VI. 3 Financial Model

The financial model is constructed from the standpoint of the Techno Centre for both

alternatives; namely “Total Management” and “ Lease-Tape Management”.

1. Capital Structure

The equity is set at RMIS million, _whieh is slightly below 20% .of the project cost

estimated in 1995 price. The capital structure is tentatively planned to consist of the

following parties;
Propomons of shar Amount of eguit_v,
KTPC/KSDC ‘ 51 % 765 ‘miflion RM
2. Federal fund _ ' - 29% 435 million RM

(or in the form of Grants or
through Khazanah Nasional
* Berhad)

3, Private sector 20 %. i 3.0 m'illi'on RM
The capltal isto be paid-up over the penod up to 2005 in three phases from each party in

a proportion of the share.

Prmmpally, the balance between the requn'ed mvestment amount and the eqmty amount
will be financed in the form- of debt borrowmg The proportlon of the required debt is
70% from KSDC and 30% from the commercial banks The mterest rate of the loans is

assumed to be 7 Y and 10 % respectlvely
2. Revenue & Expense Projection

Revenue Prmechon

The revenue pre}ectlon appears to be the most. crucxal to the wablhty of the prOJect The -
projection is fully based on the market demand of the services pre\rlded by the _Technof =

~ Centre.



* The basic annual revenue in full operation is estimated as a total amount of RM17.8
million consisted of Mechatromcs Testing Centre, RM5.6 million, Material & Surface
Analysis Centre, RM10.3 mlihon Environmental Analysis Centre, RM1.9 million.

On the other hand the revenue pro;ectlon for the Human Resources Development Centre
is assured to be estimated at about RM1.3 million / year at full operation.

The revenue. projection for the Industrial Network Centre is made on a rental charge

basis; Open leboratory, RM10 /m2/month and Enterprise office, RM15 /m?/month.

The average rate of operation of the equipment is assumed that initial rate in 1998 will be

50%, and-increasing 10% per 2 years, then full operation will reach in 2009.

The lease charge can be calculated at the acquired cost of the equlpment multiplied by the

lease rate. The lease condltlons are as follows.

Base Case . .In.gentive Case
 Interest | 8% 15%
- Period . ' 20 years - 20 years

" Leaserate o 18.7 % 16.0%

The other revenue projection includes revenue from restaurant, Hostel, membership fee

(RM2,000 /member/year), etc.

The demand pl'OJeCtl()n is carried out from macro-economic aspect to justify the revenue
prOJectlon based on the enquiry & 1nterv1ew survey ' _
~ The R & D revenue in 2000 from Kedah State as a whole can be estimated at RMZS
: mﬂhon and that from PKNK‘s and KTPC mdustnal estates at RM11.4 mtlhon

cOmpaféd with RM25 millio'n.from the Kédéh State and-RMlll 4 million from the

_KSDC’s 1ndustnal estates the prOJected revenue of thas study amountmg to RMI3 5

N {mllhon could be judged to be rather reasonable

o



Expenses Projection

The administrative expenses for runmng the centres are estimated based on the requnred
number of staff and the average salary of the staff. The required number of staff are
estimated at 54 personnel for lst phase at 37, 2nd phase at 49, and ﬁnally 54. -

The average salary of the staff is estlmated at' RM40,000 /year in 1995. In addmon the

social insurance is estimated at 10 % of the above calculated personnel expenses

0 & M (Operation and Maintenance) for the facilities and equipment are as follows; |

O & M for Building & Utilities . (Unit: RM1,000) -

Acquisition cost - rate - O&M cost

Phase I* 27375 2% 47

. Phasell' 3,331 2% 6T
Phase 111 2,662 . 2% - 53

0 & M for R &D Equlpment**

~ Acquisition cost - rate O&M cost

Phase I 41,430 10% . 4144
Phasell 13,075 7% | 915"

Phase III : 9,152 . - % ; S 641
: * Utilities are included - :

* *Expenses for utilities cliarge are included. -

The expense for advertisement and promotion is estimated at RMS0,000 /year at 1995
price. S
The depreciation is calculated on the 'fo'llowing basis. » |

Depreciation method =+ /- ¢ Stranght—lme fniethod.

Depreciation rate " . 10 % of the asset for the initial year
Inmal allowance (Annual allowance) 2% of the asset for the remammg

: years

~On the other hand the establlshment cost is planned to be amortlzed at 20 % per year' |

over a period of 5 years.

