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Reforming the ranks at LTAT

STORIES BY KHAIRIE HISYAM ALIMAN

What I am trying to do is change
the tyres while the car is mov-
ing.” That is how Nik Amlizan

Mohamed views the task ahead in trans-
forming army pension fund Lembaga Tabung
Angkatan Tentera (LTAT).

While she feels that she has hit the
ground running since reporting for duty
on Oct 1,she acknowledges in an interview
with The Edge that a lot of work lies ahead.

She took over the position of CEO after
an 11-year stint at another pension fund,
Kumpulan Wang Persaraan Diperbadan-
kan (KWAP). Her last role there was chief
investment officer. At LTAT, Nik Amlizan
is sitting in the hot seat vacated by Tan
Sri Lodin Wok Kamaruddin, who served
as CEO for 36 years until he stepped down
last year.

The face of LTAT for over three decades,
Lodin is seen to be close to former prime
minister Datuk Seri Najib Razak, who was
ousted in the 14th general election (GE14) in
May last year. Lodin was also board chairman
of 1Malaysia Development Bhd (IMDB) be-
tween December 2009 and April 2016,when
the 1IMDB board resigned en masse.

LTAT's changing of the guard was one of
many leadership changes at major govern-
ment-linked investment funds after GE14.
LTAT is the smallest,with assets under man-
agement totalling about RM10 billion.

That said, the smaller asset size belies its
importance.Though less often in the lime-
light than other Malaysian pension funds,
LTAT manages the retirement savings of
over 400,000 military personnel,including
110,000 who are still on active duty.

According to Nik Amlizan, her mandate at
LTAT is mainly to build a governance struc-
ture. “A governance structure is key. It is a
pension fund, [so my task is] to make sure
that we run as a pension fund.”

‘Putting the house in order’

During the interview, it becomes clear that
Nik Amlizan is almost starting from scratch
in fulfilling her mandate.On her first day at
LTAT, she received multiple surprises.

“I was surprised that the 2017 annu- -

al report was not out. I was surprised to
get a qualified certificate from the audi-
tor-general and I told my team I do not
ever want to accept that kind of finding,”
she recounts.

The qualified certificate was because
LTAT overstated its 2017 profit by RM292
million due to income recognition froma
land sale yet to be concluded and impair-
ments that were not made.

Another surprise was that LTAT did not
have a proper framework to manage enter-
prise risk, she adds. These surprises were
the first of more discoveries as it became
more evident that LTAT lacked the more
conventional structure commonly found
at other funds in similar roles.

“From a governance perspective, there
are three areas that I would say need to
be tackled immediately. The first is from
a governance structure perspective, the
second is policies and procedures, policies
and guidelines, and the third is talent,”
she explains.

In terms of governance structure, LTAT
had operated without a risk management
board to focus on risks faced by the fund.
There was a lack of enterprise risk moni-

toring and LTAT also did not have specific
departments for human resources (HR)
and legal and secretarial functions.

Meanwhile, there is a concentration of
power in the CEO’s position in terms of
decision-making, while the board does not
have a power delegation structure — mean-
ing every single decision goes up to the
board with the CEO being the single filter.

When she asked for LTAT's investment
policies and guidelines, she also discov-
ered that LTAT did not have a risk appetite
statement nor a strategic asset allocation
strategy.

Changes are already underway to ad-
dress these issues as Nik Amlizan works
to put the LTAT house back in order. She
says the risk management board will have
its first meeting in May.

“Risk (management) is definitely one
of the factors that we must have in place
first and that is my priority,” she says. “1
have also introduced an investment com-
mittee at the management level.”

In particular, the investment commit-
tee, she says, is meant to take some of the
burden off her role vis-a-vis key decisions
by introducing the element of collective
decision-making.

“What I find is that the decisions that
come into my in-tray just require my ap-
proval without any discussion, without
any other inputs. The head comes, or the
officer comes, presents the paper, I just
approve and it goes to the board,” she says.

Accordingly, LTAT is drafting its risk
appetite statement as well as comprehen-
sive investment policies and guidelines
that will, among others, allow the board
to delegate more power to management.

