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Significant: RM60bil but RM25bil in Government Guarantee Funds. Compared to status quo, the RM60bil stimulus plan
announced under the Mini Budget is a step in the right direction in order to mitigate the deepening of an impending recession.
On an absolute basis, this RM60bil appears significant, accounting for some 9% of GDP.

Nonetheless, it should be noted that 42% (RM25bil) of this amount comprises Government Guarantee Funds where the
Government is establishing a Working Capital Guarantee Scheme (RM5bil) and an Industry Restructuring Loan Guarantee
Scheme (RM5bil) to address funding woes of SMEs, as well as a financial guarantee institution to provide credit enhancement
of up to RM15bil to companies looking to raise monies via the bond market.

In our opinion, the latter is intended to address the growing risk of “crowding out” effect on demand for corporate bonds due
to a glut of issuance of Malaysian Government Securities (2009: Net issue size of RM37bil) to fund the nation’s fiscal deficit.

Planned spending - 2.8% of GDP for this year. Stripping out the RM25bil in Government Guarantee Funds, the planned
spending by the Government is only about RM35bil spread over two years. This comprises RM15bil in fiscal injection,
RM10bil in equity investments in Khazanah’s funds, RM7bil in private finance initiatives and off-budget projects and RM3bil
in tax incentives.

According to the announcement, the fiscal deficit is expected to deteriorate from 4.8% to 7.6% this year, implying that the
planned stimulus represents 2.8% of GDP, or an estimated RM19bil under the proposed Mini Budget.

Minimal uplift to residential demand from RM10,000 in tax relief. While we laud the Government’s move to introduce a
spate of incentives to ease the short term pain facing the low income groups, retrenched workers and the SMEs in this difficult
times - measures aimed to kick starting consumption for the middle income groups where the multiplier effect is more
significant were conspicuously absent other than the RM10,000 in annual tax relief for interest paid on housing loans for three
years.

Such a move should alleviate concern over rising housing NPLs particularly for low-to-mid end property where mortgage
repayment is most at risk in the current economic downturn. We, however, do not think that the tax relief may rejuvenate
buying interests. Hence, we expect property and banking stocks to be unmoved.

Investment Highlights

• Mini Budget: RM60bil but RM25bil in Government Guarantee Funds to improve credit access for SMEs and

corporates. Planned Government spending is 2.8% of GDP for this year, to avoid a deepening of an pending
recession.

• NPL: RM10,000 in tax relief on mortgage interests may alleviate concern over rising housing NPLs - particularly for

low-to-mid end property but is unlikely to rejuvenate buying interests. Property and banking stocks to be unmoved.

• Uncertainty: Funding and status of high impact infrastructure projects - new LRT lines, inter-state water transfer,

Second Penang Bridge - not addressed, extending uncertainty over orderbook replenishment for IJM, Gamuda and
MMC.

• Risk aversion: Mini Budget not likely to trigger re-pricing of growth expectations given elevated aversion to risk.

Recent fiscal stimulus in other Asian countries did not stem declines in regional equity markets with the exception
of China.

• Balance sheet strength: We are retaining our year-end fair value of 800 for the market. Given macro headwinds ahead

and low earnings visibility, we continue to advocate stock picking based on balance sheet strength and good
corporate governance namely: IOI Corp, KLK, MISC, Telekom Malaysia, KFC, YTL Power and Resorts World.
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From equity market perspective - expected construction kicker was conspicuously absent. More importantly,
funding of high impact infrastructure projects - new LRT lines, inter-state water transfer, Second Penang Bridge - was not
addressed under the Mini Budget. This may cast further uncertainty over orderbook replenishment for select construction
companies namely: IJM, Gamuda and MMC.

Nonetheless, the Mini Budget may benefit UEM because of Khazanah’s planned RM1.7bil investment this year to build
infrastructure, hotels and theme parks in Iskandar Malaysia. Also Malaysia Airports Holdings Bhd may get a kick from the
Government’s move to build a new LCCT terminal at Kuala Lumpur International Airport costing some RM2bil.

Although the Government plans to upgrade the traffic infrastructure around KL Sentral (developed by MRCB), the Tanjung
Agas industrial park and the biotechnology cluster in Iskandar Malaysia, a spending breakdown is not available at this
juncture.

Reaction from equity market likely muted; fair value retained at 800 for 2009. We are retaining our year-end fair value
of 800 for the market. The Mini Budget is not likely to trigger a re-pricing of growth expectations anytime soon given elevated
aversion to risk. In addition, recent fiscal stimulus in other Asian countries has not stemmed the decline in regional equity
markets with the exception of China (See Charts: Stimulus and Change in Regional Market Indices).

