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MARKET OUTLOOK AND STRATEGY – JUNE 2009 
 

Market Review 
 
June was a better-than-expected month for Malaysia as the KLCI gained 31 points or 3% to 
close at 1,075 points. This is despite the market undergoing its first and real consolidation 
since its strong ascent started in late March/early April.  The Invest Malaysia conference on 
30th June-1st July also helped boost market sentiment as investors awaited further 
liberalization policy announcements from the Prime Minister.  The market stayed relatively flat 
thereafter signaling profit-taking on news. The broader market’s performance was slightly 
better than the KLCI as FBM Emas gained 3.2% to 7,207 points. Smaller caps were mixed as 
FBM KL 2nd Board rose 3.9% to 4,755 points while FMB MDQ inched up 1.4% to 4,096 
points. The average value traded on Bursa in June eased 12% mom to RM1.62bn (RM1.84bn 
in May) per day.  

 
Regional markets ended mixed in June. Thailand continued its surge for a second month 
(+10.6%) and was the best performing market for the month.  Other performers in June 
include Indonesia (+5.6%), Australia (+ 4.6%) and China (+3.6%).  The laggards for the 
month in terms of performance are however Taiwan (-7.7%), India (-2.5%) and Hong Kong    
(-1.7%).  Despite a slight slowdown in overall performance in June, the YTD performance of 
Asian markets remains commendable.   

 
MSCI Country Indices 5/29/2009 6/30/2009 % Change YTD % 
MSCI AC ASIA x JAPAN 388.74 386.04 -0.7% 34.0% 
MSCI AC ASIA PAC EX JAPN 321.71 323.84 0.7% 30.9% 
MSCI Australia USD 561.03 586.82 4.6% 23.2% 
MSCI Emerging Markets China US 53.23 55.14 3.6% 35.1% 
MSCI Hong Kong USD 6,336.58 6,226.28 -1.7% 32.6% 
MSCI Emerging Markets India US 375.38 366.17 -2.5% 56.7% 
MSCI Emerging Markets Indonesia 420.58 444.06 5.6% 54.5% 
MSCI Japan USD 2,105.28 2,141.54 1.7% 1.6% 
MSCI Emerging Markets Korea US 240.26 237.86 -1.0% 23.2% 
MSCI Malaysia USD 275.66 283.31 2.8% 22.5% 
MSCI Emerging Markets Philippines 216.81 215.80 -0.5% 28.5% 
MSCI Singapore USD 2,776.47 2,763.00 -0.5% 30.0% 
MSCI Emerging Markets Taiwan USD 221.03 204.06 -7.7% 35.3% 
MSCI Emerging Markets Thailand 170.49 188.53 10.6% 42.0% 

 
 
 
 



 

 
We have based this document on information obtained from sources we believe to be reliable, but we do not make any representation or 
warranty nor accept any responsibility or liability as to its accuracy, completeness or correctness. Expressions of opinion contained herein are 
those of CIMB-Principal Asset Management Berhad only and are subject to change without notice. 
 
This document should not be construed as an offer or a solicitation of an offer to purchase or subscribe or sell CIMB-Principal Asset 
Management’s investment products. 

 

MARKET REPORT AND  STRATEGY 

CIMB-Principal Asset Management Berhad +60 (3) 2084 2200 – research@cimb-principal.com.my 

 

 
MALAYSIAN ECONOMY 
 
Inflation, as measured by the annual change in the Consumer Price Index (CPI), moderated 
significantly to 2.4% in May (3.0% in Apr), coming in a shade higher than market consensus 
(2.2%). On a mom basis, CPI rose by 0.2% in May (-0.2% in Apr). In Jan-May 09, CPI 
increased by 3.3%. 

 

Prices of food eased sharply while that of transport and communication declined further in 
May.  Lower food prices reflected the impact of slowing consumer spending as well as high 
base effects. The transport category declined further by 2.5% in May (-2.3% in Apr) due to the 
continuing impact of lower fuel prices. Going forward, the price index of the transport category 
is expected to fall by a larger magnitude starting June ‘09 as the high base effect (due to the 
70sen/litre raise in pump prices in Jun ‘08) sets in. The introduction of RON95 grade petrol in 
Sep ‘09, which will be priced at RM1.75/litre compared to the current price of RM1.80/litre for 
RON97 should contribute to a lower CPI reading. Prices in the communication component 
declined further by 0.4% in May (-0.5% in Apr), reflecting the impact of price competition 
among the telco companies as well as the supply of new mobile-phone models. 
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As seen in some regional economies, Malaysia will also experience a period of negative 
inflation beginning in June ‘09, owing largely to the high base effects that were distorted by 
the oil price shock last year.  However, we do not see signs of sustained deflation risk as the 
fall in prices is not broad-based.  The large drop in prices was confined to the transport 
category, which carries a substantial weight of 15.9% of the CPI basket. Rises in inflation is 
only estimated at the 1.0-1.5% range up to 2010.  There is risk that a strong rise in commodity 
prices could stoke inflation expectations, but this should not be a major problem due to: (a) 
the sluggish economic growth and domestic demand will moderate the price pressures, and 
(b) the continued fuel and food subsidy that would help to keep a lid on inflation at least in the 
near-term. 
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Producer Price Index (PPI), which measures the average rate of change in commodity 
prices charged by domestic producers and those paid by importers in Malaysia, contracted 
further by 9.9% in April (-8.9% in Mar) as local production prices plunged (-13% in Apr vs. -
11.7% in Mar). Import prices remained unchanged at 3% in April. 
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On interest rates, Bank Negara Malaysia (BNM) is expected to keep the benchmark policy 
rate at the current level of 2.00% for now and will put pressure on the government to speed 
up the implementation of fiscal projects.  Since Nov ‘08, BNM has frontloaded a cumulative 
150bp rate cuts to 2.00% presently.  BNM has signaled at its latest monetary policy 
committee (MPC) meeting that the current interest rate is sufficient to support domestic 
demand and have stated that interest rates at too low a level would not be constructive. 
However, BNM will instead focus on ensuring access to financing. 
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With fiscal spending being the focus in stimulating the economy, much discussion has 
surrounded Malaysia’s budget deficit.  Second Finance Minister II Datuk Seri Ahmad Husni 
Hanadzlah indicated that the government aims to narrow 2010’s budget deficit from this 
year’s deficit of 7.6% of GDP. This will be achieved through the reduction of expenditure to 
offset lower revenue collection.  On 10th June ‘09, Fitch Ratings cut Malaysia's long-term local 
currency rating from "A+" to "A" due to concern over the country's growing budget deficit. It 
also revised its outlook from negative to stable. However, Fitch maintains Malaysia's long-
term foreign currency rating at "A-" with a stable outlook. 
 
The federal government has earlier projected a higher budget deficit of 7.6% of GDP for this 
year (-4.8% of GDP in 2008), which factored in the two economic stimulus packages (nearly 
10% of GDP) over 2009-10. In 1Q09, the fiscal deficit amounted to RM6.7bn or 4.3% of GDP 
on higher total expenditure (+19.2% to RM42.6bn) amid still strong revenue growth (+28.3% 
to RM35.9bn). However, the accelerated expenditure going into 2H09 as well as revenue 
shortfall (due to sharper economic downturn) could push the overall deficit to exceed the 
official target of 7.6% of GDP.  
 
On the revenue side, the projected economic contraction in 2009, slower growth in 2010 as 
well as low oil prices would result in a decline in revenue collection. On the total expenditure, 
there is unlikely any major cut in gross development expenditure: (a) continuing fiscal 
stimulus stance, (b) committed projects as well as on-going projects under the Mini Budget, 
and (c) with the year 2010 being the final year of 9MP (2006-2010), it is expected that the 
government will ramp up expenditure to get the economy going. As such, of the total 
expenditure ceiling of RM230bn for 9MP, a total of RM175.9bn had been spent in 2006-2009 
and this leaves a balance of RM54.1bn to be spent in 2010. 
 
A potential for a smaller 2010 deficit can only be made possible through a “realignment” of 
operating expenses with the anticipated decline in revenue collection. This requires a 
meaningful cut in subsidies as well as curtailing of non-essential expenses and a potential for 
more off-budget expenditure to relieve the financial burden on the government’s budget. 
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DOMESTIC EQUITY STRATEGY 
 
Expectations of a global recovery are gaining traction as markets broke through bear market 
rally levels. Incremental improving newsflow and data point to a gradual bottoming out 
process and a weak recovery in 2010. This had led to cash being flushed out of money 
market funds back into risky assets as even market indicators like VIX and spreads point to 
markets stabilizing to an environment before Lehmans crumbled. 

 

The market rallies have compelled analysts to upgrade earnings forecasts as well as promote 
a move back to cyclical valuations and sectors from defensives which have underperformed 
in the current rally. However, as we expect the economies to be fragile, sector and stock 
selection becomes very important as we believe quality will outperform on a risk-volatility 
adjusted basis. The challenge now is the sustainability of the 2010 earnings, which we 
suspect is low compared to history, implying that markets are taking forward valuations with 
more than a grain of salt. Manufacturers/exporters have no orders visibility beyond one 
quarter or even a month, making 2010 forecast of 30% EPS growth for Asia ex-Japan 
questionable. Add on the low base effect of 2009 as a kitchen sinking year, the sustainability 
of the 30% growth becomes a point to ponder.  
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The good and bad news is that our market will continue to underperform the region (we are 
the worst performer in Asia ex-Japan) despite being up 23% year to date. This means that 
although there are money making opportunities here, we are overshadowed by other markets 
like India (+50%) and Taiwan (+40%). The relative unattractiveness of the market answers 
the absence of foreigners in the current rally so far as compared with 2007. However, the 
recent announcements of dismantling the FIC and parts of the National Economic Policy have 
caught the attention of foreign managers.  

