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Disclaimer 

MARKET REVIEW 
 
It was another excellent month for Malaysia as the KLCI continued scaled new year-highs for many consecutive 
days and weeks. The buying continued to be driven largely be foreign funds as statistics from Bursa indicated 
that foreign shareholding in Malaysia jumped by 0.4%pts in Aug to 21.2%, the highest monthly increase since 
Feb 08. Foreign investors continued to make a beeline to visit companies in Malaysia and we had many US, 
European and Asian funds that came through in September. The performance of the KLCI was boosted by the 
soft launch of the Economic Transformation Programme (ETP) in mid-September, which was hugely positive for 
the construction, property and consumer sectors. 
 
For the month, the KLCI gained 41points or 2.9% to close at 1,463.50points. The broader market’s performance 
was surprisingly ahead of the KLCI with the FBM Emas rising 3.5% to 9,811.64points. Smaller caps even 
outperformed as seen by the FBM Small cap which gained 4.0% to 11,590points and FBM ACE which gained 
4.9% mom to 3,877points. Average value traded on Bursa in September rose 15% mom to RM1.69bn per day. 
 
Indices in the region rallied strongly in September. Investors were encouraged by economic numbers from 
China which have been showing some seasonal strength. Another major incentive was the appreciating 
regional currencies in view of the pressure to let the Yuan strengthen. In September, the Philippines market 
was the best performer while Japan rose the least. On a YTD basis, the regional markets are now above water: 
Thailand (+42.6%), Indonesia (+32.6%), Singapore (+11.5%), China (+1.6%) and Australia (+1.0%). 
 

Indices 31/08/2010 30/09/2010 % Change YTD % 

MSCI AC ASIA x JAPAN 479.59 532.64 11.1% 9.8% 

MSCI AC ASIA PAC EX JAPN 400.66 447.00 11.6% 7.3% 

MSCI Australia USD 718.10 811.98 13.1% 1.0% 

MSCI China USD 60.70 65.87 8.5% 1.6% 

MSCI Hong Kong USD 7,364.08 8,364.48 13.6% 14.7% 

MSCI India USD 472.21 548.52 16.2% 17.1% 

MSCI Emerging Markets Indonesia 738.60 841.75 14.0% 32.6% 

MSCI Japan USD 2,146.94 2,228.12 3.8% 1.2% 

MSCI Emerging Markets Korea USD 324.79 363.30 11.9% 11.1% 

MSCI Malaysia USD 412.34 433.80 5.2% 26.9% 

MSCI Emerging Markets Philippines 305.50 364.34 19.3% 35.4% 

MSCI Singapore USD 3,674.26 3,965.41 7.9% 11.5% 

MSCI Emerging Markets Taiwan USD 240.48 266.31 10.7% 0.8% 

MSCI Emerging Markets Thailand 283.81 321.98 13.4% 42.6% 
     

DJIM APxJapan 1,281.28 1,428.89 11.5% 8.4% 
     

FTSE MALAYSIA HIJR SHARI 9,835.21 9,984.45 3.5% 18.4% 
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MALAYSIAN ECONOMY 
 
Economic Transformation Programme (ETP) Preview 
 
Third leg of Malaysia’s reinvention. PEMANDU conducted analysts’ briefing on the Economic Transformation 
Programme (ETP) on 15 Sep, which was presented by YB Senator Dato’ Sri Idris Jala. The briefing provided an 
overview of the ETP and identified 12 National Key Economic Areas (NKEAs) that are drivers of economic 
activities.  
 
Outcome of the 12 NKEA Labs. A series of 12 NKEA labs were held through June and July, involving over 
500 public and private participants, to map out concrete strategies, plans and initiatives in transforming 
Malaysia into a high income nation with GNI per capita of US$15,000 by 2020. The labs have identified 131 
“Entry Point Projects (EPPs)” and 60 “Business Opportunities (BOs)” across the 12 NKEAs. The NKEAs are 
estimated to contribute 73% of Malaysia’s Gross National Income (GNI), which is targeted to rise to US$523bn 
by 2020. 
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Private sector transformation. The effective implementation of EPPs is expected to re-energise the private 
sector as the lead driver of economic growth. Total funding requirements of US$444bn for the EPP is indeed a 
challenging target, which requires immense efforts to get “buy in” from both domestic and foreign investors that 
Malaysia still offers great investment and business opportunities. Of the private sector’s funding portion of 
US$410bn, non-GLCs will shoulder 60% or US$266bn while the GLCs will fund 32% or US$144bn. Domestic 
direct investment will contribute 73% while foreign direct investment will make up 27%. 
 
Positive catalysts to unleash Malaysia’s growth potential. Our takeaway from the ETP briefing session is 
positive, reaffirmed by the policymakers’ firm commitment towards transformational change. The ETP has laid 
down the necessary policy and foundational measures that are critical to the successful implementation of the 
NKEAs. 
 
External Trade 
 
Moving in tandem with regional export trend, Malaysia’s export growth cooled further to 13.5% yoy in July 
(17.2% in Jun) on a softer global demand as well as waning low base effects. July’s export growth matches our 
estimate but markedly above market consensus (11.7%). On a mom comparison, exports grew stronger by 
4.9% (1.1% in Jun). In Jan-Jul, exports increased by 24.0%. The slowing pace of export growth will have a 
moderating impact on GDP growth in 2H10. Given that imports decelerated sharper than exports, the trade 
surplus widened to RM7.0bn in July from RM6.0bn in June. For the first seven months of 2010, the cumulative 
trade surplus amounted to RM69.4bn. 
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External Reserves 
 
Bank Negara Malaysia’s (BNM) international reserves edged higher to US$95.2bn (RM311.3bn) as at end-Aug 
from US$95.0bn (RM310.6bn) as at end-July. The level of reserves is sufficient to finance 7.8 months of 
retained imports and is 4.3 times the short-term external debt. In the first eight months of 2010, international 
reserves dropped by 1.5% or US$1.5bn. Foreign investors have returned to snap up domestic assets in recent 
weeks, following improved macro prospects, higher interest rates, and strengthening of the ringgit. Emerging 
Portfolio Fund Research (EPFR) data showed that net foreign portfolio equity flows rose to US$307.7m in July, 
marking the second straight month of net inflows after six months of continuous net outflows. We expect the 
current account surplus to narrow from RM112.1bn (16.5% of GDP) in 2009, to RM103.2bn (13.7% of GDP) 
this year. Consequently, the level of foreign reserves is likely to hold steady at US$95.6bn as at end-2010 (vs. 
US$96.7bn as at end-2009). 
 
Leading Index (LI) 
 
Malaysia’s leading index’s (LI) six month smoothed growth rate slipped to 0.6% in Jul (1.7% in Jun), the slowest 
in more than a year. This lends credence to our expectation of slowing growth in 2H10. On a mom basis, LI 
declined 0.2% for the fourth consecutive month (-0.2% in Jun), dragged down by all real economic activities 
with the exception of investment activities. Both Bursa’s industrial index and the number of housing permits 
approved rose by 0.1% mom and 0.3% mom respectively in Jul. The coincident index (CI) posted a smaller 
growth of 5.1% to 122.1pts (6.8% in Jun). The lagging index (LGI) eased to 20% (25.5% in Jun). 
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Inflation 
 
Malaysia’s consumer price index (CPI) increased further by 2.1% yoy in Aug (1.9% in Jul) for six straight 
months, reflecting largely the carry-over effects of subsidies reduction in fuel-related products and sugar, which 
took effect on 16 Jul. Aug’s CPI reading matches ours as well as market consensus. On mom comparison, the 
index rose 0.4% in Aug (0.3% in Jul). In Jan-Aug 2010, inflation increased 1.5%. At this juncture, we do not 
view the rising inflation as a serious threat to monetary stability as a large part of the price increase was due to 
the administered price adjustment, which is likely to be one-off. As such, Bank Negara Malaysia will not react in 
a harsh manner to keep a lid on inflation as the downside risks to growth outweigh inflation risk. As such, we 
maintain our end-2010 overnight policy rate (OPR) target of 2.75% and 3.25% for 2011. 
 

 
 

INTERNATIONAL ECONOMIC DEVELOPMENT 
 
More Monetary Tightening In Key Emerging Markets 
 
Emerging economies lead global monetary tightening cycle. Major advanced economies continue to keep 
their interest rates low as the recovery remains patchy amid modest inflation expectations. In Asia, concerns 
over the fragility of global recovery and lingering debt problems in Europe debt crisis have reduced pressure for 
some central banks to raise local interest rates. Thailand, India and Taiwan raised rates in 3Q and more should 
be expected, though at a measured pace. 
 
Fed ready to act. Given the strength of the headwinds in the US economy, the Fed has announced a plan to 
reinvest principal payments from agency debt and agency mortgage-backed securities in long-term Treasury 
securities and will continue to roll over its holdings as they mature. We maintain our view that the Fed funds 
target rate will be 0.0-0.25% for 2010 and 1.25% for 2011. 
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No need to tighten soon in euroland. The ECB kept its benchmark lending rate at a record low level of 1.00% 
for sixteen consecutive months on 2 Sep and extended its liquidity safety-net in response to the still-uncertain 
global recovery and worries about vulnerable banks. The policymakers have to weigh the risks of tightening too 
quickly in the face of government austerity measures being imposed across the continent. 
 
Australia’s current monetary setting is considered as appropriate. The Reserve Bank of Australia kept its 
benchmark cash rate at 4.50% on 7 Sep, citing near term growth at around trend pace and that upward 
pressure on prices have abated. It expects the global economy to ease back to about trend pace over the 
coming year. 
 
India leaves door open to more tightening. On 27 Jul, the RBI unexpectedly raised its policy lending rate by 
25bp to 5.75% and its borrowing rate by 50bp to 4.50% in an attempt to quell double-digit inflation while growth 
takes a firm hold.  
 
Korea nudges rates higher to counter inflation risk. The Bank of Korea (BOK) on 9 Jul raised its benchmark 
interest rate by 25bp to 2.25% in its first hike since the global crisis. Since then, BOK has kept rates unchanged 
for two consecutive months as uncertainties continue to surround the global economy. 
 
BNM pauses rate, citing concerns about external uncertainties. Bank Negara Malaysia (BNM), which has 
raised rates three times since Mar this year, opted for a cautious approach by keeping rates unchanged at 
2.75% on 2 Sep as global economies expand at uneven rates. We maintain our end-2010 OPR target at 2.75% 
and 3.25% for 2011. 
 
Thailand to play catch-up. Bank of Thailand (BOT) raised the 1-day repurchase rate by 25bp to 1.75% on 25 
Aug, marking the second rate hike since Jul after keeping it unchanged for fourteen consecutive months. Given 
the delayed start in monetary tightening due to the political tension, we expect BOT to continue normalising 
rates if economic conditions remain strong. As such, we expect another 25bp rise to 2.00% by year-end. 
 
BI ready to act inflation accelerates. Bank Indonesia (BI) continued to keep the benchmark rate unchanged 
at 6.50% amid higher inflation in Jul-Aug. BI chose to raise the bank’s primary reserve requirement to 8.0% 
from 5.0% effective 1 Nov, which is aimed at reducing liquidity to help keep a lid on inflationary pressure. We 
expect interest rates to normalise in Nov, taking the policy rate to 7.0% by end-2010. 
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EQUITY MARKET OUTLOOK 
 
We believe the market has started taking on risk aggressively in searching for returns in emerging markets to 
compensate for lackluster returns in developed markets. This presents a crisis of sorts, opportunity for investors 
and danger for policy makers and governments. The shock to the Allied Irish Bank huge rescue package and 
quick bailout promises reinforces the quantitative easing framework and low interest rates for the near future.  
 
The drive to Asia was seen in the surge of participation by European and Americans in investor conferences. In 
the recently completed CLSA Forum, (the biggest in Asia) there were UK participation of over 15% of the total 
attendees. Every fortnight, there is an investor/broker country/sector conference somewhere in Asia. However, 
if the strategists are correct, we ain’t seen anything yet. Money into Asia has been largely flowing into bond 
markets, and has only started filtering into equity markets. Equity flows into the region this year are about 1/3 of 
last year, largely into China-related markets, India, Indonesia and more recently, Thailand. Frustratingly, a lot of 
these markets have moved up with no change in fundamentals, just by the sheer weight of money. 
 
The pending tsunami of liquidity has raised concerns of hot money/portfolio inflows and possible dislocations in 
economic competitiveness, capital accounts, inflation and interference in monetary policy. No longer can policy 
makers raise interest rates upon pending inflation, as the positive carry will attract inflows, reducing export 
competiveness and lowering imported inflation. These will continue to be in place unless the cost of capital (in 
this case US interest rates) starts to rise. Hence for policy makers, it is important for the US economy to recover 
and relieve the capital flow pressures on emerging markets. Both US and Europe comprise 55% of global 
market cap. If we exclude China as a closed market, the remainder investible markets are just over one third of 
global market cap. A 5% shift in asset allocation from developed to emerging markets will mean broadly 13% 
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move across all emerging markets on the average. Add in the currency gains of say 5%, a USD investor could 
be making an average 18% return on current holdings.  
 