The cost for renovation & replacement is estimated at'15 % of the estimated cost in 1'995._ '



price for every five years. - .

The same method of deprecratmn computation is applied for the renovated and replaced

equipmert.
The cost for foreign experts who will be dispatched from the private companies
experienced in this business is estimated at RM 300,000 /year, one experts for each

centre.

The cost for royalty to-be paid to the above foreign company is estimated at 3 % of the

révenue.

~ Payment to. “Sales & Promotion: Comnanv

" The cost of payment to “Sales & Promotion Company is estlmated at 10 % of the
revenue. L ' '

Corporate tax-is assumed to be exempted. -

Inflation factor - _ |
The mﬂatton factor is adopted as 5% for revenue and 3% for expense in the penod of

1995-2000, and as 0% for both factors from the year 2000

The dlfference in percentage between ' revenue and expense | is “expected: to occur
- supposing that the operation and management be properly done in a business-like manner

~ eventually resulting in cost reduction.
" VL4~ Financial Analysis
- :'The vrabrhty of the Prolect is evaluated by 1nd1catrve ﬁgures of Return on Equrty (ROE)_

' on a cashﬂow bams

Furthermore the Pro;ect is evaluated as. a whole in term of “Retum on Investment"
i '(ROI) : _ : AT FRE ,
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The project is recommended to be implemented and managed under a private-initiative
formation with a positive support from the Government. This is called “CASE-A”, the

equipment utilization rate of which is shown on Figure V1.4.1.

- ROTI used as an indicator for representing the project profitability is calculated at 9.2%

under “Total Management™.

On the other hand, the “CASE-B” representing. that the project be managed under a
pubiic;initiative formation without any -inv_olvement-of- a private sector; is' examined,
The management and operation is not efficient in comparison with “CASE-A”. -The
' equipment ROI fot “CASE-B” is calculated at 7.4 % under “Total Management”

© assuming lower rate of operation as 20% in comparison with “CASE-A” at initial stage,

From a practical viewpoint, the Pr()]ect wﬁl be managed under “Lease-type Management” '
in which the involvement of private companies experlenced in: thls business be vital to the -
success of the Project. ROI for CASE-A is caIcuIated at 9.6 % under “Lease-type
Management”. It means that some “busmess risk” is to be shared by the Pal‘cner.

consisting of the above pnvate companies.

To mitigate such “business risk” of the Partner, or to provide the Partn'er v'vith' some
incentive, here, lower lease rate ( from 18% to 15% )it will be adv1sed to obtam some

kind of positive financial support from the Government. -

Therefore, ROI for CASE-A be decreased to 7 6% for the Techno Centre and ROI is
mcreased from 6.3 % to 20.5 % for the Partner.

In addition, the other case cailed as CASE~C is exammed in whteh the equ1pment_ .
utilization rate be mcreased by 10 % i in the 1n1t1al operatlon stage eompared w1th CASE—
A, and eventually some mcentlve be given to the “Sa!es & Promotlon Company say,-

from 10% of the revenue to 12% resultmg in the mcrease of the cost for the Partner

RO for the Partner is calcu_lated at 30; 1_%,' being about 10% increase _fr_em CASE-A



Finally, the financial viability of the Project is examined in several aspects from the

viewpoint of the main player of the Techno Centre based on the cashflow stream.

Ajnoﬁg them, the term of ROE will be a major indicator for evaluating the financial
- viability of the Techno Centre in a long term.  As shown on Table V1.4.1, ROE for the
Techno Centre is calculated at 13.8% for CASE-A under “Lease-type Management”.

In addition, ffom the stream .of.- income before tax and its cumulative income, the
cumﬁla_tive deficit will clear up with 8 yeafé form commencement of the operation. . The
repayment sbﬁedulé is shown on Figure V143, repreéehting principal repayment, interest
payable and debt outstan_ding for the evﬁluatioh: péribd of "20.years. The debt service
_covérage ratio defined as operating profit di:vi‘ded by debt service ( = inierest payable +
principal repayment ), except the years of 2001 and 2002, c.ould be.secur_ed at more than

1.0 over the period, causi_ng no fund shortage on (_;umulativé cashflow basis .

