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Proton needs | evel playing field to remain conpetitive

By ZAI NUL ARI FI'N; ZULKI FLI OTHVAN
THE appoi nt ment of Tun Dr Mahat hir Mohanad as advi ser to national
carmaker Proton Hol di ngs Bhd caught nany by surpri se.

While on the surface, Dr Mahathir's appointnent is logical, heis after
all the brain behind Proton, it neverthel ess drew m xed responses.

Wil e sone wel cone it, others see that it could potentially be
problematic to the board and managenent of the conmpany. How do you say
"No" to the father of Proton?

However, Dr Mahat hir understands his rol e as advi ser very well, saying
that he could only advi se and his words need not be heeded.

There are al so others who feel that Dr Mahathir's appoi nt nrent neans
chi ef executive Tan Sri Tengku Mahal eel Tengku Ariff's positionis nore
secure now.

Dr Mahat hir spoke to Business Tinmes' ZAINUL ARl FIN and ZULKI FLI OTHMAN
on these issues, as well as the viability of Proton in a nore conpetitive
autonotive world, inhis first interviewafter being briefed by the
Prot on board on Thursday.

Busi ness Tines: W understand that you had a briefing this nmorning with
t he board and managenent of Proton, what have you gathered fromthat

briefing?

Dr Mahathir: Well, the briefing was about the state of devel opnent and
activities of Proton and its subsidiaries. |Including the financial
standi ng of Proton.

BT: Fromthe briefing, what is your sense of the conpany?

Dr M It looks as if it is doing quite well. It has acquired and
devel oped sone new technol ogies. It has reduced its cost, it is
conpetitive

But we also need to | ook into how ot her countries can produce cheap
cars. Sonetinmes cars, which are inported into Mal aysia, are at prices
that Proton finds practically belowits raw material costs. They have to
find out why is that? They nust | earn howto produce very, very cheap
cars.

BT: As adviser to Proton, what is your function?

Dr M As adviser | advise.

I amnot a (conpany) director, | cannot give orders. But | may put up
some i deas. Perhaps, if there is anything referredtonme, | may try to
advi se on how to approach or howto resolve the problem

BT: Do you find there are problens in Proton that you need to address?

Dr M In any conmpany there are problens, and | think it is my duty to
try help resolve the problens.

BT: There are reports that there is sone trouble in Proton's board,
that there are factions.

Dr M | have al so been told about this. But this nmorning's briefing
went off very well. CEO (Tengku Tan Sri Mahal eel Tengku Ariff) and his
seni or managers gave their full briefings, and the nmajority of the board
nmenbers were there, including chairman (Datuk Abu Hassan Kendut).

Questions were asked by nenmbers of the board, and the CEO expl ai ned t he
facts about the cases mentioned. As far as | can nmake out, the board
seened quite receptive

So this tal k about quarrels and all that is nore hype by outside people
or maybe even out si de people started the rumours, which don't have any
basi s.



BT: There are reports saying the board did not agree to your
appoi nt ment ?

Dr M They didn't show any | ack of happi ness today. | explained to the
board and managenent what is nmy position. | amquite aware there is no
provi sion for an adviser, and | told themthat | have been appoi nted by
the Governnent and that | will try to advise them

But as an advi ser, they are not bound to accept ny advice.

BT: What woul d be your first advice to Proton?

Dr M Wll, to all nmanagenment staff, board and everyone to nake sure
that Proton continues to be a viable conpany that is able to conpete in
an autonotive world that has becone very chal | engi ng and conpetitive.

BT: On what basis do you say that Proton is very conpetitive?

Dr M Normally, government conpanies require injections of capital
every now and then. But Proton has not asked the Governnent for any
capital injection. At one tine when it was still under HHCOM | think
HI COM got sone soft | oans fromthe Governnent, but Protonis willingto
pay of f the |l oans imediately if the Government wants to.

Proton can be called cash-rich. It has spent RML.8 billion to build the
facilities in Tanjung Malim a very sophisticated and nodern facility,
wi t hout resorting to governnent capital injection or borrowing fromthe

banks.

So that is a neasure of Proton's health, and with that kind of health,
it should be competitive, provided of course that others also follow
nornmal practice and do not subsidise their products.

BT: So you are saying that Proton is conpetitive, all being equal ?

Dr M Proton products are conmpetitive. The new GEN. 2, for exanple, is
very good, and priced conpetitively. They have orders for 12, 000 of
GEN. 2, and they are working hard to produce the car.