Malaysia has been a performer, as the better cross-border relations and transformation rollout has received a 
warm response. From our feedback, the response would be better if the quality of execution moving forward 
can be enhanced. There has been a dearth of Budget gossip and rumours which is a huge departure from 
previous years. Hopefully the execution and incentives for the NKEAs will be addressed. We have increased 
the beta of the portfolio to reflect a liquidity driven environment moving forward, but still concentrating on liquid 
large and mid caps. We have not made changes to asset allocation.  
 
SECTOR OUTLOOK 
 
AUTO - Overweight 
 
Auto sales continued to illustrate strong growth with the Jan-Aug total industry volume (TIV) at 409,806, up 
16.5% YoY. Recent months has since the YoY growth come off due to a higher base in 2H09. Annualised TIV 
will imply a 14.5% growth over 2009’s TIV of 536,905, but we reckon September sales will come off due to Hari 
Raya festive. Fourth quarter, traditionally a weaker quarter will see new models/facelift launches, among them 
the Altis, Waja and Teana which should support auto sales. We have upgraded our TIV forecast to a 10% 
growth of 590,000 sales units for FY10. 
 
Market Share & Volume Growth Comparisons: 
 

Growth (y-o-y)

8M10 8M09 8M10

Perodua 31.8% 31.0% 18.6%

Proton 26.5% 26.1% 12.1%
Toyota 14.8% 15.0% 14.9%

Honda 7.2% 8.4% 15.5%

Nissan 5.9% 6.0% 13.1%

Others 13.8% 13.5% 13.9%
100.0% 100.0% 16.5%

Market Share

 
 
We continue to maintain an Overweight call on the auto sector as the recovering economy will continue to 
support strong auto sales coupled with the new model launches. Both Proton and UMW’s recent results came 
in above expectations and Tan Chong in-line but we’re expecting a stronger second half from these companies. 
This is mainly due to the stronger RM, currently at a record RM 3.09 per USD as part of the raw material cost is 
exposed to foreign exchange. 
 
Recommendations 
 
Tan Chong 
 
Tan Chong has officially unveiled the Nissan Teana, and so far the response has been tremendous. 
Management is targeting sales of 3,000 units by November and about 500 unit sales monthly thereafter. Third 
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quarter earnings however will likely be flat or slightly down due to slower sales, but fourth quarter will be 
exceptionally strong due to the Teana sales as well as a strong Ringgit.  
 
The share price has perform exceedingly well over the past 3 months, rising nearly 40%. Tan Chong made 2 
announcements during the quarter, which includes (1) An agreement with XI’an Silver Bus Corp for the right to 
assemble and distribute CKD buses under the brand of Silver Bus (2) A USD 7.4mil acquisition of a 74% stake 
in Nissan Vietnam Limited to import/distribute Nissan vehicles. Despite these developments seemingly small 
and virtually not much impact to FY10 or FY11 earnings, the real story will come in FY12 when the Vietnam 
plant is completed by end FY11 and both these agreements will contribute a more significant portion, being part 
of the Indochina growth story.  
 
We still have a Buy call, and have recently upgraded the target price to RM 6.26 to reflect better cost margins. 
Tan Chong is currently in discussion to expand its model offerings in Malaysia to cater to the higher-end 
segment which may also include Renault models. It seems that the company will also be venturing into 
Indonesia doing sub-assembly and manufacturing, likely through a J.V. though not confirmed yet. The positive 
news flow on Tan Chong’s regional expansion would act as a catalyst for the stock in the near-term. 
 
Proton 
 
Proton’s 1Q11 results came in slightly above expectations and we’ve upgraded our target price to reflect the 
better margins. Proton also declared a 20 sens dividend for FY10, which was a surprise and may reflect 
improving operations. There was several news or rumours that emerged about Proton: 
 

(1) In Aug, the Prime Minister suggested a merger between Proton and Perodua citing the need to 
compete globally and to gain cost efficiencies. We think that Daihatsu with a 20% stake will not simply 
agree to it. In addition, both auto-makers technology platform are different and it is unlikely that much 
synergy will come out of this merger. 

 
(2) In recent weeks, it has been rumoured that DRB-Hicom is looking to purchase a 32% stake in Proton 

but this has been dismissed by DRB. Since then, Tun Dr Mahathir, adviser to Proton has come up to 
say that Proton does not need a merger but a partner to collaborate on products. 

 
(3) Lotus a 100% owned subsidiary of Proton has reportedly received 3 offers, one of which from Dany 

Bahar, the current management of Lotus. But Proton has announced that Lotus is not for sale, and is 
looking to turnaround the company – but will likely need to inject capital into Lotus. 

 
Thus far, nothing is certain and we have not factored any of these potential developments into our forecast. 
Proton has also announced a new restructuring plan and KPIs within the company’s divisions and we remain 
positive on the change that is taking place. We have a Buy on the stock based on 10x FY11 P/E, but Proton is 
currently only trading at 0.5x P/B and 5-6x FY11 P/E stripping off its current net cash of RM 2.50 per share. 
 
UMW 
 
UMW’s 2Q10 results came in exceptionally strong and above ours and consensus forecast. This was mainly 
attributed to the significant improvements in the auto-division margins. Both the equipment and manufacturing & 
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engineering division also did very well, increased nearly 50% from first quarter due to heightened demand. The 
oil & gas segment continue to post losses as expected and 3Q10 should also be in the red. But we’re expecting 
4Q10 to improve significantly as Naga 2 oil rig has been leased out at a rate of USD 135,000 perday beginning 
4Q10 and WSP, its 22% owned-associate is showing signs of a turnaround. 
 
We’re expecting 2nd half to be stronger amidst the strong Ringgit which will lower USD cost. In addition, UMW 
is slated to launch at least 3 new/face-lifted models this year – one of which is the Altis which will continue to 
drive sales. Besides that, the Naga 3 oil rig is still un-leased and there could be potential positive news flow. 
The other oil & gas associates such as the Zhongyou BSS (49%) and USTPL India (26%) should also show 
improved performance as they gradually ramp up capacity. Post results, we have upgraded our target price to 
RM 7.76 and still maintain our Buy call. 
 
Stock Valuations (30 Sep 2010) 
 

PER(x) 
Stock 

Share 
Price (RM) 

Target 
Price (RM) 

Basis for 

Target Price 

Upside / (Downside) 

(%) FY10 FY11 
Call 

TChong 5.96 6.26 12x FY11 P/E 5.0 16.0 11.4 Buy 

Proton 4.96 5.55 10x FY11 P/E 11.9 11.0 8.9 Buy 

UMW 6.77 7.76 SOTP 14.6 12.0 10.2 Buy 

 
AVIATION - Overweight 
 
The International Air Transport Associate (IATA) has recently revised upwards their forecast earnings again for 
2010 from USD 2.5bil to USD 8.9bil, with Asia Pacific airlines contributing USD 5.2bil or 58%. A strong 
economic recovery in Asia have benefited most Asian airlines and it seems that for now, Asia remains to be 
market to be in amidst rising incomes and a huge population which leads to higher demand for air travel. For 
the second quarter of 2010, majority of the Asian airlines have performed very well with results surpassing 
analyst expectations. 
 
Passenger Yield Performance in 2Q 
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Yield recovery has been very strong with most airlines registering strong growth, esp. on a YoY basis. Apart 
from that, airlines also registered healthy passenger load factors (PLF), ranging from around 73-80%.  
 
We’re expecting yields to improve strongly in 4Q10, due to high passenger traffic during the festive and holiday 
season. 
We believe that Asia-Pacific carriers will continue to benefit from the strong regional growth, especially for low 
cost carriers (LCCs) and hence, we remain bullish on the aviation outlook in Asia Pacific for 2010. We maintain 
an Overweight call as tourism has been highlighted as one of the key growth areas and Malaysia’s aviation 
sector should still see strong growth amidst various initiatives to grow the tourism sector. 
 
Recommendations 
 
Air Asia  
 
Air Asia performed above expectations in 2Q10 with passenger traffic growth at 11% and load factors at 73%. 
The highlight was on Air Asia Indonesia (AAI) which posted a core profit for the first time of RM 40mil compared 
to a core loss of RM 12mil the previous quarter. Air Asia Thai (AAT) posted a core profit of RM 5mil, which is 
commendable considering the political turbulence. Nevertheless, the new A320s that are scheduled to be 
delivered this year would see improved performance of the associates coupled with strong forward bookings, 
especially from the Indonesian side. For 4Q10, average fares and ancillary income are expected to increase 
strongly, coupled with high passenger volume due to the festive and holiday season. 
 
Air Asia recently announced the decision to reduce aircraft deliveries from 15 to 8 for FY11. This is in addition 
to the company’s earlier decision to reduce the purchase of aircrafts to 10-12 per year from 24 FY12 onwards. 
We view this development positively as our earlier concerns were suppression of yields in order to fill up 
capacity as well as its high gearing from capex on aircrafts. 
 
We upgraded our target price to RM 2.51 based on 10x FY11 P/E, in-line with other regional LCCs on the basis 
of (1) improved gearing/cash position (2) turnaround and future listing of associates next year (3) improved 
transparency (4) possible dividends (5) anticipated strong results for 4Q. The share has performed very well 
since last quarter, rising nearly 80%. 
 
Malaysian Airlines 
 
Despite strong passenger growth and a load factor of 74%, Malaysia Airlines still reported core losses of RM 
190mil, compared to a core loss of RM 75mil the previous quarter. While we anticipated 2Q to be seasonally 
weaker, but the results disappoint in the fact that other full-service carriers (FSCs) such as SIA, Cathay and 
EVA posted profits that were very much above analyst expectations. MAS highlighted the fact that the company 
was cautious in raising fares as it is unsure of demand, as shown in the yield comparison chart above. 
However, management has indicated that they have already gradually increase fares which should result in an 
improvement of yields in 3Q and 4Q of this year. 
 
We are forecasting MAS to be in the black for 2H10, traditionally a stronger season for airlines as well as 
improvement in yields. A young modern fleet is the key to combat high operating cost for the airlines industry 
and we see MAS fleet renewal as the main catalyst for the company. Our call however has been downgraded to 
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a Hold when the stock reached near our target price of RM 2.28 but we remain positive on the outlook of MAS 
and may upgrade our call even as we monitor the company’s progress. 
 
MAHB 
 
From Jan-Jun 2010, MAHB recorded passenger traffic growth of 17.8% y-y and cargo (kg) growth of 23.1% 
mainly driven by the strong economic growth, and possibly some spill-over from the 2 Integrated Resorts in 
Singapore. We’re expecting 4Q traffic to be especially strong, with the festive season and school holidays.  
 
Recently, MAHB issued a 10-year sukuk of RM 1.0bil to finance the construction of the LCCT2 at a rate of 
4.55%, which is considerably low. We further upgrade our target price to RM 5.96 to reflect stronger traffic 
growth as well as interest-cost savings as we were expecting the sukuk rate at about 5.50%. MAHB is expected 
to issue an additional RM 2.0bil of bonds next year, also to finance the construction of LCCT2. 
 
We maintain the Buy call on MAHB and upgraded P/E multiple to 17x FY11. MAHB remains one of the 
cheapest airport stocks in the world and would likely ride on the growth of the tourism sector. The stock is also 
supported by a dividend yield of 3-4% and a good proxy for the aviation sector minus the volatility of jet fuel.  
 
Stock Valuations (30 September 2010) 
 

PER(x) 
Stock 

Share 
Price (RM) 

Target 
Price (RM) 

Basis for 

Target Price 

Upside / 
(Downside) 

(%) FY10 FY11 
Recommendation 

Air Asia 2.25 2.51 10x FY11 P/E 11.6 9.5 9.1 Buy 

MAHB 5.75 6.33 17x FY11 P/E 10.0 16.6 15.4 Buy 

MAS 2.33 2.30 1.7x P/B -1.3 52.2 13.4 Hold 

 
BUILDING MATERIALS - Neutral 
 
Steel – Neutral 
Regional bar prices have regained some momentum in Aug 2010 to US$617/t from US$555/t end-Jun 2010 
after Chinese steel production declined for three consecutive months. With Chinese electricity usage controls 
resulting in steel production cuts, regional steel prices are expected to stabilize in 4Q10 after the previous falls 
on oversupply concerns. Currently, domestic bar price is hovering at around US$606/t. The price gap between 
the domestic and regional bar has reversed from a premium of US$51/t to a discount of US$11/t. We expect 
local steelmakers to raise their bar prices in 4Q10, given that the local bar is always priced at a premium to the 
regional bar. 
 