Thé ﬁhancial_ s_tatemerit_s are to be projected ove:r él béridd of 20 Yea_rs up to 2010 from the

viewp@ints ‘of the Techno Centre focusing on CASE_—_Alfor:lease;type'Manag'ement.
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Vi IMPLEMENTATiON . _PLAN
VII.] Overall Plan

The Techno Centre has a double structure in terrns: of organization. The Techno Centre
will be responsibie for the general operation:_ of the Centre, Human Resource
Deve]opment and provision of Industrial Network serviees' There are three testing and
analytical centres that will ~offer specialized services, Construction of the bulldmgs
organizational establishment, manpower development and 1ntroductron of equipment

will need to be completed before the Centre _can.start full operation in 1998,

The starting day of the Centre' 5 operation will be determined by the construction of the
buildings.: All respectrve centres will need to be prepared at the same time. Since the
- Techno Centre s operatron IS based on Imkages with prlvate enterpnses such private
enterprises wrll need to be selected and a new corporatlon established Jomtly Manpower
recruitment, equipment proonrement,- and layout will be done under an agreem_ent with

such partner enterprises.

Figure VIL1.1 shows implementation pllan_of the Techno Centre and respecti\_re centres.
What needs to be done Ifrrst is to design the buildings' All other preparations will be done

while the buildings are being built. These wrli include orgamzmg and establishing a.
system of cooperatlon with the partners The conﬁrmatron of the equlpment and
discussion of layout will be followed. The recmltment and trammg of employees, as this
will take the longest period m the project, .will begin. Trainingf\nilt-' be _done first by.
foreign'partners ahd then in Malaysia after the equipment is introdnoed Preparation of
tender documents prior to equrpment procurement shall be needed Thrs will be done in

parallel wrth trammg

Among the three centres, the Meohatronics Testing Centre will be built first and put. into ',
opera’uon before the other two because there already exrsts demand for it. In addltron =

mmaung such a facrhty in Malaysra before other areas (m other parts of Malaysm orin
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'neighb_oring countries such as Singapore and Thailand) will give us a head start. Timing
is also important as it will require a lengthy time before the centre is approved under
EN45000, etc. This centre will also require construction of a separate facility (Anechoic
Chamber). ' |

To be built next wnll be the Material & Surface Analysis Centre that is elosely related to
the Mechatronics Testing Centre. This will be followed finally by the Envxronmental

Analysis Centre.-

The eonterlts of 2nd phase and thereafter will need to be discussed again because
technological innovation in the future will most likely require replacement of the original
equipment. Future needs may also require new equipment. For this reason, it will be
necessary to conduct ém’oth_er survey on future needs before procurement of equipment

for 2nd p'h'ase and thereafter.
VIL2 Organization -

‘The Techno Centre must be organized in compliance with the"gu_ideiines of its business
operation systems (Refer to TV.4.1). The Centre consists of the mahag'em'eht: division
that is responsible for the e’ntire operatioh .more speciaiised testing and analytical centres,
and a sa]es promotlonal company They are dlseussed ‘below’ separately for ease of

understandmg
Organization of the management division

A number of altematives were presented as'to the operatmg entity of the Techno Centre
'The style of orgamzatron would normally vary by the type of the operating entity. ThlS '
""means such an entlty must be determmed before chscussrons concemmg orgamzatlon
- "Among the several alternatlves the survey teport drscussed that the KTPC play the mam
-.';role and that it recerve mvestments by prwate enterpnses a,nd ﬁnanclal support from the

_ governments (federal and state) The report also argues that a specral foundatlon be

_‘ --—'_7.9_._—' '



established to ensure smooth start-up of the Centre's operation. The following discussion

assumnes these proposals:

The first step is to establish the Board of Academic Science and Technology (hereinafter

referred to the Board) that will serve as the supreme organ of decision making: The

Board must be established through coordination among the Steering Committee of this

study, the KTPC Board, KSDC, and Kedah State G_ovem‘ment._ The Board should be

presided by a person capable of communication with federal government organs and-

various industries.

The second step will be to organize the management division of the Centre. This depends
to a high degree on the positioning of the KTPC, We have been stressing that'the KTPC
be the mailn player in-this project. Therefore,. the KTPC will ha_ve the initiative in running
the Techno Centre even if it is a joint venture formed by governrnent and private sectors
including the KTPC (in other words, the Techno__Ce'ntre will njot be run regularly by the
JV partners). However, the KTPC has no expertise of its own dir_ectly'related to the -
businesses that will be. performed by the Techno Centre KTPC need to r'ecruit the

necessary personnel. The Techno. Centre itself must be presrded by a person who is”

knowledgeable of science and technology as well as busmess management

The third step would be to. start making preparations to establish six centres and a sales
& promotion company baéed upon this report. The Board will'o'rganiz_e :a._project'
promotion cominittee and a technicai committee as the need' arises. The former .

