03/ 01/ 1997

Perwaj a bail -out not w thout precedent

THE Governnent's taking over of Perwaja G oup's accunul ated | osses -
estimated at RMR2. 985 billion - has a precedent in the United Ki ngdom and
Japan where the state had to step in to help the strategic steel industry.

In a recent interview, Maju Hol dings Sdn Bhd executive chairman Abu
Sahi d Mohamed said the notabl e exanpl e was the 1980s case of British Stee
PLC.

Under then Prime M nister Margaret Thatcher, the British Governnment
wote off nore than ST billion (RML7.2 billion) in accumul ated | osses
for the then ailing steel firmbefore privatising and subsequently listing
it.

As a result, British Steel has since under private hands becone the
world's third largest steel maker with a healthy bal ance sheet, said Abu
Sahi d, adding that a sinmilar occurrence had al so taken place in Japan.

Both the British and Japanese Governnents were later able to recoup the
debts that they had absorbed - through taxes paid by the revived firns on
profits made and al so upon listing the steel firms' shares.

Abu Sahi d made these observations during an interview at Kenmanan | ast
mont h. On Wednesday Prine M nister Datuk Seri Dr Mhat hir Mhanad
confirmed that the Government was absorbing Perwaja's debts.

Though the Governnent's position had yet to be known then, Abu Sahid had
said sonme sort of financial restructuring was needed so as to allow the
rescue exercise for Perwaja to work.

Thi s response was echoed by anal ysts contacted by Reuters, which
reported themas saying the Governnment's nove shoul d nmake the troubl ed
national steel firmnore attractive to prospective investors.

"This will rmake it becone nore attractive for whoever's taking it over,"
sai d Audrey Ho, head of research at Mhaiyani Securities.

Reuters reported yesterday that anal ysts were not surprised that the
Governnent had stepped in to back Perwaja, given its |large vested
i nterest.

The State Governnment of Terengganu, where Perwaja's billeting plant is,
has a 19 per cent interest in the firmwhile the Federal Government owns
30 per cent.

The Governnent and | ocal banks al so hold |l arge portions of Perwaja's
debt, with RML.2 billion fromthe Governnent, RM2.5 billion with | oca
banks and RM3.1 billion with foreign financial institutions.

"I't would be unfair if Perwaja were to palmoff its |losses to the
bankers," said Mizni Mbhaned, chief analyst at Ni kko Advisory.

Though a nmedi um si zed steel producer in Malaysia, Perwaja' s output is
still critical for the rapidly growi ng country, analysts note.

Perwaj a nakes about 600, 000 tonnes a year in billets as conpared to the
Li on Group's Ansteel Corp Bhd, which makes 750,000 tonnes. In |ong
products, Perwaja turns out 450,000 tonnes a year conpared to Lion's
850, 000 tonnes.

"If Perwaja stops, we would have a deficit," said J.M Sassoon
i nvestnent anal yst Louie Ooi, who said steel was in high demand in the
boom ng construction industry.

Esti mat ed donestic demand for steel is 3.2 mllion tonnes a year, which
is rising by about 15 per cent annually. Total capacity is 3.6 mllion
tonnes "but plants don't produce at 100 per cent", Qoi said.

Anal ysts say a shored-up Perwaja m ght attract investors to take up the



CGovernnent's equity stake.

"l do not foresee the Governnent's stake in the conmpany being a | ong-
termhol ding,” Mizni said. "I believe there are still sonme bidders who are
very keen on Perwaja."
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