Other changes include the appointment
of two independent members to LTAT's
board. Internally, departmental restruc-
turing included the formation of two new
departments — HR and legal and secretar-
ial — to streamline operational functions.

That is critical to Nik Amlizan, who
says there was a vacuum insofar as talent
management and develop-
ment strategy, as well as
succession planning, are
concerned. This is why her
first external hire was for
the position of HR head,
who will start work next
month.

Six pillars
The changes being put in place by the new
CEO are among 51 initiatives she hopes
to accomplish in the next two years. But
there is more: at LTAT’s first ever board
retreat in January 2019, a total of 115 ini-
tiatives were identified to transform LTAT.
The retreat included senior management
and key leadership from LTAT's subsidiary
corporations.

“They have been looking for changes,
transformation and all that,so that made
my job a lot easier, I must say.

“We talked about everything and any-
thing to do with LTAT, going back to the
drawing board,” Nik Amlizan says, proudly
adding that the transformation plan was
“100% done by my own team”,

The initiatives fall under six key pil
lars of transformation. The first is to go
back to the basics in terms of LTAT’s vi
sion, mission and core values.The second

CONTINUES ON PAGE 58
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Keeping political interests out with ‘poison pills’

embaga Tabung Angkatan Ten-

tera (LTAT) holds a unique role

as it manages the retirement

savings of several hundred
thousand military personnel.

For politicians, the armed

forces present a sizeable vote
bank.That is perhaps why politicians in
power at the defence ministry had for
years formed close relationships with

tributors). The only thing that I have in-
troduced is sustainability,which I think
has not been talked about enough,” she
says.

On one hand, LTAT seemingly has pref-
erential access to ministry projects that
help its quest for returns. On the other
hand, that relationship with the Minis-
try of Defence has also led to some eye
b P 1

s on LTAT's part.

LTAT, evidenced by the long iati
between LTAT's former CEO Tan Sri Lo-
din Wok Kamaruddin and former prime
minister Datuk Seri Najib Tun Razak.

So,does LTAT's new CEO Nik Amlizan
Mohamed feel the added pressure from
the political side of things? In response,
she says it all goes back to the same ob-
jective of providing the best return to
the soldiers.

“It’s actually a common objective,
which is to provide good returns (to con-

g

One ple in 2017 is that it financed
the RM30 million construction of Wis-
ma Bintara Complex for the ministry as
part of its corporate social responsibility
(CSR) initiatives.

Another CSR project is the ongoing
construction of 2,580 affordable apart-
ment units for its members, which it will
be selling at a marginal profit.

In total, LTAT has spent RM491 million
on CSR since its inception — a mammoth
sum for a RM10 billion fund. The bulk of

‘We are patient capital’

FROM PAGE 57
is to strengthen corporate governance at
the fund.

The transformation also aims to en
hance sustainable investments while en-
hancing stakeholder management.

The fifth pillar is infrastructure — both
in terms of the hard and soft infrastruc
ture of this organisation.

And the sixth revolves around talent
management, which had not been a focus
at LTAT, according to Nik Amli

The transformation will be key as she
steers LTAT through a slew of challeng
es. A key concern that keeps her awake
at night is sustaining returns to LTAT's
contributors.

Since its inception in 1973, LTAT had
declared dividends of no less than 7
nually up to 2014, and 6% per annum be
tween 2015 and 2017.That does not include
bonuses — beginning 1990
bonuses (beginning 1996
and 2(
from 0
went as high as 8

an

and special
Between 1990
LTAT’s bonus declarations ranged

o 10 6.25%

while special bonuses

» per annum

In contrast, LTAT’s assets are far from
optimally distributed across ass
es. Most of its assets are tied up in listed
equities, primarily in five units of the
Boustead group of companies.

It also has a disproportionately large
private equity (PE) exposure, at 17% of its
asset size. At the same time,10% of its fund
is locked up in property development
activities, which by nature do not generate
immediate income.

At the same, LTAT’s fixed-income ex
posure is mainly from its own investee
ly, LTAT does not
aysian Government Securi

t class

companies. Surprisin
hold any Mal
ties (M

This translates into
centration risk: adjusted for the land sale
gains that were erroneously booked for
2017,some 77% (RM399.2 million) of LTAT’s
income that year came from dividends

ignificant con-

and equity investments — over half of
which came from the Boustead group of
companies.

