In August 2005, anti-corruption officials began investigating 1Malaysia Development Berhad (1MDB) for alleged graft, triggered by reports that almost US$700 million from the lucrative deals issued for 1MDB by Goldman Sachs ended up in the pockets of Malaysia’s Prime Minister, Najib Razak. SPI investigates the alleged corruption claims and the ethical implications of Goldman’s involvement. Goldman Sachs and 1MDB: 
The Players
 Goldman Sachs Group, Inc. – A leading global investment banking, securities, and investment management firm, founded in 1869.[1] Ranked #88 on the World’s Most Valuable Brands list by Forbes, the firm provides a wide range of financial services—including strategic advisory assignments, risk management, and investment and lending—to a diverse client base such as corporations, financial institutions, governments, and high-net-worth individuals.[2] The firm maintains offices in all major financial centers around the globe, with its headquarters on Wall Street, and is considered one of the most prominent financial giants of today. 
1Malaysia Development Berhad (1MDB) – a strategic development company, wholly owned by the Malaysian government, established to drive strategic initiatives for long-term economic development of the country. It focuses on strategic development projects in the areas of energy, real estate, tourism, and agribusiness. Through forging global partnerships and promoting foreign direct investment, 1MDB seeks to “lead market-driven initiatives to assist the Government in propelling Malaysia towards becoming a developed nation that is highly competitive, sustainable and inclusive”.[3] 
Najib Razak – the sixth and current Prime Minister of Malaysia, and President of the United Malays National Organization (the leading party in Malaysia’s ruling Barisan Nasional coalition). He was elected on a platform of economic liberalization measures, including cuts to government subsidies, loosening of restrictions on foreign investments, and reductions in preferential measures for ethnic Malays in business. In 2009, Prime Minister Razak announced the expansion of theTerengganu Investment Authority (TIA) – a sovereign wealth fund aimed at ensuring economic development for the state of Terengganu – into a federal entity called 1Malaysia Development Berhad. 
The Instruments 
Goldman Sachs advised 1MDB on multiple ventures, including the purchases of energy assets Tanjong Energy, Genting Sanyen Power and Jimah Energy Ventures at dubiously high prices.[4] The scandal, however, revolves around three bond sales that Goldman arranged between 2012 and 2013, totaling US $6.5 billion.[5]This section gives a brief explanation of bonds, and the role of investment banks in the transaction. A bond is a debt security, which allows a government, municipality, corporation, federal agency, or other types of issuers to borrow large amounts of money usually more than a single average bank can provide.[6] These bonds are issued to a public market, where thousands of investors can lend the borrower a portion of the capital needed, while collecting a rate of interest during the life of the bond.[7] The maturity date is the date on which the issuer (borrower) needs to repay the amount borrowed to the lender (the investor). Bonds are known as fixed-income securities, because an investor knows the exact amount of interest collected if she holds the security until maturity.[8] An investment bank serves as an intermediary between the organization issuing the bonds and the investors who wish to purchase them. The bank is anunderwriter for the bonds – assuming the risk of buying the newly-issued bonds from the corporation or government unit, then reselling the bond to the public or to dealers who then sell them to the public. The investment bank generally prepares required documents for Securities and Exchange Commission (SEC) filing, helps set a price for the issue, and takes the lead in forming an underwriting group which spreads the risk of the new issue to a larger number of participating investment bankers. This arrangement improves the likelihood of selling all of the newly issued bonds. The investment bank earns a profit, based on the difference between its purchase price and the selling price. The difference is called the underwriting spread. The bank also has the option of not underwriting the new issue, and instead simply acts as a sales agent, marketing the bonds to investors and only purchasing enough bonds to meet the buyer demand. In this case, the bank receives a commission on the bonds sold. Goldman’s played the former role in the 1MDB bond deals. 