commlttee will be a temporary one lastmg only through the pre establlshment and mmal '

stages of the Centre Its role will eventually be transferred to the Board at an appropnate o

point in the future. The Techmca] Comm1ttee wr!l be of a more. lastmg nature s, its .
‘mrssron 1510 study busmess operatlon of the respectlve centres It w1ll be responsxble : ..
durmg the pre-estabhshmg period for the drrectlon of the centres as well as the selectron_ |

of necessary equipment. Its roles will remam aﬁer the Centre wr]l be estabhshed for

closely momtonng the trends m technology, steermg the projects of the Centre renewal

of equipment, etc.

wesoé_- o



rpanization of the six Centres

The three testing and analysis centres may be operated by private companies, although
the concrete style of operation should be decided carefully. The first step of organization,
then, is the selection of such private companies. Since all three centres are engaged in
highly specialized activities, it would be extremely difficult for a single company to run
afl. Therefore, three different companies would be needed based upon their ekpertise.
Selection will most likely be done through a tender; and the tender documents wtli be

prepared by the technical committee.

The Human Resource Development Centre is basically designed for operation by an
* outsider. The area and style of training at this centre were discussed previously. The
technical committee will lverify_the validity of the proposal and will select an outside

~ organization that is experienced in the proposed activities.

The Industrial Network Centre is designed-for operation by the Techno Centre itself in
_ the initial stage. It will be responsible for selecting books, magazines, and joumals for the
library in :_'a'c_co'rdance_'with building_construction schedules_._ Its role will also include
o_tganization' of the enterpriseé .and. researchers that will' take part in salons and
workshops.. This, may(be.,d_one,,.for instance, according: to the list resulting from. this

survey.

The IT Centre is- already m the plannmg stage by USM and K’I‘PC Therefore, further

dlscussmn wﬂl centre on. shanng of the management d1v151on

' The most 1mportant aspect in the process of orgamzatlon will be agreed cost and profit-

' h shanng w1th paltner compames ‘As discussed under orgamzatlon in Chapter 1V, this

o wﬂl centre on. the type of operation (lease comm;ssaonmg, or.a combination of both) and

o proﬁt shanng Thls wnll reqmre tlme before an agreement is reached.

Lsi=



The contents of service's by respective centres, their equipment, - and ‘manpower
recruitment and training will need to be coordinated based on the agreed-upon project

plan.

Organization of external organs

External organs refer to the occupants of XHTP, prospective user enterprises of the
testing and analysis centres, similar organs overseas, etc. Organiiing-and 'netWOrking
those extemal organs will be done primarily by the Industnal Network Centre. Therefore

it could be done after the centre begins operation. However it should ldeally be done
sooner to ensure a sufficient demand for the three centres or access to the ever-changing
trends in.science and teehnology.- In this _regar&', it -would ‘be desirable to- establish an -
international science and teehn_ology committee and a local industry exehange' plaza
within the Board, and initiate necessary steps well in advance towards organization anti '
networking of external organs. The commlttee and the plaza may be transferred to the

Industrial Network Centre as soon as it begms operatlon

VIIL.3 Introduction of facilities and equipment

Facilities and equipment should be introduced ensuring integrit'y'wtth'con;étruction plans.
The building space is planned carefuliy to allow a flexible introduction of equipment
(Tale 1V.7.1) during the construction stage. For 'this reason, 'the concrete layotlt of the -
respective centres is not mentioned ' in the’ constructxon plan. Equrpment should be .
introduced in close coordmatton with the analysts (partner organs)

VIL3.1 Introduction of facilit‘ies -

Only’ the standard pnces ‘of facilities are llsted in Table IV 7. 1 Actual pnces may be

lower.
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The equipment was selected very carefully, but there was not enough time to étudy
accessory facilities and equipment (pre-processing _facilitigé and equipment, etc.) in any
detail. For this reasoh,' more facilities and equipment for pre-processing: may be
 necessary in addition to those listed. Their cost may be offset by the difference between

the listed-and actual prices of the facilities mentioned above.
VI1.3.2 Use of spaée and introduction of facilities

The Centre will purchase necessary equipment regardless _bf their size. For this reason,
each room will be fairly large and partitioned into several sections as éppropriate. This
~ ensures flexibility in the introduction of equipment whi]é meeting: changing demand in the |
future. On the other hand, the clean rooms will have different degrees of cleanliness for
different purposes.'-Their_ investment costs will bedecided accordingly. The large clean-
rooms may be divided into 'séveral-se‘ctions-.to serve several needs. Such sections will
_ need to be constructed using appropriate materials and methods depending o’ﬁ the nature

of analytical activities.

