13/ 09/ 2003
Hi gher tax breaks to boost venture capitalists

C ndy Yeap

BUDGET 2004 perks for the devel opnent of private venture capita
compani es

i ncl ude higher tax breaks when venture capitalists (VCs) exit comnpanies
they nurture.

The Mal aysi an Venture Capital Mnagenment (Mavcap) will get an
addi ti ona
RM300 million, raising the total fund under its nanagenent to RMBOO
mllion.

"VCs will also be allowed to enjoy incone tax deduction equivalent to
their investment in venture capital conpanies, when selling their stake
t hrough ot her approved exit mechani sm such as put options and
managenent
buyout,” Prime Mnister Datuk Seri Dr Mhathir Mhanad said

Previously, VCs were only allowed tax breaks when exiting via an
initial
public offering.

The method of conputing the 70 per cent investnent in venture capital

conpanies will also be relaxed to take into account the amount of funds
invested in a conpany instead of the total funds.

Venture capital managenent conpanies will also be given tax exenption
on

i ncome received from profit-sharing agreenents with venture capital
compani es.

The Mal aysi an Venture Capital Association (MVCA) said Budget 2004 will
hel p create "an excellent eco-system for the venture capital industry to
flourish".

"(The additional funds for Mavcap) will certainly enhance the
devel opnent of private VCs as well as nurture nore players in the
venture
capital industry through participation in these funds

"The tax exenption on venture capital managenent comnpani es' incone
received from profit-sharing agreenents introduced in this Budget would
incentivise VCs to perform better, thus, encouraging themto play a nore
effective role in creating globally conpetitive conpanies,"” MCA
chai rman
Chok Kwee Bee said in a statenent yesterday.

"The additional RM300 million allocated for Mavcap will spur research
and developnent (R and D) and further assist the industry to market
products and services not just within the Mlaysian market but also
regionally and globally. The setting up of the three research institutes
in the Bio Valley bodes well for the creation of Malaysian bio-

t echnol ogy
and innovation," Xavier Tan, who chairs the Association of the Conputer
and Multinedia Industry of Ml aysia, said.

Technopreneurs Associ ation of Ml aysia deputy president Tengku Farith
Tengku Ahmad Rit hauddeen hopes the extra funds will go into nurturing
i nnovations in early stages, noting that much strategic planning needs
to



be done.

"Rerenber, the Budget proposals only set the paranmeters, the
i mpl enentation has to be thought out properly for the effects intended
to
take place," Tengku Farith, who is also president and co-founder of
Skal i,
tol d Business Tines yesterday.

Mavcap' s chief executive Mohd Azwar Mahnud said the new funds enhance
its capabilities to fulfil the need of nore entrepreneurs |ooking to
conmeci al i se new i deas.

He echoed the Covernnent's enphasis on R and D efforts, noting that
with
Mal aysi a's popul ation size of 23 million, the nunber of researchers
shoul d
be 50 times the current 6,000 people as at 2002.

Budget 2004 cheers to researchers include an additional RML83.6
million
allocation for the intensification of research in priority areas
programre, specifically for public research institutions in
col | aborati on
with the private sector.

To pronote conmercialisation of research findings, half of the incone
received by researchers from such activities will not be taxed for five
years.

Besi des Mavcap, the Covernnent has established the Ml aysian Debt
Venture with a fund of RWB50 million and the Ml aysi an Technol ogy
Devel opment Corp with a fund of RML billion to finance investnents in
areas, such as logistics and nodernisation of agriculture.
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