The Events 
Goldman’s involvement with 1MDB began when the company was still a state-level sovereign wealth fund called the TIA. Goldman Sachs and Boston Consulting Group advised the TIA in its early days, helping it raise 5 billion ringgit (US$1.3 billion) through selling 30-year Islamic bonds in 2009.[9] Guaranteed by the federal government, the bonds were sold at a discounted price that effectively yielded bondholders a high of 7 percent in interest, an especially bad deal for a government-owned company.[10] As the former Prime Minister Mahathir Mohamad asks, “Who approved such terrible terms for a loan to a government-owned company?”[11] 
Two months after this deal, the Najib administration took over the TIA and renamed it 1Malaysia Development Berhad, expanding the strategic development company into a federal entity. Najib stood in front of global investors, promising a “1Malaysia”, where Malaysians of different races would work together to turn Malaysia into a developed nation by 2020.[12] 
Najib surely aimed high, riding on the optimism of Malaysians at the time, yet from the get-go, the dealings of 1MDB were shrouded in mystery. Just two months after the expansion, 1MDB established dealings with PetroSaudi International with the help of a well-connected Jho Low—the son of a wealthy Malaysian businessman, cobbling together a $2.5 billion joint venture.[13] 
Under the guidance of Roger Ng, Goldman’s head of Southeast Asia sales and fixed-income trading, and Tim Leissner, then Goldman’s co-president for Southeast Asia based in Singapore, 1MDB also forged especially close ties with Goldman. In December 2009, Goldman won a license from Malaysia’s Securities Commission to set up fund management and corporate finance advisory operations in the country. It announced plans to open an office in Kuala Lumpur during the first half of 2010. Leissner released a statement that “The future outlook for Malaysia’s capital markets and its asset management industry is very positive and through our local presence we look forward to playing a larger role in their development.”[14] 
With Goldman as advisor, 1MDB acquired Tanjong Energy Holdings from Malaysian billionaire T. Ananda Krishnan for US$2.2 billion in March, 2012. Former Prime Minister Mahathir would later criticize this purchase: “The prices paid for [Tanjong Energy were] well above market price.” Since the power plant was nearing expiration of its license, the price of purchase would have been next to nothing if 1MDB had waited until the licenses expired.[15] 
Two months later, Goldman acted as underwriter for the sale of 10-year bond notes with a 5.99 percent yield, from which 1MDB raised US$1.75 billion. This was the first of three bond deals that would spark the corruption scandal. In August of that same year, 1MDB purchased Genting’s domestic power-generation assets for 2.4 billion ringgit under Goldman’s advice—a steep price for a power company. 1MDB defended the price it paid for the company, stating the price was based on “advice received from independent valuation advisers”.[16] 
If by “advisers” the spokesman meant Goldman, it was far from “independent”, as Goldman would benefit financially if the transaction was completed.[17] Genting later reported a 1.9 billion ringgit gain on this sale, implying the value for its stake was less than one-fifth what 1MDB paid for it.[18] A few months after the sale, a unit of Genting called Genting Plantations Bhd. donated about US$10 million to a Najib aligned charity, which soon got involved in spending that appeared to help Mr. Najib retain power in the May 2013 election. The charity, along with others linked to the government, was revealed to having spent millions before the voting in the swing state of Penang, including donating two million ringgit to local schools serving communities that are not demographically poor.[19] 
In October 2012, 1MDB raised US$1.75 billion by selling 10-year bonds yielding 5.75 percent. Five months later, it raised another US$3 billion by selling 10-year bonds yielding 4.4 percent. Goldman Sachs underwrites both transactions. Overall, the three bond issues between 2012 and 2013 raised a total of US$6.5 billion, with Goldman earning an impressive 9.1 percent of the profits raised (US$590 million)[20], almost 4 times the typical rate for a quasi-sovereign bond at the time. Partly earned from the underwriting spread—buying bonds at a discount and then selling them at a higher price—this total is almost as much as Malaysia pays each month on its debt.[21] 
