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WHY WE CHOOSE PKFZ?

“BIGGEST SCANDAL SNIFFED BY 
SAI OF MALAYSIA”
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NEWS REPORTS ON 
PKFZ’S HEARING
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LOCATION OF PKFZ
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FACILITIES PROVIDED

PRECINCT FACILITIES ACRES
RENT PER 

YEAR (RM)

PRECINCT 1 
&  
PRECINCT 4

Prepared Land for Logistics 
and Warehousing

788 1.80 p.s.f.
PRECINCT 2 
&  
PRECINCT 8

Prepared Land for Heavy 
Industry (Manufacturing)

PRECINCT 6 
& PRECINCT 
7

Prepared Land for Medium and 
High Tech Industry

PRECINCT 3 
512 Light Industrial Units and 
Warehousing

165 18.00 p.s.f.

PRECINCT 5

Leased Office Buildings, 
business Class Hotel, 
Exhibition and Trade Centre, 
Customs Office, PKFZ Authority 
Office

47 22.80 p.s.f.
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Part of Open Lot have been Leased
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Light Industrial Units and Warehousing

Part of Office Complex For Rent PKFZ Sdn. Berhad (Subsidiary) Office 



HOW IT BEGAN?

Started with Auditor General’s Certificate on 
Financial Statement of Port Klang Authority 
(PKA)  for the year 2003 about PKA did not have 
sufficient financial resources to meet its 
obligations - “Contingent Liabilities of 
RM1.81billion (USD 600 million) ”.

Qualified Report was given to PKA until 2005 on 
this matter.

In 2006, a Performance Audit was performed by 
the SAI on this project and reported to the 
Cabinet, Ministry of Finance and Ministry of 
Transport.
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PURCHASE OF 
LAND

DEVELOPMENT 
OF PROJECT

FINANCING OF 
PROJECT

WEAK 
CORPORATE 

GOVERNANCE

COST 
OVERRUN
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• Estimated cost from RM2.2 billion 
(USD730 million) to RM4.46 
billion (USD1.49 billion).

Serious Cost 
Overrun

• Project supposed to be 
commercially viable end up with 
government bill out of RM4.38 
billion (USD1.46 billion) soft loan.

Viability of Project

• Unique case of a same company 
selling the land, developed the 
project and arranging the 
financing.

Non compliance 
with Government 

regulation and 
procedures
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IMPACT
• Case of gross negligence by 

Government Officials, Ministry and 
Statutory Bodies level.

Negligent

• Development proposals were not tabled to 
the Cabinet for approval prior to the 
execution of the project.

• PKA/Ministry of Transport failed to alert 
the Cabinet in a timely manner about PKA’s 
inability to pay for the project out of its 
own funds.

Weak Corporate 
Governance

• Contract were entered into on the basis of 
estimated amount and without detailed 
buildings plans.

• The development contracts totaling 
RM1.85 billion (USD617 million) were all 
awarded to one company ( KDSB) without 
competitive bids.

Weak Project 
Management
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1. PURCHASE OF LAND 
On 6 November 2002, the Government agreed to purchase 

the land with the following conditions: 

a)Based on willing  
buyer  and willing 
seller.

b) The price of the 
land is RM25 psq feet 
based on the special 
value and discounted 
cash flow inclusive 6% 
interest rate.

c) The repayment 
period will be deferred 
for 15 years.

d) The purchased of 
the land using internal 
sources of PKA and the 
returns on the project.

e) The land should be 
free from any 
encumbrances
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1.  PURCHASE OF LAND (cont..)

On the same day (6 Nov 2002), PKA sent an offer 
letter to KDSB (company) to purchase the land at 
RM25 psf at a cost of RM1.088 billion (USD360 
million).

On 12 November 2002, the Sale and Purchase 
agreement was signed with KDSB, an interest of 
7.5% was included and the total cost of the land 
was RM1.81 billion (USD603 million).

PKA has committed to engage KDSB as developer for first 
500 acres for RM350 million – RM400 million under a 
separate agreement. 
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WEAKNESSES 
IN PURCHASE 

OF LAND

Additional interest of 
7.5% has led to 

double charge and an 
additional cost of 

RM730 million 
(USD243 m).  

Therefore the cost of 
land was RM41.76 psf,  

an increase of 67% 
from the approved 

cost.

Compulsory acquisition, 
would have cost a total of 
RM442 million (USD 147 

m) compared to the 
purchase price of 

RM1,088 million (USD360 
m) and RM646 million 

(USD 216 m) could have 
been saved.