The Mini Budget would, however, mitigate some concern over a deepening of an impending recession further out. Given
near term macro headwinds, we continue to advocate stock picking based on balance sheet strength and good corporate
governance namely: IOI Corp, KLK, MISC, Telekom Malaysia, KFC, YTL Power and Resorts World. Table 1 highlights the
Mini Budget’s impact on sectors under our coverage.
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 Announced date: 23-Jan-09
 Amount: US$13.5 bil

 Percentage of GDP: 0.5%
 7-days prior to announcement: +4.6%

 7-days after announcement:       -0.0%
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Source: Bloomberg
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20% personal income tax rebate
SG$4.4bn for infrastructure
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FISCAL STIMULUS & CHANGE IN REGIONAL MARKET INDICES - SHANGHAI

Source: Bloomberg

1600

1700

1800

1900

2000

29-Oct-08 31-Oct-08 4-Nov-08 6-Nov-08 10-Nov-08 12-Nov-08 14-Nov-08 18-Nov-08

index

Shanghai Composite

 Announced date: 9-Nov-08
 Amount: US$586.0 bil
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 7-days prior to announcement: -1.6%
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 Announced date: 11-Sep-08

 Amount: US$5.6 bil
 Percentage of GDP: 1.3%
 7-days prior to announcment: +9.7%
 7-days after announcement:   -12.2%
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 Announced date: 3-Nov-08

 Amount: US$10.9 bil

 Percentage of GDP: 0.5%

 7-days prior to announcement: +24.6%
 7-days after announcement:      +17.1%

FISCAL STIMULUS & CHANGE IN REGIONAL MARKET INDICES - SEOUL

Source: Bloomberg
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 Announced date: 5-Jan-09

 Amount: US$6.6 bil
 Percentage of GDP: 1.4%

 7-days prior to announcement: -4.7%
 7-days after announcement:      -6.1%
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TABLE 1: MINI BUDGET - KEY MEASURES

Measures

Windfall profit levy raised to RM2,500/
tonne for Peninsular Malaysia and
RM3,000/tonne for Sabah and Sarawak.
Previously, the threshold
was RM2,000/tonne.

Annual tax relief on interest paid on hous-
ing loans up to RM10,000 for three years.

No specific incentives

No specific incentives

Sector Comments

We view this development positively as if prices of CPO
rise above RM2,000/tonne but below RM2,500/tonne, plan-
tation companies would not have to pay windfall tax
anymore. CPO prices are currently hovering between
RM1,900/tonne to RM2,000/tonne.

Also, it appears that the Goverment is cognizant of the fact
that plantation companies in Sarawak have higher operat-
ing costs than their peers in Peninsular Malaysia and
Sabah due to their young trees. Hence, it is not surprising
that the threshold for the windfall tax levy is higher at
RM3,000/tonne for East Malaysia compared to Peninsular
Malaysia.

At the peak of CPO prices, the amount of tax expense
(excluding corporate taxes) paid by plantation companies
constitute a large proportion of their revenue. As an indica-
tion, in FY08 IOI Corporation paid RM275mil in sales tax
and cess. As a percentage of sales, this was 16% of
plantation revenue (including inter-segment sales) and 3%
of group revenue in FY08.

Another example is IJM Plantations. The group paid
RM33mil in plantation taxes and cess in 9MFY09. This was
8% of IJM Plant’s plantation revenue.

Currently, the plantation companies in Sabah and Sarawak
pay five kinds of palm oil-related taxes/cess. There is the
sales tax, windfall profit levy, cess for the Palm Oil Price
Stabilisation fund, cess for MPOB’s (Malaysian Palm Oil
Board) research and development activities and cess for
the Supply and Cooking Oil Price Stabilisation Scheme.

Overall, we view the proposal under the Mini Budget
positively as it would reduce tax payments and cash
outflows for the plantation companies. We maintain an
Overweight recommendation on the plantation sector as
supply shortfall is expected to be more than demand. We
have BUYs on Kuala Lumpur Kepong and IOI Corporation
and the smaller-caps like Asiatic Development and IJM
Plantations. In Singapore, we like Wilmar International and
Indofood Agri Resources.

Assuming mortage rates at 4%-5%, the tax relief will offset
interest charged on housing loans of  RM200,000-
RM250,000 per home. This incentive will generate greater
savings for the low-to-mid income home buyer as there will
not be any relief for the interest on the incremental loan
principal above the RM250,000/home threshold. While
this is positive for the mass residential market - and a
lesser extent for the high-end category - we remain Under-
weight on the sector as potential home buyers will likely
continue deferring big ticket purchases against the pros-
pect of a looming recession.

n/m

n/m

Plantations

Property

Power

Oil & Gas
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Sector

Telecommunication

Toll-Highway

Consumer

Measures

Through Khazanah Nasional Bhd, the
government has allocated RM3bil  to be
invested in 2009 in the telecommunica-
tion sector. The investment, among oth-
ers, to facilitate Khazanah’s subsidiary
to improve broadband infrastructure in
the country.