BT: One of the chall enges facing Proton obviously is the liberalisation
of the autonotive industry. How do you see Proton going forward on this
matter, especially when we tal k about Proton needing a strong, strategic
techni cal partner?

Dr M Yes, partners nust contribute. For exanple, Proton had Japanese
shar ehol ders, and worki ng with Japanese sharehol ders soneti nes i ncreased
cost. Wien Proton decided to design, build and produce its own car and
produce its own engi ne, Proton can reduce cost by at | east R4, 000 and
this is passed on to the consumner.

BT: What about searching for a strategic partner?

Dr M Yes, everybody wants a partner, but having a strategic partner
does not ensure that you'll succeed.

For exanpl e, Mtsubishi has DaimnlerChrysler and M tsubishi Mdtors now
is on the verge of stopping production because Dainl er has haenorrhaged
so nmuch for Mtsubishi Mdtors that it has to stop funding M tsubish
altogether. And when it stops the funds, thenit is likely that the
conpany may col | apse.

And yet as you know Daimer is a great conpany, which produces the
Mer cedes Benz car. The sane goes for Chrysler. Chrysler too has not
recover ed.

Thus, even with a strong partner, a strategic partner, it is not
guar anteed that you'll succeed

BT: Even though it will not guarantee success, don't you think it is
i mportant to get Proton a strategic partner?

Dr M But you have to study carefully whet her the strategic partner can
contribute or not. Having a strategic partner just because people say you
need one, and it causes |l osses, then it would be very silly.

BT: What do you think are the attri butes of a good strategic partner
for Proton?



Dr M | can't say. The board has to study and it will have to make a
deci si on.

BT: What would Proton be able to offer a strategic partner?

Dr M Well, the Mal aysian market is the second (biggest) nmarket in
Sout h- East Asia. Even with a much snal |l er popul ati on, today Proton
produces cars.

In fact, many countries | ook at Proton as a possible strategic partner
for them

BT: So do you think Proton woul d need a strategic partner for marketing
pur poses?

Dr M Well, that the board has to deci de, whether a partner it wll
take can contribute. If not, we cannot force Proton to take a partner. It
nmust be a partner that can contribute, either technol ogy-wi se or be able
to bring down the cost, open and penetrate (new markets), and all that.

BT: So are you | ooki ng at any of those conpani es?

Dr M There are a | ot of the conpani es, corporations, that have tal ked
to Proton. Each has offered something to Proton, and it is evidently
eval uati ng.

BT: Can Proton, inits present state, nove forward and becone a
successful Ml aysi an corporation?

Dr M Yes, | think so.

BT: Do you think the |iberalisation of the autonotive industry, like
sone said, will be the biggest challenge for Proton?
Dr M It is goodto liberalise because it will improve Proton. Today

Prot on has nore than 90 per cent local content (inits cars). Now you say
ot hers need not neet the condition. It is not really a | evel playing
field.

If you say everybody follows the same condition, then Proton can be
conpetitive. You say others don't have to conply with the condition, but
Proton has to conply, then you are actually restraining Proton

BT: There are so nmuch negative perceptions on Proton and you are taking
t he advi ser role of Proton. Do you think it's a bit risky on your part?

Dr M | amnot thinking about nyself, | amthinking about Proton. I|f
have to go down, | go down. | believe | can in sonme way be able to help
them | amnot running away froma job like that sinply because | want to
save ny reputation

BT: So you seriously think that Proton is a very vi abl e conpany?

Dr M Yes, Proton has gone through a | ot of phases. In the beginning it
was al nost a failure, but we have turned it around and nowit's doing
fairly well. It has a lot of cash and it does not need governnent hel p.

This is somet hing that we cannot say of other government conpani es,
even Fel da, which has the biggest estate. Estates don't need capital
injection every year, but for atime, Felda was getting capita
i njections every year.

Proton had an initial governnent investnent of about half a billion
ringgit in the beginning. Since then | don't renmenber any occasi on when
Proton asked for nmore capital injections.

BT: There are a |l ot of national cars in the country, is there a planto
consolidate all of then®

Dr M Perodua is now actual |y Japanese-owned, 51 per cent, and it has
a separate operation whi ch produces cars for Ml aysia, which is of course
privileged |ike Proton.

But Proton is the only national car. There is no consolidation as such
needed.

The only thing is that Proton should be treated fairly by the
CGovernment. And peopl e shoul d know what is the contribution of Protonin
terns of our engineering capability, in terns of creation of jobs, in



terms of vendors (developnent), in ternms of generating wealth. Al these
t hi ngs shoul d be taken into consideration.

