16/ 11/ 2003
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THERE is a saying that if a venture at its initial stage goes through a
baptism of fire, then the chances of it succeeding are better.

First, it was the RVM6 billion North-South Expressway project in 1985
When it was awarded to United Engineers (Ml aysia), it was a "political
punchi ng bag".

Every other person had sonething to say. The project was even debated at
length in Parlianment and in court. But at the end of the day, the
Governnment went ahead and conpl eted the project.

Today, thousands of notorists are happily using it, especially during
festive periods. Everyone boasts what a breeze it is to drive north or
sout h.

The nost they conplain about are rising toll charges, congestion during
festive periods and that there are not enough such expressways.

Next canme the RML3.6 billion Bakun hydroel ectric power project. \Wen it
was first awarded to Ekran, it was also a "political punching bag".

Initially, the project failed to get off the ground not because of the
criticisns but because the 1997-98 financial crisis nmade Ekran unable to
continue with it.

Today, the project has been given to another group of conpanies, but

very much reduced in size and at a |ower cost of RVMA. 5 billion.

Yet again, the project faced a barrage of criticism Despite that, it is
very likely that Bakun will be conpleted. By then, no one wll be
conpl ai ni ng, especially those in Sarawak and Sabah, some of whom w |l be

enjoying electricity for the first tine.

Today, everyone is turning their guns on the RML4.448 billion doubl e-
tracking electrification rail project, again making it a "politica
punchi ng bag".

Again, as with the NS Expressway and Bakun, nobst of the criticisnms are
enotional. The controversy has, as International Trade and |ndustry
M ni ster Datuk Seri Rafidah Aziz said |ast week, "been blown out of
proportion".

Eventually, it will still get off the ground and conpleted in the three
to four years that the Ml aysian M ning Corporation and Ganuda team
prom sed.

In clearing the enotional haze over the project, it would be best to
retrace the tineline of events that led to the outcry.

The Tineline: The project had its beginning some eight years ago at the
Asean summit neeting when former Prine Mnister Tun Dr Mahathir Mhanmad
put forward the idea of a Pan-Asian railway network, connecting China and
Sout heast Asian countries.

The railway, covering sone 5,600km and starts from Kunm ng, capital of
sout hwest China's Yunnan province, and was to run through Vi etnam
Canbodi a, Myannmar, Thailand, and Ml aysia before reaching Singapore

Two to three years ago, Ml aysia started planning for the |ocal segnment
of the Pan-Asian railway, setting aside some RMA. 5 billion under the
Ei ghth Mal aysia Plan for the doubl e-tracking project.

(Doubl e-tracki ng neans the construction of a new track parallel to the
exi sting one to enable two-way train traffic. The tracks are electrified
for high-speed trains, which will cut travelling time considerably).

Even at that tine, reports had it that the project m ght eventually cost
"a whopping RML6 billion", far nmore than what was envi saged



The Government conmi ssioned a study to establish the econonmic viability
and engineering profile of the project, which was to link |Ipoh w th Padang
Besar in the north, and Serenmban with Johor Baru in the south. The
consultants put a price tag of about RML8 billion

The Government then picked |Indian Railway Construction Co (lrcon) and
the China Railway Engineering Corp (CREC) for the job. Both received
letters of intent in md-2002 to proceed

According to the Indian newspaper Financial Express, a follow up
contract was to be signed |ast Decenber, but was del ayed because of "loca
pressures".

Ircon, a State-run engineering and construction firm was to handle the
northern line of 338.8km while CREC and its |ocal partners (DRB-H COM
Enrail and the Kien Huat Group) were to work on the 297km southern I|ine

Oiginally, Ircon and CREC subnmitted a bid for RW3 billion for the
total length of 635.8km The final figure was to be adjusted pending the
i ssue of the so-called Statenent of Needs (SON), which is a set of
techni cal specifications.

Ircon, which had carried out field surveys with a 27-man staff at its
Mal aysi an office, was reported to be waiting for the SoN fromthe Mnistry
of Transport.

The Ircon-CREC bid was at governnment-to-governnent |evel whereby both
were to be paid with crude palmoil under a RML2 billion counter-trade
arrangenent, which would see the delivery of some eight mllion tonnes
over five to six years to both countries.

Mal aysi a gave its endorsenent to the counter-trade deal in a menorandum
of understandi ng signed during Prine Mnister Atal Behari Vajpayee's visit
to Malaysia in May | ast year.

The Entry of MMC- Ganuda: The MMC- Ganuda team cane into the picture when
it became aware of the bid price of RMA3 billion. It nmade a quick
assessnment and decided that the price should not be that high - at nost,
hal f of it.

Meanwhi | e, questions were asked as to why a foreign consortium should be
gi ven such a huge project at such an extrenely high price. Opinions were
al so expressed that even if neither MMC nor Gamuda got the job, the price
shoul d be reduced to a nore acceptable |evel

So, the financial whizkids at Ganuda reworked the figures, using the
sane set of technical specifications as those given to the Ircon-CREC
t eam

When the RML4.448 billion figure was presented to MMC, the conpany could
not believe its eyes. MMC checked the figures and had to concur w th what
Ganmuda had conme up with.

Thus, both MMC and Ganuda put in a bid for the project and a
conmprehensi ve presentati on was made to Dr Mahathir.