Under off-budget projects, the govern-
ment, via Malaysian Communications
and Multimedia Commission (MCMC),
has allocated some RM2.4bil for projects
to improve telecommucation infrastruc-
ture, including broadband libraries,
Broadband Community Centres and
basic telephony services in 89 districts
in rural areas.

The government has allocated RM480mil
to ensure that toll rates are not increased.

RM674mil in subsidies on basic neces-
sities such as sugar, bread and wheat.
 
Government to create a total of 163,000
training and job placement opportuni-
ties in the public and private sectors.

Comments

Generally, we are upbeat with the measure as it
demostrates the government’s commitment to en-
hance  broadband penetration amid the challeng-
ing economic environment.

However, it is unclear at this juncture on how
Khazanah will invest the RM3bil.We think it will
include RM1.6bil (to be borne equally between
Telekom Malaysia Bhd (TM) and the government)
expected  to be spent in 2009 for the development
of the High Speed Broadband
Project (HSBB).

That said, we do not think the government will invest
the entire RM3bil in HSBB this year as demand for
HSBB related projects is still highly uncertain. We
also do not think Khazanah will channel the allo-
cated RM3bil to its other subsidiaries, such as TIME
dotCom for broadband development purpose as it
will create duplication and more importantly, direct
competition to TM.

We are netural on this measure as we do not think
there is huge demand for voice services in the rural
areas. In any case, we think the main beneficiary
will be the small/medium  contractors as they will
involve in the construction phase- the initial stage of
development.

We are upbeat with this news as it eliminate the risk
of non-cash compensation by the government. To
recap, the government has recently deferred the
schedule toll hike for PLUS Expressways’ high-
ways and Litrak’s 50%-owned SPRINT highways
by another year. Based on previous compensation,
we think the concessionaires will receive the first
payment sometime in 2Q09 and the balance, which
will be based on actual traffic flows one year later
I.e. 2Q10.

The various measures to reduce unemployment
and increase job opportunities as well as easing of
the public’s burden through subsidies on necessi-
ties (food, fuel, toll rates) will ultimately, result in a
sustainable disposable income for consumers and
hence, encourage greater spending within the
economy.
 
With improved consumer confidence and lower
operating costs, gainers within our consumer cov-
erage would be companies involved in non-discre-
tionary goods such as F&N, which sells low-priced
items used daily and KFC, which competes in the
casual and quick service food industry. Other win-
ners would include tobacco companies like BAT
and JTI because of the resilient demand for ciga-
rettes, given the status quo of the tobacco tax
structure.
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Sector

Construction

Measures

Mini Budget: RM18bil:
Overall allocation for construction

sector is 31%

Public infrastructure (RM8.8bil):
- Repair/maintenance of drains and

roads

- Renovation/maintenance and re-

pairs of public facilities

Construction of new low-cost homes
under SPNB (RM0.2bil)

Improving facilities in 752 schools
(particularly in Sabah and Sarawak)
- RM2bil

Basic amenities in rural areas
(RM0.6bil):
- More electricty/water supply (es-

pecially in Sabah and Sarawak)

- Construction of rural roads

Infrastructure projects in Sabah and
Sarawak - RM1.2bil:
Sarawak:

- Expansion of Sibu Airport

- Deepening works at Miri Airport

- Repairs and improvements of in-

frastructure damaged by floods

- Upgrading of schools

- Construction of Lawas Training

Centre, Kota Samarahan Industrial

Estate; and

- tourism facilities.

Sabah:

- Giat Mara centres

- Kota Kinabalu Electricity Trans-

mission System

- Upgrading of schools, roads and

bridges

Investments by Khazanah Nasional
in Iskandar Malaysia - RM1.7bil:
Building of infrastructure, hotels,

theme parks and universities

Off-budget - RM2.3bil:
- New Low Cost Carrier Terminal at

KLIA

- Expansion of airport in Penang

Private-Finance Intiatives - RM2bil:
- Tanjung Agas Industrial Park

(ECER)

- Biotechnology Cluster (Iskandar

Malaysia)

- Improvement of traffic infrastruc-

ture around KL Sentral

Comments

Allocation of RM18bil to the construction sector is larger
under the Mini Budget compared to RM4bil under the first
stimulus package.