 

Although Malaysia is still expected to underperform, we are still making positive returns. 
Hence we are maintaining our equity exposure in our market to 85±5% reflecting the overall 
relative bullishness of equities in general. We will be more selective in companies to invest in 
given the fragility of the recovery at the moment.  
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SECTOR COMMENTARIES 
 
Automobile Sector - UNDERWEIGHT 

 

Outlook for TIV - Contraction in total industry volume (TIV) moderated from -11.7% y-o-y in 
the 1st 2 months of 2009 (as reported in the previous quarterly sector update) to -11.0% y-o-y 
in the 1st 5 months of 2009 as consumer sentiment improves following a sharp rally in the 
local stock market.  In terms of monthly car sales, TIV jumped +34% from an average of 
33,802 units sold per month in the 1st 2 months of 2009, to 45,385 units sold per month 
between March and May 2009.  Year-to-date, TIV was reported at 203,760 units, with 
passenger car sales shrinking by -11.8% y-o-y to 184,970 units (accounting for 91% of TIV) 
while commercial vehicle sales shrank -3.0% y-o-y to 18,790 units (accounting for 9% of TIV).   
Out of the big 5 marques in Malaysia (accounting for 87% of TIV), Toyota and Proton reported 
a decline in market shares in the 1st 5 months of 2009 as car sales plunged -28.5% and -
15.3% respectively, exceeding the decline in TIV of -11.0%.  In contrast, Honda and Nissan 
reported a cumulative growth in car sales.  Hence, market shares were improved.  
Meanwhile, Perodua reported a decline in cumulative car sales that was below the TIV.  
Hence, market shares were lifted marginally (See Table 1 below). 

 

Table 1: Market shares comparison  
Growth (y-o-y)

1st 5 months 1st 5 months 1st 5 months
of 2009 of 2008 of 2009

Perodua 31.3% 30.0% -7.2%
Proton 25.4% 26.6% -15.3%
Toyota 15.2% 18.9% -28.5%
Honda 8.5% 5.9% 28.6%
Nissan 6.0% 5.3% 0.9%
Others 13.6% 13.3% -8.5%

100.0% 100.0% -11.0%

Market Shares

 
 
Chart 1: Annual TIV sales (‘000 units) 
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For the whole of 2009, we still expect TIV to fall -15% from 548,115 units recorded a year ago 
to 465,732 units (vs. our earlier projection of -25% y-o-y contraction to 411,086 units as 
reported in the previous quarterly sector update) despite the recent improvement in car sales 
(See Chart 1).  While we have revised up our TIV projection to take into accounts of the 
improvement in consumer sentiment and the popularity of Proton’s newly launched MPV - 
Exora, we remained cautious on the macroeconomic outlook in 2H09.  We are skeptical that 
banks will relax on their stringent credit approval process, and the higher rates for hire 
purchase are unlikely to ease anytime soon.  Moreover, 2H is always a seasonally weaker 
period for car sales.  Nevertheless, we are more optimistic for 2010 projections as we expect 
TIV to recover +6% y-o-y. 

 

National Automotive Policy - We believe the upcoming NAP, which will be revealed by end-
3Q09, is likely to be a non-event.  From what we have gathered, most industry players believe 
there would not be any significant change to the industrial tax structure (especially the excise 
duties that ranging between 60-105%) but most believe the Approved Permits (AP) matters 
will be addressed.  Other issues that is likely to be addressed including - 1) vendor 
consolidation, 2) R&D grants, and 3) incentive for exporting national cars, which are designed 
to help Proton. 

 

Recommendation - We maintain our Underweight recommendation for the Automobile sector 
as we believe the current share prices have discounted the recent improvement in car sales.  
Within the sector, we prefer Tan Chong and UMW because of the solid products that they are 
selling, and their reasonably strong balance sheet, which we believe will help them 
weathering through the current crisis.  Hence, we have an Unattractive call for both the 
stocks.  Meanwhile, we have a Sell call for Proton.  We do not like Proton because we believe 
Proton will continue to make losses for many more years.  While it’s current strategy of brand 
building in overseas markets is logical in the long-term, this will only lead to more losses over 
the next 5 years. This is because for every car Proton sells to the overseas markets, Proton 
will incur a loss.  Furthermore, Proton is required to spend RM500mn in R&D expenditure to 
develop a new model every four years.  Hence, we have attached an 80% discount to its NTA 
of RM9.91 to derive its fair value at RM1.98, as losses are eroding its NTA overtime.  

 
Table 2: Valuation and Recommendation 

Category Price Target Upside/ Basis 09 PE 10 PE Recom- FBM100 Recomded
6/30/2009 Price Downside for (X) (X) mendation Weight Weight

(RM) (RM) TP 1.52% 1.00%
Proton 2.85 1.98 -31% 20% of NTA -37.3 -25.9 SELL 0.18% 0.00%
Tan Chong 1.67 1.66 -1% 8x 10 PE 8.0 6.6 Unattractive 0.14% 0.00%
UMW 5.95 5.15 -13% 13x 10 PE 15.0 12.8 Unattractive 1.20% 1.00%
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Aviation - Underweight 
 
Sector Outlook 
 
After months of traffic contraction as a result of the economic slowdown, the outlook for the 
airline sector has been made worse by the H1N1 flu outbreak which could further delay any 
potential pick up in air travel demand. The situation was further exacerbated by rising crude 
oil and jet fuel prices especially for airlines without hedging position. Nevertheless, airlines 
with hedged position are still losing money due to aggressive hedging positions taken last 
year when oil prices were predicted to reach USD200 per barrel.  

 
Against this lackluster backdrop, the International Air Transport Association (IATA) has 
recently downgraded its 2009 global airline industry loss forecast to more than USD9.0b from 
earlier USD4.7b. IATA also expected worldwide passenger and cargo traffic to contract 8% 
and 17% respectively. We remain Underweight on the aviation sector in the wake of 
challenging environment.  

 
Figure 1: Global passenger growth 

 
Figure 2: Global freight growth 

 
 Source: IATA
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AIR ASIA (RM1.33) – Attractive 
We believe Air Asia’s 1Q09 operating profit of RM256m indicated that the worst is behind the 
carrier. More importantly, operating revenue grew 33% y-y in 1Q09, driven by both passenger 
(+21%) and average fare (+5%) increases and from strong growth of ancillary income 
(+123%), underscoring the carrier’s strong brand franchise in a though competitive market to 
win market share from the network carriers.  

 

Despite the strong positive earnings momentum for Air Asia, the concern on its highly 
leveraged balance sheet remains. Therefore, we believe the potential upside for Air Asia is 
limited. In addition, the increase in spot fuel prices will hit Air Asia’s bottom line as well due to 
its unhedged position. However, we believe the increase in costs will be priced in via higher 
average ticket price even though the carrier no longer has a formal fuel surcharge 
mechanism. As for the proposed private placement of up to 20% of the issued and paid-up 
share capital, we believe that the exercise is EPS dilutive but will strengthen Air Asia’s 
balance sheet. On that note, we are maintaining our attractive call as its strong operating 
revenue is a key support for its share price in our view. The target price is raised to RM1.33 
based on 7x FY2010 PE.    

 
MAS (RM2.90) – Unattractive 
MAS suffered a net loss of RM695m in 1Q2009 largely due to the derivative losses of 
RM557m on its hedges, as a result of early adoption of FRS139 accounting standards. 
Excluding the exceptional item, MAS reported a core net loss of RM138.4m. However, the 
core net loss would have been RM793m if FRS139 had not been adopted which would be a 
better indication of MAS actual performance during the quarter. MAS’ air travel demand has 
severely contracted as the load factor in 1Q09 plunged 13.1 point y-y to only 56.1% despite 
aggressive capacity cut of 11% y-y. The international passenger business suffered more than 
the domestics operations.  

The outlook for MAS remains bleak in the wake of weak travel demand for full fledge airlines 
and compounded with the pandemic of the deadly H1N1 flu. On top of that, downtrading to 
LCC airlines and strong network expansion by Air Asia are serious threats to MAS. As such 
we are maintaining our unattractive call on the national airline with a target price RM2.80 
based on 1 x FY09 NTA.      

 
PER(x) Stock Share Price 

(RM) 
Target Price 
(RM) 

Basis for 
Target Price FY09 FY10 

Air Asia 1.11 1.33 7x FY10 PE 6.5 6.0 
MAS 3.06 2.80 1x FY09 NTA 84.5 47.1 
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Building Materials - NEUTRAL 
 
Steel – Neutral 

Although we remain cautious on the shorter term profitability of the Malaysian steel 
companies, we have upgraded the steel sector to Neutral from Underweight in April as we are 
positive on the medium term view.  We believe the global steel inventory cycle is approaching 
a trough and hence, we expect to see some steel re-stocking demand on the back of various 
stimulus packages from regional countries in 2H09. 

 

International steel bar prices have been recovering from their lows of US$415/tonne in Mar 09 
to US$495/tonne recently, while the Malaysian bar prices have rebounded from 
US$472/tonne to US$555/tonne.  Malaysian steel companies have increased utlisation rates 
to near full run rate in May 09 compared to an average of 50% in 1Q09 as they rebuild 
inventory ahead of the recovery in steel demand from the government’s stimulus packages.  
Further, steel exports to markets like the Middle East and Singapore have improved. 

 

We have upgraded the target price of Ann Joo, Kinsteel and Perwaja on improving 
fundamentals.  Short-term, we prefer Perwaja on more compelling valuation.  Although the 
Malaysian government has recently announced a reduction in import duties for long products 
to 10% from 30% w.e.f 1 Aug 09, we believe this announcement has no significant impact on 
Ann Joo, Kinsteel and Perwaja given that import duties on most of the long steel products 
have already been abolished in Nov 08.  

 

Perwaja (RM1.77) - Buy 

Perwaja is an integrated upstream steel miller which produces Direct Reduced Iron (DRI) and 
billet.  It is also involved in manufacturing beam blanks and blooms.   

 

We believe DRI will gain popularity as feedstock in iron-making due to a sharp fall in iron ore 
pellet contract prices and the recovery of scrap prices.  Thus, we expect Perwaja’s earnings 
to improve at a faster pace than other steel companies.   

