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N ot long ago, Tenaga Nasional
Bhd’s chief financial officer
asked where the company’s ma-
jor shareholder wanted the share
price to close that week. Minus

20 sen, was the cool reply from Khazanah
Nasional Bhd’s new man at the helm,
Datuk Azman Mokhtar.

No, the pressures of the job had not
got to Azman and he had not lost his
marbles — he was concerned that
Tenaga’s share price was going up too
much too fast with the kind of expecta-
tions that had been built up over changes
that were expected to be made at govern-
ment-linked companies, or GLCs.

In a dull and rather lacklustre market,
the looming vision of energised GLCs un-
der the guiding hand of a former top ana-
lyst-turned-consultant provided some ex-
citement. For once in a long, long time,
both Telekom Malaysia Bhd and Tenaga,
Khazanah Nasional’s biggest holdings by
far, outperformed most large companies
and many smaller ones over a six-month
period.

Now that he has built up expectations
quite successfully, getting investors all
excited, and outlined a broad strategy to
build shareholder value (basically in-
crease in share prices and dividends
paid), Azman has to show that it can be
followed up with performance.

And if there is just a hint of wavering
and other indicators point to a situation
that expectations may not be met, the
share prices will come off as rapidly as
they have come on.

There are some 40 GLCs listed on Bursa
Malaysia. Although they comprise just 5%
of the number of companies on the stock
exchange, they make up more than a third
of market capitalisation, or over RM250

A series of moves since May to revamp government-linked companies
has seen prices of national utilities Telekom Malaysia and Tenaga Nasional
explode in a way probably not seen since those heady, giddy days of
1993 and the aftermath. Spearheading the changes is Khazanah
Nasional’s new CEO Datuk Azman Mokhtar who has roped in Datuk Abdul
Wahid Omar and Datuk Che Khalib Mohamad Noh to head the two
respective utilities. So far, the investment community has bought the
tune that the trio has been singing about creating value for the future.
Now comes the hard part: execution. Just what are their chances?

It’s all in the
execution now

TRANSFORMINGthe GLCs

continues on page 4

when asked about that but Khairy has
been quoted in the main story of the in-
augural issue of Off the Edge (see the
magazine distributed free with this issue
of The Edge) as having said: “When I
went to see the new boss at Khazanah,
he told me ‘you either work here in what-
ever position, or you go into Umno, you
can’t do both at the same time’.”

That basically means that Azman is
quite clear about keeping politicians out
of Khazanah Nasional to ensure that it is
a professionally run organisation, a move
that the investment community would
applaud.

So, it is this trio that spearheads
changes at the GLCs. Azman, however,
will not have overall responsibility for the
changes at all GLCs. As he pointed out in
an interview with The Edge (see separate
story), he will have responsibility only
for those that come under the direct pur-
view of the government’s investment arm
Khazanah Nasional.

A GLC is defined as a company in
which the government has ownership and
control or in which government agencies,
such as Permodalan Nasional Bhd (PNB),
the Employees Provident Fund (EPF) and
others whose capital is guaranteed by the
government, have control.

While Khazanah Nasional may have
the largest ownership in terms of market
capitalisation through control of Telekom
and Tenaga, many large GLCs do not
come under its purview. Examples in-
clude all companies linked to national oil
corporation Petronas — often held up as
a successful GLC model, and the coun-
try’s richest company by far.

Others include the star company in the
PNB group Malayan Banking Bhd, the
largest listed company in terms of mar-
ket capitalisation Malaysia International
Shipping Corp (MISC) and Petronas Gas,
which are both owned by Petronas, and
PNB’s Sime Darby.

But in terms of the possible increase
in shareholder value that can be brought
about by changes, the Khazanah Nasional
companies, such as Telekom, Tenaga,
MAS and Proton, certainly show much
potential, especially the first two, which
are the second and third-largest listed
companies in Malaysia.

The Petronas group of GLCs will likely
largely be left untouched because
Petronas, with its long history of profes-
sionalism, integrity and looking out for
the nation’s interests, is regarded as a
model GLC and a success which others
should emulate.