On the raw material side, iron ore spot prices surged by 26.6% m-m to US$157/t in Aug 2010 while scrap spot 
prices rose by 12.3% m-m to US$410/t. Two of the world’s largest iron ore suppliers – Vale and Rio Tinto 
indicated that they will cut their 4Q10’s iron ore contract offer price by 11% to US$129/t on the back of the 
anticipated decline in Chinese steel production in 4Q10. Post announcement, spot prices for iron ore corrected 
by 7.6% m-m to US$145/t in Sept 2010 while scrap prices eased down by 1.2% m-m to US$405/t. The reversal 
on raw material prices should provide steelmakers with a bit of breathing room towards 4Q10. 



  
 

MARKET REVIEW, OUTLOOK & STRATEGY 
(EQUITY) 
 

 
 
 

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. 

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

Disclaimer 

Although 3Q10 earnings for steelmakers are likely to be down q-q on a lackluster steel demand and higher 
average raw material costs, we believe this has been well-flagged in the market. We expect steelmakers’ 
earnings to recover in 4Q10 as we believe local steelmakers will raise their domestic bar price and billet export 
price in 4Q10 while their average raw material costs should decline. We believe that the darkest period for steel 
sector has passed and we are selectively positive on the local steel sector with a Buy rating on Ann Joo and 
Hold rating on Kinsteel and Perwaja. 
 
Ann Joo (RM3.23) – Buy 
We have raised our net profit forecast for FY10 and FY11 by 18.0% and 29.8% respectively on an anticipated 
profit margin recovery from 4Q10. As such, we have raised our target price to RM3.23 (RM2.02 previously) 
based on a PE of 11x FY11 (9x PE FY10) and upgraded our call on Ann Joo from Sell to Buy. Management 
expects to commence testing of its new blast furnace plant by end-Sept and full-commissioning by 2011. The 
new blast furnace will add another 500k tpa billet making capacity to its current total of 680k tpa, we expect this 
to boost its production volume from 2011 onwards. Ann Joo has already locked-in some iron ore supplies from 
domestic sources at less than US$120/t compared to the current iron ore spot price of US$147/t. The stock has 
done well, rising by 9.0% since our upgrade in Aug 2010 and outperformed the KLCI by 5.6%. 
 
Perwaja (RM1.15) – Hold 
Despite a better earnings prospect in 4Q10, we maintained our forecast unchanged for Perwaja as we believe 
the company should record almost zero profit for 3Q10 due to higher than expected raw material costs. 
Nevertheless, sentiment for the steel sector has improved, we have raised our target price to RM1.15 (RM0.98 
previously) based on a PE of 8x FY11 (7x PE FY10 previously) and upgraded our call on Perwaja to Hold from 
Sell. As expected, the stock stayed range bound since our upgrade in August 2010 and underperformed the 
KLCI by 7.9%. 
 
Kinsteel (RM0.93) - Hold 
Similar to Perwaja, we maintained our forecast unchanged for Kinsteel. Nevertheless, sentiment for the steel 
sector has improved, we have raised our target price to RM0.93 (RM0.73 previously) based on a PE of 9x FY11 
(8x PE FY10) and upgraded our call on Kinsteel to Hold from Sell. As anticipated, the stock stayed range bound 
since our upgrade in August 2010 and underperformed the KLCI by 4.6%.  
 
Cement – Neutral 
YTD domestic cement demand stayed flat y-y due to the delay in implementation of government projects. 
Although cement exports has improved marginally from the trough in April 2010, it remained uninspiring in 
3Q10 due to the continued excess cement supply and tough competition in the region. As there was no 
improvement on cement demand, cement producers were unable to reduce their rebates in 3Q10. Rebates 
stayed in a range of RM20-30/t in 3Q10 vs RM10-15/t in 3Q09. Going forward, we expect domestic cement 
demand to expand by 7% y-y in 2011 driven by local government projects. However, cement exports is 
expected to remain weak due to the unresolved oversupply in the region.  
 
2H10’s operating profit margins for cement producers is expected to be better than 1H10 on the back of the full 
impact of the domestic price hike in May 2010. The key risk is cement producers may have to incur higher 
production costs if the government raises electricity tariff and/or coal prices continue to rise in view of a tight 
supply in the region. Coal prices fell by 7.1% over the past two months to US$91/t in Aug 2010 from US$97/t in 
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Jun 2010. However, the pull back on coal prices was only short-lived as it has resumed its uptrend recently to 
US$95/t. 
 
While we acknowledge that domestic cement demand could expand in 2011, we maintain a Neutral call on the 
sector as we see limited short-term catalyst for the sector given the subdued cement demand and competitive 
pricing for export market. Moreover, we are cautious on a possible electricity tariff hike and potential higher coal 
costs going forward, given that the electricity and coal costs make up about 50% of total production costs for 
cement producers. Nevertheless, we prefer YTL Cement within the sector on the back of its undemanding 
valuations. 
 
Lafarge M Cement (RM7.04) – Sell 
Lafarge M Cement’s share price has surged by 26.7% ytd and outperformed the KLCI by 12.9% in anticipation 
of a better year in 2011. We believe that its share price at RM8.00 has certainly run ahead of fundamentals. 
The share is trading at a PE of 19x FY11 and an EV/tonne of close to US$200, a hefty premium to the average 
replacement cost per tonne of US$150 for a green field plant. Our target price of RM7.04 is based on an 
EV/tonne of US$170 and there is a 12% downside from current share price. As such, we have downgraded our 
call on Lafarge M Cement to Sell from Hold.  
 
YTL Cement (RM4.71) – Buy 
YTL Cement is acquiring the remaining 36.16% stake in Perak Hanjoong Simen Sdn Bhd for RM200mil cash. 
Perak Hanjoong has a plant capacity of 3mil tpa for clinker and 3.4mil tpa for cement. This acquisition is priced 
at US$60/t, a significant discount to the replacement cost per tonne of US$150. We expect this acquisition to 
boost YTL Cement’s EPS by 8.1% to 38.6 sen for FY11. Currently, the stock is trading at a PE of 10.8x and an 
EV/tonne of US$110. We have raised our target price to RM4.71 (RM4.01 previously) based on EV/tonne of 
US$170, representing a 13.5% upside from current share price. As such, we are upgrading our call on YTL 
Cement to Buy from Hold on the back of its undemanding valuations. 
 

Company Price Target Price Basis Upside Rec. Weight Call

ANN JOO RESOURCES BHD 2.80 3.23 11x FY11 15.4% 0.1% BUY

KINSTEEL BHD 0.86 0.93 9x FY11 8.1% 0.0% HOLD

LAFARGE MALAYAN CEMENT BHD 7.90 7.04 EV/Tn US$170 -10.9% 0.6% SELL

LION INDUSTRIES CORP BHD 1.79 2.01 50% of RNAV 12.3% 0.1% BUY

PERWAJA HOLDINGS BHD 1.07 1.15 8x FY11 7.5% 0.0% HOLD

YTL CEMENT BHD 4.24 4.71 EV/Tn US$160 11.1% 0.1% HOLD  
 
CONSTRUCTION – Overweight 
 
It is all about the ETP. The renewed emphasis on ‘Greater KL’ – a vital pillar of the National Key Economic 
Areas (NKEAs) is expected to generate spill-over benefits to contractors via the various infrastructures needed 
to support this growth area. Key takeaways from the briefing include: 
 

a) Klang Valley Mass Rapid Transit (MRT) project: The RM45bn MRT system. An estimated RM36bn 
would come from construction works with another RM9bn allocated for operational assets (i.e. rolling 
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stock). The MRT proposal by the MRT sterling committee is expected to be tabled to the Cabinet before 
the end of 2010 after the completion of feasibility studies by independent consultants. More details are 
expected to emerge in the forthcoming Budget 2011 to be unveiled in October. 

 
b) Greater KL – Singapore High Speed Train. The revival of the high-speed rail system linking Malaysia 

to Singapore. While the project is still at a conceptual stage, the Land Public Transport Commission 
(SPAD) and Economic Planning Unit (EPU) would jointly-undertake a feasibility study before tabling the 
results to the Cabinet in early Jan-2011. 

 
c) Re-vitalizing rivers within ‘Greater KL’. Under this proposal, up to 10 major nodes have been 

identified for re-development into heritage and commercial centres. 
 
d) Improving connectivity within the KLCC-Bukit Bintang shopping belt. Under the purview of the 

KLCC-Bukit Bintang Tourism Council, four key areas have been identified for upgrading to provide 
seamless connectivity within KL’s premier shopping district (i.e. KLCC Convention Centre, Pavilion, 
Fahrenheit 88, Sungai Wang Plaza, Berjaya Times Square). 

 
e) Integrated Resorts is Sabah. As part of the Government’s moves to boost eco-tourism, an ambitious 

proposal has been put in place to develop an Integrated Resort (IR) on 500-acres of land in Sabah (or ~ 
four to ten times the six of existing regional IRs). 

 
Meanwhile, positive news flow can also come from other public projects earmarked for implementation under 
the 10MP (see table below) as well as “high-impact” projects worth RM62.7bn “under consideration” to be 
implemented via the private finance initiative (PFI) model will continue to buoyed the sector. These projects are 
backed by a RM20bn “facilitation fund” set up to “bridge the viability gap for private sector investment in projects 
with high strategic value to the nation and multiplier effects” (see table below). 
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We maintain an OVERWEIGHT on the construction sector, which remains premised on the rollout of mega jobs 
under the 10MP and underpinned by news on the MRT project. Execution will always remain a key risk. 
 

Companies Price Target Price Basis % upside Recommendation

GAMUDA BHD 3.88 3.82 20%d RNAV -2% BUY
IJM CORP BHD 5.14 5.32 20%d RNAV 4% BUY
MALAYSIAN RESOURCES CORP BHD 2.13 2.02 20%d RNAV -5% BUY

MUDAJAYA GROUP BHD 4.25 4.15 6x FY11 -2% SELL
WCT BHD 3 3.15 30%d RNAV 5% BUY
YTL CORPORATION BERHAD 7.54 8.00  RNAV 6% HOLD
ZELAN BHD 0.715 0.78 NTA/share 9% BUY

 
 
FOOD & BEVERAGE – Maintain Overweight 
 
Rebound in raw materials muted, earnings outlook stay robust 
 
F&B players continued to report strong earnings for 2Q. The strong 8.9% GDP growth in Malaysia provided a 
positive environment for the strong topline growth. Sales were also boosted by the World Cup season in the 
quarter. In terms of profitability, while there were some early signs of cost pressures from higher raw material 
prices, margins stayed very healthy and this lifted the bottomline growth.  
 
In terms of outlook, we believe F&B players will continue to report strong quarterly earnings for the rest of the 
year. For 3Q10, sales should be seasonally boosted by the Hari Raya festival. Margins may be thinner as lower 
cost inventories are depleted but overall profitability will continue to high as prices of raw materials have 
continued to stay low.  
 
For example, skimmed milk powder rose to a high of US$3,200 per mt tonne in April but has since eased to end 
3Q10 at about US$3,000. Similarly, prices of cocoa rebounded to US$3,250 per mt tonne in April but fell sharp 
end August/early September to end the quarter at US$2,800 per mt tonne, more than 10% lower than its peak 
price earlier this year. 
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In terms of share prices, most of the F&B stocks have appreciated 40% - 60% YTD, well ahead of the 
benchmark KLCI. Following their strong 2Q10 results and the good prospects that their current bloated margins 
aren’t going to normalize anytime soon, we have upped our fair industry PER range to 14 – 18x, from 11x - 15x 
previously. We are maintaining our overweight call on the sector and retaining our BUYs on all the F&B players, 
except for Nestle which is trading at 22x forward earnings. 
 
KFC has been re-rated to market PER after years of trading at much lower levels. This was partly due to its 
recent bonus, split and warrant issue. KFC and other Johor Corp related companies were also in the spotlight 
recently due to market speculation of corporate developments as Johor Corp was reportedly looking to raise 
cash to meet near term financial obligations. QSR which owns both the KFC and Pizza Hut franchise is trading 
at much lower PER. 
 
We continue to like QL Resources for its very impressive earnings track record, growing a steady 15% - 20% 
per annum over the last decade. Its regional footprint is taking shape and will keep earnings strong in the 
medium term.  
 
F&N is no longer cheap and its bottling agreement with Coca Cola will expire next year. Also competition is set 
to rise with Coca Cola’s new bottling plant in Nilai expected to be completed early 2011. Nevertheless, market 
is hopeful that F&N will announce a special dividend end this year. The group sold off its glass operations, 
Malaya Glass Products Sdn Bhd earlier this year for RM710m cash, locking in a gain of RM0.91 per share.  
 
