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AGO AGO WEEK

Market Cap (RM bil) 726.8 705.4 639.0
— Main Board 679.9 641.9 581.2
— Second Board 46.9 63.5 57.8
KLCI (pts) 1,119.48 1,018.01 905.00
SBI (pts) 511.43 536.35 465.25
3-mth Klibor 7.2250 8.7300 7.5300
RM/US$ 2.4840 2.6100 2.7450

WEEKLY VOLUME LEADERS
counter Close High Low +/- +/- Vol

(RM) (RM) (RM) (RM) (%) (m)
RekaPac 2.19 2.91 2.07 -0.72 -24.74 73.4
Renong 3.26 3.34 3.14 -0.02 -0.61 60.9
Econstates 3.04 3.42 3.04 -0.40 -11.63 54.4
Anson Perdana 4.36 4.58 4.18 -0.02 -0.46 40.9
Pelangi 2.82 2.97 2.60 0.19 +7.22 40.0

WEEKLY TOP GAINERS
counter Close High Low +/- +/- Vol

(RM) (RM) (RM) (RM) (%) (m)
Southern Acids 4.16 4.16 3.20 +0.84 25.30 0.1
Pantai—C 10.80 11.30 8.10 +1.90 21.35 1.9
AH Planting 56.00 56.00 46.00 +9.50 20.43 0.1
TCB—U 1.10 1.10 0.93 +0.17 18.28 0.1
Gadek—U 0.80 0.80 0.68 +0.12 17.65 0.1

WEEKLY TOP LOSERS
counter Close High Low +/- +/- Vol

(RM) (RM) (RM) (RM) (%) (m)
TCB—T 0.070 0.200 0.055 -0.145 -67.44 10.6
Posim—A 5.00 5.65 5.00 -3.05 -37.89 0.1
Tai Wah—F 1.75 2.50 1.75 -0.75 -30.00 0.1
RekaPac 2.19 2.91 2.07 -0.72 -24.74 73.4
OSK—C 5.80 5.80 5.00 -1.70 -22.67 0.1
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Uncertain ahead of Maybank's finals: We expect market to be listless until some guiding light is shed
from Maybank's final results, due for release on late Tuesday. The consensus is for the country's largest
banking group to produce +28% y-o-y earnings growth at RM1.374b or EPS of 120.2 sen. The significance of
this set of numbers is amplified by its recent de-rating by Standard & Poor, which raised concerns over its
asset quality as a result of perceived fallout in stocks and property values. Indications of the FY June 97
results on the street, we caution, are not encouraging.

Ekran and MISC deals are political powderkeg:  We are increasingly disillusioned by what is happening
between Ekran and the ABB-CPO consortium, the Bakun Dam contractor. The latest revelation that the EPC
contracts signed todate are "not binding" is yet another salvo fired by Ekran in its bid to secure itself against
the liability of project cost overrun. Only recently, Ekran contradicted itself when it denied previously-admit-
ted oversight in legal construction of the EPC agreement. Investors appear to have been misinformed all the
way since the dispute flared in early May.

On the acquisition of MISC by Petronas, we believe the deal risks some political derision from the Opposition
in the manner the deal was executed — clearly lacking in transparency and objectivity. Whatever the com-
mercial or social merits of this transaction, we advise caution. That further deals down the road involving
Konsortium Perkapalan could give rise to suggestion that the coffers of Petronas is being used to further the
corporate ambitions of Mirzan Mahathir. The 29.3% stake in MISC is worth RM2.0-2.7b, depending on the
transacted price of RM6.90 (Friday's close) and RM9.30 (estimated cost of Kumpulan Wang Amanah Pencen
since May 1994, including holding costs). We would not mind if the cash hoard is utilised to support the ringgit
or stocks.

Soros commentary may calm the currencies market: We expect Thailand to remain a regional pressure
point in the next two weeks, as it finds resources to repay US$23.4b to lenders in its vain attempt to defend
the baht in June. But longer term, nerves may be assuaged by recent statement by George Soros. Hong Kong's
South China Morning Post reported comments from defensive Soros that regional currency turmoil could
stabilise "soon." The US financier also said he bought some Indonesian rupiah, in his belief that in certain
situations, the pendulum has swung too far in the opposite direction. [David Yong 466-3929].



— Met Managing director Mr Tan Kong Guan.

Background: PNE PCB was set up by the Singapore-based Tan family, who started the printed circuit
board (PCB) manufacturing business in Singapore in 1976. Due to rising manufacturing costs, the company
shifted its operations to Johor Bahru in 1988. It currently operates a 14,500 sq m manufacturing facility
located in Tebrau Industrial Estate in Johor with a installed capacity of 2.4 million sq m of PCBs per annum.
Its products are all exported to various markets with the largest being Japan, Europe and America. Aiwa
and Philips are its two largest clients, each accounting for 15-18% of annual sales. As part of its listing on the
KLSE Main Board on March 19, it made a public issue of 2m shares and offer for sale of 20.5m shares at
RM4.70 each.

PCB manufacturing is not high-tech venture: PCBs come in different types, the most common being
single-sided and double-sided. Single-sided PCBs are used in digital clocks, calculators, telephones and vari-
ous audio and visual equipment. Double-sided PCBs are more sophisticated boards with electronic circuits
printed on both sides used in computers, communication equipment, video games and measuring instru-
ments. The main raw material used in manufacturing PCB is copper clad laminates, which are easily avail-
able from Malaysia, Singapore, Taiwan, Korea and China. The business is not "high tech" as the technology
for manufacturing PCBs is no secret. Rather, it is process-oriented where it is critical to be efficient through-
out the manufacturing process i.e. from engineering, artwork and silk-screen preparation, printing and etch-
ing, drilling, punching, electrical testing to finishing and quality assurance. The purchasing and marketing
functions are equally important to keep a rein on raw material costs and grow sales.