Toxic gases may be broduced during 'inspectioh or measurement, and a draft chamber
' méygnot be sufficient to eliminate the hézard; Séfety must be given pfionity by all means.
| _Skéléton’ systems of -drainage and ventilation are .discusséd in Chapter'.\f, but actual
arrangement of facilities andsafety fa'cilit.ies must be_studiéd in.detail ensuring integrity

‘with the construction plans. -
VI1.4 Recruitment and training of manpower

Recruitment and training of manpow_e_r are important for stable operation of the Techno

' Ceiitre. GUid_eliné's_-with'_‘r_ega_r'd'tb the Techno Centre’ s manpower are preserited below.



VII.4.1 Manpower recruitment

Recruitment of technical manpower by the general manager of the each centre

Manpower recruitment will begin when the centres are organized o a gertelrl degree.
The general manager of the centre should be hired from a_mong private individuals who
are capable in tests and analyses. Once the directors: are hired; the engineers and

researchers should be hired after interviews and other methods by the ge'neral. rrlanager

himself,

Recruitment of private individuals as the first resource’

When the Techno Centre begms operatlon it would be difficult for the Centre to secure
enough manpower with sufficient experience and know-how: in inspection and- analysns
(which is a long process in the first place). In addltlon some of analyneal teehmques are
not available in Malaysia alone, For this reason, it will be necessary.to, hire foreign
engineers and rely on their expertise for the Centre’ s operation_ as well as for _t'h.e training

of new personnel. -

The sales promotion company of the Techno Centre will specialize-in sales activities. Tt
would be beneficial to hire private individu_als having sufﬁcient_.knoWledge-an'd .know-
how. However, such sales actmtles would require technical knowledge and it would be '

necessary to train so- called sales engmeers

Use of outside researchers

. The researeherb workmg in umversrtres and other research organs are generally more '
- experienced in inspection and measurement. It would be wise to utlhze thelr expemSe

For instance, ’rhe Centre could subcontract some of its -activities wrth those researchers-
on some 1ncentwe basis. Such incentives may mclude free access 1o the Centre s

inspection and measuremen_t equipment, takmg part in a  joint project mvolvmg_



universities, etc., that they belong to, the client, and the Techno Centre, or using the

Centre’ s facilities for writing a thesis, etc.
VI1:4.2 Guidelines for manpower training
Overseas training and creation of manpower training opportunities by private enterprises

Training of technical manpowér requires many years and highly advanced metbods, and
it would be difficult to do the training in Malaysia alone. Therefore, it would be
‘necessary to plan such trammg in a foreign countries (partlctpation ina forelgn engineers

training scheme).

In general, private companies possess useful techniques and know-how for inspection
and analytlcal activities. If the general managcrs of the centres are recruited from among
the prlvate sector, they will be able to find pnvate enterpr:ses that are willing to accept

the Centre $ manpower training requests.

" Qn-the-Job Training and continuous training

: Persbnn_el'to-be engaged in inspection and measurement assignments-at the respective
centres must be familiar not only with theories but also with job-performing capabilities.
Tt would be nebessafy;_ therefore, to prepare a training scheme where those personnel can

experience actual jobs (training based on actual samples).-

" While masten'ng the technique to operate eduipment is very important, it is more

' lmportant to master the pre-processmg techmque (setting the sample in the equipment).
- This- requ1res a hlghly skilled technlque and even a htghly skilled, person could ose part

- of his or her expemse unless it is used frequently Even if a person maintains a certam '

'level of expertlse it needs to be chccked on some regular basis. It would be necessary,
- theref‘ore to- plan a trammg schcme under whtch every person receives. the same type ot

| _ trammg every 2to 3 years



Training according to type of equipment in use

There are many varieties of analytical equipment but, in most cases, their methods of
operation v.ary from one manufacturer to another, During a training séssion principles
alone may be taught without worrying about the equipment manufacturer. If the training
is designed for application, it would -be necessary to use the equipment of the same’

manufacturer for both training and actual job assignments.