Sector Valuations 
 

PER (x) 
Stock 

Share Price 

(RM) 

Target Price 

(RM) 

Basis for 

Target Price FY10 FY11 

Dutch Lady 16.50 17.60 14x FY11 14.6 13.2 

F&N 14.46 15.60 18x FY11 16.5 17.1 

KFC 3.12 3.32 16x FY11 17.1 15.1 

Nestle 42.00 41.55 22x FY11 24.6 22.2 

QL Resources 4.73 5.00 16x FY11 16.8 14.7 

QSR Brands 4.94 5.61 14x FY11 13.6 12.2 

 
GAMING - Neutral 
 

A) CASINO 
 

(i) Genting Berhad (GENT) - BUY  
 
Chart 1: Singapore Tourist Arrivals (000’) 
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Genting Berhad’s share price performance has been most satisfactory, and we think this has 
largely to do with Genting Singapore’s/ GS (52% owned) run-up. The recent 1H10 results were 
11% above consensus forecast. All the other divisions of Genting, with exception of Genting 
Singapore, came in within expectations. Genting Singapore’s EBITDA margins of 40.4% were 
much higher than our projected 28.5%.  
 
Meanwhile, visitor arrivals in Singapore continue to show a strong upwards trend, with latest August 
figures up 18% y-y, drawn by the two integrated resorts and inaugural Youth Olympic games. It was 
a record high for the month of August and also the ninth straight month of record monthly visitor 
arrivals. We expect 4Q10 to hold up well given the holiday season. 
 
We maintain our BUY call – with a target price of RM 11.14 (13% upside) using 15% discount to 
SOTP after adjusting our margin assumptions. However, we are cautious that 3Q10 results for 
Genting Singapore might likely be down q-q, given the higher than normal luck factor in the VIP 
segment in 2Q10 and the fact that it was still a monopoly in April. 
 

(ii) Genting Malaysia (GENM) - HOLD 
 
There have been two major developments for Genting Malaysia – (i) the acquisition of the UK 
gaming business from GS and (ii) approval to develop a racino in New York.  
 
We view the latter transaction favorably but not the former due to the price multiple paid for – EV/ 
EBITDA of 11.2x for FY11. However, market seems to have taken a bullish stance for GENM, 
indicating that the latter transaction carried more weight. GENM is due to start operating 1600 slot 
machines at Aqueduct by April – June 2011 (Phase 1) and 4500 by end 2011.  
 
GENM will spend USD 380m on the license, USD 325m for construction and approximately USD 
45m for miscellaneous expenses but less a grant of USD 250m for construction. All in all, one-off 
costs are estimated at USD 500m, which GENM can afford given its cash hoard.  
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We maintain our HOLD call with a target price of RM 3.26, using 15% discount to SOTP after taking 
into account both transactions, which we believe is in the current price of RM 3.41. 
 

B) NFO 
 

(iii) Berjaya Sports Toto (BTOTO) - HOLD 
 

In reaction to the hike in pool betting duty by 2% to 8% in 1 June 2010, all 3 operators made a 
proposal to the government to offset the loss in income. However, Tanjong’s proposal, which was 
not in concert with Btoto or Magnum resulted in them having to resubmit a uniform one.  
 
On 20th Sept 2010, all three operators achieved a compromise and submitted a uniform proposal, 
which was to reduce the prize payout (of 4D starter prizes) by slightly less than 2% as the prize 
payout was imposed on gross sales, in contrast to pool betting duty, which was on net sales. 
Taking precedent to the 1998 proposal to reduce payout, it takes approximately 3-4 months for 
approval, but will vary as we have a different administration now compared to 12 years ago.  
 
Negotiations on the potential gaming license in Vietnam have been slow and we have been guided 
not to expect anything to materialize this year. 
 
We have downgraded Btoto to a HOLD with a target price of RM 4.20 using the dividend discount 
model given the disappointing 1Q10 results, which was impacted by the pool betting duty hike. We 
are assuming no growth at the topline for FY11 from 4% previously. Our target price represents 
14.5x FY11’s earnings.  
 

(iv) Multi Purpose Holdings (MPH) - HOLD 
 
We value MPH based on 70% of RNAV, giving us a target price of RM 2.14. We do not think that 
MPH is interested in Tanjong’s gaming assets given the lack of synergies – i.e. holding another 
license and outlets are closely located to each other. We say the same for Btoto.  
 
Summary 
 

PER (x) 
Stock 

Share 
Price 
(RM) 

Target 
Price 
(RM) 

Valuation 
Upside / 

Downside (%) FY10 FY11 
Call 

GENT 9.88 11.14 0.85x SOTP 12.8 17.2 15.8 BUY 

GENM 3.41 3.26 0.85x SOTP -4.4 16.2 15.6 HOLD 

BTOTO 4.17 4.20 DDM 0.7 14.8 14.6 HOLD 

MPH 2.17 2.14 0.7x RNAV -1.4 9.3 9.0 HOLD 
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HEALTHCARE - Neutral 
 
The recent takeover of Singaporean healthcare powerhouse, Parkway Holdings, by Khazanah has brought the 
Malaysian healthcare industry into the limelight. Although we have not seen any major impact from the 
takeover, the government continues to promote healthcare as an imperative component to the country’s 
economy. Latest development was the inclusion of the sector as one of the nation’s National Key Economic 
Area (NKEA) as part of PEMANDU’s Economic Transformation Program (ETP). 
 
The underlying idea of the NKEA and ETP is to move the country into a high income nation and is to be partially 
funded by the private sector. With this in mind, we see health related companies such as healthcare providers 
and pharmaceuticals to benefit from the government’s effort. Among the areas identified as Entry Point Projects 
(EPP): 

� Health insurance for foreign workers; 
� Clinical research in Malaysia; 
� Malaysian generics – to promote pharmaceutical companies; 
� Medical tourism – more aggressive advertising; 
� Diagnostic Services Nexus – to integrate the private and public sector; share of resources; 
� Health metropolis – development of a big healthcare entity that houses hospital, R&D, university, etc. 

 
KPJ HEALTHCARE – Hold 
After a stellar performance in 2009 and the start of 2010, we believe that KPJ may experience a slight 
slowdown in share price. At current levels, KPJ is already trading at a PE of 15 to 16x FY11. Comparatively, 
industry average is at 16x and we believe that the share is fully valued for the time being. 
 
Nevertheless, KPJ still provides potential surprises in the future as they anticipate the response of the new 
Tawakal Specialist Center which opened in the last quarter. We expect to see a slight increase in earnings for 
the final leg of 2010 but still minimal as it contributes a mere 3% to the groups revenue. Also, the proposed 
acquisition of the retirement homes in Australia is only set to be completed in 2011 and will not affect the 
4Q2010. 
As we continued to remain positive on the healthcare sector, we will await any important announcements that 
may relate to KPJ Healthcare. Without a doubt, we foresee more action in the healthcare universe but until 
then, we have downgraded our call to a Hold pending any major developments. 
 
FABER GROUP – BUY 
Despite not being a direct healthcare player, we continue to like Faber Group for its position as a facilities 
management provider to hospitals in Malaysia and its expansion plans overseas. The company continues to 
win contracts in the Middle East and India, and its overseas contribution has now increased to close to 20%. 
Despite being relatively small, we like their overseas play as the margins are notably higher.  
 
However, the main focus for the upcoming 4Q2010 will be the renewal of their concession agreement (CA). The 
CA is scheduled to expire on 11th October 2011 but any renewal must be done a year ahead. Therefore, we 
can expect the government to announce their decision in the first week of October 2010. Recall that the bulk of 
Faber’s revenue comes from its CA, amounting to almost 75%. Failure to secure the CA will damage the 
company’s revenue and they could potentially be forced to sell their IFM assets to new parties. 
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Apart from Faber, the other two players are Pantai Medivest and Radicare. Pantai Medivest is indirectly owned 
by Khazanah, through Pantai Holdings (See chart below). Based on track record and overall response from 
management, we are upbeat that Faber will receive an extension for the CA. However, there is no clarity on 
what the new CA will impose. Management has stated that they would be comfortable with the same rates they 
obtained 15 years ago, as even with the current rates, Faber has remained profitable and continue to improve 
on margins. This is due to the fact that the company has been diligently improving their business operations 
and expanding in other segments.  
 

 
Source: OSK, Various 
 
Taking all into perspective, we remain positive on Faber as we enter the 4Q2010 and maintain our BUY call on 
the stock. Apart from the renewal of their concession agreement, we see other potential drivers such as higher 
contribution from their property segment. The launch of Taman Desa and Laman Rimbunan Kepong in 1H2010 
has a GDV of RM102million and RM260million respectively. We can expect billings to start coming in the 
4Q2010. Also, we remain bullish on their overseas expansion and Faber has yet to disappoint, as they continue 
to win contracts throughout the year. Nevertheless, the main highlight of the 4Q2010 will be the renewal of the 
concession agreement and we are confident that they will receive the extension. 
 

PER 
Company Price (RM) 

Target 
(RM) 

Upside/ 
Downside 

Basis for 
TP 

Rec. Call 
2011 2012 

KPJ Healthcare 3.48 3.51 0.9% 15x FY11 Hold 14.9 14.0 

Faber Group 3.22 3.45 7.1% 10x FY11 BUY 9.1 8.1 
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MEDIA - Neutral 
 
ADEX to Moderate – As expected, adex for the media industry began to moderate as we entered the 2H2010. 
YTD, adex for print and TV has grown a whopping 20.3% y-y but with the lack of adex friendly events, the 
robust growth will begin to taper in the final leg of 2010. For the month of August, the media industry has begun 
to experience a decline in certain segments such as Chinese print, TV1 and TV2, which saw a decline of 
4.09%, 39.08% and 3.67% m-m, respectively. The sharp month on month decline was directly due to July being 
the tail-end of the World Cup 2010. 
 

Aug-09 Aug-10 Jul-10 m-m y-y YTD (Aug'10) y-y

Malay 95.916 117.253 94.661 23.87% 22.25% 662.739 14.55%

Chinese 72.582 75.858 79.094 -4.09% 4.51% 587.191 21.46%

English 125.956 134.720 130.197 3.47% 6.96% 1,002.449 17.14%

Total 294.454 327.831 303.951 7.86% 11.34% 2,252.379 17.5%

Source: Nielsen Media Research

Aug-09 Aug-10 Jul-10 m-m y-y YTD (Aug'10) y-y

8TV 38.326 44.248 43.364 2.04% 15.45% 320.325 27.59%

NTV7 39.105 39.899 39.425 1.20% 2.03% 299.278 20.36%

TV1 5.351 5.608 9.205 -39.08% 4.80% 48.495 42.72%

TV2 22.415 27.016 28.046 -3.67% 20.53% 175.808 46.08%

TV3 111.735 112.494 108.137 4.03% 0.68% 736.739 18.07%

TV9 36.485 38.487 35.935 7.10% 5.49% 247.544 26.51%

Total 253.417 267.751 264.113 1.38% 5.66% 1,828.189 24.05%

Source: Nielsen Media Research

Adex for Print Segment (RM m)
As at Aug'2010

As at Aug'2010
Adex for TV Segment (RM m)

 
 
Media Outlook – Into the final leg, we anticipate adex to begin tapering and remain moderate until the end of 
the year. We expect adex growth to be in the region between 10 to 12% for 2010, based on an estimated GDP 
growth of 5 to 6% for 2010 and a multiplier effect of 2x. 
 
Our expectations are largely based on the fact that adex will now be from a higher base. Additionally, as adex 
has historically moved in tandem with the economy’s growth, the anticipated moderation in adex is in line with 
the predicted slowdown of the economy. Nevertheless, we are not too cautious as the final months in 2010 will 
remain stable as we can expect the regular advertisers who have locked in prime time spots to continue 
spending. 
 
To add to that, we believe that the media industry will be driven by other factors, such as newsprint costs. 
Although newsprint cost is currently on an uptrend, the current spot price of US$620/mt is still relatively cheaper 
as compared to the high of US$800/mt in 2008. Newsprint cost typically accounts to approximately 50% of total 
cost. However, we remain positive as all the print companies have managed to lock in an average 6 months 
worth of newsprints at around US$550 to US580/mt. 



  
 

MARKET REVIEW, OUTLOOK & STRATEGY 
(EQUITY) 
 

 
 
 

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. 

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

Disclaimer 

To add to that, the strengthening of Malaysian Ringgit will be an advantage to media players, as newsprints is 
traded in US Dollars and the weaker US Dollar will translate into cheaper newsprint cost. YTD, the Malaysian 
Ringgit has strengthened by almost 10% against the US Dollar. 
 

Newsprint Price (June 2009 to Sept 2010)
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Source: Bloomberg 
 
Recommendation – We maintain our Neutral call on the media sector as the industry begins to quiet down after 
an exciting 1H2010. Overall, we expect adex growth to be between 10 to 12% for 2010. 
 