General Manager 
(GM) of PKA has no 

authority to enter into 
any sale and purchase 

agreement without 
prior approval from 

Treasury.
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2.  DEVELOPMENT OF PKFZ PROJECT
Date of application 
from Minister of 
Transport to Prime 
Minister/Minister of 
Finance

Date of approval 
from Prime 
Minister/Minister of 
Finance

Amount of 
Contract 
approved

(RM million)

Date of 
Agreement signed 
by General 
Manager of PKA

24 Feb 2004 25 Feb 2004 RM1,000 27 Mac 2004

11 Oct 2005 20 Oct 2005 RM510.38 30 Nov 2005

28 Mar 2006 29 Mar 2006 RM335.81 29 Apr 2006

Jumlah RM1,846.19
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All contracts were entered into on a 
basis of estimated amounts and 
without detailed buildings plans. 
PKA did not have the benefit of a 

fixed sum contract or detailed 
specifications of what the turnkey 

development would entail.

The development contracts totaling 
RM1. 846 billion (USD 615 million) 
were all awarded to KDSB without 

competitive bids.

The entire project was completed in 
2 years, contrary to the JAFZI 

Masterplan which recommended a 
mixed development strategy.

The Quantity Surveyor (QS) 
consortium was only appointed 9 
months after construction works 

commenced.  PKA did not have the 
benefit of the advice of its own QS 
from the beginning of construction 

works.

WEAK PROJECT 
MANAGEMENT
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3. FINANCING OF PKFZ PROJECT

According to the agreement, KDSB will advance 
the project development cost  and PKA  will repay  
through deferred payment in accordance with the 
agreed schedule.

KDSB arranged for issues of Public Debt Securities 
(PDS) amounting to RM3.68 billion to finance the 
development cost of the project.

Four letters of support were issued by 2 Minister of 
Transport to ensure that the Malaysian Rating 
Corporation Berhad (MARC) gave “AAA” rating to the 
issuing of bonds. 
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WEAKNESSES ON FINANCING THE 
PROJECT

The Government 
has to bear 
liability of RM4.63 
billion since all of 
the support letters 
issued would be 
construed as 
guarantee by the 
Government.  This 
liability will 
increase to 
RM12.5 billion if 
default in 
payment.

Weak corporate 
Governance  
especially in 
issuing Letter of 
Undertaking by 
GM of PKA  
without approval 
from Treasury.

The GM of PKA 
has committed 
misrepresentation 
by issuing the 
Letter of 
Undertaking  
without prior 
approval from 
Ministry of 
Transport and 
Ministry of 
Finance.
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The Letters of Support  and Letter of 
Undertaking issued were against 

Section 14(1) of the Financial 
Procedure Act, 1957.

The GM of PKA has signed 
Development Agreement amounting 
to RM2.24 billion (USD750 million) 
without approval from the Board of 

directors and Minister which was 
against the Contract Act. 

Appointment of key project 
contractor  and  consultants were 

made by PKA management without 
prior approval from the Board and 

Ministry of Finance.

No approval from the Ministry of 
Finance and Ministry of Transport on 
the establishment of PKFZ Sdn. Bhd. 

WEAK 
CORPORATE 

GOVERNANCE
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All of the agreements signed were 
not approved by the Board of 

Directors.

Variation Orders totaling RM62.5 
million have been accepted by PKA 
management without reference to 
the Board and Ministry  of Finance. 

The agreements were not  vetted by 
the Attorney General despite the 
significant amounts involved and 

PKA’s lack of experience in projects 
of this nature.

Contracts were entered based on 
estimated costs without detailed 

drawings.

WEAK 
CORPORATE 

GOVERNANCE
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The Quantity Surveyor (QS) 
appointed by PKA in this project was 

also the QS for KDSB on  
infrastructure works.

All payments made were certified by 
KDSB architect without further 

verification by PKA.

Additional claims by KDSB on middle 
class hotel which should be RM43.5 
million but claim as RM69.6 million.

All the requirements of Treasury 
Instruction was ignored by PKA.

WEAK 
CORPORATE 

GOVERNANCE
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Role and Responsibilities of 
Management and Board 

Members of Statutory Bodies 
must be clearly understood as 

spelt out in the Treasury Circular

Government Representatives on 
Board of Statutory Bodies must 

know their Fudiciary Duties

Board of Directors became 

spectator and the whole process 

of the project was handle by 

personality  having good

connection with the Minister 

Steering Committee to monitor 
the project comprising of 

representative from the Treasury, 
Attorney General, Ministry of 

Transport and other governing 
agencies was not established 

LESSONS 
LEARNED
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Internal Audit was ineffective and 
failed to play their role and 

responsibilities 

Weak Corporate Governance and 
no of check and balance

Ministry in charged of Statutory 
Bodies must read the Audit 
Observations and take the 

necessary actions immediately.

Must at all time  get clearance 
from Treasury on matters 

involving finance and Attorney 
General on contractual matters.

LESSONS 
LEARNED
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THANK YOU
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