The National Vision: The situation was tricky as there was already a bid
at RW3 billion on the table.

What was presented to Dr Mahathir was a conprehensive transport plan
with a conpletely new perspective and a national vision that would take
Mal aysia's transportation systemwell into the next few decades.

The | ong-range concept brought into focus not just a vision but also the
reason why such a nega-project should be undertaken

What MMC- Ganuda cane up with was a total concept whereby the project
would form part of the whole transportation jigsaw that would include the
Nort h- Sout h Expressway, and the creation of a national |ogistics hub
linking airports, ports, roads and rail.

To make the whole concept work, Keretapi Tanah Mel ayu must be part of
the equation. For that, the MMC-Ganuda bid included the privatisation of
KTM with the consortium agreeing to inject some RWO0O mllion into the



loss-incurring outfit to keep it afloat and, hopefully, to turn it around

What MMC- Ganuda presented was a national vision for the next few decades
whereby a new railway network would, as in the North-South Expressway,
open up the west coast of the peninsula even further, bringing fast-track
devel opnent to areas that hitherto would not see such devel opnent for
decades to cone.

More inmportantly, industrial developnent in local areas would pick up
pace as factories would likely be sited near railway stations to easier
transport their products to ports or airports, and bringing in raw
mat eri al s.

In terns of cargo novenent, the |owest cost per tonne is by sea,
followed by rail, road and, lastly, air. However, cargo noved by sea takes
48-50 hours from north to south of the peninsula, while by rail it takes
10- 12 hours.

Wth the new main line in place, opportunities wll abound. Branching
out of lines fromthe main line to areas of industrial activity will be
possi ble. Eventually, it will create centralised cargo collection depots
al ong the 635. 8km new net worKk.

The new rail network will also enhance the inportance of the Port of
Tanj ung Pel epas (PTP) and strengthen its hand in conpeting w th Singapore

Looki ng further ahead, the new rail network will dovetail well into
Thail and's massive plan to develop the southern part of the country into a
regional oil trading centre. Thailand is also going ahead with devel opi ng
an overland Kra canal for noving cargo between the Andaman Sea and Qulf of
Si am

Even nore inportantly, from the passengers' point of view, the new rail
network provides travellers with a safer, nore convenient and faster
alternative to congestion on the roads and at airports during festive
seasons.

The Questions: Numerous questions have been asked about the rai
project, for which answers are few or none.

One question: How was it the Ircon-CREC team was able to nake a bid of
RWA3 billion? What woul d have happened if the CGovernment had accepted that
price?

Al so: How cone Ircon-CREC, on |learning that MMC- Ganuda had made a bid at
RML4. 448 billion, was able to keep reducing its price to about RML7
billion?

If the Ircon-CREC team could be forced to bring down the price to RMLY7
billion, would that nmean that if the CGovernment had accepted the original
price of RMA3 billion, the country would have over-paid by RM26 billion?
Many have asked: |s the project viable?

Whether it is viable or not is a question that should have been asked
two to three years ago when it was npboted and not now, when the Covernnent
has decided to go ahead with it.

Could it be done at the RML4.448 billion price tag? It is inconceivable
for companies like MMC and Ganuda to subnit a bid at a price which they
could not earn them a profit. No sensible conpany would want to | ose noney
on a contract.

Then there is the question of the variation in costs, reported to be at
| east 30 per cent. The MMC-Ganuda bid is made on a fixed price basis. So
if there are cost overruns, these would have to be borne by the nmain
contractors.

And from a rational e busi ness point, would MMC-Ganuda be so foolish as
to subnmit a bid if the cost over-run would be as nuch as 30 per cent?

Billion-ringgit contracts cannot be treated lightly. Every cal culation
must be to the last sen. Many in the construction industry know that when
Ganuda submits a bid, the job can be done at the price submtted.



Many have al so asked: Are MMC and Ganuda capabl e of handling the job? At
| east 80 per cent of the work to be done is civil engineering works, such
as laying the tracks. Ganuda and MMC are essentially civil engineering
groups, and both have experience in rail construction.

Anot her issue is the "possible retaliation" by the Indian and Chinese
Governments over the failure to secure the rail contract, and this could
come from not buying Mal aysi an crude palmoil.

Primary Industries Mnister Datuk Seri Dr Lim Keng Yai k |ast week
touched on the feelings of the Indian and Chinese parties. "Of course they
are not happy after having negotiated for three years, and uncerenoni ously
told that the Letter of Intent had been cancelled. Wo will not be angry".

But Rafidah put it aptly when she said that if the basis of bilateral
rel ationship was based on "sonething as flinmsy as contracts, then that
will be a porous and fragile relationship"" adding that "if relationships
are based on that, we will never form alliances anong oursel ves"

The Qutcome: It is unfortunate that MMC and Ganuda did not have a
wel | pl anned public relations strategy in the beginning

This mstake provided the critics with nore than sufficient anmmunition
for a well-co-ordinated assault.

If the North-South Expressway and Bakun projects are any indication, the
doubl e-tracking rail network will materialise.

At the end of the day, the Indians and Chinese will conme to their
senses, |look at the bigger picture and rise above the |oss of one
contract.

Above all, the RML4.448 billion doubletracking electrified rail project
wi Il have passed the baptism of fire, like all other nega-projects before
it.
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