In the media sector, Media Prima remains our sector pick, primarily driven by the consolidation of NSTP into the 
group. The print segment of NSTP now contributes approximately 43% to revenues. Harian Metro continues to 
make headlines, as it breaks 400,000 in circulation and consequently attracts more advertisers to advertise on 
their newspaper. The TV segment is the second largest contributor, accounting for 40% of revenues. 
Nevertheless, the TV segment provides better profit margins of 20%, as opposed to print which is still around 
13%.  
 
To add to this, the recently acquired Kurnia Outdoor and Big Tree has become industry leaders in the outdoor 
segment with a 42% market share. Currently, it contributes a mere 10% to revenues but we are positive that 
this segment will continue to grow in the future. Together, Big Tree and Kurnia has more than 800 billboards in 
key cities and we are confident that the segment will continue to expand.  
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PER (x) 
Companies Recommendation 

Share 
Price (RM) 

Target 
Price (RM) 

Basis for 
Target Price FY11 FY12 

Media Prima BUY 2.16 2.41 13xFY11 PE 11.4 10.5 

Media Chinese International BUY 0.87 1.13 11x FY11 PE 8.5 8.2 

Star Publications Hold 3.60 3.78 15x FY11 PE 14.4 12.8 

 
OIL & GAS - Overweight 
 
Sector Outlook 
 
Several key entry point projects (EPPs) were identified for the oil, gas and energy sector during the Open Day 
on the Economic Transformation Program (ETP) on 21st Sept 2010. The sector is one of the 12 National Key 
Economic Areas under the 10th Malaysia Plan. We are encouraged by the ETP which has provided a clearer 
sense of direction for the development of the sector.  
 
Here are the EPPs: 
 

EPP Description 

Enhanced Oil 
Recovery (EOR) 

� A JV between Petronas and ExxonMobil, which in Jun 09 signed a production-
sharing contract (PSC) to invest USD 1.2b in an EOR project at the Tapis field and 
six others, namely Seligi, Guntong, Semangkok, Irong Barat, Tabu and Palas.  

� Tapis’s redevelopment project is due to start in 2013 and will be the first large scale 
project of its kind in Malaysia.  

Small fields � The discovery of deepwater fields in Sabah and Sarawak in recent years sparked 
prospects for Petronas and its PSC partners. Somewhat neglected are the marginal 
fields whose returns may not be enticing enough for the big players. This is where 
small, niche players come in. 

� With the right expertise and incentives, the development of a small field can take 
only 24 months. 

� These projects may attract a sizable number of companies such as SapuraCrest, 
Kencana Petroleum and Petra Perdana. 

Domestic 
Exploration 
(Deepwater) 

� This is mostly for the big boys, i.e. Petronas and its PSC partners. 
� With the Kikeh field already producing, exploration activities are now starting at 

Gumusut and Kakap. 
� Early estimates of capex for the Malikai, Kebabangan and Jangas fields a whopping 

RM 13B. The Ubah Crest, Pisangan and Kamunsu fields will be developed 
thereafter. 

Malaysia as 
Regional Oil 
Storage Hub 

� Dialog is the obvious winner given its track record in the tank terminal business. The 
group’s operations at Tanjung Langsat have started. It is now working with the Johor 
state government to develop a storage hub in Pangerang. 

� Estimated pretax contribution from Pengerang could be at least RM 30m p.a. 
Another tank terminal player in Johor is MMC, which runs a port at Tanjung Bin and 
has Vitol as the main customer. 

Malaysia as No.1 � Houston, Aberdeen and Stavanger have the distinction of being the hubs for oilfield 
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EPP Description 

Asia Hub for 
Oilfield Services 
and Equipment 

services and equipment in the US and Europe. 
� Given its natural resources and the attractive mix of service providers from both 

upstream and downstream, Malaysia could join the existing 3 hubs. 

 
We are also looking forward to the Malaysia Marine and Heavy Engineering Holding’s (MHB) listing by end 
October. We like the fact that MHB is a Petronas related company and its infrastructure/ yard is the only one in 
Malaysia capable of producing deepwater production assets. This is important especially for a contract based 
company, to ensure sustainability in earnings. In comparison, its regional peers such as Keppel and Sembcorp 
(capable of producing deepwater production assets) in Singapore are expected to experience a decline in 
earnings for FY11. The other Petronas related company which will go for listing by end of this year is Petronas 
Chemical Group which is expected to trade around 15x, similar to MHB. 
 
Recommendation 
 
We maintain OVERWEIGHT on the sector; however, our top picks are selective to the companies which are 
most likely to win contracts or have a strong existing orderbook. For exposure to the sector, we recommend 
SapuraCrest and Kencana (call under review pending meeting and 4Q10 results) whose rigs are on contracts 
ranging from 2-5 years. These companies have so far consistently delivered. Of the 2, we prefer SapuraCrest 
whose orderbook of RM15B will sustain the company for 5 years. 
 
Sector Valuations 
 

PER (x) 
Stock Last Price (RM) Target Price (RM) Call 

FY10F FY11F FY12F 

Alam Maritim 1.07 1.27 BUY 8.4 7.2 6.8 

KNM 0.46 0.27 SELL  17.3 11.2 8.9 

Kencana Petroleum 1.67 1.59 HOLD  20.5 15.8 13.2 

Dialog  1.14 1.07 HOLD (BUY) 19.3 16.1 14.6 

Petronas Dagangan 11.00 11.77 BUY  14.5 13.1 11.9 

SapuraCrest  2.39 2.48 BUY 17.6 14.4 12.3 

Wah Seong 2.15 2.05 HOLD  20.6 12.6 10.9 

 
We have downgraded Dialog to a HOLD from a BUY. As much as we like the solid 70% recurring earnings of 
Dialog and the growth of Tanjung Langsat and Pengerang terminals (FY14), we think that the current market 
price has factored in Phases 1 and 2 for FY11. 
 
PLANTATION – Neutral 
 
The change in weather patterns around the world is beginning to impact crop yields. The impact on prices is not 
strictly confined to grains but on oil seeds as well. As such we are bullish on CPO prices with our projections 
raised from RM2750/t for 2011 to RM3000/t. Another major weather disruption in a major crop planting region 
has the potential to push CPO prices and other oil seeds higher in 2011. 
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Corn dynamics 
The weather problem in Russia has led to large losses in global wheat production. This has pushed up corn 
prices – resulting in higher acreage under corn. The high corn prices have been driven by the following factors: 

� Export demand – projected to increase because of wheat shortage 
� Downside to Chinese corn production – very likely given weather conditions but confirmation of this is 

likely only in Spring of 2011 
� Overly optimistic US supply forecasts – anecdotal evidence suggests yields are at 155-157 bu/acre 

compared to projected 160bu/acre – confirmation in January 2011 
� Mis-estimation of 2009/10 stocks 

 
Soya bean dynamics 
This has resulted in lower acreage dedicated to soya bean. In South America, the onset of La Nina season will 
impact soyabean yields negatively 
 
Soya bean demand is also reflected in the following: 

� US export commitments of 600m bu as at Sept 1 represents 42% of USDA August forecast production 
– an all time high 

� Higher demand from China, although the import growth rate is slowing. China accounts for 55mmt or 
60% of global soya bean trade. 

 
Argentina introduced 5% blending mandate this Spring for bio-diesel. Brazil bio-diesel mandates likely to be 
raised from 5.0% to 6.0%. All this implies that Brazilian and Argentine soya bean exports will likely be below 
forecasts of 6.4mmt.  
 
Source: JP Morgan – Grain and Oilseed Monthly September 2010 
 
New target prices and weighting recommendations are as follows: 

Name

2011 2012

13.8% Neutral

GENTING PLANTATIONS BHD 7.59 7.12 15.0  -6.1% 0.50% HOLD 16.0 14.5

IOI CORPORATION BHD 5.48 5.93 18.0 +8.2% 4.90% BUY 16.6 15.1
KUALA LUMPUR KEPONG BHD 17.00 17.07 16.0 +0.4% 1.60% HOLD 15.9 14.5

SIME DARBY BERHAD 8.53 8.95 16.0 +4.9% 6.80% BUY 15.3 13.9

RECOMMENDAT

ION

PRICE TARGET
Individual P/E

(P/E at which stock is 

currently trading, based on 

in-house earnings 

LAST 

PRICE
Price P/E Return

LAST 

PRICE

RECOMM

ENDED 

WEIGHT

 
 
POWER – Neutral 
 
Electricity Demand Growth – As we await the final electricity numbers for FY2010, we see that July demand 
growth has tapered down significantly, up a mere 3.8% y-y and down 4.4% m-m (See Table 1). The slowdown 
is directly attributed to the higher base in the previous year, as the economy began to recover in the 2H2009.  
 
Nevertheless, for the 11MFY2010, electricity has remained robust, growing 9.6% y-y and is well above 
management’s guidance of 8% electricity growth for FY2010. We forecasted electricity demand growth to be 
9% for FY2010 and with one month remaining, we are positive that growth will remain in that region. The 
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4Q2010 will mark a new year for electricity demand and we lower our demand growth to 4% for FY2011, as it 
will be difficult to sustain such levels of demand moving forward. 
 
Table 1: Monthly electricity sales 

Jun Jul Aug Sept Oct Nov Dec Jan Feb Mar Apr May Jun Jul

3081 3178 3346 3330 3092 3429 3276 3353 3402 2967 3501 3413 3533 3338

(12.8) (7.0) (6.1) (4.9) (4.5) 11.1 8.9 18.0 36.1 13.7 20.3 15.5 14.7 5.0

2446 2429 2549 2385 2323 2495 2353 2465 2412 2325 2649 2636 2614 2561

5.0 6.4 9.1 1.5 (3.8) 14.6 7.3 9.0 13.7 7.5 13.6 8.8 6.9 5.4

1491 1456 1524 1541 1373 1452 1370 1488 1409 1558 1660 1631 1643 1532

10.4 9.0 13.5 16.9 (6.3) 10.9 4.4 10.1 8.0 13.6 22.2 6.4 10.2 5.2

7121 7162 7648 7362 6894 7487 7113 7431 7331 6967 7929 7796 7902 7558

(2.6) 0.4 4.1 1.3 (4.6) 12.2 7.6 13.3 21.4 11.7 18.3 9.5 9.4 3.8

4QFY2010UNIT 

SALES

4QFY2009 1QFY2010 2QFY2010 3QFY2010

Industrial 

Growth (%)

Commercial 

Growth (%)

Domestic 

Growth (%)

TOTAL* 

Growth (%)  
*Inclusive of Others 
 
PPA Negotiations – After the long hiatus and a series of no-go’s, PPA renegotiations have resumed between 
the government and IPPs. This time around, the renegotiation is to be done by the Energy Commission (ST) 
and led by newly appointed Tan Sri Tajuddin Ali, who was the ex-CEO of Tenaga Nasional. The appointment 
was a positive surprise and his team is already actively approaching several 1st Generation IPPs (See Table 2). 
Recall that the issue of PPA renegotiation has been discussed about before and all previous efforts have failed. 
 
Table 2: 1st Generation IPP 

1
st
 Generation IPPs 

YTL PAKA & 
PASIR 

GUDANG 

MALAKOFF 
SEGARI 

SIME PD 
POWER 

GENTING 
SANYEN 

TANJONG 
POWERTEK 

Capacity (MW) 1202 1303 440 720 440 

Utilization (%) 72.0 86.0 n/a 85.0 87.0 

PPA Tenure (years) 21 21 21 21 21 

Period of Expiry October 2015 July 2017 January 2016 January 2016 January 2015 

 
This round of discussion is deemed to be more productive as the IPP’s have also been more receptive to the 
proposal put forward. According to the ST, the government is only asking for a reduction in capacity payments 
and will allow the IPP’s to maintain their energy payment rates, while offering them an extension to their existing 
PPA terms. Ideally, they intend to work on a solution by the 4Q2010 but ST is realistic and states that the 
renegotiations may stretch beyond 6 to 12 months. We believe that this move is positive for the IPP’s, as most 
of the power plants have 5 to 10 years remaining lifespan after the expiration of their PPA terms. 
Recommendation – We maintain our Neutral call on the sector but have a more optimistic outlook on the 
power universe moving forward. The stream of positive news flow, such as PPA renegotiation, plant up of more 
power plants, removal of subsidies and the stance of moving into market pricing, illustrates how the government 
is more open to discuss the sector. We believe that there will be significant changes in this sector, as the 
government is now more wary of the situation with the decline in reserve margins and the need to reduce the 
ballooning subsidy in this sector. 
 
In terms of stock picks, we still prefer Tenaga and maintain our BUY call with a target price of RM10.02 based 
on a PE of 14x FY11. Moving in the 4Q2010, we have revised down our electricity growth to 4% which is in line 
with management’s guidance for FY2011. Despite the lower demand growth, we believe that other factors will 
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drive the share price higher. The award to build a 1,000 MW coal plant has restored investor’s confidence in the 
company, as it illustrates the government’s proactive effort to solve the issue in declining reserve margins.  
 
