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Entry of Petronas will transformProton

Davi d Ong- Yeoh

W TH Petronas now formal |y hol ding tal ks to acqui re H COM Hol di ngs Bhd' s
27.70 per cent stake i n Perusahaan Ot onobil Nasi onal Bhd (Proton), the
national car manufacturer is on the brink of a new chapter inits
relatively short history.

Wth H COM - the | argest single sharehol der - |eaving the scene, Proton
faces i mm nent changes in its corporate structure and anal ysts are
expecting that to begin right fromthe top.

H COM has been an integral part of Proton's existence, beginning in 1980
when t he Cabi net approved t he establi shment of Heavy I ndustries Corp of
Mal aysia with the Mnistry of Finance I nc as the sharehol der.

The year before, then Trade and I ndustry M nister and Deputy Prine
M ni ster Datuk Seri Dr Mahat hir Mohamad requested a feasibility study for
a Mal aysi an- manuf actured car.

In 1982, a H COM Nati onal Car Project teamwas assenbled for prelininary
negotiati ons wi t h Japanese vehi cl e manufacturer Mtsubishi and subnitted a
feasibility study for Cabi net approval.

In 1983, Proton was i ncorporated with the formal concl usi on of the joint
venture and ancill ary agreenents between H COM (70 per cent) and
M tsubi shi (30 per cent.

In July 1985, Dr Mahathir |aunched comrercial production of the national
car, the Proton Saga.

"When the first Proton Sagas rolled off the productionline into the
recessi onary gl oomof the m d-1980s, not even die-hard optimnsts would
have dared to hope that, within the decade, Mal aysia's pioneering
autonoti ve venture woul d be the nost tal ked about newconer in an
internationally conmpetitive industry,” Datuk Tharu T. Thar umaghanamsays
in his book in his book "The Maki ng of the National Car".

The book describes how by the late 1970s it was obvious that the
i ndustrial manufacturing sector in the Mal aysi an econony had reached an
i mportant crossroads.

This resulted in a need for a concerted state-led initiative to invest
in a heavy industrialisation progranmme to broaden the evol ution of
| ocal | y-control | ed nodern and | arge-scal e manuf acturing t hrough
systematical | y devel oped i ndustrial |inkages. H COMwas created to
spearhead this initiative.

After the first Saga rolled off the line in 1985, there was no stopping
Proton's product devel opment. The Proton | swara was | aunched i n 1992,
foll owed by the Wra in 1993, Satria in 1994, Perdana in 1995, Tiara in
1996 and Putra in 1997.

But all these were based on existing Mtsubishi or Citroen nodels,
sonet hing Proton now wants to nove away fromrepeating for its future
vehi cl es.

Proton chi ef executive officer Tengku Mahal eel Tengku Ariff has decl ared
that said the post-2000 Proton needs to gl obalise, and has promi sed a
range of products that will transformit into a brand of choice.

"For along, long, time we had a very strong domestic brand, but because
of gl obalisation, we need to build that outside very quickly," he said.

Now, 13 years after its first product, Proton is again in the news but
this time the issue is how much it is worth.

Anal ysts say Petronas will be able to transformProton into the gl obal
pl ayer that it wants to be in a shortened tine, but HCOMis still keeping



the price tag shrouded as negoti ati ons progress while its chairman Tan Sri
Mohd Sal eh Sul ong has scof fed at reports sayi ng Petronas shoul d not pay
nore than RWVb. 50 a share.

Al t hough sone anal ysts are describing Petronas' bid for a stake in
Proton as national duty, there are synergies resulting fromthe
acquisition of Proton that are a | ogi cal extension of Petronas' business.

Petronas and Proton have already teanmed up in a 50-50 joint venture -
Advanced Engi ne Research Sdn Bhd (AER) - to devel op engi nes, fuel and
materi al s.

AER wi || undertake the research and devel opnent of designs and
prot ot ypes for manufacture in engi nes, transm ssions, additives, fuels,
| ubricants, advance engineering materials; or to engage i n such simlar
activity for third parties.

Petronas al ready has the prototype for a 2,000cc engi ne which it plans
to have in commercial production by 2001, and Proton has said it is
| ooking at the possibility of putting it into the cars it makes.

Thirteen years after its birth, Proton is taking the next fewtentative
steps into the real, conpetitive narket where manufacturers conpete on an
i nternational |evel wthout any pricing or tax advantages it has enj oyed
t hroughout its existence

Regardl ess of its success in Malaysia, Proton cannot rely onits
domi nance of the domestic market to drive it through the internationa
mar ket .

Except for the recent nont hs when earni ngs dropped as a result of |ower
sal es because of the econonic crisis, Proton has been doing quite well for
itself.

For the financial year ended March 31 1998, group turnover increased by
9.1 per cent, although pre-tax profit dropped by 29.6 per cent to RW24.6
mllion.

At company | evel, turnover rose 1.6 per cent to RVM6 billion, while pre-
tax profit dropped 28.9 per cent to RM677.6 per cent.
Proton has nmore than RML billion in cash reserves, which Mahal eel says

shoul d be sufficient to see it through the current downturn.
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