There are, however, no new or fresh big-ticket projects
being announced under the Mini Budget save for the
construction of a new Low Cost Carrier (LCC) terminal at
the Kuala Lumpur International Airport in Sepang. More
importantly, a bulk of these relate to smaller jobs that
involve the upgrading of amenities, rural infrastructure as
well as select contracts in Sabah and Sarawak.

Hence, the impact on larger contractors may be muted as
the bulk of these jobs are small in nature. More so, if these
projects are broken up into multiple smaller portions. This
may imply lower orderbook upside for the local construction
companies.

As such, we maintain our NEUTRAL rating on the construc-
tion sector.
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Sector

Banking

Auto

Measures

Tax relief on interest paid on housing
loans up to RM10,000 a year for three
years.

Banks have agreed that retrenched work-
ers be allowed to defer repayment of their
housing loans for one year. In return, the
Government has agreed that interest in-
come related to the deferment of housing
loan repayments be taxed only when such
interest is received.

A RM5bil Working Capital Guarantee
Scheme to provide working capital to
companies with shareholders equity be-
low RM20mil. Government will guarantee
80% of the loan, which is set at a maxi-
mum of RM10mil with a maximum repay-
ment period of five years.

Additional RM200mil for Auto Develop-
ment Fund

Government assistance in auto-scrap-
ping scheme for Proton and Perodua

Comments

Although the tax relief of RM10,000 p.a. would
sufficiently cover the interest payments for mort-
gages of RM150,000 taken over 20 years at interest
rates of 3.5%-3.75% for the first three years, this
would provide minimal uplift to residential demand.
Mortgages are an important area of lending for
banks, accounting for 26.6% of industry gross loans.

Presumably, such an arrangement would also mean
that banks would not have to classify such loans as
non-performing loans (NPLs). This could moderate
the increase in NPLs and loan loss allowances.

Banks that have a niche in lending to SMEs, such as
Public Bank, Alliance Bank and Hong Leong Bank,
would benefit from this measure as the guarantee
provided by the Government under this scheme
would help mitigate their risk.

Largely meant as assistance for vendor network
facing shrinking volumes and rising costs. Some of
Proton’s vendors now involved in R&D of parts to be
supplied for new models.

Main beneficiaries of existing fund are Proton and
Perodua, for R&D of new models that are done in the
country. Proton is typically involved in a large pro-
portion of its R&D, but Perodua is only involved at
the tail end of R&D e.g. localisation of parts, modi-
fications to minor styling

A discount of RM5,000 will be given to car owners
who trade-in their cars which are at least 10 years
old, for new Proton or Perodua cars.

Since 2007 Proton has already implemented such a
scheme - selected models like the Gen-2, Savvy
and Waja CPS - where traded-in cars are sent for
scrapping. Proton receives a certain amount of
payment from the scrapyard. Difference between
amount of discount given by Proton to its car buyer,
versus the amount received from the scrapyard is
fully borne by the Government.

Key difference this time around, is the probability of
this scheme applying to all models sold by Proton
and Perodua - meaning the amount of compensa-
tion to be borne by the Government will increase
going by total industry volume of the respective
marques. Government will now, only partly finance
the discount - but the actual quantum borne by
Government has not been disclosed.
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Aviation

Sector Measures Comments

The information and opinions in this report were prepared by AmResearch Sdn Bhd.  The investments discussed or recommended
in this report may not be suitable for all investors.  This report has been prepared for information purposes only and is not an offer
to sell or a solicitation to buy any securities.  The directors and employees of AmResearch Sdn Bhd may from time to time have
a position in or with the securities mentioned herein.  Members of the AmInvestment Group and their affiliates may provide services
to any company and affiliates of such companies whose securities are mentioned herein.  The information herein was obtained or
derived from sources that we believe are reliable, but while all reasonable care has been taken to ensure that stated facts are
accurate and opinions fair and reasonable, we do not represent that it is accurate or complete and it should not be relied upon as
such.  No liability can be accepted for any loss that may arise from the use of this report.  All opinions and estimates included in
this report constitute our judgement as of this date and are subject to change without notice.
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Capex for this project fully borne by Government and the
new LCCT building at Kuala Lumpur International Airport
will be built on MAHB’s land. No further details revealed
about airport, but we understand that airport charges will
remain the same, as this is determined by the Government.

Under the current arrangement, airlines are given discount
and waivers on various aeronautical charges in return for
new routes being introduced out of Malaysia.

MAS is not currently enjoying any such benefit. AirAsia has
enjoyed a waiver of aeronautical charges since 2002, (ex-
passenger service charges), which expired in 2007.

RM2bil LCCT to be built and operated
by MAHB

Rebate of 50% on landing charges for
a period of two years, effective 1st
April 2009.

Source: AmResearch