Additionally, the reemergence of PPA renegotiations will be positive for Tenaga as the reduction in capacity 
payment will decrease their IPP costs significantly. Also, the strengthening of Malaysian Ringgit against the US 
Dollar will continue to be a positive effect on Tenaga as they will incur lower coal costs. On the flipside, we are 
slightly disappointed by the no show in tariff hike but management has pointed out that even without the tariff 
hike, they remain profitable as other factors have contributed positively.  
 
Also, we are now more positive on YTL Power and have upgraded our call to a BUY with a target price of 
RM2.52 based on 14x FY11. We have imputed a slight premium to its average of 12x as we foresee various 
catalyst to the stock in near future. Firstly, latest development relating to PPA renegotiations will be positive for 
YTL Power. Their power plant in Paka and Pasir Gudang provides 1202MW of electricity and will be the first 
IPP to expire in 2015. Despite the possible cut in capacity payment, we believe that the 1st Generation IPP’s 
should accept the offer as it will continue to provide earnings to the IPP. Recall that most of the power plants 
have a remaining 5 to 10 years of lifespan and it would be wasteful to not further utilize the plant after expiry of 
the PPA. Across the border, Power Seraya continues to drive earnings and has grown from strength to strength 
since its consolidation with YTL Power.  
 
Additionally, management is upbeat on the launch of their WiMAX services in November 2010. Management 
has remained tight lipped about the rollout but continues to ensure investors that they are confident to meet the 
targets set. We remain cautious on this, as the CAPEX incurred is estimated to be around RM2.5billion and lack 
clarity on how they will finance it. Nevertheless, taking all things into perspective, we believe that YTL Power 
will be a new force in the power industry with the privatization of Tanjong. Many investors will begin to look for 
new stock ideas and YTL Power is a likely candidate in the power sector for its potential growth and 
commendable dividend yield of 5%. 
 
Table 3: Valuation and Recommendation 

PE (x) 
Company 

Share 
Price 
(RM) 

Target 
Price 
(RM) 

Upside/ 
Downside 

Basis for 
Target Price 

Recommendation 
2011 2012 

Petronas Gas 10.84 10.80 -0.4% DCF Hold 15.5 15.1 
Tenaga Nasional 8.82 10.02 13.6% 14x FY11 BUY 12.3 11.5 
YTL Power 2.32 2.56 10.3% 14 x FY11 BUY 12.7 12.1 
 
PROPERTY - Neutral 
 

1. Outlook 
 

� Mixed news-flow 
On the positive side we saw the deferment in the IFRIC 15 accounting rule has removed a major 
overhang for the sector, and the series of interest rate rises (75bps YTD) having peaked for the 
year. Meanwhile, plans on the drawing board for both the LRT and MRT, high-speed rail link from 
KL to Singapore under the ETP, and a rapid transit link between Johor and Singapore, should 
further enhance land values with better overall infrastructure opening up the surrounding area. 
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On the negative side, we await the possible announcement on the loan-to-value ratio (LVR) cap for 
mortgages on either a) purchase of third property onwards and/or b) cap to 70-80% down from 90% 
LVR. Developers with higher exposure to the more speculative condo market could see some 
demand softening short term, that should be positive for the sector’s long term health. There also 
remains a possibility of RPGT being raised during the Budget announcement.  

 
� Easing on the physical property purchases 

Meanwhile, there has been a marginal slowdown in property sales for most players in the market. 
For SPSetia, Aug 2010 was the 4th consecutive month of mom decline in sales. This could be due 
to more caution in the market post pent up demand earlier in the year, as well as sales having 
reached their 2010 target of RM2 billion and they concentration on delivering these units.  

 
� Retail segment remains buoyant for well located mall 

The overall occupancy rate for retail space in KL suburban area is forecast to ease from 95% in 
2009 to 90% by 2013E, while that in KL city centre is forecast to sustain at about the 90% level up 
to 2013, taking into account new oncoming supply. New oncoming supply of prime retail space in 
KL suburban area up to 2013E amounts to 3.27m sq ft (+27% from end-2009) while new oncoming 
supply of retail space in KL city centre up to 2013E amounts to 1.83m sq ft (+15% from end-2009). 
The larger established retail malls which include IGB’s Mid-Valley and Gardens malls, and KLCC’s 
Suria KLCC Mall we believe will continue to sustain occupancy levels above the industry average of 
at least 90% going forward.  

 
� Office segment see massive oversupply pressures going into 2013 

Due to new oncoming supply, occupancy rates for prime office in the KL city is estimated to fall 
from 90% to 81% from end 2009 to 2013, while occupancy in the decentralized KL area is forecast 
to fall from 86% to 80%. New supply of prime office space in KL city is estimated to increase by 
6.6m sq ft (+30% of existing 22m sq ft of stock) while projection for the KL decentralized area is to 
increase by 5.5m sq ft (+60% of existing stock of 9 m sq ft).  
 
Moreover, the supply numbers here we believe exclude the large anticipated office supply from 
recent JVs between the government (via 1-Malaysia Fund) and Middle-Eastern parties under the 
New Economic Model (NEM) as follows: 1) To develop a new RM6.5b KL Financial District on 
Jalan Tun Razak, KL involving Mubadala Development Co, Abu Dhabi. 2) To develop an RM16.3b 
commercial hub (KL Strategic Development) in Sungei Besi, KL involving the Qatar Investment 
Authority and LTAT, Malaysia. 

 
� Residential sector to remains buoyant due to demand  

There are still a few strong drivers to lead demand growth for properties going forward: a) the 
young demographics to drive big-ticket purchases i.e. homes and motor vehicles; b) continual 
affordability due to low mortgage rate as commercial banks continue to offer discount to BLR; c) 
aggressive promotions/incentives being offered by developers; d) retail buying of property as a 
hedge against inflation. 
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2. Sector weight 
 

� KLCI weight - 2.4% 
We continue to maintain a Neutral on the sector although we have up graded our call to a Buy for 
E&O, Mah Sing, Ivory, Suncity and Sunway Reit due to upside potential based on their respective 
target prices.  

 
3. Recommendations 

 
Recommended weights are as follows: 

Property - Joanne Mah Current Price Target Target Rec Call PER

Price PE Weight % 2010 2011 2012

AXIS REAL ESTATE INVESTMENT 2.17 2.17 7.5% yield 0.00% HOLD 12.8 10.0 9.4

BANDAR RAYA DEVELOPMENTS BHD 2.24 2.10 40% RNAV 0.00% HOLD 13.7 12.9 12.5

CAPITAMALLS MALAYSIA TRUST 1.11 1.09 7% yield 0.00% HOLD 10.9 11.3 11.1

EASTERN & ORIENTAL BHD 1.22 1.38 50% RNAV 0.30% BUY 19.5 23.8 17.9

IGB CORPORATION BHD 1.86 2.00 70% RNAV 0.30% HOLD 16.1 14.4 13.3

IJM LAND BHD 2.40 2.66 80% RNAV 0.30% HOLD 17.1 15.4 14.9

IVORY PROPERTIES GROUP BHD 1.14 1.49 55% RNAV 0.00% BUY 5.9 3.9 3.0

KLCC PROPERTY HOLDINGS BHD 3.30 3.54 70% RNAV 0.00% HOLD 14.8 14.4 13.8

MAH SING GROUP BHD 1.81 2.23 95% RNAV 0.30% BUY 13.3 10.6 8.8

SUNWAY CITY BHD 3.96 5.21 75% RNAV 0.30% BUY 10.9 9.6 8.5

SUNWAY REAL ESTATE INVESTMEN 0.98 1.08 6.5% yield 0.20% BUY 73.2 48.4 37.3

SUNRISE BHD 2.14 2.36 60% RNAV 0.00% HOLD 6.8 7.9 7.8

SP SETIA BHD 4.51 5.00 90% RNAV 0.50% HOLD 22.6 19.1 17.6

UEM LAND HOLDINGS BHD 2.30 1.79 85% RNAV 0.30% HOLD 69.2 63.4 59.5

YNH PROPERTY BHD 1.73 1.93 55% RNAV 0.00% HOLD 12.1 9.4 9.3  
 
RETAIL – Maintain Overweight 
 
Sales holding up well 
 
Retailers reported strong numbers for 2Q10. Sales were lifted by the strong GDP growth of 8.9% in the second 
quarter which boosted consumer sentiment. According to Bank Negara, consumer spending recorded a higher 
7.9% growth in 2Q, accelerating from 5.1% in 1Q. Net profit of retailers such as Aeon and Padini jumped 
compared to the same period a year ago as margins recovered from the weak business environment in early 
2009. 
 
The listing of Berjaya Retail in August was largely a non-event for the sector. The stock was small with a market 
cap of about RM300m only and it is now trading below its IPO price of RM0.50. 
 
Recent feedback from retailers suggests Hari Raya related sales in September were within expectations. The 
quarter when Hari Raya festive season is celebrated is seasonally the strongest quarter each year. With 
economy growth sustaining, retail sales are likely to hold up well, at least until after the Chinese New Year 
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celebrations early next year. Retailers are therefore expected to continue to report strong numbers in the 
coming quarters. 
 
We upgraded our call on Aeon to a BUY after it announced its 2Q results. In terms of share price, Aeon has 
been a significant laggard this year partly due to its expiring property management on 1-Utama. Now that the 1-
U issue is out of the way and management is guiding for growth in 2011 despite the full year impact of the loss 
of 1-U, we believe the stock is now ready to move on.  
 
We are maintaining our BUY on Parkson Holdings. It is a cheap entry to Parkson Retail Group which is a good 
proxy to the robust consumer spending in China and the fast expanding medium income segment there. 
Parkson is also in Malaysia and Vietnam. Its first store in Cambodia will open in 2012. The rebounding stock 
market in China may be the catalyst for Parkson to re-rate in the coming month.  
 
We are maintaining our positive call on Padini due mainly to its cheap valuations. We remain concern about the 
prospects of weaker growth as it has substantially slowed its new store expansion. Also its shares are illiquid. 
 
Sector Valuations 
 

PER (x) 
Stock Share Price (RM) Target Price (RM) Basis for Target Price 

FY10 FY11 

Aeon 6.01 7.00 14x FY11 earnings 12.8 11.9 

Parkson 5.82 6.16 75% of RNAV 20.7 16.6 

Padini 4.56 4.89 10x FY11 earnings 9.9 9.3 

 
RUBBER GLOVE - Overweight 
 

1. Industry updates: 
 

� In 3Q10, the glove sector has been aggressively sold down on news of overstocked inventory 
levels and slower demand as customers held back on purchases to run down stock levels, in 
anticipation of lower latex prices in the near future. The market has quickly turned from a sellers’ 
market to a buyers’ market, with news of price wars among glove makers in the powdered and 
nitrile gloves segments. 

 
� The Ringgit continues to strengthen against the USD, thus providing a drag to the glove makers 

earnings as they continue to maximize pass through, which is at best at 70-80%, down from the full 
cost pass-through enjoyed only about half a year ago. 

 
� Latex price has remained stubbornly high at above RM7/kg. 

 



  
 

MARKET REVIEW, OUTLOOK & STRATEGY 
(EQUITY) 
 

 
 
 

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. 

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

Disclaimer 

 
 

2. Brief company updates: 
 

a. Top Glove  
 

� Being a powdered gloves manufacturer, Top Glove has guided investors that earnings will be 
sharply hit by the sliding USD and slower demand. Most analysts have downgraded earnings 
for the coming quarter to reflect a 25% qoq drop. These headwinds are expected to affect the 
company through to 1Q next year. Internally, the stock has been downgraded to a SELL to 
reflect >5% potential fall in share price.  

 
b. Kossan  

 
� Kossan believes that RM110m-115m earnings is achievable. The company is on track to raise 

its capacity from 11.1bn pieces at end-09 to 14.5bn pieces at end-10. Kossan’s diversification 
into nitrile gloves which constitutes 30-40% of total production has helped it to ride through the 
current headwinds, as shown in its last quarterly results. 

 
� With regards to the price war, Kossan has not lowered prices for its nitrile gloves. 
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c. Supermax 
 

� Management is confident of achieving its RM168m official earnings target for 2010, and may 
even surpass it. Unofficially, earnings could go up to RM200m. Nevertheless, management 
does not deny the fact that the sliding USD is the biggest threat to future earnings. 

 
� Supermax has also seen a return of demand from customers, most of whom, they believe, are 

already experiencing low inventory levels. 
 

d. Latexx 
 

� Management assures that RM80m profit is achievable for FY2010. Although there had been a 
slowdown in demand in the past quarters, Latexx has seen the return of orders as it is believed 
that their customers’ inventory levels are running low. 

 
� With regards to the price war, Latexx has not cut prices of their powdered gloves as this 

product segment only comprises 20% of their total production. 
 

e. Hartalega 
 

� The company targets RM180m earnings for the current financial year, FY3/11 with c.10% qoq 
growth. In September, Hartalega tested the market by cutting nitrile prices by 2%. This resulted 
in Cardinal moving their business to Hartalega from YTY, another nitrile glove maker. 