At the same time, rebalancing LTAT's
portfolio is difficult at best. Moving too
fast will disrupt the flow of returns to
LTAT's members.

Nik Amlizan is, however, sanguine.“We
are patient capital. We can afford to wait.1
think it would be very irresponsible if, just
because we want to reduce the concentra
tion risk, we just go and rush to reduce it

I think we have time,” she says

Dipping into reserves
When asked what the optimal-asset allo

- cation would be for a fund like LTAT, the

CEO declines to give specific fig
ing the fund needs to work out its strategic
asset allocation first.

That said, she concedes that MGS — a
staple for other pension funds in the coun
try — should be in the mix. She notes that
one hurdle is the absence of a dedicated
fixed-income investment team at LTAT,
which will take time to build

That is one aspect among many on the
investment side that Nik Amlizan is zoom-
ing in on.On the overstatement of LTAT's
2017 profit,which resulted in the fund dip
ping into its savings to pay returns, she
says, “That is the part that troubled me a
bit,you know. I think we should have done
a lot better because in 2017 the stock mar
ket was very good.

“1f there is no return from one invest
ment, we need to find other sources of re
turns so our money, our fund, can be better
spent and can produce better returns for
our soldiers,”

That said, she clarifies that she is not
against dipping into retained earnings
from time to time to mitigate volatility
for members. “Having said that, it cannot
be half of your dividend coming from re
tained earnings and the retained earnings
dip into negative [territory]."

iTes, say

she says

the sum was spent in the past five to six
years, says the CEO.

While not illegal per se — the LTAT
Act 1973 is silent on the matter — it is
an issue that LTAT is working to address,
says Nik Amlizan.

“We don’t have CSR guidelines, so we
are coming out with CSR guidelines to put
in the limits and all that, which I think
needs to be clearly spelt out,” she says.

Key to imposing proper limitations
on what LTAT can and cannot do is con
tained in the comprehensive investment
policies and guidelines that the fund is
currently drafting.

So far, the new CEO is pleased with
the progress on that front.

“1 know it may sound boring, but I
think it’s a work of art because we built
‘poison pills' inside the investment pol
icy and guidelines.

“So even if I want to do something that

Another challenge to juggle is that
LTAT has been seeing net withdrawal on
an annual basis since 2013. Nik Amlizan
explains that this is due to how the fund
is structured.

LTAT members contribute 10%
of their salary to the fund with a
matching 25% contribution from
the government. There are two
types of contributors: pensiona-
ble (serving fi
and non-pensionable (serving for
less than 21 years).

Upon retirement, all funds due
to a member are taken out of LTAT

the non-pensionable members
1e entire sum, whereas the

21 years or more)

ge
pensionable members get their
total 10% while the government
ibution goes to KWAP, which
ages their pension payments.

Amid all the challenges, Nik Am-
lizan is clearly pushing her team hard.
She t a two-year deadline to ac
rlish most of the goals she has
set at LTAT. “There is a lot of work to be
done that will occupy a lot of my time
and my team members’ time. I expect
us to move fast.

“And while we put the house in
order, at the same time T do expect
them to generate the income (and) I
expect them to work hard to achieve
those numbers.So, those are my key,
bread-and-butter expectations.”

Ultimately, for Nik Amlizan,
the role is about taking LTAT
back to its core mission — man-
aging the retirement funds of
Malaysian soldiers who ded-
icate their lives to national
service for the country.

“Why do we exist? We ex-
ist for the soldiers. If all of us
understand that, I think it is
very easy [to move forward],”
she says

mar

con

is not in line with the whole philosophy,
1 can't do it because it will have to go
through so many layers,” she explains.

Meantime, she says LTAT is in dis
cussions to recoup some compensation
for what it spent on the Wisma Bintara
Complex.