VI1.4.3 Schedule of manpower recruitment and training _

During pre-operation stage of the centres

* Recruitment of specialists and researchers

* Possible exchanges with other related organs -

During cohstruction

* Training of the hired specialists and researchers
- Training on principles and operation of inspection and measurement
equipment (overseas training, in-house tréiniﬁg’) _ |

- Training on pre-process activities (overseas training, in-house training) -

Durmg Phase 1

* OJT within respective centres by outszde speclahsts

* Training on pre—process actlvxtles (repctltxve trammg to mamtam techmque and know-
how)

* Training of new personnel _ _ i _
* Training on principles and operatlon of mspectlon and’ measurement equlpment
~ {overseas training in-house training) ' '

During Phases 2 and 3

* Primarily OJT within respective c'entres'(_l'css reliance on outside specialists) -



* Training on pre-process activities (repetitive training to maintain technique and know-
how) ' ' '
* Training of new personnel (training on principles and operatlon of inspection and

measurement equipment through overseas training, m-house training, etc.)

Ty _



- VIII. PROPOSALS FOR THE ESTABLISHMENT AND
OPERATION OF TECHNO CENTRE

VIIL 1. Economic Irlﬂtlence

We should recognize'that not much economic effect can be derived from the Techno
Centre from either a direct, or a vaiue—added basis. That is, if its direct economic eﬁ'ect
is presented in figures, the sales volume at full operation is RM18 million, and a few
million in orders on a value-added basis. This is less than 0.1% of GDP of Kedah state in
1995, which totaled RMS5,585 million Assuming that the rnultiplier. effect is large enough
( thougha study was not made on thrs ), the rate of contribution to orders is small enough
to brush aside the range of error to the real value This helps us s realize that the- direct
economic contribution to GDP in Kedah would be minuscule to Malays1as overall.
economy. | o '
Hence, it is meaningless to assess Techno Centre projecis in terms of their contribution to
GDP. Rather, the influence of Techno Centré should be measured by.its indirect effects, -
In an earlier part of thig study, we pointed out that the establishment of .Techno Centre
would offer advanced corporations a large incentive to m_o_ve to KHTP. We have neither'f-
the means to prove this prospect correct nor the claim that the existence of Techno
Centre alone is the factor which will attract high tech industries. Hence, it is i.r_npos.s_ible to
estimate tne economic effect of Techno Centre in sales volume. As has proven true in
Japan, however, establishing suppor_t func'tions, including R & D, became an incentive to |
high tech firms. | 8 . B

We have already mentioned that indirect effects on enterprises located in KHTP would

expand to other areas. In the initial stage, however, 'the direct inﬂucnce of Techno Centre |

project on productron would be Ilmlted because for the time bemg, 1ts ‘task is testmg and -

. analysns in quahty control However R & D support once begun at fi.xll scale, will help :

spawn local parts and components manufacturers 'Ihen procurement hltherto dependent" O

upon other countrles w111 be satisfied by domestic productlon (These manufacturers may -

grow to the extent of being able to export thelr parts) Growth of the domestlc parts_- S

productlon mdustry would have an enormous 1nﬂuence on Penang and Kedah State



whose GDPs depend largely on manufacturing (Penang 55%, Kedah more than 30%)."

Ancther Techno Centre task is to help local enterprises improve productivity. We neither
have ﬂgu_res of Techno Cent_re contribution to .productivity:contributcd, nor recognize
‘such figures (there is no established formula). But even a few percent would have

enormous effects on the local economy.
VIIL. 2. Financial Assessment

The analysis w.a"s based on the market size of existing enterprises (other than those which
will establish in KHTP) to which Techno Centre furnishes services. The market size we
are applymg in the analysis is undershot, or conservatlvely assessed. Also, the operation
rate of facilities is conservatwely estimated (low in the early phase) On the other hand,
the estithate of the cost is slightly Jarger than what it wou!d actually be.

ROE, the proﬁt rate from own capital, which is an index used in estimation of monetary

"proﬁtabrhty, was sllghtly less than 14% (in case of lease type management} under these
conditions. ' ' E .

'-_The proﬁtablhty of the pro;ect depends both on the profit esnmate and the cost of
operatlon/mamtenance of the Techno Centre. And the approprlate proﬁt rate from ROE
is: determ_med b_y each-:m\_f_estor. .Therefore, ‘whether our “appropriate profit rate of
approximate]y 14% is low or'high should be left o' actual investors to judge. Accordingly,

we apphed d general formula to ]ustlfy this pro']ect using related data.