 
� Just recently, Hartalega secured another new customer, which will add about 6-7% to bottom-

line. 
 
� From the end of 2009 until mid 2010, the company has been adding on costs as they increased 

production headcount to prepare for the operations of the new lines in Plant 5. Recall Plant 5 
has 10 lines, 6 of which are already operational. All 10 lines will be fully operational by end 
2010. Since the labour cost has already been incurred, any new production is expected to have 
a material impact on bottom-line as the new lines come on-stream. 

 
f. Adventa 

 
� Expansion in Kluang 2 plant has been delayed again. Reason cited is shortage in supply of 

formers. The Continuous Cycler Peritoneal Dialysis (CCPD) home dialysis equipment is still 
undergoing tests at some local hospitals. It is expected to hit the streets in 2011. 
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3. Valuations: 
 

Share prices have corrected sharply since the last sector report. 
 

PE (x) 
Stock 

Share price 
(RM) 

Target price (RM) Basis for target price 
2010 2011 

Top Glove (Sell) 5.13 4.80 (-8.7%) 15.0 x FY8/11PE 13.1 16.4 

Kossan (Buy) 2.97 4.16 (+39.2%) 11.0 x FY12/10PE 8.7 7.9 

Supermax (Buy) 3.79 6.24 (+59.5%) 11.0 x FY12/10PE 7.6 6.9 

Latexx (Buy) 2.44 4.70 (+96.0%) 11.0 x FY12/10PE 6.2 5.6 

Hartalega (Buy) 4.70 5.60 (+25.6%) 12.0 x FY3/11PE  11.3 9.6 

Adventa (Sell) 2.40 2.19 (-9.2%) 9.0 x FY10/11PE 10.9 9.9 

 
4. Recommendation: 

 
Share prices have overcorrected in the past few months, throwing up value buys in the glove sector. 
After cutting earnings estimates across the board, the potential price upside for most glove counters is 
still substantial. Maintain Overweight call, with Buy calls on Latexx, Kossan and Supermax. Top Glove 
has been downgraded from a Buy to a Sell, while Adventa has been downgraded from a Hold to a Sell. 
Meanwhile, Hartalega has been upgraded from a Hold to a Buy.  

 
SEMICONDUCTOR - Neutral 
 

 
 
July chips sales continued to ease to 37% y-y compared to 42.6% y-y in Jun and a high of 58.4% y-y in Mar. 
The July numbers marked the 9th monthly y-y growth. Chips sales was up 1.2% m-m, stronger than 0.5% m-m 
for Jun but lower than a high of 5.2% m-m for May. Jul sales on a mom basis from US, Europe and Japan grew 
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3.6%, 0.8% and 3.1% (vs. Jun 10: +4.3%, -1.2%, +1.1%) respectively. In contrast, Jul sales from Asia remained 
stagnant. 
 
Intel has recently warned of lower-than-expected earnings for 3QCY10, reflecting concerns on the strength of 
NB/PC demand from mature markets as sales were weaker than expected. However, corporate spending 
remained resilient, which helped sustain its ASP which was able to offset weakening consumer demand. Going 
forward, the chip industry growth is expected to be driven by handheld devices given the sustained robust 
demand in smartphones and tablets despite the economic uncertainty.  
 
According to semiconductor manufacturing market research firm, iSuppli, global silicon shipments in terms of 
square inches will rise to record levels in 2010. Shipments of silicon for semiconductor manufacturing in 2010 
will grow by 23.6% y-y, reaching 8.9 bn total square inches, up from 7.2 bn square inches in 2009. By 2014, 
12.4 bn total square inches of silicon will be shipped. 
 
Within the sector, we continue to favor Unisem as its’ short term earnings growth will be underpinned by 1) 
stronger-than-expected chips demand for its higher-margin QFN packages; 2) lower operating expenses due to 
cost-cutting measures; and 3) higher contribution from its plants in Chengdu and Ipoh. However, given the 
potential slowdown in chip sales in 2H10, we recommend to buy Unisem on further price weakness. 
 

Companies Price Target Price Basis % upside Recommendation

JCY INTERNATIONAL BHD 1.00 1.04 7x FY11 4% HOLD
UNISEM (M) BERHAD 1.91 1.88 7x FY11 -2% HOLD

 
 
SHIPPING - Neutral 
 
Dry Bulk Outlook (Neutral) 
 
The Dry Bulk Index (BDI) reached its low for the year at 1,700 in mid-July and rebounded back up close to 
3,000 in mid-September but has since dropped to the 2,450 mark. The BDI averaged 2,349 for 3Q, much lower 
compared to the 1H average of 3,165. Year-to-date, the BDI only averaged 2,890 compared to our estimates of 
3,250 for this year. We reduce our forecast for the average BDI to 3,100 for FY10 (from 3,250) and to 2,700 for 
FY11 (from 2,800). 
 
The BDI should bounce up strongly in 4Q10 due to peak season demand on coal for the winter season and 
likely restocking on iron ore. The 4Q quarterly pricing (USD 127 per tonne) is down nearly 15% from 3Q’s price 
of USD 150 per tonne, and we think that restocking activities in China will take place in view of robust 
construction activities especially after Chinese New Year in February. Despite China’s recent decision to close 
several steel mills to meet its energy saving target, it seems crude steel production for first 10 days of 
September was still up and coupled with strong new-home sales, the demand for iron ore will still be strong. 
 
The net fleet growth year-to-date is around 10% inclusive of scrapping and slippage in deliveries. Total fleet is 
expected to grow in the mid-teens (14-16%) for FY10 and FY11, mainly in the capesize segment (orderbook is 
69% of existing fleet). Besides the worrisome order book, Vale’s massive ore carriers will be delivered 
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beginning 2011 and this should put additional pressure on bulk rates. China is also attempting to cut iron ore 
imports through domestic production although the quality differences will ensure imports will remain relevant. 
 
Maintain a Neutral call on the dry bulk segment because even at a 2,700 BDI level, most bulk operators would 
be above operating cost. In addition, the excess supply of vessels is already known and this would have been 
taken into account by investors; with the exception of any surprises in delivery or cancellations. 
 
Tanker Outlook (Underweight) 
 
The Dirty Tanker Index (BIDY) has seen improvements from the 2009 average of 581 to an average of 914 
year-to-date 2010. However, the index has been on the decline over the past 3-4 months from 1,122 in mid-
May to 686 at current levels. From an initial forecast of 1,000 for the BIDY index for FY10, we now lower our 
expectations to 875 for FY10 and will likely remain flat or lower for FY11. 
 
In recent months, there has been a glut of VLCCs supply in the market as nearly 75% of the >50 vessels that 
were used for floating storage is back in the market looking for tonnage. This is because the contango in oil 
prices has flatten and no longer as profitable. More capacity has also come on-stream, nearly 10% net growth 
in fleet size from previous year and the oversupply will likely persist over the next 1-2 years.  
 
We downgraded the sector call to Underweight from neutral as at current BIDY levels, most tank operators are 
at or even below operating costs. Except for those tankers on term contracts, most spot operators will likely see 
a huge drop in earnings for 2H10. The sector outlook seems bleak and unless the spot and future crude oil 
price begin to widen (steep contango), the glut in VLCCs will continue to depress tanker rates. 
 
Container Outlook (Overweight) 
 
It seems that peak season has been brought forward this year to Jul-Aug, instead of the traditional Sep-Oct 
month. Rates have been on a slight decline since then across all routes but also due to on-coming supply of 
containerships. Nevertheless, rates on majority of the routes are still above pre-crisis levels mainly aided by the 
shortage of box containers and extra slow steaming which effectively reduces the fleet supply.  
 
Idle capacity currently stands at 3-4%, down from 12% at Jan 2010 and it seems that carrier discipline remains 
key to maintaining steady rates. Already we are beginning to see a slow down in demand for 4Q10 and Maersk 
as well as other major containership operators are planning to remove capacity in order to support rates. 
However, it is likely that rates will have to fall substantially (15-25%) before any action is taken. 
 
We still maintain an Overweight call on the sector as 3Q10 results might still offer positive surprises, although 
4Q10 will probably show a decline. We believe that extra slow steaming will remain as it is a win-win-win 
situation; (1) lower bunker cost for ship operators (2) added frequencies & timeliness for customers and (3) 
lower carbon emission for the environment. Also, the container fleet size is expected to grow in the high-single 
digits (8-9%) for FY10 and FY11, lower compared to both the dry bulk and tanker segment with growth in the 
teens. The shortage of box capacity is still likely to persist up to 2011 which will continue to support freight 
rates. Structurally, the demand-supply balance seems to tilt in favour of container shippers. 
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Recommendations 
 
Maybulk 
 
We have a Hold recommendation on Maybulk despite expecting the BDI to fall roughly 10% for FY11. This is 
because Maybulk primarily operates in the handysize and post-panamax segment, where rates do not fluctuate 
as widely as the capesize. For Maybulk, several of these vessels are also on term-charter which provides some 
stability. On the product tanker segment, Maybulk has recently added another vessel to its existing 3 tankers. 
Rates on the clean tanker have also declined quite substantially, and it is likely that Maybulk is making losses 
on this segment. The stock is supported by a gross yield of around 5%. 
 
MISC 
 
MISC has been very active this year in vessel purchase and acquisition. Thus far, the company has placed new 
orders for 4 VLCCs, 4 Suezmax, 2 Aframax and acquired a 50% stake in VTTI. These huge developments are 
likely to only impact earnings in March FY13 when delivery of the vessels takes place. MISC is expected to 
incur around USD 1.65 billion (~RM 5.3 bil) which would likely be financed by the RM 5.2 bil rights issue at the 
beginning of the year. 
 
From its 1Q11 results, LNG remains the largest contributor and the positive news is the narrowing losses of the 
liner division. Earnings for FY11 are likely to be impacted by the current low tanker rates, though mitigated by 
some term contracts. There will be some form of earnings dilution from the listing of MMHE (25.5%) that will 
take place end of October. Technip will purchase an additional 10% stake in MMHE which effectively reduces 
MISC holdings in MMHE to 64.5%. However, we view this collaboration with Technip very beneficial in the long-
term as Technip can offer technical expertise to develop MMHE’s capabilities. MISC will raise approximately 
RM 2 bil from the listing which can be used to finance further purchase as management has mentioned their 
intentions to further acquire more Suezmax vessels. 
 
We still maintain a Hold call on MISC but lowered our target price to RM 8.97 from RM 9.04 to reflect some 
earnings dilution and poor tanker rates.  
 
Coastal Contracts – T.P. RM 2.55 
 
Coastal Contracts has yet to secure any new orders as financing remains tight and banks unwilling to provide 
loans for new ships. Order book is sufficient to last them until end of FY11 but since the lack of fresh 
developments, we downgraded target price to RM 2.55, from 5.5x FY11 P/E to 5.0x. The stock however 
remains a Buy as we’re expecting Petronas to start handing out contracts by early next year to oil & gas 
companies, which will see improved demand for new vessels. 
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Stock Valuations (30 September 2010) 
 

PER(x) 
Stock 

Share Price 
(RM) 

Target 
Price (RM) 

Basis for Target 
Price 

Upside / 
(Downside) (%) FY10 FY11 

Call 

Maybulk 2.92 3.03 1.6x P/B 3.8 15.0 13.7 Hold 

MISC 8.74 8.97 1.65x P/B 2.6 46.2 26.0 Hold 

Coastal 2.28 2.55 5.5x FY11 P/E 11.8 4.5 4.1 Buy 

 
TELECOMMUNICATION – Underweight 
 

Mobile Industry Statistics

Sep-09 Dec-09 Mar-10 Jun-10 Sep-09 Dec-09 Mar-10 Jun-10 Sep-09 Dec-09 Mar-10 Jun-10 Sep-09 Dec-09 Mar-10 Jun-10
C elcom 10,142 10,145 10,381 10,596 34.6 33.6 33.5 33.5 3 236 215 0.3 27.3 32.9

D igi 7,393 7,720 7,947 8,105 25.3 25.6 25.6 25.6 327 227 158 36.9 26.3 24.2
Maxis 11,735 12,291 12,691 12,971 40.1 40.8 40.9 41.0 556 400 280 62.8 46.3 42.9

Others

Total 29,270 30,156 31,019 31,672 100.0 100.0 100.0 100.0 886 863 653 100.0 100.0 100.0

0.0 2.3 2.1
Growth (% ) 4.4 2.9 2.0

4.7 3.3 2.2

Sep-09 Dec-09 Mar-10 Jun-10 Sep-09 Dec-09 Mar-10 Jun-10
C elcom 1,606 1,699 1,703 1,710 32.1 32.9 33.1 32.7

D igi 1,239 1,248 1,290 1,335 24.8 24.2 25.1 25.5
Maxis 2,156 2,211 2,152 2,191 43.1 42.9 41.8 41.8

Total 5,001 5,158 5,145 5,236 100.0 100.0 100.0 100.0
5.8 0.2 0.4

Growth (% ) 0.7 3.4 3.5
2.6 (2.7) 1.8

M arket Share of Net Adds (% )

Revenue (RM'm) Market Share (%)

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

 
 
Maxis continues to be the largest mobile player in terms of market share of revenue (41.8%) and subscribers 
(41.0%). But it is evident that competitors are chipping away at its dominant status. Its share of revenue has 
steadily fallen over the last four quarters while that of Celcom and Digi has grown. Digi has increased market 
share by 0.7% over the last four quarters. 
 