 

We have changed our valuation method from PER to P/BV as earnings visibility still remains 
low for now.  Our new target price is based on 1x P/B, suggesting a 45.1% upside.  At current 
share price of RM1.22, the stock is trading at a significant discount to Ann Joo (1.1x NTA) and 
Kinsteel (1.0x NTA).       
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Cement – Neutral 

Domestic cement demand fell 8% y-y in 1Q09 due to a slowdown of overall construction 
activities.  The 1Q09 contraction was also due to the high base effect where cement demand 
grew by 12% y-y as contractors purchased cement ahead of the industry liberalization.  
However, we believe the stimulus packages will lend some support to cement demand in 
2H09.   

While gross selling prices have been holding up well at around RM270/tonne, rebates 
amounting to RM15/tonne are currently handed out.  The current average selling price of 
RM255/tonne is largely in line with our assumption.  We expect rebates to be maintained at 
current levels despite improving cement demand in 2H09.  Cost pressures have also eased 
for cement manufacturers, especially coal prices which averaged at US$100/tonne, has fallen 
to US$70/tonne currently. 

We have upgraded the cement sector to Neutral from Underweight as the sector provides 
leverage to the economic recovery story.  Our top pick is Lafarge M Cement as it is the 
largest cement manufacturer in Malaysia with a 40% market share.   

 
Lafarge M Cement (RM6.32) - Attractive 

Lafarge M Cement will be the main beneficiary of domestic pump-priming activities given its 
market leadership position.  The company reiterated its commitment of a 60-70% dividend 
payout ratio which will translate into 5% yield.  We believe its attractive dividend yield will 
support the current share price.  We maintain our Attractive call with a target price of RM6.32 
based on EV/tonne of US$140/tonne. 

 
Company Price Target Price Basis Upside Recommendation Weight Call
ANN JOO RESOURCES BHD 1.91 2.32 1.3x NTA 21.5% 0.1% Attractive
KINSTEEL BHD 0.85 1.12 1.3x NTA 31.8% 0.0% Attractive
LAFARGE MALAYAN CEMENT BHD 5.90 6.32 EV/Tn 7.1% 0.5% Attractive
PERWAJA HOLDINGS BHD 1.22 1.77 1x NTA 45.1% 0.1% Buy
TONG HERR RESOURCES BERHAD 2.00 1.88 8x FY09 -6.0% 0.0% Unattractive
YTL CEMENT BHD 4.12 4.80 EV/Tn 16.5% 0.2% Attractive  
 
Finance - OVERWEIGHT 
 
Profits reported by the banks in 1QCY09 earnings season did not disappoint the market. In 
addition, NPLs formation was within guidance from the banks’ management. The market has 
re-rated the banks post results in line with attached lower risk premiums. This saw an 
expansion in the P/NTA and P/BV ratios as some of the smaller banks were trading below 1x 
then.  
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Current expectations based on latest industry data on loans growth and applications as well 
as NPLs are that the trends are well within guidance.  In the background, capital and equity 
markets’ activities have improved considerably from 1QCY09. A couple of banks have 
recently guided for quarter-on-quarter improvement in bottom-line. The trend have a better 
than even chance of materialising into better profitability for FY09 and FY10 over FY08. 
 
This development is similarly observed across Asian banks. The natural consequence is the 
re-adoption of PEs, ROEs etc. as the choice methodology of valuing banks. The healthy 
balance sheet of the local and regional banks lends support to a valuation approach premised 
on growth.  
 
The local banking sector continues to attract an Overweight call. Summarised below are the 
factors supporting the recommendation.  
 
a)  banks will remain profitable even if the current worst case scenario of 2% additional 

credit cost materialises;  
b)  balance sheets are healthy with zero holdings of “toxic” papers and capital ratios in 

excess of 12%;  
c)  NTA or BV will continue to grow in line with continued profitability and thus enhancing 

the valuations. 
d)  industry loan book has changed significantly over the last decade.  Corporate loans 

which previously dominated the direction of lending, in excess of 30% share is now 
down to 10-13%.   

 
Consumer-centric loans, e.g. mortgages, hire-purchase and credit cards comprised about half 
of the banks’ lending.  The risk is thus spread over a few million individual accounts.  The 
diversification and the nature of the clientele should see slower and lower formation of NPLs.  
 
The forthcoming 2QCY09 earnings season would see a differentiation in terms of 
performance. Banks with the best execution and operating model are likely to outperform their 
peers which are still in the process of improving their skill sets.  
 
The main risk to the banks’ loan book would stem from the export-oriented SMEs which are 
hit by falling demand and inability to ship their goods owing to the lack of LCs.  
 
Summarised below is the earnings summary for the banks. Based FY10 earnings and the 
target PEs, banks offering the highest upside are RHB Cap, AMMB, Public Bank, Affin 
Holdings and Bumiputra-Commerce Holdings.  
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Valuation Summary 
 
  Share       Target Price  
 price  PE  PE Target %  
Company (RM) 2008 2009 2010 2010 (RM)  chg 
          
Affin Holdings 1.68 8.6 9.5 8.8 11.0 2.10 22.3% 
AMMB Holdings 3.48 14.2 11.0 10.0 14.0 4.87 40.8% 
Bumiputra-Commerce Holdings 9.40 17.2 15.3 11.8 15.0 11.97 18.7% 

Eon Capital 4.56 23.6 15.8 14.4 11.0 3.49 
-
31.7% 

Hong Leong Bank 5.70 12.1 10.8 10.1 13.0 7.35 16.3% 
Hong Leong Financial Grp 4.96 9.4 10.3 9.8 11.0 5.57 11.4% 
Malayan Banking 5.65 13.8 14.9 13.2 15.0 6.44 12.3% 

Alliance Financial Grp 2.32 9.5 15.7 13.9 12.0 2.01 
-
10.8% 

Public Bank 9.10 12.5 12.8 11.6 15.0 11.76 36.2% 
RHB Capital 4.20 8.6 9.3 8.4 14.0 7.03 66.8% 

 
Construction -  NEUTRAL 
 
It will be a quarter where contract flow will accelerate as the government pump-primping 
efforts gets underway. This is to ensure that all major infrastructure projects would be rolled-
out by mid 2010. Todate, an estimated 60% (RM4.2bn) and 29% (RM4.1bn) under the first 
and second fiscal packages has been awarded. This leaves an estimated RM12bn worth of 
projects to be awarded under the two fiscal packages. As for the 9MP, an estimated 
RM127bn (55%) of the RM230bn allocation has been spent. The major infrastructure projects 
to be implemented are as follows:  
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Four major contracts are expected to be awarded in the short term. They are i) The Klang 
Valley LRT extension (Kelana Jaya-Putra Heights-Bukit Jalil) worth between RM6-10bn ii) the 
balance packages of the Pahang-Selangor water transfer project worth RM6.7bn iii) The new 
LCCT terminal at Sepang (RM6bn) iv) The RM2.8bn Papar-Penampang dam and water 
treatment plant in Sabah. 

 

At the moment, the government had disclosed that bidding for RM2.5bn worth of contracts for 
the RM8bn Pahang-Selangor Water Transfer project. To recap, the RM1.3bn 45-km tunneling 
works was awarded to the Shimizu-UEM-IJM consortium in May 09. The next RM2.5bn of 
works will be for the Kelau Dam project in Selangor which will connect to the 45km tunnel 
(funded by Japan International Cooperation Agency). The balance of RM4.2bn will be related 
to water treatment and water distribution facilities. Major contractors such as Gamuda, 
MRCB, IJM, UEM as well as a few smaller players like Loh & Loh (seen to be dam expert) 
and JAKS (for the piping job) will likely participate in the bidding. 

 

Another project that could take off is the RM5bn double tracking line from Gemas to Johor 
Baru, which could be awarded to a consortium of Chinese/local contractors. In addition, there 
would more contracts from Sarawak as tenders for public works relating to flood mitigations 
and roads are announced. Meanwhile, the new 42km Klang Valley LRT line from Kota 
Damansara to Cheras valued at RM12-15bn would be implemented at a later stage possibly 
in 2011/2012 given that it is an entirely new line where an in-depth study needs to be 
undertaken.  The third Malaysian-Singapore Bridge is still at a proposal stage. 
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Construction stocks (+53% YTD) have out performed the KLCI (+26% YTD) on positive news 
flow arising from the impending award of these contracts. Besides the imminent award of new 
contracts, contractors are benefiting from lower construction costs as raw material prices in 
particularly steel bars/rods has came down significantly.  

 

IJM, Gamuda, UEM Builders, MMC, WCT and MRCB are well positioned to secure any of the 
new contracts to be given out by the government in view of their respective forte. IJM, UEM 
Builders and Gamuda are front runners for the LRT projects given their track record while 
WCT is the front runner for the new LCCT project. Both MMC and MRCB could be involved 
as consortium members. 

 

While valuations appear stretched, we believe interests in construction stocks will be 
sustained by continuing positive news flow on the award of contracts. We prefer IJM, Gamuda 
and WCT while MMC and MRCB are trading buys. 

 
Name Price Target Basis Return Recomm ended Recomm endation

Price W eigh t
(RM) (RM) (%) (%)

GAMUDA BHD 2.75 2.73 16x FY10 -1% 1.00% Attrac tive
IJM  CORP BHD 5.80 6.23 16x FY10 7% 1.50% Attrac tive
MALAYSIAN RESOURCES CORP BHD 1.23 1.40 P/BV 2x 1 4% 0.10% Unattractive
MUHIBBAH ENGINEERING (M) BHD 1.30 1.47 6x FY10 1 3% 0.00% Unattractive
WCT BHD 2.10 2.34 12x FY10 1 1% 0.30% Attrac tive
YTL CORPORATION BERHAD 6.90 7.20 10%d RNAV 4% 2.00% Neutral
ZELAN BHD 0.865 0.99 11x FY10 1 4% 0.00% Unattractive

 
 
 
F&B Sector - OVERWEIGHT 

 

Full impact of lower raw material costs to lift margins 

 

Since the 4Q08, F&B players have begun to report better numbers. This was mainly due to 
the sharp correction of raw material prices in the second half of last year. For example, milk 
powder peaked early 2008 at USD5,000 and has now more than halved to USD2,000 per 
metric tonne. Therefore, earnings were lifted as margin recovered somewhat while topline 
held up firm.  
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Going forward, demand for consumer staples such as food items should continue to grow, 
albeit at a slower pace due to the weak economic conditions. With little prospects of price 
increases for the rest of the year, we are looking at 2% - 5% growth in revenue for the major 
F&B players for 2009 such as Nestle and KFC.  