" The ﬁrst data is average stock mterest return in advanced mdustrlalrzed nations, whrch

' hovers around 16% annual yleld over the past ten years (1981 - 1990), .

. The second data (though not always appropnate) is the profit rate of own capital whrch is

' --calcuiated based on long-term treasury bond interest rate, takmg credit - risk and

antncrpated mﬂat10n rate mto account Let. us take U. S “30-year treasury bonds.. The

R mterest rate was about 7% ‘as’ of August 1995 Credlt risk is determmed by the country's |

' . ‘.pclmcal stablhty Malaysra has iow nsk at: about 1% to: 2% Its anttcrpated mﬂatlon is -
' not very hlgh about 3% to 5% . ! =

' -'I‘hese bemg the case appropnate proﬁt rate of own caprtal should be 13% to 15%

. . _Therefore 1f ROE of thts prOJect is 14%, proﬁtablhty would be secure



VIII. 3 Proposals

In this section, we offer proposals which will lead to the smooth onset. of projects
promoted by Techno Centre. We also refer to Techno Centre's role in the setting of
national as well as local economic policies.

VIIL.3.1 Seven Proposals for Establishment

Here are seven crucial proposals for the smooth launching of Techno Ce_ntre. =

1. Positioning as the most important project in the national development strategy

In shifting world development Malaysia's economy and industry are at a turnihg point
toward the next stage of development Techno Centre must be posmoned to be the most
important. element in the national- development - strategy. To gain this recognition,
emphasize the key role of Techno Centre determined in the. COncep_t- agreed upon by the

Steering Committee of the study.

Immediately establish a system' an: 'clariﬁ/ resoo'nsibilities o

The orgamzatlonal charactensttcs of Techno Centre is its nature. It is a compound" |
organization related to several Maiaysran govemment mlmstnes and other. agencies of

Kedah, Penang, and Perak States. We propose 1mmed1ate appomtment- of a board. whnch

is Techno Centre's highest decision makmg body that orders pohey 1mplementatlon In
- order to clanfy responsxbrhtres the board should: appomt heads of the orgamzattons (six

centers and one corporate) ‘which compnse the system

3. Speedy b : igtion P
Not only does Techno Centre have a htgh prronty in the natronal development strategy, 1t
also is a natronal project, an mvestment in: the pubhe good whrch must be ﬁershed w1th

seed money We propose that steps. be taken 1mmed1ately to win budget approprnatlon

-



4, Speedy commencement of construction
We propose that construction, in accordance with facility proposals, begin 1mmedtately as
soon as prOJect receives budget appropnatron It is desirable to begin some operations

even if they must be carried out from a makeshift office. -

5. Smooth equipment installation

._ We propose that equipment orders be issued immediately in parallel with construction
work. It is ge'nerally. known'.that the time  lag ‘between ordering and -delivery is
considerable. Also, functions of many types of equipment show more usefulness when

more data can be accumulated. -

6. Give priority to the infermation service operation
It is imperative to begin furnishing information on industry, technology, and the market
“immediately. Marketing these Techno C_entre' services is, of course, included in the above

activities: Necessarily, establishing corporate member organizations is also important.

1. The kex is secgrmg and trammg specialist engineers - _
Trammg specnally sktlled engmeers who will operate the facrhty is time consummg
Therefore ‘We propose- tle-ups with enterpnses which have such engineers to help begm
. makmg proﬁt as wéll as train Techno Centre's own engmeers at the same time.

VIIL 3.2 . - Three recommendations for launching

.. The.J_ICA t_earn:'oﬁ'ers th_reepropos'al_s to help Techno Centre take off. |

KHTP should oﬂ"er Techno Centres servrces to overseas enterpnses whreh have superb
_ research and development functlons in thelr home countrres and 1nv1te these enterprises
" to burld factones in KHTP It also should mvrte overseas and domest:c "hi-tech centers
and 1ts “branches" to estabhsh in KHTP Thts not only mcreases “customers" of Techno h
‘_Centre but also through linkage with these facrlrtres also provrdes Techno Centre access |

i to the vvorld's advanced research and development orgamzatlons
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2. Invite universities and integrated graduate schools

KHTP should oﬂ'er.university and integrated graduate schools its rlch facilities, includlng
Techno Centre, as well as its networks for research, trammg, testing; and measuring.:

Establishment of these educatlonal facilities in KHTP will secure Hurnan Resource..
Development Centre instructor training, as well as Research and Testmg Centre staff

training. This move will form a human foundatlon to create industry.

