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KWAP’s role and the RM4b question

The exposé in the SRC trial
raises the question from the
public whether the pension
fund 15 allowed fo aperate
like a commercial lender

THE Retirement Fund !_nc (KWAR)
wag thrown into the spotlight. Its
RM4 billion loan to SRC International
Sdn Bhd and the revelations in former
Prime Minister Datuk Seri Mohd
m Razak's graft trial Iuddagged

A witness during Na]b s trinl had
testified that the fund had
breached its Investment Policy and
Guidelines to approve the two loans,
wialling RM4 tilion to SRC. Details
on the the approvals were buttensd to
getthe funds moving.

The exposé rnlSEd the quﬁ-sllnn

from the public whet
fund isalﬂ:m:l ko opemle ukcam
mercial lender. |

KWAP is tasked to manage pen-
sions of Malaysia's civil servants,
similar to what the Employees Provi-
dent Fund (EPF) does tor the private
sector. |

The 12-year-old invcsimeur
manager for the

1ty M S

pu ¥
among the three gwmnvau—hnlwd
investment companies, the other two
being the EPF for private sector work-
ersand the Armed Forces Fund Board
for military personnel. |

While the borrowers of KWAP's
M4 billion loan to SRC were guaran-
teed by the government, making any
financial losses impossible, the invest-
ment manager has a bigger mandate
toits rising pension 15,

It is estimated that the govern-
ment’s annual retirement bill is
around RM26 billjon this year, bene-
fitting about 810,000 ners and
beneficiaries. These (igu res are
expected to continue to rise as the
gwurnmenl remains the largest
employer with mare abaut 1.7 million
civil servants.

But KWAP does more than just that.
Besides the money from the federal
government, it also receives funds
from statutory bodies, loc.'ll authori-
ties and government

In 2017, mn!rlbutlms from the
federal government came in at
RMS500 million (3.99% of KWAP's
lotal source of funds that year), while

nsion contributions was RM3.01

illion (24%),

The remainder of RM3.03 billion
was derived from investments which
it undertook to grow its fund size for
better returns for its 186,679 contribu-
tors {as of March 2019). |

As of March, KWAP's biggest con=
tributors were: Univerditi Teknologi
Mara (RM2595 million), Maijlis
Amanah Rakyat (Mara) (RM20.98
million), Universiti Kehangg.un

Malayain (RM16.69 million), Kuala
[.umpnr Lllir Hall (RM988 million)

Universiti Sains Malay-
sin i.'RM&Z'f million).

This i5 in contrast to other fund
managers |ike the EPF and Permoda-
lan Nasional Bhd whose funds are
derived from members’ contributions.

KWAPS key role is to generate suf-
ficient returns 1o trim the govern-
ment’s pension liability.

Power to Release Loans

Since its inception in i‘.Dll'? under the
Retirement Fund Act, KWAP grow its
fund size at an annual 118% average
growth to RMI408 billion as at the
end of 2017

The statutory act permits the pen-
sion fund — the second-largest in the
country behind the EPF — to place
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as lpans which made up 78% or
RM10.91 billion of its wtal RM140.8
billion fund size in 2017

This comprises conventional loans
and Islamic financing to the federal
and state governments, public autho-
rities, corporate bodies which the fed-
eral government has an interest in
and companies-approved by the
KWAI"s investment panel.

The panel, among others, deter-
mines and approves investment
policy au:l,gusilbm; pdl'luun nsk

i directions for ents. It
acts in accordance with the general
policy issued by KWAPS board and
approved by the finance minister.

The panel consists of a chair
appointed by the finance minister, a
from the FrmmMins-
tKWAI'CEO ¥
and four individuals from the public or
private sectors. Immﬁm

try, th

in RM2.94 billion in income in 2017,
whliemmmazmngm mapnnmul

sian Government’ Suuﬁri];. govern-
ment investment issues and quasi-
g’uwrnmunt bonds, as well as
bonds and loans,

ities remgain an important asset
class for the fund, contributing
RM602 billion 1o its total investment
portiolio that year. Domestic equities
accounted for 86% of these invest-
ments, while forvign equities made up
the

remainder.

Today, the bulk of KWAP's total
equity investments is in domestic
financial stocks (378%) fallowed by
industrials, consumer staples, com=
munications a;ui utitltivs at 10416

g Cnnedively. ume shiares were

valued at approximately RM29.72 bil-
lion.

As it grew in size over the years,
KWAP branched out into a wider

- range of asset classes and begun

investing in international equity,

fixed income and property since 2010.
Thl.' ension fund expanded
ting on foreign equities in

3_]!2. Turhy the fund manager invests
in some 31 countries spread across
five regions, namely the US, UK,
Europe, the Middle East and the Asia
Pacific.
Most of the fund’s equity invest-
oy 4 fi

naged by et
fund such as Prima Ekuiti

and e applic
me Joan 1o SRC.
An Almost Successful
rs?

yesl
In 2007, KWAP took over the powers,
functions, activities, assets and liabi-
lities of the now-defunct Pensions
Trust Fund when the latter’s 1991 sia-
tutory act was repealed.

Apart from the civil servants’
pension, since 2015, the fund alko
mnnaged yments,
iy s P“”‘J"“‘ e S"’-‘“‘Y
mnsolklnled f\md since takms wer
the Public Services Department’s
post-pension services unit.

MK\'\’AP hasbemgmtmll) SUCOOSS-
inits date

to case the federal gnwrrmmlspem
sion liabilities, having grown its fund
size from RM419 billion in 2007 to
RM140.5 billion as at the end of 2017,

Fixed income comprised 51.5% or
RM7191 billion of its total funds
under management that year, fol-
lowed by pquity (#2.8%), mPErty
(4.9%), and private equity aml infra-
structure (24%).

The fixed-income market brought

(UK) Ltd, which achieved a return of
investment between 8.3% and 9.8%
totalling RM351.2 million in 2017

Internally managed foreign
equity saw a 947'% return on invest:
ment at RM395.08 million that same
year. Meanwhile, the fund's ulm'u-
tive investments are pred
domiciled in pmrnlc equity and
infrastructure.

Current KWAP CEO Syed Hama-
dah Syed Othman said the fund is
looking to do more abroad and is
working with Bank Negara Malay-
sia (BNM) to redraw its overseas
investment lines in regard to future
inyestments. | "

This will largely be in real estate as
nisﬁngpmpmy investments, which
include student accommodations and
Ofﬁﬂl! blocks in the UK, Australia and
ide stable rental income

he was reported as saying
carlier this

Nobody ﬁau knows where the
RM4 billion loan from KWAP to SRC
ended, but for the investment
manager, it is an episode it wants to
erase sooner than later.
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