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Flying different ways

Charl es Raj

AS PART of a restructuring exercise, the Government is likely to split the
i nternational and donestic operations of Ml aysian Airline System Bhd
(MAS) under a new hol di ng conpany.

Sources say the restructuring will be inplenmented to inprove services
and the bottom ine of the conmpany. A chief operating officer (COO, nopst
l'ikely sourced froma nmajor European Union airline, will be appointed.

Anot her representative fromabroad will also join the MAS board. The
sources al so do not discount the possibility of experts fromother regions
joining the board.

Recently, Prinme Mnister Datuk Seri Dr Mahathir Mhanad had said that a
foreigner was likely to be recruited as COO to conpl enent the appoi ntnents
of Tan Sri Azi zan Zai nul Abidin and Datuk Mohd Nor Yusof as chairnman and
managi ng director respectively.

According to the sources, the restructuring is likely to entail the
formati on of a new hol di ng conpany which will control MAS Bhd (the listed
entity) and the set up of a new conpany to operate donestic routes. In
this way, the listed entity will not be burdened with the unprofitable
donestic sector as is the case now.

Donestic fares have not risen since 1992. Anal ysts say that wi th higher
fuel costs and refusal of the Transport Mnistry to allow MAS a fare
increase, the airline | osses an estimated RMB50 million per annum One
| ocal broking house estimates that every 10 per cent increase in donmestic
fare will add at |least RMLOO million to MAS bottomine. For 2000, revenue
fromits donmestic routes accounted for just over a billion ringgit (see
Table 1).

Once restructured, MAS is expected to return to profitability and
anal ysts are expected to re-rate upwards the airline. Recently, Morgan
Stanl ey Dean Wtter in a research report said that after factoring in the
mar ket value of its aircraft, the adjusted net tangi ble asset (NTA) of MAS
is around RM7. 60 per share. Analysts note that the adjusted NTA is close
to the RVMB per share the Governnent paid to acquire Tan Sri Taj udin
Rami's 29.4 per cent stake in MAS earlier this year.

The entry of a foreign stakeholder who is able to inject funds into it,
will help MAS ease its debt burden. It was reported that four potential
foreign partners for MAS were Air France, KLM Swi ssair and Qantas.

On the international front, MASis likely to rationalise its route
network and nmay even altogether cut its unprofitable destinations. It may
instead opt to teamup with other airlines in conpl enenting routes.

Currently, MAS has yet to join a nmajor global alliance. It needs to do
so soon if it wants to conmpete wi th nei ghbouring airlines Singapore
Airlines and Thai Ai rways which are part of the Star A liance conprising
15 gl obal airlines (see table 2). Market players say MAS, which has a
strong route network in Asia, should join an alliance with a strong
network in Europe and the USA. One such group is OneWrld Alliance which
conprises eight airlines.
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