3. Establlsh cooperative, mutually supplemental relatronshms with overseas and domestic
high- tech centers

Upon establishment of Techno Centre, it is desirable to make connections and affiliations

~with high-tech centers throughout Malaysia and overseas. This is, in part, to avoid
unwarranted competmon and to create cooperative, mutually supplemental relationships, -
as well as to disseminate Kuhm style management to enhance industrial parks across
Malaysia from mere organization operatlon to the local area management level Shonng .

up industrial parks is- Malaysia's ttcket to an era of new mdustnal might:
VII. 3.3 Six Proposals to Use Techno Centre Effectively

The JICA team has six proposals that opt1m1ze Techno' (,entres srgmﬁcance asa natronal .
project which will carry out the strategy for natlonal development These proposals will
improve Techno Centre's management environment and secure th_e eﬁect its management
will furnish outside the Centre. o _' _ _ . ‘ | _

The establishment of Techno Centre xtself does not mean an accomphshment of all goals ‘
of this national project. it only means another birth of a national body wrth a role to play.
For example, a bridge has not accomphshed its task when it connects two bodies of land.
Itis not untrl local. econom1es on both shores are llnked and develop together that the task E |
of the bridge becomes clear. .~~~ _ o g

Since Techno Centre is a natronally supported progect to develop the economy, ‘it must _
demgn formulas that prepare a pohcy—fonmng env:ronment and must endeavor to _' -

 prepare such an envnronment

In the following section, we oﬂ'er proposals from the vnewpomt of what is: requrred o v

accomplish goals of nat1onal development

igl



1. Management conditions are improved by improving relative location conditions (local
pollcg formula)

Techno Centre's characteristics mclude technology transfer to local areas, business
.creatton, industrialization of local areas, and access to wide-area production networks.

* Industrialization of northeastern Malaysia, which will connect other industrial areas to
each other, was 'olanned through 'th.e view of Malaysia's . co_nsolidated national
‘development plan. It expands industrialized areas and forms many supporting industries _
and transforming dis.advanttét_ges of location into advantages. This leads to management:

improvement of both KHTP and the Techno Centre,

- 2. How to render Techno Centre a model plan for industrial development (industry policy
formgl | o _ ) _ . | _
_ Aggressive‘ly designate Techno Centre as part of the Seventh Malaysia Plan, and position
| Kulim style management as the model for all mdustnal parks and high-tech centers in
Malays;a This: increases the tmportance of the. formula of Kulim network in industrial

development policies. Use of the equ:pment w1ll also change bringing a shift in quality.

3 Posmon ng as an advanced smence and technologx organlzatlon (science gnd
- technology policy) -

Optimize Techno Centre's characteristics whtch are linked to htgh-tech industries in

 KHTP to establish its relative position to university research bodies and va_rlous
ministerial ‘and agency research -organizations. Secure access to the world's high-tech

knowledge via academic and industrial channels.

4 nggme a 11nk between localities and enteg__ortses measures regarding the envirgnment
(enwronmental pohcnesl

.;'The enwronmental testmg body of the Techno Centre is expected not only to conduct

‘studtes for enterpnses but also for local orgamzanons Creating a network of a model

; system whlch orgamzes responses to the environment from both’ stdes has the potenttal to

_. _be welcome throughout the country



5. Edycational revolution via multimedia (education training policy)
An organic utilization of IT Centre and the Human Resource Development Centre has the

potentlal to generate educational innovation in Malaysia.

6. Malaysia's world ‘market created by exnortmg p s (own export pohcy and
1mgrovement of the position in the mtematlonal commumty[

Creating international networks and linking domestic industrial networks will promote

exports. This leads to a structural improvement ‘of the econotny which grows without
outside aid, and which will eventually enhance Malaysia's position in the international

community.

Techno Centre's management goals in the first phase will be attained through the planning
proposals in the report and by carrying out our proposals. However the mechanism in the
second phase of the management of this organization which aims to be des_lgnated-as a.
national project should determine its usefulness -'First Teehno 'Centre'must' step’ 'away
from the management. of merely one- orgamzatlon and link with comprehenswe nat1onal
~ econornic management policies adjusted by EPU whlch uttlizes the mechanism. If various
pertinent organizations support the concept provided in these ‘proposals and cooperate

aggresswe]y, their input in Techno Centre w1ll undoubtedly prove to be'a most efficient

national i mvestment
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