Earnings however could surprise on the upside. This is because the positive impact of the 
lower raw materials prices will be increasingly evident as the F&B players work down their 
previously high cost inventories and new supplies of much cheaper raw materials arrive to 
bring down overall cost of production. 

We are keeping our OVERWEIGHT call on the sector as valuations suggest that F&B stocks 
will do well in the longer term. However, tactically F&B stocks tend to be defensive with low 
betas and may under-perform the KLCI if the market continues to rally in the near term.   

KFC and QL Resources remain BUYS due to attractive valuations. We maintain an Attractive 
call on Dutch Lady. F&N which has just secured an interim agreement to continue bottling and 
distributing for Coke and Sprite for another 20 months after its existing contract expires early 
2010, has been upgraded to an Unattractive, from a SELL previously. Despite relatively high 
valuation, Nestle remains an Attractive due to its market leadership position and attractive 
dividend yield. 

 
QL Resources Berhad 

For 1Q09, QL numbers were below expectations. Compared with the quarter a year ago, 
revenue was down 4% due to lower surimi which corrected sharply in the second half of 2008 
after demand in export markets such as Japan, Korea, Taiwan and Singapore slumped 
following the global financial crisis. The resultant squeeze in margins caused net profit to fall a 
faster 11% over the three months under review. However, on a cumulative 12 months basis, 
revenue was still up 7% and net profit rose a convincing 11%. 

 
We believe earnings could recover in the coming quarters. Surimi prices have bottomed out 
and orders have started to flow in again. On its palm oil mills, the rebound in CPO price this 
year could help margins to improve. Also, its integrated farming business will benefit from 
steady egg prices and lower feed cost for prices and this would underpin group earnings.   

 

QL’s longer term fundamentals remain firmly intact. We are projecting QL to grow another 
10% - 15% this year before rebounding back to its trend line growth of 20% from 2010 
onwards driven by new medium term growth drivers as the group’s regional footprint takes 
shape. Its egg farm in Vietnam will increase the group’s output of eggs by 50% to 3m eggs 
per day by FY2011. In FY2012, earnings will be boosted by contribution from the group’s 
plantation venture in Kalimantan.  We retain our call to BUY. 

 

 

 



 

 
We have based this document on information obtained from sources we believe to be reliable, but we do not make any representation or 
warranty nor accept any responsibility or liability as to its accuracy, completeness or correctness. Expressions of opinion contained herein are 
those of CIMB-Principal Asset Management Berhad only and are subject to change without notice. 
 
This document should not be construed as an offer or a solicitation of an offer to purchase or subscribe or sell CIMB-Principal Asset 
Management’s investment products. 

 

MARKET REPORT AND  STRATEGY 

CIMB-Principal Asset Management Berhad +60 (3) 2084 2200 – research@cimb-principal.com.my 

 

 

Sector Valuations 

 

PER 

(x) 

Stock Share 
Price 

(RM) 

Target 
Price 

(RM) 

Basis for 

Target Price 

FY09 FY10 

Dutch Lady 10.90 11.45 13x FY10 earnings 14.2 12.4 

F&N 9.50 9.40 16x FY10 earnings 18.2 16.2 

KFC 6.95 8.00 12x FY10 earnings  11.3 10.5 

Nestle 31.75 33.30 20x FY10 earnings 19.9 19.0 

QL Resources 2.81 3.50 11x FYE10 earnings  10.3 9.1 

 
 
Media - UNDERWEIGHT 
 
YTD ADEX - a slight recovery of 0.8% y-y. Growth was supported by the congratulatory 
messages to the new installed PM in April 2009. But, industry ADEX growth for the month of 
May contracted at a slower pace, down by 0.7% y-y as TV ADEX growth of 7.2% y-y 
compensated for the continued decline in the print media adex. The 6.2% decline in print 
media ADEX for May could have been worse if not for the 19.8% y-y rise from the Malay 
dailies segment mainly due to strong contribution from Harian Metro. Going forward, we 
believe June to Aug 2009 ADEX will face a huge challenge due to lack of ADEX-friendly 
events as compared to June to Aug 2008 which was filled with events such as Euro 2008 and 
the Beijing Olympics. As such events are absent this year we do not expect robust ADEX 
growth for the rest of the year on the back of a weak global economy. 

 
As at May 2009 Adex (RMm) Adex market share 
 YTD - 09 YTD – 08 Change % YTD - 09 YTD - 08 
Television 796.5 756.9 5.2% 33.3% 31.9% 
Newspapers 1,277.0 1,355.2 -5.8% 53.3% 57.0% 
Magazines 53.5 59.7 -10.4% 2.2% 2.4% 
Radio 120.3 110.9 8.4% 5.0% 4.7% 
Cinema 8.1 9.1 -10.7% 0.3% 0.4% 
Outdoor 92.4 40.2 129.6% 3.9% 1.7% 
Point of Sale 34.0 32.3 5.1% 1.4% 1.4% 
Internet 13.5 11.2 20.2% 0.6% 0.5% 
Total 2,395.2 2,375.6 0.8% 100.0% 100.0% 
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Net ADEX likely to be lower due to higher discount rates – high gross ADEX recorded 
especially for newspaper companies and TV stations could be overstated after taking into 
account any discounts or promotional offers. This will translate into lower net ADEX revenues 
and thus earnings for media companies remain challenging in the near term.  

 

Recommendation - Given the high correlation between ADEX growth and the country’s GDP 
growth, we believe ADEX will continue to fall albeit at a slower pace as the economy is still in 
the recovery mode. Hence, our UNDERWEIGHT call for the sector is maintained. In terms of 
stock pick, we are slightly positive on Media Prima for its diverse exposure to the media 
space. Despite the volatility of gross ADEX for its TV segment, ADEX for radio and outdoor 
segments have been quite resilient. Nonetheless, we believe Media Prima provides limited 
potential upside in the near term but could potentially benefit in long term when more adex 
friendly events take place in 2010.  

 
PER (x)  Recommendation Share 

Price 
(RM) 

Target 
Price 
(RM) 

Basis for 
Target Price FY09 FY10 

Astro Unattractive 3.24 2.56 80% to DCF 29.1 22.0 
Media Prima Attractive 1.21 1.38 10x FY10 PE 8.9 8.1 
Media Chinese 
International 

Unattractive 0.565 0.45 9x FY10 PE 14.1 11.8 

Star Publications  Unattractive 3.10 2.63 12x FY10 PE 16.7 14.3 
 

Oil & Gas - OVERWEIGHT 

 

Two out of three catalysts revealed 

 

To re-cap, we highlighted three catalysts to support a re-rating of the oil & gas sector in 1Q09 
and update for current developments: 

 

1) a reversal in the oil price trend – oil prices are now at USD70/barrel, even higher than the 
USD50/barrel we saw end-2Q09.  Although most players are claiming that jobs are still 
ample, the market;   
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2) an inflection point in valuations which cannot be ignored if companies continue to meet or 
beat expectations – the days of <5X forward PERs for oil & gas stocks are now hard to come 
by, but there are still companies that continue to beat expectations and trade at attractive 
valuations; and 

 

3) clear signs of a turnaround in the global economies and focus on demand destruction will 
subside – there is still uncertainties surrounding this as economic data continue to be mixed, 
but what is clear is that there are improvements seen in many areas.  Also, OPEC’s 
production cuts to balance the demand-supply dynamics as seen in reduction in inventories 
have been supportive of oil prices. 

 

Given that these catalysts are either present or foreseeable, we continue to be comfortable 
with investments in the sector.  Oil & gas stocks have continued to make a comeback in terms 
of price performance in the past three months, though still far from long-term average 
valuation levels.  Most companies have met or beat expectations in terms of 1Q09 results, 
proving that jobs had not slowed despite the correction in oil prices.  The visibility of earnings 
is quite clear as most contracts are proceeding as planned.   

 

The ongoing concern is now replenishment of jobs, which affects players such as KNM 
Group.  From our contact with the company, we find that KNM (downgraded from a BUY to 
Attractive) is finding it tough to increase its orderbook as competition toughens within the 
domestic business while the high-end contract flows has eased.  However, valuation-wise, the 
stock remains attractive.  Players like Kencana (BUY), which is also contract-based, has 
moved to more recurring businesses like rig ownership/chartering as well as support vessels.   

 

Recommendation 

 

We maintain our OVERWEIGHT call on the sector.   

 

We would like to highlight a high conviction BUY recommendation on Alam Maritim.  This 
company continues to surprise in terms of earnings results, which the market will eventually 
have to re-rate (as seen post-1Q09 results).  In terms of management, Alam is extremely 
proactive and moves into related highly-profitable services ahead of its competition.  Growth 
profile is excellent and margins are in excess of 40%.  Of great prominence is that the stock 
trades at <7X forward PER, which is a bargain.  This stock remains our top pick for the sector.  
Going forward, we expect results to continue beating market expectations and the company 
to potentially win a Petronas contract to supply up to nine vessels.   
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Sector Valuations 

 

As all oil & gas stocks have outperformed the market, valuations have also moved up.  
However, many still have ample upside as we roll over targets to 2010 PERs given that we 
are entering 3Q09. 

 
Share Price PER (x) Stock 
(RM) 

Recommendation 
FY09E FY10F 

Alam Maritim 1.42 BUY 6.7 5.9 
Coastal Contracts 1.69 BUY 5.6 5.0 
EPIC 1.57 Unattractive 6.9 6.2 
KNM 0.81 Attractive 10.6 10.8 
Kencana Petroleum 1.76 BUY 13.1 11.0 
Dialog 1.10 BUY 15.5 11.5 
Petronas Dagangan 8.30 Attractive 14.2 11.8 
Petra Perdana 2.66 BUY 10.3 8.3 
Sapura Crest Petroleum 1.52 BUY 14.5 12.2 
Scomi 0.66 Unattractive 8.0 7.1 
Wah Seong 1.81 Unattractive 12.0 10.9 

 
We are also looking at Handal Resources Bhd, a niche crane service/maintenance provider 
which will list mid-July 2009. 
 