At the end of the day, the limitations
are designed to return LTAT's focus to
its core goals and objectives. “It goes
back to the soldiers. We need to make
sure that whatever we do must benefit
the soldiers.” a
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the same time |l do
expect (the team) to
enerate the income
and) | expect them
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those aremy
key, bread-
and-butter
expectations.”
— Nik Amlizan
Mohamed,
CEO of LTAT

Reviewing unit trust portion of

members

BY KAMARUL AZHAR

ot many would know that
a portion of the retirement
money of Malaysian Armed
Forces personnel with
Lembaga Tabung Angka-
tan Tentera (LTAT) is saved
in the form of “units” in-
stead of cash.
It is understood that LTAT had been
declaring special bonuses in the form
of units in Affin Hwang Asset

savings

diers’ money actively until the day they
retire. However, in this case, when we
buy unit trust funds on behalf of the
members, we buy and then we don't
manage it anymore. It is a one-way
street,” says Nik Amlizan, adding that
returns could have been better with
active management by LTAT on the
members’ behalf.

Those that are financially savvy would
know that returns on different types of
unit trust funds would differ with mar-
ket conditions and one can derive better

ment Bhd's unit trust funds since at
least FY2004. LTAT's 2017 annual report
shows that it had also paid special bo-
nuses from FY1996 to FY2000.

Its annual reports also show that
some RM1.75 billion has been declared
as unit trust units between 2007 and
2017. For the financial year ended Dec
31,2017 (FY2017) alone, LTAT declared
RM188 million in special bonuses for its
members in the form of units in Affin
Hwang unit trusts.

Without providing specifics on the
amount of savings unit trusts, LTAT’s
new CEO Nik Amlizan Mohamed tells
The Edge that LTAT is looking to better
manage the unit trust portion of the
savings to maximise returns for its
members.

“We need to redesign it because the
role of LTAT is to take care of the sol-

ention Lembaga Tabung
Angkatan Tentera
(LTAT) and many in the
corporate

returns by knowing, for instance, which
asset classes tend to do better in a bull
market versus a bear market.

As the unit trust portion of savings
is currently not 1 d, LTAT

“Maybe in the early years, they
should be having more aggressive in-
vestments — they can take a bit more
risk — but towards the end, maybe just
the simple, lower risk type of unit trust
funds, for example. So that is what 1
want to do.

“It is our duty to manage the funds
until the day the soldiers retire. We have
to take back control of the funds in the
unit trusts,” says Nik Amlizan.

Affin Hwang AM is a 70%-owned sub-
sidiary of Affin Hwang Investment Bank,
which is a 100%-owned subsidiary of
Affin. LTAT owns a direct 35.5% stake
in Affin, while Boustead Holdings Bhd
owns 20.73%. LTAT owns 59.45% equity
: : d

is not redeeming the units when re-
turns are high enough and converting
them into cash or another type of unit
trust with a different portfolio and risk
profile that has better potential of out-
performing.

“For example, if we had bought the
fund when the market was trending
upwards, an aggressive equity fund is
the way to go because it gives us the
best return.”

Nik Amlizan says that if LTAT gets to

manage the unit trust funds on behalf
of its members, the pension fund man-
ager can also vary the risk taken based

on the soldiers’ age profile.

immediately think of
the Boustead group of
companies.
An outsized proportion of its assets
are concentrated in its listed entities —
for example, LTAT's nearly 60% stake in
Boustead Holdings Bhd alone represents 29%
of its exposure to listed equities.
This means that LTAT's quest to
sustain returns to its contributors depends
significantly on how the Boustead group of
companies performs. And the situation is
worrying. In 2018, Boustead Holdings posted
its first loss in 17 years, while the rest of the
group, bar Affin Bank Bhd, also struggled,
Does that mean LTAT members should
brace for lower returns ahead? CEO Nik
Amlizan Mohamed says the impact was.
already visible in 2017, when the fund's
retained earnings turned negative due to its
dividend commitments.
“The starting point to the retained
earnings in 2018 is already negative, so we
have to cover that as well. | think the impact

in

For FY2018, Affin Hwang IB record-
ed a profit before tax of RM161.5 mil-
lion, which was lower than the RM184
million in the preceding financial year,
mainly attributable to lower investment
income due to the challenging market
environment.

As at Dec 31,Affin Hwang AM’s assets
under administration stood at RM47.8
billion,an increase of 0.84% from a year
earlier,driven by the higher net inflows
secured throughout the year despite the
adverse market condition,as well as the
removal of tax exemption on interest
income earned by wholesale money
market funds. a