BT: If you have sonething you would like to fix in Proton, what woul d
it be?

Dr M | think one of the nobst inportant things is for people to know
how Prot on has been doi ng and what Proton has done.

At the noment, Proton does not go to town expl ai ni ng how much it makes,
al though it does to sone extent (via its accounts).

The ot her day you renenber Proton payed the hi ghest corporate tax to
t he Government. That passed by al nbst without notice. People did not
stress that.

In fact, they stressed a | ot about Proton not be able to conpete. Wy
is that Proton has been paying such high taxes if it's not profitable, if
it's not doing well?

So, there nust be sone attenpts nmade to understand things rather than
to go for runours that Proton is in bad shape, it does not want a
strategic partner, it is msmanaged, and all that.

If it is msnanaged, howis it msnanaged? Is it | osing noney?

BT: Youthink it'll be of helpif Protonis nore open with its probl ens?

Dr M It has problens, but those are minor problens and it does not
hel p Proton to have these problemin the Press.

On the other hand, Proton is a conpany that is conpeting wi th other
peopl e. There are certain things that it can tell the public and certain
things it has to pull back, until they are resol ved.

For example, it is common for a notor conpany not to reveal what its
future plans are and how nmany cars, what design of cars it is producing
because then the conpetitors will know. So in that sense Proton is
constrai ned

But ot her conpani es al so have sinilar constraints. But the assunption
is that because Proton is a national car of a devel oping country
therefore it cannot do well by conparison to the great autonotive
conpani es of the world.

| like to point out that Britain has no nmore cars of its own, either it
has st opped production or it sold everything to other people, whichis a
measure of howdifficult it is just to stay alive.

We have not cone to the stage of having to sell our cars to other
peopl e, including the brand nane.

Rol | s Royce failed, Rover failed, Jaguar failed. And in other countries
too the sanme thing i s happening. Even Fiat of Italy has probl ens.

So to face problenms is nothing newin the autonotive industry, but to
stay alive and to still carry the nanme is in itself an achi evenent.

BT: So are you saying that Proton will be able to conpete even in the
like of failures, |ike Jaguar etc.?

Dr M Wll, yes. There nust be sonething that Proton knows how to do
that is keeping it alive, apart fromgovernnment protection, of course.

It is still alive and today, other brands are given sone i ncentives,
whi ch nmake it very difficult for Proton to conpete.

BT: But it's also |osing market share

Dr M It is |losing market share sinply because if you all ow ot her
brands to cone in and to sell at very low prices, obviously it is going
to | ose market share

And those people are not coming inif they cannot have a slice of the
mar ket share. The fact that they can produce very cheap cars and have
take away Proton's market share shows that they are enjoying sone
i ncentives.

BT: By us?

Dr M Yes.



BT: Is that a bad thing?

Dr M Well, I think a level playing field is what we need. |If you
i npose conditions on the national car that it should have a 90 per cent
| ocal content, when ot hers have maybe a 10 per cent |ocal content, and
they are given privileges. It is going to be difficult for the one
requi red to have a 90 per cent |ocal content to conpete.

O course, there are sone peopl e who suggest we should just stop
selling cars at a very (high) price in order to protect Proton. W can do
that. We can cl ose down Proton and we can beconme consuner of foreign
cars.

We have to think, if we becone pure consuners of foreign cars do we
gain or do we | ose? Because we probably woul d have to stop the work of so
many peopl e empl oyed by Proton. When we buy foreign cars, we don't
generate donestic wealth

BT: Proton has been described as a 20-year ol d baby, do you agree with

t hat ?

Dr M No, it's not true. You have a | ot of governnent compani es that
have to be nursed every year and all the way, and yet they still can't
make noney.

Proton has not got to be nursed that way. Proton has nade noney on its
own, and if you go and see the plant in Tanjung Malim which costs RML. 8
billion, built without borrowi ng frombanks or injection of funds from
the Government, | think it is a baby that has weaned itself of governnent
support and can fend for itself.

In fact, it even weaned itself of banking support, it doesn't borrow
nmoney. (The plant) is a huge investnent.

BT: Sone peopl e are saying that your appointnent is a buffer for Tengku
Mahal eel

Dr M People will say alot of things. | amquite fanmiliar (with this).
| ama politician. | have been blanmed for a |l ot of things, so | accept
this as part of the price | have to pay for doing a job

BT: Are you denying that or not saying anythi ng?

Dr M Whatever it is people want to say they will say. Wether | ama
buffer or not is for the board to decide.

( END)
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