 
Plantation Sector – NEUTRAL 
 
Our call on the Plantation Sector is Neutral.   

 

Our reasons are as follows: 

 
Global demand for crude oil is projected at only 84mn barrels per day, down from about 87mn 
barrels per day previously.  To compensate, OPEC cut production by about 4mn barrels, 
which is more or less the amount of the demand fall but which resulted in the organization 
having about 7-8% of spare capacity.  Crude oil prices have since recovered from USD35.00 
to USD70 per barrel.  However, now that crude oil prices have recovered, we expect OPEC to 
increase production again to utilize its spare capacity, thereby limiting the upward movement 
of crude oil prices.   
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At the current crude oil price levels and with the CPO price at below RM2200, palm biodiesel 
is profitable and the situation appears to be in equilibrium.  CPO prices are therefore not 
expected to fall further.  

 

The El Nino weather phenomenon may lead to a short-term drop in FFB yields leading to a 
spike in CPO prices.  But stock prices have already run ahead and may not respond. 

 

Plantation stocks have recovered.  IOI Corp is trading above 16x and has more or less 
discounted CPO at RM3000 per ton.  We therefore have an UNDERWEIGHT call on the 
stock.   

 

The only stock that provides still some upside is KL Kepong. We maintain our OVERWEIGHT 
call.      

 
Longer-term considerations 

 
Expansion of plantation hectarage will be slow over the next few years as the credit crunch 
and recession has made banks more cautious. 

   
   
  Price       Target PER      Target Price          Upside (%)  

IOI Corp  4.72  16.0  4.40  (6.7%) 
 Underweight  

KLK               12.10                14.0  13.00  7.4%  Overweight 

Asiatic  5.65  14.0  5.74  1.6%  Attractive 

Sime Darby 7.15                15.0  6.00  (16.0%) 
 Underweight 
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Recommended weightings are as follows:   

 

    Benchmark   Benchmark 

  Weight (%) KLCI (%) Weight (%)  FBMS Emas (%)  

IOI Corp  5.00  5.30  7.50                8.30   

KLK   4.00  1.60  4.50  2.40 

Asiatic  1.00  0.00  2.00  0.80 

Sime Darby 5.00  7.70  9.80  11.80 

    

Total  15.00  14.60  23.80  23.30 

 
 
Power Sector - OVERWEIGHT 

Electricity demand growth - Electricity demand is stabilizing after falling off a cliff.  The 
contraction in total electricity demand has narrowed from -13.8% y-o-y in February 2009 to -
4.9% y-o-y in April 2009 as inventory liquidation came to an end while demand on industrial 
products from the local and exports markets are picking up following the massive stimulus 
measures implemented by governments around the world.  Besides, the electricity demands 
from the commercial and domestic sectors (which accounts for 57% of the total electricity 
sales) have been growing at 3.4-6.8% y-o-y since March 2009.  With that, we have reduced 
our 2009 calendar year projection for total electricity demand in Peninsular Malaysia from a 
contraction of -5% previously to -4% now, given that the total electricity demand has 
contracted -7.4% y-o-y in the 1st 4 months of 2009 (See Table 2). 
 
Table 1: Electricity demand           

Year Electricity Demand Real GDP
Growth Growth

1998 7.9% -7.4%
1999 0.7% 6.1%
2000 14.1% 8.9%
2001 5.9% 0.5%
2002 4.5% 5.4%
2003 7.1% 5.8%
2004 7.3% 6.8%
2005 6.0% 5.0%
2006 3.2% 5.8%
2007 5.5% 6.3%
2008 5.8% 5.6%  
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Table 2: Monthly electricity sales  

May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr
Industrial 3,403 3,532 3,417 3,565 3,501 3,238 3,086 3,007 2,842 2,500 2,609 2,911

2.2% 4.6% 4.2% 5.5% 0.4% -1.4% -4.3% -8.2% -15.3% -27.5% -16.1% -14.7%
Commercial 2,377 2,330 2,282 2,336 2,349 2,416 2,177 2,193 2,253 2,122 2,162 2,332

10.4% 3.6% 5.1% 5.6% 1.1% 12.2% -2.1% 0.5% 0.8% -1.4% 3.4% 3.5%
Domestic 1,431 1,350 1,336 1,343 1,318 1,465 1,309 1,312 1,341 1,305 1,371 1,358

6.8% 0.6% 4.3% 6.8% -0.9% 13.3% -0.5% 4.2% 5.7% -0.4% 6.8% 5.4%
Total (Gwh) 7,313 7,314 7,134 7,349 7,268 7,226 6,673 6,612 6,541 6,040 6,240 6,704
(% Growth) 5.7% 3.6% 4.5% 6.0% 0.4% 5.8% -2.8% -3.0% -5.7% -13.8% -5.2% -4.9%

FY08 FY09

 
 
Recommendation - We maintain our Overweight recommendation for the power sector and 
our top picks are TNB (Outperform), Tanjong PLC (Attractive) and YTL Power (Attractive).  
During Invest Malaysia 2009, TNB’s Chief has told investors that it is very close of getting the 
formal “fuel-pass through” formula from the government, which will completely removed its 
uncertainties over future fuel price movements.  With that, TNB will be a highly profitable 
company based on its average revenue tariff of 31.3 sen/kWh compared with its total IPP cost 
(i.e. TNB pay a coal tariff of 28 sen/kWh and gas tariff of 21 sen/kWh for fuel cost and 
capacity payments).  Furthermore, TNB still have room to improve its IPP cost by switching 
away from coal to hydro, which is estimated to cost TNB about 20 sen/kWh for Bakun’s case. 

 

For Tanjong PLC, we continue to like the stock from its valuation angle as Tanjong PLC is still 
trading at 30% discount to its RNAV of RM8 billion.  This means investors are only paying for 
its power assets and Menara Maxis, while its gaming business, Tropical Island, TGV and net 
cash of about RM200 million come free.  In terms of risk associated to PPA renegotiations, 
the riskier domestic power business will only accounts for about 30% of Tanjong’s earnings 
from FY10 onwards. 

 

For YTL Power, we continue to like the stock from its M&A and dividend angles.  Having 
completed its acquisition for PowerSeraya, YTL Power is still sitting on a RM7 billion gross 
cash hoard, looking to bid for the next piece of regulated asset from distressed owner around 
the world, and will maintain high dividend payout.  For PowerSeraya, we believe the profit 
guidance of RM76 million (7% of its EPS) by the management is understated and can 
potentially be doubled.  We also like YTL Power because it is a developed market utility 
company with minimal regulatory risk, as 80% of its earnings from FY10 will come from 
Wessex Water and Powerseraya.  Hence, any changes to the PPAs in Malaysia will only 
affect 20% of its earnings stream.  Meanwhile, we believe the downside risk for YTL Power is 
limited due to its low foreign shareholdings of <7% and its aggressive shares buyback 
practices.   
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Table 3: Valuation and Recommendations 
Category Current Target Upside/ Basis 09 PE 10 PE Recom- FBM100 Recomded

30/06/09 Price Downside for (X) (X) mendation Weight Weight
(RM) (RM) TP 9.81% 11.50%

Petronas Gas 9.80 10.80 10% 90% of RNAV 19.2 19.7 Attractive 1.44% 1.50%
Sarawak Energy 2.08 1.53 -26% 10x 10PE 14.4 13.6 Unattractive 0.31% 0.00%
Tanjong PLC 13.30 15.70 18% 10x 10PE 11.3 8.5 Attractive 0.68% 1.50%
Tenaga Nasional 7.65 9.45 24% 1.4x P/BV 12.4 12.0 Overweight 6.13% 7.00%
YTL Power 2.16 2.40 11% 13x 10PE 14.5 11.7 Attractive 1.25% 1.50%
 
 
Property Sector - NEUTRAL 
 
1. Sector Outlook 

 

Liberalisation is positive, increasing investibility 

Prime Minister, Dato' Seri Najib Tun Razak announced on 30 June, as part of the Foreign 
Investment Committee (FIC) deregulation, new guidelines on acquisition of properties. The 
FIC will only process transactions above RM20m, involving the dilution of Bumiputera 
interests and government interests in property. The threshold for commercial units, 
agricultural land and industrial land by foreigners will increase to RM500,000 and above this 
amount, foreigners no longer require FIC approval. In terms of residential property, the 
threshold will be increased from RM250,000 currently to RM500,000, effective 1 Jan 2010. 

 

Sales numbers picked up in 1H09 after 2H08 lull 

Most developers have reported a pick up in new home sales this quarter on the back of 5/95 
or 10/90 promotions. The public in general obviously have the monies to invest and are 
looking at the longer term 3-5 year potential by purchasing now. Developers that have seen a 
pick up include a) SPSetia that have reported ytd sales of over RM1bn, a target they had 
earlier for their full financial year b) Sime Darby advertised over 1,200 homes sold since their 
promotion c) successful launch of E&O Berhad’s St.Mary’s which is reported to have sold 
80% of its 1st phase launch d) IJMLand pushing forward their launch of the Light Linear due to 
overwhelming registered interest.  
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Caution still required on the luxury condominium and office front 

Cumulative supply (according to Frank Knight) rises from 23.0k by end of this year to 25.5k in 
2010. We note yields at the moment is not supporting prices and units in the peripheral areas 
of KLCC have already adjusted, with some at and below developer’s price. The downward 
price pressure may take up to 2-3 years to clear as stocks continue to pour into the market 
that has insufficient demand. On the office front, yet more buildings are due for completion 
this year. This includes BRDB Tower (223k sft), UEM Tower (500k sft), Gardens North Tower 
(430k sft), G Tower (800k sft), Menara UOA Bangsar (300k sft), Quill Building 7 (356k sft), 
The Icon Tun Razak , Tropicana Signature Office Tower (105k sft), Surian Tower, Block A PJ 
Trade Centre, Petaling Jaya City (Blocks A and B).  