At PNB though, there is a whiff of
change in the offing. Although many com-
panies are well-run and are market lead-
ers in their field, for example, Malayan
Banking in financial services and Con-
solidated Plantations in plantations, of
course, there may be a need to make some
changes to ensure performance.

Transforming Telekom and Tenaga it-

billion in market value. That is more than
half of Malaysia’s GDP (gross domestic
product — sum total of goods and ser-
vices produced in the economy in a year).

Which led Prime Minister Datuk Seri
Abdullah Ahmad Badawi to say this when
he launched the GLC initiative in May:
“Thus any considerable improvement in
the efficiency and performance of GLCs
would bring about massive benefits, not
only to the stock exchange, but also to
the income, consumption and wealth of
the nation.

“GLCs also make up the backbone of
the country’s economy through the pro-
vision of ‘mission-critical services’ such
as transport, energy, telecommunication
and financial services.”

In a nutshell, that and the fact that
public-listed GLCs trailed some 21% be-
hind the market in terms of return to
shareholders over the last few years pro-
vided the reason for the GLC revamp. And
how was the government going to do it?

As Abdullah put it: “Essentially, this
means systematically instilling a high
performance culture within GLCs by mak-
ing people in the companies more ac-
countable for, and more rewarded by,
company performance.”

The man who worked tirelessly behind
the scenes to push the idea of a GLC re-
vamp was Second Finance Minister Tan
Sri Nor Mohamed Yakcop. Nor Mohamed
had already been involved in a number
of corporate restructuring exercises as
special adviser to the Prime Minister from
2001, most notably Tan Sri Halim Saad’s
Renong group, Malaysian Airline System
(which had been run just prior to that by
Tan Sri Tajudin Ramli), and the Malaysian
Resources Corp Bhd group.

Nor Mohamed was the one who

came up with the idea of getting able
and professional bumiputeras to take
over management of failed GLCs and
those where bumiputera entrepreneurs
such as Halim and Tajudin had failed
to run them properly.

There was an important difference in
this approach. These large companies
were to have an institutional shareholder
base, comprising at least initially govern-
ment-linked institutions.

The top managers were to be rewarded
through share options and such and
would not become major shareholders
while the government will get revenue
back for the sum it invests from increased
market value of the investments.

This was a major shift in Corporate
Malaysia, forced on it partly by the im-
pact of the Asian financial crisis of
1997/98, which left a trail of red ink
among many prominent government-
linked and bumiputera companies.

Hitherto, the government tried to de-
velop a class of bumiputera entrepreneurs
through the granting of concessions and
concession-like deals to a select few. This
created not just millionaires but some
billionaires in those glory days before the
financial crisis.

The early successes of some of these
entrepreneurs saw them taking on more
and more ventures in widely diverse ar-
eas, funded by large borrowings. When
the crunch came and they collapsed un-
der a morass of debt and inept manage-
ment, it was government help that kept
them alive.

With the Renong and MAS restructur-
ing out of the way — and the installation
of a new prime minister — the time was
ripe for momentous change and the spot-
light fell on the GLCs.

If some bumiputera and government
companies can be turned around by dis-
ciplined restructuring and the injection
of professionals, why can’t the same be
done for other GLCs, was the reasoning.

Barely two weeks after the prime min-
ister made his landmark speech on GLCs
in mid-May, Azman, a Tenaga scholar
who made a name for himself as an ana-
lyst and subsequently became a consult-
ant involved with MAS’ restructuring,
was installed as Khazanah Nasional Bhd’s
new managing director.

Datuk Che Khalib Mohamad Noh took
the reins as CEO at Tenaga Nasional and
the man who led United Engineers (Ma-
laysia) Bhd, post the Renong restructur-
ing, Datuk Abdul Wahid Omar, was in-
stalled as the CEO of Telekom Malaysia
Bhd.

One appointment that did not take
place was that of the PM’s son-in-law
Khairy Jamaluddin, now Umno Youth
deputy head. He was expected to have
been appointed chief operating officer,
which would have effectively been the
No 2 executive position at Khazanah
Nasional.

Azman smiles but does not answer
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self is a mammoth undertaking and posi-
tive changes here will have the most im-
pact on the stock market, on the efficiency
of government utilities and the confidence
and feel-good factors that a successful
change will bring.

