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THE recent launch of the BioValley project heral ded Ml aysia's
initiative

to spearhead the country into the forefront of the biotechnol ogy
i ndustry.

This project was another bold initiative by the Ml aysi an Cover nnent
to
catal yse Mal aysia's economic growh by harnessing the enornous potentia
of this rapidly-grow ng industry.

Bi ot echnology is the application of the principles of engineering and
technol ogy for biological advancenents. It involves specific techniques
using living organisns to create, nodify or enhance a product. Its
applications are seemngly endless but currently enconpass nainly the
fields of nmedicine, pharnmaceutical, agriculture and food production

Bi oval | ey, which was |aunched by Prime Mnister Datuk Seri Dr Mahathir
Mohamad on May 20 2003, will be located at a 200ha site nei ghbouring
Cyberjaya and Putrajaya, right in the heart of the Miltinmedia Super
Corridor (MSC). It, therefore, forms another artery of the MSC

The BiovValley is to be the nucleus for research and devel opment (R and
D) in biotechnology and a centre for scientists to interact and exchange
i deas on their research.

As the tabling of the Malaysian National Budget approaches, it is
timely
to consider the type of tax incentives which will attract biotech
conpanies to set up their base in Milaysia's BioValley.

The Government's target is to attract 150 biotech conpanies wth
i nvestments worth of RMAO billion over the next decade. Initial response
has been excellent with three biotech conpanies already comitting
investments in excess of RMIOO nmillion. In addition, there is another
RMLOO nillion investment in the pipeline by a Chinese biotech investor.

The Covernnent has committed RMLOO nmillion for the establishnment of
three institutes in agro-biotechnol ogy, pharnaceutical and
nutraceuti cal
and nol ecul ar biology fields. These institutes will formthe R and D
core
of all Malaysia's biotechnology initiatives.

Tax incentives currently avail able

In deciding on the appropriate tax incentives for a biotech project,

t he

investor is faced with the whole array of manufacturing and R and D tax
i ncentives. These tax incentives are prinmarily in the form of pioneer
status tax holidays, investnent tax allowance (ITA) on qualifying

capi tal

expendi ture and doubl e deduction for qualifying expenses. Were the
project justifies, a tailored request for tax incentives can be nade
under

the recently-introduced pre-packaged incentive schenes

In addition, the recent Economic Stinulus Package announced the
following incentives for the biotech industry:



* group tax relief incentive has been extended to biotechnol ogy;

* approved R and D expenditure incurred during the pioneer status wll
be given another deduction after the pioneer status period; and

* R and D conmpanies will be given either a second round five-year
Pi oneer Status or ITA for a further period of 10 years

A special l y-designed biotech incentive package would certainly be a
boost to the BioValley project. A closer exanination of the activities
and
requi rements of biotech conpanies reveal the need for targeted tax
incentives to facilitate the growh of the BioValley.

It is conceivable that biotech conpanies' activities would involve the
provision of R and D services and the exploitation of devel oped patents
and technol ogy. To enhance attractiveness to biotech investors, the tax
i ncentives, whether in the form of pioneer status or |TA, should cover
both these activities. Following from the exanple of MSC conpanies
bi ot ech conpani es could be requested to subnmit their business plans and
all qualifying activities will be eligible for tax incentives

The conmercial success of npst biotech projects would generally be
preceded by a significant investnment in tine and R and D funding. The
gestation period for biotech projects is significantly |onger than other
i ndustries. As such, the real benefit of a pioneer status incentive
woul d
not be enjoyed w thout an extension of the tax holiday period fromthe
norrmal five years to say, 10-15 years.

The comencenent date of the pioneer status incentive should also be
consi dered. Cenerally, under the existing pioneer status incentive
conmencement date is when a conpany first produces marketable quantities
even though the conpany may be operating with losses. Due to the nature
of
bi otech projects, an effective solution would be for the pioneer status
to
take effect comencing in the year when a conpany starts to generate
profit, as made available to approved food production projects

Upfront tax deduction for initial investnent

To encourage Mal aysi an congl onerates to invest in Biovalley, an
effective incentive would be to grant an upfront tax deduction for the
initial investnment by the investor conpany in setting up the BioValley
conpany.

Wt hhol di ng tax exenption

An inportant lesson we learn fromthe MSC project is the need to
acquire
foreign technical know how and expertise especially in the initial years
of set-up. We foresee that simlarly for Ml aysian biotech conpanies, to
| eapfrog technol ogi cal devel opments in the biotech field, there will be
a
need to acquire generic technology or patents for their own research and
devel opnment proj ects.

Paynents for patents, technol ogi cal know how and expertise to non-
residents attract w thholding tax which while legally is the cost of the
non-residents, are generally in practice passed back to the Ml aysian
payers. The cost of acquiring technol ogy, know how and technica
expertise
which are essential for the Ml aysian biotech conpanies would be reduced
if the withholding tax can be waived.



Personal tax exenptions/Doubl e deducti ons

The success of the Biovalley as with any K-econony initiative is
dependent on the availability of talent. An innovative tax package to
dr aw
t hese experts, whether Ml aysians or expatriates to Malaysia, is needed
Among ot her nmeasures for consideration would be, say a 50 per cent
i ncome
tax exenption for a specified period of time. This measure was granted
to
expatriates during the initial promotion of Labuan as an internationa
O fshore Financial Centre

Mal aysia is not alone in this biotech initiative. There are noted
bi ot ech hubs such as that in Flanders, Belgium and the Australian
Technol ogy Park in Sydney, Australia, that are advocating simlar
objectives with nore countries jumping on the bandwagon. An attractive
package will seek to enhance Malaysia's BioValley's ability to attract
t he
much sought after investnent funds.

O course, the long-term success of Malaysia' s BioValley and the
bi ot echnol ogy i ndustry would depend on a nore holistic approach. Due
consideration has to be given to a wi de spectrum of factors other than
t ax
policies, including access to funding, human capital and talents,
adequat e
intellectual property protection |aws etc.

In its present conceptual form the strengths of Ml aysia' s BioVvalley
lie in its potential to exploit the biodiversity of Mlaysia' s natura
resources and the level of infrastructure and support that is to be
provided. And increasingly so, a major pull factor for any foreign
i nvestor to Malaysia would be the overall stability of the Mal aysian
Government and their underlying comtnent to ensuring the success of
this
| atest and arguably, anbitious initiative.
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