 

Narrowing margins due to increase financing cost from promotional home packages 

Despite fall in commodity prices, many developers have not given any indication of expanding 
margins going forward. This is due to the following 1) additional rebates and interest cost for 
5/95 promotions 2) even for some products where overall selling price per sq feet is 
maintained, the built ups are smaller (e.g. in Setia Alam) hence reducing overall margins 3) 
mostly lower and medium range products are being sold rather than high premium products.  

 

1Q09 results below expectations 

Given the dismal sentiment and lack of sales the previous quarters, most companies reported 
earnings below expectations. While sentiment drove a recovery in share prices, we do not 
expect a recovery in earnings in the near term as actual sales and margins are overall still 
subdued.  

 

2. Sector weight 

KLCI weight - 2.3% 

Neutral       
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3. Recommendations 

 

Recommended weight is as follows: 

   

  Weight (%)  Call  

IGB  0.50   Attractive   

IJMLand  0.30   Attractive 

KLCCP  0.50   Attractive  

Mah Sing 0.20   Attractive 

SPSetia  0.30   Unattractive 

Sunrise  0.20   Attractive 

YNH  0.20   Attractive 

  2.20%    

    

IGB 

1Q09 profit within expectations. 1Q09 net profit dropped 8% yoy to RM33.9m. This accounted 
for 25% of consensus full year forecast. The fall in net profit was due to a rise in effective tax 
rate from 19% to 27%. At the operating and pre-tax level however, 1Q09 profit rose by 26% 
and 11% respectively. Operating profits from all key divisions improved in 1Q09 on a yoy and 
qoq basis. Property development profits doubled yoy in 1Q09 to RM11m (versus a loss of 
RM29m in 4Q08 due to provision for impairment in land values in Negeri Sembilan). Hotel 
profits also rose 73% yoy and 43% qoq in 1Q09 partly helped by the commissioning of the 2 
new Gardens hotels (640 rooms) since late-2008. The property investment unit was the 
biggest contributor at 88% of 1Q09 profit, where profits rose 17% yoy, stabilizing long term 
earnings. We have a target price of RM2.15, based on 25% discount to RNAV. 

 

IJMLand 

IJMLand registered FY03/09 net profit of RM51.1m (+22.6% yoy). This is 14% above our 
forecast but 8% below consensus estimate. The variance in earnings was mainly due to 
stronger-than-expected progress billings. YTD, the company has unbilled sales of about 
RM800m, . More than 29% of IJML’s value is embedded in its flagship project, The Light, in 
Penang. This is the “sole” iconic project in North Malaysia after the cancellation of the 
controversial Penang Global City Centre (PGCC). The Light Waterfront Penang comprises 
137 ha of first–class waterfront land which boasts a total GDV of RM5bn over the next 10 
years and accounts for 22% of IJML’s total GDV. We have a target price of RM1.80, based on 
40% discount to RNAV. 
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KLCCP 

FY09 recurring net profit of RM229m came within street’s expectations. The sterling results 
were driven by higher rental rates from Dayabumi and Suria KLCC, while Mandarin Oriental 
saw lower earnings. The reduced finance cost also contributed to earnings falling 10% 
RM158m. For the quarter, earnings itself grew RM426m due to RM508m (+19% YoY) 
revaluation gains relating to Petronas Twin Towers, Suria KLCC, Menara ExxonMobil and 
Menara Dayabumi. Looking forward to Lot C maiden contribution in FY11 - Suria Mall 
extension (NLA 160k sf) is on track for completion by end-2010, and the 55-storey office 
tower (NLA: 840k sf) by end 2011. 100% of the office space has been let (15-year triple-net-
lease at c. RM9-10psf). Lot C could bring in RM140m rental (14% gross yield) and contribute 
21% to FY13F earnings. This should help cushion against lower contribution from Mandarin 
Oriental which is due to undergo refurbishment in 2010-2011. We have a target price of 
RM3.93 based on a 25% discount to RNAV. 

 

Mah Sing 

Mah Sing’s 1Q09 net profit of RM22.6m (+1% YoY, +33% QoQ) results met market’s 
expectations. Property development contributed 101% of operating profits, mainly from 
residential (Kemuning Residence and Aman Perdana), and commercial projects (The Icon, 
Jalan Tun Razak (TIJTR) and Southgate Commercial Centre). Group EBIT margin expanded 
3.4 ppt QoQ on a better product mix and lower construction cost at its property development 
business while the plastics division was back in the black. MSGB generated strong new sales 
of RM170m in 1Q09 (+47% YoY, +465% QoQ) with easy ownership programmes such as the 
5/95 financial scheme, and new launches at StarParc Point, Setapak which drew RM82m in 
sales. We understand new sales stand at ~RM300m YTD. MSGB also plans 3 new launches 
for 2009, namely One Legenda (GDV: RM62m), Hulu Langat (GDV: RM23m) and 
Legenda@Southbay (GDV: RM284m). With unbilled sales of RM574m, earnings visibility 
extends over the next 1.5 years. Shareholding – currently institutions shareholding is at 56%, 
including Dato Leong’s of 35.8% and foreign shareholding of 17.6%. We have a target price 
of RM1.84 based on a 15% discount to RNAV. 
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Sunrise   

Sunrise reported 9MFY06/09 normalised net profit of RM94.4m (+38% yoy, if we strip out the 
RM46.6m gain arising from the sale of retail and carpark lots in Plaza Mont Kiara to Quill 
Capita Trust in 9MFY06/08). The earnings improvement was largely supported by progressive 
completion of MK10, MK11 and Dutamas. These three projects have achieved 70-93% take-
up rates. As at Mar 09, the group has unbilled sales of RM965.4m (-17.5% qoq, from 
RM1.17bn in 2Q09) In the last briefing management highlighted the following a) the 
management turns positive on the property market outlook due to encouraging response from 
its recent promotion schemes launched since mid-Mar 09 where the group has received 
strong bookings worth RM191.6m for its MK11 and The Residence projects; b) the group 
prefers to preserve cash at this juncture given the current economic downturn as well as 
potential land acquisition opportunities. Hence, it may not maintain its dividend payout policy 
of 35%; and c) the group plans to launch its MK28 project by 2010. Since demand is now 
focusing more on affordable housing products (lower margin), the group does not discount the 
possibility of introducing lower-priced properties to cater for the current market demand (e.g. 
smaller unit at lower price). We have a target price of RM2.18 based on a 45% discount to 
RNAV. 

 

SP Setia 

During the Invest Malaysia conference, SPSB announced its 8MFY09 sales had hit RM1.04b, 
which exceeds our and market expectations, and will likely exceed its full year target of 
RM1.1b. Unbillled sales picked up to RM1.9b (1.5x of FY10F sales), among the highest in the 
sector. SPSB has no plans for new launches in the next few months in order to concentrate 
on delivery. It will also not extend its 5/95 financing scheme beyond Jul09, which could lead to 
margin expansion. Given improving sentiment, SPSB has brought forward the launch of its 
RM5b joint mixed development with KL City Hall to 2010 (from 2013), which could mean 
upside to earnings. We have a target price of RM3.88 based on a 25% discount to RNAV. 

 

YNH 

1Q09 net profit of RM15m was below expectations, accounting for 17% of street’s FY09E 
RM92m. 1Q09 net profit was up +36% qoq due to improved sales arising from sale of Menara 
YNH’s retail portion of RM300m. On a yoy basis, net profit was down -43% due to lower 
billings given softer take-up rates in 2H08 whilst Fraser Place is nearing completion. Unbilled 
sales of RM820m (excluding Rm880m KFH’s portion of Menara YNH) as at 31/3/09 should 
last them another 2 years. We have a target price of RM1.81 based on a 30% discount to 
RNAV. 
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Retail & Hotel - NEUTRAL 
 
Holding up well 

 

April was a weak month but that was to be expected as the period immediately after Chinese 
New Year tends to be seasonally the weakest each year. Based on anecdotal evidence, sales 
in May – June recovered somewhat, especially during weekends where mall traffic appears to 
be holding up well. However, week day footprints remain sluggish as people cut back on 
casual shopping due to the uncertain economic conditions.  

 

The slowdown has been evident in luxury apparel and bigger ticket items while more mass 
market products and the supermarkets are still posting growth. Same store sales (SSS) are 
still expanding but growth has weakened to low single digits only.   

 

Retail sales are closely correlated to GDP and with the economy now expected to contract up 
to 4% - 5% this year, we expect retailers to continue to face weak sales in the coming 
months, at least until Hari Raya in September. Retailers are going to have to offer discounts 
and hold more sales to entice consumer to buy and this will cause top line to hold up fairly 
well but margins will continue to come under pressure. 

 

While operating conditions will remain challenging in the coming months, earnings are likely 
to hold up a lot better than many other sectors in the economy. Retailers are also 
considereing early cycle stocks i.e. early beneficiaries of an economic recovery. If the stock 
market continues to rebound, the wealth effect and positive sentiment could boost retail sales. 
We maintain our Neutral call on the sector. Our top pick is Parkson Holdings.  

 

Parkson Holdings Berhad 

 

Parkson Holdings reported calendar 1Q09 numbers which were ahead of expectations. 
Revenue was up an impressive 11% y-o-y and net profit jumped 20%. Same store sales 
(SSS) of its China operations, which make up more than 90% of group earnings, sustained at 
a healthy 9% (Malaysia at 3%, Vietnam at 15%). Surprisingly the continued healthy top line 
growth was not at the expense of profitability. In fact, operating margins expanded to 29% in 
the quarter under review compared with 27% a year ago and this was partly due to the shift to 
higher margin consignment sales vis-à-vis in-house direct sales.  
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SSS for its China operations was weaker than expected in April but rebounded handsomely in 
May and continued to recover in June. Management is guiding for SSS growth at 9% - 10% 
for full year 2009. Recent economic data such as the Purchasing Managers Index (PMI) 
suggest that the economic recovery is gathering traction in China. Together with contributions 
from new stores, Parkson Holdings is targeting to increase group revenue by 15 - 20% while 
net profit is projected to rise a faster 18%.  

