government's efforts in making
the Port of Tanjung Pel epas and Senai Airport as an international |ogistics
hub. " -- BERNAVA
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