Then, in 2014, 1MDB reported financial results for the fiscal year, reporting that debt surged 16 percent, to a total of US$11 billion. Since then, Najib and the Malaysian government have been caught in a whirlwind of allegations, while disasters (the disappearance of Malaysia Airlines Flight 370 and the crash of Malaysia Airlines Flight 17) plagued the government. Around the same time, the Sarawak Report began a series of exposés of 1MDB, claiming to have obtained documentation showing how Jho Low and several business associates siphoned US$700 million from 1MDB’s partnership with PetroSaudi Holdings, which was registered in the Cayman Islands.[22] In February 2015, 1MDB reportedly missed two repayment deadlines for debt owed to a group of domestic lenders, after getting at least one extension. The lenders, led by Malayan Banking Bhd. and RBH Capital Bhd., had earlier demanded 1MDB to repay the loan before the end of February or risk going into default. The loan was finally settled in advance of the due date, although it wasn’t clear whether billionaire Ananda Krishnan, who had guaranteed the loan, put up the funds. Mr. Krishnan had guaranteed the 2012 loan as part of the agreement to sell Tanjong Energy Holdings to 1MDB.[23] 
The tension only gets worse from there. In March 2015, 1MDB got US$250 million in standby credit from the Ministry of Finance.[24] In May, the Abu Dhabi-based International Petroleum Investment and its Aabar Investments unit agree to provide US$1 billion to 1MDB so it can pay off US$957 million of a Deutsche Bank-led syndicate loan.[25] As public pressure grew, the Malaysian auditor general, the parliament’s public accounts committee, the central bank, and the police have all focused investigations on 1MDB, digging into reports of corruption and misconduct. On July 3rd 2015, documents from government probes reported that investigators believe almost US$700 million in cash moved through various state agencies, banks, and companies linked to 1MDB, before eventually ending up in Najib’s personal accounts.[26] In August 2015, anti-corruption officials began investigating this state investment company for alleged graft. Najib claims he never took these funds for personal use, and threatened to sue the paper. Although reports have not been finalized, these documents shed some light into the non-transparent dealings of 1MDB, alarming citizens in a country with a long history of struggles against “corruption and economic disappointment”.[27] The current full-scale inquiry by agencies ranging from the Public Accounts Committee to the Anti-Corruption Commission would surely unearth much more of the rotten dealings made by 1MDB. The Federal Bureau of Investigation and the US Justice Department have also launched separate investigations to examine Goldman’s role in the series of 1MBD transactions. 

Ethics Analysis 
Bond Deals Goldman acted as underwriter for three 1MDB bond deals: May 2012: The sale of 10-year bond notes with a 5.99 percent yield, from which 1MDB raised US$1.75 billion. October 2012: The sale of 10-year bonds yielding 5.75 percent raising a total of US$1.75 billion for 1MDB. March 2013: The sale of 10 year-bonds yielding 4.4 percent raising another US$3 billion for 1MDB. Overall, the three bond issues between 2012 and 2013 raised a total of US$6.5 billion, with Goldman earning an impressive 9.1 percent of the profits raised (US$590 million), almost 4 times the typical rate for a quasi-sovereign bonds at the time. According to an SCMP report, the commission represents a huge commission for fixed-income underwriting. For the March 2013 US$3 billion bond issue, Goldman earned fees of nearly US$300 million, equivalent to a 10 percent service charge. The average fee for underwriters in 2015 was 1.32 per cent on US high-yield junk bonds rated below sovereign issues. These startlingly high commissions and service fees for underwriting the bond issues raise eyebrows and one can reasonably suspect Goldman of unethical treatment of its client. Advising on the Purchase of Assets Goldman acted as investment banking advisor to 1MDB for the following purchases: March 2012: Acquisition of Tanjong Energy Holdings from Malaysian billionaire T. Ananda Krishnan for US$2.2 billion. The power plant was nearing expiration of its license and the purchase price would have declined substantially if 1MDB had waited until the license expired. August 2012: Purchase of Genting’s domestic power-generation assets for 2.4 billion ringgit, a steep price for a power company. Analysts agree 1MDB overpaid for these two power generating companies. The question then is whether Goldman was incompetent or corrupt when it advised its client on the value of these companies. If the latter, then Goldman once again lacked the virtue of honesty when it allowed its client to pay much more than those companies were worth. If the former, then its reputation as a top investment bank staffed with high intellects is questionable.

In this assignment you will: 
1. Discuss at least two ways that Goldman Sachs unethically treated its client – IMDB. 
2. Discuss the Malaysian’s Prime Minister’s involvement and conduct. 
3. Discuss the effect on the Malaysian public 
4. Discuss the effect on Goldman Sach’s short-term and long-term status.