 
With the strong rebound in the share price of Parkson recently, it is up an impressive 28% 
YTD. It is now trading at a forward FYEJun2010 PER of 17x which is in line with its near term 
growth of 15% - 20%. While short term valuation may seem rich, we remain positive on 
Parkson Holdings on a tactical basis. The group is a play on an economic recovery in this 
region, led by China. Newsflow from China is expected to continue to be positive and these 
will continue to raise interest in the stock. Once the China economy recovers, the group is 
expected to bounce back to post net profit growth in excess of 30% per year. We are 
maintaining our BUY call. 

Sector Valuations 

 
PER 
(x) 

Stock Share Price 
(RM) 

Target 
Price 
(RM) 

Basis for 
Target Price 

FY09 FY10 
Aeon 4.28 4.55 12x FY10 earnings 12.5 11.3 
Parkson 5.10 5.90  75% of RNAV 18.8 16.5 
Padini 2.40 2.63 7x FY10 earnings 7.0 6.4 
Shangri-La  1.70 1.73  10x FY10 earnings 12.0 10.9 

 
 

Shipping Sector- UNDERWEIGHT 
 
From really bad to less bad 
The operating segment for shipping sector remains difficult especially for container shipping 
space on the back of weak global trade demand and oversupply concerns. The collapse in 
global trade has resulted in the laying up of 564 container vessels worldwide or approximately 
11% of the global container shipping capacity as at 30 June. Overall the shipping rates are 
still low but most trades are experiencing some sort of stabilization in rate and volume. 
Although the recovery is expected in 2H09 from a very low base, it may have already been 
priced-in.  
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Meanwhile, bulk shipping rates have seen a rally in mid 2Q09 mainly driven by the increase in 
on-going iron ore demand into China due to cheaper iron ore spot price as compared to 
contract and on increased traders’ speculation that the ore price will rise. While the Baltic Dry 
Index (BDI) appeared to have undertaken a correction phase at the end of 2Q09, we believe 
the potential pick up in demand for dry bulk shipping activities in Brazil and Japan will help to 
provide support for BDI in the near term. In addition to that, we believe an oversupply 
situation could still persist but demand-supply trends for dry bulk shipping are moving towards 
an improvement.    
 
Recommendations 
 
We maintain our UNDERWEIGHT call on the shipping sector primarily due to our underweight 
call on MISC.  
 
MISC (RM7.15) – Underweight 
 
Despite positive announcement made by MISC on the withdrawal from Grand Alliance in 
order to cap massive losses for its liner division, we believe its near term earnings will be 
depressed as MISC is still obliged to carry on container operations to Europe for most of the 
current financial year. However, the loss making container division should be buffered by 
stable earnings stream from its LNG, offshore and heavy engineering division.    
 
MAYBULK (RM3.25) – Attractive 
 
We maintain that Maybulk will be a beneficiary of the commodity recovery which in turn is an 
early cycle play to a global economic recovery. However, we think that potential upside is 
limited in the near term as seaborne bulk demand from China is expected to decelerate in 
2H09 after the recent rally as domestic Chinese ore production comes back on line.  
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Sector Valuations 
 

PER 
(x) 

Stock Share 
Price 
(RM) 

Target 
Price 
(RM) 

Basis for 
Target Price 

FY09 FY10 
MISC 8.55 7.15 15X FY10 earnings 22.5 17.9 
Maybulk 3.08 3.25 11X FY10 earnings 10.4 12.2 

 
 
Telecommunication Sector - OVERWEIGHT 
 
Mobile Industry Statistics

Jun-08 Sep-08 Dec-08 Mar-09 Jun-08 Sep-08 Dec-08 Mar-09 Mar-07 Sep-08 Dec-08 Mar-09 Mar-07 Sep-08 Dec-08 Mar-09
Celcom 7,894 8,254 8,761 9,176 31.5 31.5 31.6 31.7 54 120 169 138 10.3 33.5 32.7 34.6
Digi 6,637 6,803 7,062 7,155 26.5 26.0 25.5 24.7 157 55 86 31 30.0 15.4 16.7 7.7
Maxis 10,564 10,945 11,185 11,100 42.1 41.8 40.4 38.4 158 127 80 (28) 30.2 35.4 15.5 (7.1)
Others (9) 160 705 1,483 (0.0) 0.6 2.5 5.1 155 56 182 259 29.6 15.7 35.1 64.8
Total 25,086 26,162 27,713 28,914 100.0 100.0 100.0 100.0 524 359 517 400 100.0 100.0 100.0 100.0

4.6 6.1 4.7
Growth (%) 2.5 3.8 1.3

3.6 2.2 (0.8)
340.6 110.4

Jun-08 Sep-08 Dec-08 Mar-09 Jun-08 Sep-08 Dec-08 Mar-09
Celcom 1,374 1,416 1,471 1,459 29.4 29.6 29.5 29.8
Digi 1,194 1,223 1,231 1,218 25.6 25.6 24.7 24.9
Maxis 2,100 2,140 2,279 2,211 45.0 44.8 45.8 45.2
Total 4,668 4,779 4,981 4,888 100.0 100.0 100.0 100.0

3.1 3.9 (0.8)
Growth (%) 2.4 0.7 (1.1)

1.9 6.5 (3.0)

Market Share of Net Adds (%)

Revenue (RM'm) Market Share (%)

Market Share (%)No of subscribers Net Adds per Month ('000)

 
 
Mobile – Malaysia 
Subscriber growth at Celcom has gained momentum over the last four quarters largely due to 
the appointment of a new CEO two years ago and a rejuvenated management team.  In the 
1st Quarter 2009, Celcom increased market share of subscribers to 31.7%, which is up from 
31.5% in June 2008.  It had the largest share of net adds among the three main mobile 
players at 34.6%.  Digi.com managed to obtain only 31,000 net adds or 7.7% share.  
Surprisingly, Maxis lost 85,000 subscribers during the quarter to end at 11.1 million.  But the 
main growth in subscribers during the quarter came from broadband subscribers outside the 
big three.  The total subscribers under “Others” jumped 110% to 1.48 million for a 5.1% 
market share in 1st Quarter, 2009.  But in terms of revenue market share, Maxis continues to 
lead by a wide margin.  It has 45.2% market share of revenue compared to the closest 
competitor of 29.8%. 
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Axiata (RM2.42) – OVERWEIGHT 
Recommended weight: 5.0% 
Axiata owns 100% of Celcom, 83.8% of Excelcomindo in Indonesia, 84.8% of Dialog in Sri 
Lanka and 70.0% of Aktel in Bangla Desh.  Celcom is by far the most important unit 
contributing 63% of EBTDA.  Its operations have been growing in momentum as described 
above.  After a disastrous 4th Quarter in 2008, Excelcomindo’s operations stabilized in 1st 
Quarter 2009.  Revenues fell only 2.0% qoq while PATAMI recovered to a loss of Rp306 bn.  
From recent reports, the recovery has extended into the 2nd Quarter with revenues growing 
about 5-10%.  Dialog should do better in 2009 from cost cutting and victory over the LTTE.  
There is potential for revenues to grow about 10%.  Aktel is seeing new momentum in net 
adds with the entry of Docomo.  Docomo bought over the 30% stake previously held by a 
local.   This has resulted in the expansion of sim-card distribution outlets.  But competition 
remains keen. 
 
We maintain our OVERWEIGHT recommendation on Axiata with target price of RM3.60 at 
PER of 13x.  The risk is on the upside. 
 
Digi.com (RM21.90) – UNDERWEIGHT 
Recommended weight: 1.0% 
Growth continues to stall at Digi.  Broadband is now being rolled out less aggressively as the 
company has decided to conserve cash in this recession.  But the stock will still reward 
investors with dividends from cash management initiatives.   
 
The stock trades at an expensive PER of 15x.  But the stock is probably held up by its 
dividend yield estimated at about RM1.20 per share on a sustainable basis, which provides 
yield of 5.4%.  Digi.com has the ability to pay about RM1.50 per share if it decides to gear up 
in the short-term enhancing the yield to 6.8%.   
 
UNDERWEIGHT is maintained with recommended weight of 1.0%. 
 
Telekom Malaysia (RM2.86) – UNDERWEIGHT 
Recommended weight: 1.5% 
Similarly, Telekom Malaysia’s share price is being held up solely due to its commitment to pay 
a dividend of RM700m or 90% of net profit, whichever is higher.  That works out to a minimum 
dividend of RM0.20 and yield of 7.0%.   
 
The company should be able to manage this over the next three to five years.  However, over 
the longer term, the dividend payment will depend heavily on the success of the broadband 
project to boost revenues.  TM is targeted to spend RM11.8bn over the next five years on 
broadband with about RM2.5bn funded by the government.  There are concerns that 
broadband subscriber growth will not be able to justify the capital expenditure.     
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In the meantime, the number of fixed line subscribers continues to erode slowly.  From 4.37m 
subscribers in 1Q2008, the number has fallen to 4.29m.  ARPU is eroding at a faster pace.  
Business ARPU is down to RM74.00 from RM78.00 a year ago while residential ARPU has 
plunged to RM21.00 from RM27.00 over the same period.  However, this is being 
compensated by growth in broadband customers to 1.33m from 1.07m a year ago.  Decline in 
total voice revenues is being compensated by the growth in internet revenue. 
 

Tobacco & Liquor - Underweight 
 
Tobacco - Underweight 
The overall industry volume decreased by 9% y-y in 1Q09, worse than consensus’ 
expectation of a 3% y-y decline.  Given the sharp drop in 1Q09, it looks like the drop in 
industry volumes will be more severe than the 1.5% y-y contraction in 2008.  The biggest 
volume loser was BAT with sales volume declining 12% y-y in 1Q09, followed by PMI (-6.8% 
y-y). 

 

Key challenges this year includes the possibility of another sharp duty hike in the 2010 
budget. Although demand for cigarettes is fairly inelastic, higher cigarette prices will likely lead 
to more consumer down trading amid an economic downturn. 

 

More significantly, pricier cigarettes have prompted an increase in smuggling activities.  Illicit 
trade has increased to about 27.5% of total market volume in 1Q09, after having stabilised 
around 25.0% in 2008.  Additionally, the government is stepping up its anti-smoking 
campaign, including cigarettes sold must now have pictorial warnings, information on 
cigarette content and having no-smoking zones in public areas. 