In terms of subscriber market share, Maxis and Digi have over the same period, taken 1.1% from Celcom. This 
is largely due to the former two operators having tied up with Apple to offer the I-Phone. Celcom has yet to 
make the I-Phone available. As a result, Celcom’s share of net adds fell in 4Q09 and 1Q10. 
 

Sep-09 Dec-09 Mar-10 Jun-10
Celcom 42 43 42 40

Digi 49 48 48 47
Maxis 41 40 37 36

Prepaid ARPU
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Sep-09 Dec-09 Mar-10 Jun-10

Celcom 91 95 90 92
Digi 86 83 82 83

Maxis 103 107 102 103

Postpaid ARPU

 
 
And as industry penetration rate is now above 100%, prepaid ARPUs are falling as all players sign on marginal 
subscribers, mostly from the rural areas. The increased use of smart-phones, however, is leading to higher use 
of valued added services which boosted ARPUs for the 2Q10 on qoq basis. 
 

Name

AXIATA GROUP BERHAD 4.40 5.06 14.0 +15.0% 7.00% BUY
DIGI.COM BHD 24.14 25.62 16.0 +6.1% 2.60% HOLD

MAXIS BHD 5.36 4.90 Div Yield 6.5%  -8.6% 1.50% SELL
TELEKOM MALAYSIA BHD 3.37 3.35 DDM  -0.6% 0.00% HOLD

TIME.COM 0.62 0.76 1.8x P/NTA +22.6% 0.50% BUY

PRICE TARGETLAST 

PRICE Price P/E Return Call

LAST 

PRICE

RECOMM

ENDED 

WEIGHT

 
 
Our BUY on Axiata is unchanged as target price has been raised post the 2Q10 results. Digi remains HOLD but 
with higher target price of RM25.60 because of it excellent execution in this competitive environment. Maxis 
was downgraded to SELL because of its high valuations and disappointing dividend. TM is a stock with 
improving fundamentals but with PER at 20x, earnings have to increase substantially for the market to change 
its basis of valuation from dividend yield to PER. It is currently valued on dividend yield of 6.5%. Time.com, a 
new inclusion to the database, is a play on the booming wireless broadband market. Due to the explosive 
growth of wireless broadband and mobile data, telcos need to expand their networks by using fibre optics. 
Time.com helps to provide fibre optic capacity to telcos which choose to lease the lines instead of building 
them. Our target price of RM 0.76 (21% upside) is based on 1.8x P/NTA multiple (1.5x at current price). 
 
TOBACCO & LIQUOR - Underweight 
 
Tobacco – Underweight 
 
After a flat y-y in 1Q10, total industry volume continued its previous downtrend, falling by 2.3ppts y-y to 3.35bn 
sticks in 2Q10 due to the absence of loading activities for 14-stick pack cigarettes ahead of the ban on 14-stick 
packs by local government wef June 2010. 3Q10 will be a crucial period for tobacco companies as it realizes 
the full impact of the ban on 14-stick packs. Going forward, we believe the focus remains on illicit trade levels.  
 
The Ministry of Finance (MoF) had on 1 Oct 2010 delivered circulars to tobacco companies to increase the 
excise duty for tobacco by 3 sen/stick or 60 sen/pack. Consequently, cigarette companies raised their prices by 
70 sen/pack to RM10.00 on 4 Oct 2010 to pass on the cost. We expect these price increases to have a 
negative impact on volumes as it might cause some cost-conscious smokers to downtrade to extremely low 
priced or illegal cigarettes. As such, we have projected a 5% contraction for total industry volumes in 2011.  
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More worrying is the National Kenaf and Tobacco Board (LKTN) proposed cess tax of 0.5 sen/stick starting in 
Sept 2010. While the LKTN falls under the directive of the Ministry of Plantation Industries and Commodities, 
excise duties increases traditionally fall under the purview of the MoF. This creates a more difficult situation, 
raising concerns over having two government bodies regulating the same industry.  
 
We reiterate our Underweight call on the sector with the potential de-rating catalysts on more stringent 
regulatory controls going forward. We see limited upside and unexciting growth prospects for BAT amid 
declining volumes and an increasingly regulated environment. Although BAT has had some success in 
migrating its consumers from the 14 to 20-stick pack, we still expect some downtrading as consumers may 
switch to cheaper 20-stick brands to minimize the impact on their wallets at the expense of brand loyalty. We 
maintain our Sell call on BAT with an unchanged target price of RM40.27 based on DDM. 
 
Liquor – Neutral 
 
An impending key risk for the liquor sector is an excise duty hike in Budget 2011, after a 4-year tax reprieve. 
Historically, the local government has not left excise taxes unchanged for more than 5 years. At RM7.40/HL, 
Malaysia’s excise duties are the highest in the world after Norway. On the other hand, Malaysia’s disposable 
income per capita is the sixth lowest in the region. Given the unfavourable environment, brewers remained 
hopeful that an increase in the excise duty rate would not materialise. Assuming excise duties are not increased 
this year, we expect total industry volume to grow by 3% in 2011. Should that happened, it might result a 
contraction in total industry volume and an increase in illicit trade. 
 
We downgrade our call on the sector to Underweight from Neutral. Share price for Guinness and Carlsberg was 
up by 21.3% ytd and 19.1% ytd respectively, outperforming the KLCI by 3.7% and 1.5%. We believe that any 
upside for the sector is limited as further increases in the respective share prices will make their yield less 
attractive. Although the major downside risk lies in a potential excise duty hike, both Guinness and Carlsberg’s 
attractive dividend yield should provide strong downside support. We have a Hold call on both Guinness and 
Carlsberg. 
 

Company Price Target Price Basis Upside Rec. Weight Call

BRITISH AMERICAN TOBACCO BHD 48.40 40.27 0.075 -16.8% 0.6% SELL

CARLSBERG BREWERY-MALAY BHD 5.18 5.27 0.07 1.7% 0.1% HOLD

GUINNESS ANCHOR BHD 8.38 8.57 0.07 2.3% 0.1% HOLD
 

 
TOLL - Neutral 
 
The Return of Privatization 
 
After the earlier rumor of a privatization attempt by Asas Serba, new talks have emerged and the latest 
proposal is said to be led by Tan Sri Syed Mokhtar. Both parties are said to be interested in taking toll roads 
private, while reducing toll rates at the same time. 
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Comparison of Proposals by Asas Serba and Syed Mokhtar’s Company 

 
Source: CIMB Research 
 
Despite the recent limelight, we remain skeptical if any entity has the financial muscle to take over all the toll 
concessionaires. Looking at PLUS and Litrak, at current levels, a takeover of both entities would easily cost 
more than RM20billion. Recall that talks of privatization has been around for quite awhile and we cannot 
continue to ignore the possibility of such a proposal to transpire. However, the possibility of success will be low 
due to the financing restraints and the process of getting all 23 toll concessions to agree to the terms and 
conditions presented. 
 
PLUS Expressways Berhad – BUY 
Traffic growth in the month of August was marginally down by 1% y-y. The decline was mainly due to the timing 
difference of the mid-term school holiday, which is a major traffic driver for most highways out of the city. In 
2010, the holiday took place in September, as opposed to taking place in August in 2009.  
 
LINKEDUA showed robust growth in August as it saw a 30% reduction in toll rates which became effective in 
August. The effort which was to encourage traffic flow has worked in their favor and is expected to increase 
LINKEDUA’s utilization rate, which was previously at 40%. 
 
Latest Traffic Volume Update for PLUS in August 2010 
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Source: PLUS Expressways Berhad 
 
As we enter into the final leg of 2010, we are confident that traffic growth will surpass management’s guidance 
of 5% in 2010. YTD, PLUS alone has seen growth of 7.7% y-y. We anticipate moderate, if not strong, traffic 
volumes in the 4Q2010 as school holidays take place in November and December. Therefore, we are confident 
PLUS will be able to meet its targeted KPI of 5% revenue growth in 2010. 
 
Another issue to take note of is the government’s efforts to slowly reduce subsidies in various sectors. With toll 
subsidies accounting for RM569million in 2009 and likely balloon to RM225million in 2010 and RM1.2billion in 
2011, we expect the reduction of toll subsidies to be an imperative move by the government. As we move into 
the final months of 2010, we anticipate the government to announce a toll increase to help alleviate the 
government’s burden of paying compensation to the toll concessionaires. 
 
Recommendation 
 
The stream of news flow has driven the price of both toll concessionaires, as we expect this sector to be a key 
sector for the government in their efforts to remove subsidies. Also, the continued talks of privatization have 
brought in more interest towards toll concessions. 
 
Taking all that into perspective and the robust traffic volume, we continue to be positive on the sector and PLUS 
remains as our top pick. The earnings continue to impress as management strives to meet the targeted KPI’s 
set earlier (See table below). Also, their proactive efforts to expand overseas and also in other line of 
businesses are good indicators on the company’s direction. To add to this, we also favor PLUS for its defensive 
nature and minimum dividend payout of 75%, which translates into a yield of above 5%. 
 
HEADLINE KPI TARGETS FOR FY2010 

� Revenue growth of 5% with minimum revenue contribution from new business of 3% 
� Minimum Return on Equity of 18% 
� Minimum dividend payout of 75% of Group net profit 
� 94% of PLUS Ronda (patrolling) response time of less than 20 minutes 

 
Looking at LITRAK, we remain neutral as the company continues to be dragged down by financing issues for 
the SPRINT project. Despite the lane expansion scheduled to be completed in the 4Q2010, we maintain our 
HOLD as we expect traffic to remain sluggish in the final quarter. As mentioned earlier, November and 
December will be the school holidays and typically, most intra-urban roads will suffer during these periods as 
many city dwellers will be out of town. 
 

Company Price (RM) Target Price (RM) Basis Upside Recommendation Weight Call 

LITRAK 3.40 3.32 DDM -2.4% 0.2% HOLD 

PLUS 4.17 4.65 DDM 11.5% 1.6% BUY 
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WATER - Neutral 
 
All talk no action 
 
Nothing has changed. There has been little real progress made on the consolidation of the water sector in 
Selangor. Again the continued lack of agreement between the state and federal governments on how to resolve 
the outstanding issues appear to be a major hurdle. There has been a steady stream of mostly negative 
newsflow. 
 

� In July, Putrajaya claimed that Selangor would face water rationing by 2014 if the state did not 
cooperate with land approvals for the construction of water treatment plants to treat the raw water 
transferred under the Pahang-Selangor water scheme. This was then disputed by Selangor which said 
that the state had enough water to last until 2019. 
 

� Investors’ hope for an end to the impasse was raised in August when a senior minister was quoted in 
the papers as saying that Selangor had finally given the green light for the Langat 2 treatment plant to 
be built to avert a water crisis in Selangor. Again expectations of an amicable solution quickly faded 
after the Selangor Government clarified that the Langat 2 water treatment plant would proceed after 
finalizing discussions on the restructuring of the state’s water industry with the private concessionaires.  
 

� Most recently, Malaysian Rating Corp Bhd (MARC) and Rating Agency Malaysia (RAM) downgraded 
several Selangor water-related debt papers including those issued by Syabas, Puncak Niaga and 
Splash with some falling as much as three notches, and warned of further downgrades by year-end. 

 
Facing the risks of potential defaults, bondholders have gotten together to petition for the urgent intervention on 
the part of the federal and/or state governments to break the stalemate. Some are hopeful that a compromise 
will be reached soon. We are however less sanguine that a resolution will be found anytime soon. However, 
there could be some stop gap measures to keep the water bonds afloat to buy more time. 
 
On the sector, we are maintaining our Neutral call. Although visibility in terms of timeline is low, Puncak is 
undervalued and we are therefore retaining our BUY call on Puncak. The national benchmark for all water 
assets and liabilities to be bought over by PAAB is 1x book. Puncak has a NAV of RM3.60 suggesting a 
potential upside of at least 30%. KPS is a HOLD. 
 
Sector Valuations 
 

Consensus PER (x) 
Stock Share Price (RM) Target Price (RM) Basis for Target Price 

FY10 FY11 

KPS 1.40 1.52 75% of NAV 12.4 10.0 

Puncak Niaga 2.90 3.10 85% of NAV 5.9 4.6 

 


