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FEWpeopl e know t he track record of Khazanah Nasi onal Bhd, the i nvest nent
armof the Mal aysi an Governnent. Wth sharehol ders' funds anobunting to
RML4.3 billion as at Dec 31, 2002 at the group level, it has at its

di sposal billions of ringgit toinvest in a w de range of busi nesses.

Per haps, that i s why Khazanah, incorporated i n Septenber 1993, is the
epi tome of Mal aysia Incorporated. After 10 years, it has amassed stakes in
several top listed entities in terns of market capitalisation, such as
Maxi s Communi cati ons, Tel ekomMal aysi a, Tenaga Nasi onal , PLUS Expr essways
and Perusahaan Gt onpbi|l Nasional, inlinewthits corporate objectives.

Unknown t o many, Khazanah has been recording steady profits since it
began operations in 1994. According toits FY02 financial report, a copy
of whi ch was obtai ned by Mal aysi an Busi ness, Khazanah nade a net profit of

RMA. 4 billion at the consolidated | evel. Excludi ng exceptional itens
totalling RMB.6 billion fromgain on disposal of PLUS Expressways and a
wai ver of interest on governnent support |oan, the net profit is still a

whoppi ng RM792.6 mi |l lion

Under the new chai rmanshi p of Datuk Seri Abdul | ah Ahnmad Badawi, who i s
also the Prime Mnister and M ni ster of Finance, howw || the state
i nvest nent conpany performin the future? Observers say Khazanah nmay see
sonme fine-tuning inits investnments under Abdullah, but is likely to stick
toits current objectives.

As a wholly owned company of The M nister of Finance (Inc), the
obj ectives of Khazanah are two-fold. One is to hold and manage t he
i nvestnents entrusted to it by the Governnent, while the other isto
undert ake newinvestnents i n sectors of strategic, high technol ogy and of
nati onal interest and/ or any ot her investnents which neet the financi al
criteria as defined.

Still, according to critics, Khazanah is increasingly being seen as a
vehicle to rescue ailing conpani es. The debate over its investnents
resurfaced when the conpany recently invested in a special -purpose vehicle
(SPV) bel onging to the bel eaguered property conpany, Country Hei ghts
Hol di ngs Bhd ( CHHB) .

Under the deal, Khazanah is paying RML25 million for | oan stocks and a
gol den share in the SPV, East Vision Leisure Goup, that owns three
properties inthe Mnes Resort City in Seri Kenbangan, Sel angor. The SPV
is part of a re-organisation plan by CHHB to clear its debts anmbunting to
RML.2 billion and it sparked off questions whether the investnment isin
line with Khazanah's objecti ves.

However, Khazanah's managi ng director and chi ef executive of fi cer Datuk
Anwar Aji tells Ml aysian Business the i nvestnent is based purely on
comerci al considerations. “W did our assessnent and found that the
i nvest ment provi des a reasonable return. The cashflowfromthe three
assets is nore than enough to service the | oan stocks. This is not
considering that the rental may increase in future,' he says.

Simlarly, CHHB s nmanagi ng di rector and substantial sharehol der Tan Sri
Lee KimYew denies that it was a bail out exercise. ~Peopl e shoul d have t he
wi sdomand knowl edge. Look at the quality of assets we have,' he expl ai ns.
(See page 28 for story on the issue.)

The public's perception of Khazanah being involved in bailouts is not a
new phenonenon following its role in the rejuvenati on of the UEM Renong
G oup and the listing of Tinme dotComBhd two years ago.



In fact, Tan Sri Mhd Sheriff Kassim Khazanah's forner managi ng
director and chi ef executive officer, had stated then that since he joined
Khazanah in 1994, there were no i nstances of the working conmittees’
proposal s being overrul ed by the board of directors and so “it is not
right to accuse Khazanah of trying to save any i ndividual or personality
based on investnent decisions'.

Sheriff was a director of the nine-nmenber Khazanah board, conprising
representatives fromthe public and private sectors, until August | ast
year.

Anwar echoes hi s predecessor's sentinents. Di sm ssing insinuations that
Khazanah is a bail out vehicle, he says it was created to i nvest in areas
wher e opportunity arose to nmake noney to enhance the i nvestnents of the
Gover nent .

"W are independent in our decision-naking process and even engage
external experts to confirmour findings,' he says.

It is understood that in the | ate 90s, Khazanah rejected an offer to
acquire assets in | oss-making Tai pi ng Consol i dat ed Bhd, whi ch owned t he
Lot 10 and Star Hill shopping centres and the JWMarriott hotel in Kual a
Lunmpur's Bukit Bintang area. The assets were subsequently acquired by the
YTL G oup.

At present, Khazanah has seven subsi diari es and 16 associ at e conpani es.
It also has investnents in 14 other conpanies. They are involved in
vari ous sectors such as power, tel ecomrmunications, broadcasting,
aut onobi | e, finance and banki ng, engi neeri ng and construction, airport
managenent, venture funding, infrastructure and wafer fabrication and LCD
manuf act uri ng.

For the record, Khazanah has a 33. 3% stake in Val uecap Sdn Bhd, an
i nvest ment conpany set up with t he purpose of buyi ng underval ued st ocks on
t he Kual a Lunmpur St ock Exchange.