 

Operating conditions for cigarette manufacturers will remain challenging going forward.  With 
limited growth prospects, the near-term potential for capital gains is probably limited.  As 
such, we have downgraded BAT to Unattractive from Neutral due to higher earnings risk. 

 

BAT (RM45.00) - Unattractive 
BAT’s market share improved by 0.9% to 73.2% of the premium brand segment 1Q09 as it 
took market share away from both JTI (-0.5%) and PMI (-0.4%).  Its key brands Dunhill and 
Kent both gained market share of 1.8% to 44.2% and 1.9% to 2.7% respectively in 1Q09.   

 

However, it lost market share in the value brand segment with just a 36.5% share in 1Q09 
compared to 43.2% in 2008.   Despite that, BAT continues to dominate the tobacco industry 
with an overall market share remaining above 60%. 
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The industry outlook remains challenging and earnings will continue to be regulated, albeit 
indirectly by the government through excise duty hikes.  As such, we have downgraded BAT 
from Neutral to Unattractive in April 09, despite its net dividend yield of 5.7% remaining 
intact.   

 
Liquor - Underweight 
Malt prices on the spot market rose by 150% last year while hops prices spiked up by an 
unprecedented 800%.  Both Guinness and Carlsberg locked in their raw materials for 2009 
based on high prices last year and thus are not able to reap the benefits of the recent fall in 
raw material prices. 

 

Both Guinness and Carlsberg have increased the beer prices by 4% in April 09 to offset 
production cost increases from raw material and unfavorable exchange rate movements.  
This was the second increase that was not triggered by higher duties, the first being the 4% 
price hike exactly a year ago.   

 

Going forward, we expect the demand for beer and stout to soften slightly in tandem with the 
economic slowdown and weaker consumer sentiment.  Our key concern remains whether the 
excise duty for beer and stout will be increased in the 2010 Budget after a three year respite 
from excise duty hike. 

 

With limited growth prospects, the near-term potential for capital gains is probably limited.  As 
such, we have downgraded Guinness to Unattractive from Neutral while maintaining 
Unattractive call on Carlsberg.   

 
Guinness (RM6.00) - Unattractive 
We believe that Guinness has the necessary strong brands and market leadership to weather 
through the challenging economic and operating environment.  Although we still like the 
company for its relatively attractive dividend yield, we are lowering our recommendation to 
Unattractive from Attractive after the company’s share price rose 22.9% YTD and exceeded 
its fair value.  In the event of a bull market, Guinness tends to under perform the market index 
as its steady earnings is deemed unexciting when risk appetites are high.   

 
Company Price Target Price Basis Upside Recommendation Weight Call
BRITISH AMERICAN TOBACCO BHD 45.00 43.75 8.0% -2.8% 1.0% Unattractive
CARLSBERG BREWERY-MALAY BHD 3.70 3.68 9.5% -0.4% 0.0% Unattractive
GUINNESS ANCHOR BHD 6.10 5.88 8.5% -3.6% 0.2% Unattractive  
 
 



 

 
We have based this document on information obtained from sources we believe to be reliable, but we do not make any representation or 
warranty nor accept any responsibility or liability as to its accuracy, completeness or correctness. Expressions of opinion contained herein are 
those of CIMB-Principal Asset Management Berhad only and are subject to change without notice. 
 
This document should not be construed as an offer or a solicitation of an offer to purchase or subscribe or sell CIMB-Principal Asset 
Management’s investment products. 

 

MARKET REPORT AND  STRATEGY 

CIMB-Principal Asset Management Berhad +60 (3) 2084 2200 – research@cimb-principal.com.my 

 

 

Toll – NEUTRAL 
 
Over the next few months, the Economic Planning Unit will present a comprehensive proposal 
to resolve the toll hike issue to the government.  In our view, we see little risk of negative 
impact from the upcoming proposals.  We believe the takeover of toll expressways as 
suggested by certain quarters is feasible from a financial perspective.  We also believe the 
probability of it occurring would improve over time, especially closer to the next toll hike in 
2011 when the government compensation could double to RM500mil if toll revisions are 
delayed again.   

 

Besides the allure of potential takeover premium, toll companies offer attractive net dividend 
yields of between 5-9% which we believe is sustainable in the long term.  We maintain our 
Attractive calls for both PLUS and Litrak as the stocks will continue to appeal to risk-averse 
investors seeking higher than market average yields. 

 

PLUS (RM3.16) – Attractive 

Traffic volume recorded a CAGR of 4% between 1994 and 2008, but has slowed to a 3% y-y 
growth rate YTD.  We believe our long term traffic volume growth of 2% per annum is 
reasonable if not conservative.  The government has further delayed toll increases at PLUS.  
However, it has agreed to compensate the company for any loss in revenue.  PLUS expects 
the government to compensate a total of RM185mil per annum.   

 

We believe the Concession Agreement is unlikely to be renegotiated as it could lead to 
a major costly debt restructuring exercise.  While the talk of possible privatization of PLUS 
remains early at this stage, we continue to like the company for its defensive qualities.   

 

We expect PLUS to pay a minimum 16 sens net dividend per share or equivalent to 5.1% net 
yield in 2009 and expand the payout in the long term as capital management frees up excess 
cash.  PLUS should outperform the market if there is any major market correction.  We 
maintain our Attractive call on the stock. 

 
Litrak (RM2.30) – Attractive 

Litrak is optimistic that LDP will continue to generate stable revenue and gave guidance that 
the company should record a traffic volume growth of 2-3% y-y in 2009.  With improving 
township development in Putrajaya and Cyberjaya areas, we expect a stable traffic volume 
growth of 5% y-y in 2010.   
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On concerns regarding the review of toll concessions by the government, Litrak believed that 
any revision in toll rates will be fully compensated by the government.  Although the 
government allowed a toll rate rise for LDP in Jan 07, the increase was below the level 
mandated in Concession Agreement.  Hence, the government paid a total cash compensation 
of RM150mil in advance to Litrak, but the group is amortised over a four year period.  The toll 
rates will revert to those in Concession Agreement from Jan 2011. 

 

We expect Litrak to pay a 20 sens net dividend per share, amounting to a decent net dividend 
yield of 8.0% which should provide support to its share price.  We continue to like Litrak for its 
defensive qualities.  It should outperform the market if there is any major market correction.   

 
Company Price Target Price Basis Upside Recommendation Weight Call
LINGKARAN TRANS KOTA HLDGS 2.49 2.30 DDM -7.6% 0.2% Attractive
PLUS EXPRESSWAYS BHD 3.24 3.16 DDM -2.5% 1.6% Attractive  

 
 
Water Sector - OVERWEIGHT 
 
Continued positive newsflow to lift share prices 
 
In May, the RM1.3bn tunneling project was awarded to a Japanese led consortium in which 
IJM has a 20% stake. This was an important milestone for the sector as it signaled that the 
water related projects are taking off. The entire Pahang-Selangor Water Transfer Project is 
worth RM9bn and other than the core tunneling portion, complementary infrastructure works 
consist of building a water dam on the Pahang side, the construction of water treatment plants 
and the laying of distribution pipes in the Selangor side.  
 
There were also developments on the consolidation of the water players in Selangor in 2Q09. 
Just before the 30 June 09 deadline, the state government made a second offer to the four 
water concessionaires in the Selangor. The second proposal worth a total of RM9.7bn is 
almost double the previous offer of RM5.7bn.  
 
However, only ABASS which is 60% owned by Kumpulan Perangsang Selangor (KPS) 
accepted the offer. SPLASH, SYABAS and PNSB objected to the takeover pricing at 1x book 
as it did not take into account future losses of earnings of the concessions.  
 
There are two possible scenarios now: (i) the state government will seek another 3 month 
extension from Pengerusan Aset Air Bhd (PAAB) for it to make another offer to the 
concessionaires (ii) PAAB will now intervene and negotiate directly with the concessionaires. 
Either way, the concessionaires are likely to get a more attractive pricing than the pricing 
proposed under the second offer from the state. We therefore maintain our BUY on Puncak 
Niaga. 
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Given the rejection of state’s second offer, it is now increasingly unlikely that the entire water 
sector will come under the state post the consolidation exercise. The water sector could remain 
fragmented with several players licensed by PAAB. We have therefore downgraded KPS to an 
Attractive from a BUY.  
 
Puncak Niaga Holdings (Puncak Niaga) 
 
In the recent revised offer, the Selangor State proposed to buy out SYABAS for RM3.3bn. 
After deducting the RM3.0bn liabilities outstanding, the net equity value offered to SYABAS 
was RM334m. For PNSB, asset value based also on 1x book was at RM1.9bn. After 
discounting for the RM1.0bn loans, net equity value for PNSB was at RM887m. 
 
It was not surprising that Puncak’s major shareholders rejected the offer. The offer worked out 
to about RM2.73 per Puncak Niaga shares which is a significant 17% discount to its book 
value per share of RM3.30 (as at 31 March 09). It was also a disappointment for the market 
after earlier rumours that the revised offer would amount to RM3.50 – RM4.00 per Puncak 
Niaga shares. 
 
Going forward, we believe that PAAB would have to step in to negotiate directly with Puncak. 
While this may mean the time line will again be stretched out, it is positive in the sense that 
Puncak is likely to receive a better offer from PAAB.  
 
On an earnings basis, Puncak will continue to disappoint for now as its 37% water tariff hike 
due January 2009 has been deferred in view of the plans to consolidate the water sector in 
Selangor. 
 
Puncak Niaga’s RNAV varies widely depending on the assumptions made but they range 
from RM5 to as high as RM8. Even if we assume Puncak would have to accept a significant 
discount of 30% to DCF, this would still work out to RM3.50 at least. We maintain our BUY 
call. 
 
Sector Valuations 
 

PER 
(x) 

Stock Share Price 
(RM) 

Target 
Price 
(RM) 

Basis for 
Target Price 

FY09 FY10 
KPS 1.99 2.49 RNAV 55.8 47.1 
Puncak 
Niaga 

3.02 3.75 RNAV 17.7 6.0 

 
 

 
 