Azman has said that he will not mi-
cro-manage but will be involved in set-
ting strategies and performance stand-
ards, and basically letting the voice and
will of the major shareholders to be heard.
And he would also have to be the one to
push through changes required in gov-
ernment thinking to let Telekom and
Tenaga do their job properly.

That would mean three things at least.
One, dismantling the patronage system
of awarding contracts to save costs; en-
gaging in only worthwhile projects; and
conserving resources for the right kind
of activities.

At Tenaga, Che Khalib, as former CEO
of KUB Bhd, has had the experience of
being a Tenaga contractor and must know
exactly what he is up against. Wahid
would similarly have to be pretty stern at
Telekom (see stories elsewhere). The two
companies probably account for more
capital and operating expenditure, run-
ning into the tens of billion ringgit each
year, than any other listed company.

Two, changing the culture at the or-

ganisations. Government department-like
lethargy and indifference would have to
be rapidly replaced by a culture that
breathes and eats performance. It would
mean imbuing the companies with a spirit
of competitiveness and belonging.

Azman knows it is a tough task but looks
forward to it as potentially the most reward-
ing. As he says in the interview: “Mindset
changes are always the toughest but po-
tentially the most satisfying and reward-
ing. The possibility of transforming not just
GLCs but human capital is surely the most
exciting part of the journey.”

Three, changing drastically the way the
government treats these two companies
— almost like stepchildren. Tenaga, for
instance, lost out considerably to inde-
pendent power producers through lop-
sided contracts that allowed the latter to
make billions, partly at Tenaga’s expense.

Azman does not see particular diffi-
culties in these areas and feels that there
is strong support for the initiatives from
the current administration.  As he says:
“…if investee companies in regulated in-
dustries have shown the necessary effi-
ciency improvements, we will argue for
pricing and tariff structures that reason-
ably reflect a fair return to the company.”

He explains that his ultimate responsi-
bility is to the Khazanah Nasional board.
He says he meets the prime minister fairly

Azman knows this well enough and is
prepared to accept responsibility for that.

So far (see table on the performance
of Khazanah-linked GLCs on Page 8), the
gains for Khazanah Nasional have come
almost entirely from three companies:
Telekom, Tenaga and PLUS Expressways.
Some companies have not done that well
at all.

But in the final analysis, Khazanah
Nasional is right in putting the most re-
sources to work where they can create
the most benefit and value, which is
Telekom and Tenaga, and to a lesser ex-
tent MAS and Proton (see stories else-
where).

The tone and the momentum have
been set and now everything is in the
execution. As Azman put it rather mor-
bidly and only half in jest in Malay at a
recent talk: “Execute-lah kamu sebelum
kamu di execute-kan” which translates
roughly into “Execute before you are ex-
ecuted”.

But expect that they will do all they
can to stop themselves being executed.
And if what they have done so far is any
indication, give them better than even
chances of doing it. That is what the
market has done.

As one who believes in the wisdom of
the market, that must be rather satisfy-
ing for Azman Mokhtar.

TRANSFORMINGthe GLCs

from page 2

Expectations run high
often but at irregular intervals but deals
more with Second Finance Minister Nor
Mohamed. He takes his responsibilities
even more seriously than that: “Ultimately,
I see myself as answerable to the Malaysian
people, and basically, to my mind, that in-
cludes the current, future and even the pre-
vious generations of Malaysians.”

So far, Azman has done a lot of think-
ing, talking, consulting and convincing.
There is strategy in place, there is struc-
ture and the broad frameworks can al-
ready be seen. Already value is being cre-
ated — but so far this is through expec-
tation.

Among the GLCs, Telekom has appre-
ciated by a fifth (see table on Page 8) from
May this year, leading the league of GLCs
that have done very well, convincingly
outperforming the market by a good 13
percentage points. Tenaga is not far be-
hind with a 17% gain.

These had been laggard companies in
the market before, and no, they have not
put in sterling performances — not yet
— to justify an upward rating. That has
come because of expectations — the in-
vestment community believes that
Azman and team can do it.

The test, however, will come later. If
the performance does not flow through
in terms of cash generation and bottom-
line improvement, there will be trouble.

Investment holdings structure as at  Dec 1, 2004
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