At present, Khazanah has agreed to sell its 70%hel d Bank Muamal at Bhd
to Bukhary Capital Sdn Bhd for RM206.8 nillion, but has yet to find a
buyer for wholly owned BBMB Securities Sdn Bhd, which was unsuccessfully
courted by a host of brokerages | ooking to becone universal brokers.
Khazanah acqui red t he Bank Muamal at stake i n 1999 from Comrerce Asset -

Hol di ng Bhd for about RMB2.8 million after the latter acquired Bank

Bumi put ra Mal aysi a Bhd during the consol i dati on of the banking i ndustry.
Khazanah had i n 2000 di vested its stake i n Bum putra Merchant Bank Bhd for
a profit of RMA7.1 mllion.

So far, Khazanah has been keeping numover its future strategies.
However, recent news reports indicate the conmpany i s | ooking to expand its
range of investnents and not just concentrate on high technol ogy projects,
whi ch require a huge capital outlay and are often risky.

"To balance this out, it makes sense for Khazanah to | ook at other areas
that offer stable, mediumtermreturns,' a source was quoted as sayi ng.

I ndeed, the conpany's main investments in the high-tech sector, Silterra
Mal aysi a Sdn Bhd and Crystal C ear Technol ogy Sdn Bhd, are still in the
red and were badly hit by the worl dw de el ectronics slunp in 2001.
Silterrais involvedinwafer fabrication while Crystal Clear isinthe
manuf act ure and assenbly of liquidcrystal display and i quid crystal
nmoni t ors.

Fol I owi ng the adverse market conditions, Khazanah i njected somre RV418. 0
mllioninto Silterrain 2002 via a sharehol ders' advance to neet its
wor ki ng capi tal and capital expenditurerequirenents. Silterra' s current
product range consists of 0.25 and 0.18 micron CM3s (Conpl enentary Met al
Oxi de Sem conductor) digital and nmi xed process t echnol ogi es, but accordi ng
to i ndustry observers, the fast changi ng t echnol ogy has resul ted i n waf er
demand bei ng bi ased towards 0.18 ni cron and bel ow.



As former prime mnister and Khazanah chai rman Tun Dr Mahat hir Mbhamad
aptly decribed the past and future performance of the two conpani es:

“In order for these conpanies to remain conpetitive, continued financi al
nurturing may be required for themto further strengthen their position in
the i ntensely conpetitive global el ectronics market and t o keep abr east
with the many advances in technol ogy. Being start-ups, conpanies such as
Silterra and Crystal Cl ear may take sone tine to recover fromthe recent
sl unp before being able to become financially i ndependent and profitable,’
he said i n Khazanah's 2001 annual report.

Silterra posted a net loss of RMB69 million in 2002, on the back of
RVM226 millionin revenue. It has been reported t hat Khazanah hopes to
recoup some of its investment in Silterra by listing the conpany on the
stock market, but the status of the proposal is not known at this
juncture.

At the end of 2002, Khazanah assets were worth RVB0.9 billion. Apart
frombei ng backed by the Government, its grow ng asset base has al so given
the conpany flexibility to raise cheaper funds fromthe capital market
such as the covered warrants i ssue done | ast year.

Khazanah's i nvol venent in the property business al so i ncreased post -
1998. Its wholly owned subsidiary STLR Sdn Bhd that is involved in the
| and busi ness and had a stake in light rail transit conpany SistemAliran
Ri ngan Sdn Bhd, took over Wsnma Tinme for RM62 million fromfinancially
troubl ed Ti ne Engi neeri ng.

So while the latest cash injection into CHHB has rai sed concerns, one
has to keepinnind that its investment into property i s nothing new per
se. Khazanah al so partly owns the profitabl e Putrajaya Hol di ngs Bhd, which
is involved in the devel opment of the new Federal Governnent
Admi nistrative Centre in Putrajaya.

I s Khazanah's performance at par with state i nvestment arns of ot her
countries? Its closest counterpart in the regionis Tenasek Hol di ngs (Pte)
Ltd in Singapore, but as the latter's financial perfornmance is not in the
public domain, it is not possible to nake a conpari son between the two.

Furthernore, Khazanah's consolidated results for 2001 were not avail abl e
gi ven that 2002 was the first time the financial statenents of all its
subsidiaries, with the exception of Aerospace I ndustries Ml aysia Sdn Bhd,
wer e consol i dated. At conpany | evel , Khazanah regi stered RMLO6.9 nillion
innet profit, adeterioration fromthe RML97.4 mi|lion recorded in 2001
and RWA27.3 nmillion in 2000. In 2001, interest i ncone on | oans made up
35.5% of the net profit, while dividend incone accounted for 37.5%

A research head says Khazanah's group net profit of close to RVBOO
m | 1ion excluding exceptional itens would rank it anmong t he top Mal aysi an
conpanies in ternms of profits, but its net gearing level is slightly on
t he hi gh side.

As at Dec 31, 2002, Khazanah had cash and bank bal ances of RM3.9 billion
at the group level, while total borrow ngs (conprising | ong-termand
short-termborrow ngs) as well as bonds (conprisi ng Khazanah bonds and
bonds payabl e) anpbunted to RM27.1 billion. Based on a group sharehol ders'
funds of RML4.3 billion, its net gearing ratio stands at 1.6 tines.

"As arule of thunb, a gearing ratio of above 1.0 is consi dered high,
but this would al so depend on the sector average. There are instances
where a gearing of nore than 2.0 times is acceptable if the nature of
busi ness i nvol ves hi gh capital expenditure. I n Khazanah's case, what's
i mportant i s whether the cashfl owfromoperating activities is enoughto
pay for the finance costs,' she says.
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