Poor interim results: The group’s recently-released interims to March 31, 1997 is a sign of these trying
times. Pre-tax profit fell by 33% to RM8.6m on the back of a 22% slide in turnover to RM37.4m. Earnings
dropped by 34% to RM6.5m. The company cut selling prices by 10-25% just to keep its factory running at
above break-even of 50% capacity utilisation rate. Latest indications suggest that sales were sluggish in the
first five months this year. Even though demand for its products picked up towards June, margins are still
under attack as its major clients — Aiwa, Philips and Matsushita — exacted 10-25% dicount in pricing. This
phenomenon is not limited to the PCB component market. Other component suppliers like Kris Components,
Eng Teknologi and Atlan Holdings — which make stamped metal parts, casings and hard disk drive compo-
nents — also reported lower earnings in their latest results.

A cushion in profit guarantee for FY98: According to management, results for the second half should be
reflective of its interims. Hence, full year earnings are expected to fall by 24.3% to RM13.0m, with EPS
falling from 39.9 sen to 26.5 sen. As part of its listing approval, the Tan family’s vehicle Print N Etch was
required to provide a profit guarantee of RM28.8m for the FY97, which is equivalent to 100% of the compa-
ny’s forecast profit before tax. This means any shortfall in actual earnings will be topped up by cash by the
Tan family.

Capacity expansion postponed:  Earnings setback would have a more serious repercussion in respect to
changes to its capacity expansion programme. Part of the IPO proceeds was supposed to be used to upgrade



tory and cutback in orders for parts and components. The cutback in inventory had been drastic, while
demand recovery in 1995 had been under-estimated. Last year, producers misjudged the market again, this
time over-estimating the strength of consumer demand, leading to over-production of parts and components.

BUSINESS PROSPECTS

Smallest among the big players: PNE PCB has to contend with three other international players in the
Asian PCB market. These are CMK (Singapore), Hitachi Chemicals and Nippon Electric. CMK has the
largest share in the market, with approximately 60% while PNE PCB has only 10%. Its three competitors
are all Japanese-owned and the Japanese are major exporters of consumer electronics, which makes it diffi-
cult to gain market share. To grow, the company will shift its capacity towards higher value-added products.

Moving up the value-added ladder: It plans to increase the output of carbon and silver through-hole
PCBs and reduce the production of single-sided PCBs effective next year. These higher value-added products
are more profitable as there is less competition and they require a higher level of technical know-how to
manufacture. PNE PCB is also set to become one of the few companies manufacturing multi-layer PCBs,
with production aimed by the end of 1998. Carbon PCBs are used in remote control equipment and fax
machines, while silver through-holes are used in high-end expensive electronic equipment such as computer
peripherals. Multi-layer PCBs are used widely in computer motherboards.

Earnings expected to recover in FY98: The company believes the consumer electronics cycle is due for an
upturn after an extended contraction over the past 16 months vs the usual downcycle of 12 months. The
company expects to slowly increase its selling price as demand from the end-product manufacturers contin-
ues to grow. Coupled with the start of multi-layer PCB production and growing production of silver through-
hole PCBs, FY98 looks promising. We are projecting turnover to rebound by 32% to RM102.3m and a pre-tax
profit  to grow by 35% to RM23.5m. Earnings are expected to recover by 35% to RM17.6m. This translates
into an EPS of 35.9 sen in FY98.

OTHER CONSIDERATIONS

Deposited PNE PCB shares as security for profit guarantee: The conditions imposed by the Securities
Commission (SC) in approving PNE PCB’s listing were unusually stringent. On top of the profit guarantee,
the SC also put a total of 22.5m shares (of its 26.4m shares held post-IPO) owned by Print N Etch under a
one-year moratorium. The unencumbered 3.9m shares were pledged as security for the profit guarantee.

Assuming this was the only form of security, the Tan family would have to support PNE PCB market price at
RM7.40, i.e. the amount of profit guarantee (RM28.8m) divided by 3.9m shares. And the share price behav-
iour has been consistent with this belief. Since its listing, the shares had seen strong support at the RM7.50
level, with an all-time low of RM7.30 in intra-day trades.

Support level may have changed: The major shareholders subsequently sold this same block on July 23,
when the share price was at RM15-16, close to its all-time high of RM16.90. Hence the incentive for the Tan



We are not excited about the company's prospects. The business is not high-tech; earnings will be down in
the immediate financial year to Sept 97, a turnaround in FY98 earnings, although robust at 35% on surface,
will not even return it to its projected FY97's earnings level. PNE PCB is also the smallest among the four
big players in Asia. At RM8.60, the stock is also expensive at PERs of 32.4x and 23.9x forward earnings. We
recommend a sell/avoid. (Lynn Ng/Chris Leow 253–1626).

Earnings Forecast — PNE PCB Bhd

YE Sep (RM m) FY94 FY95 FY96 FY97F FY98F

Assumptions
Installed capacity (m sq m) 1.90 2.28 2.40 2.40 2.46
Utilisation rate (%) 70.0 70.0 70.0 70.0 80.0
Production (m sq m) 1.33 1.59 1.68 1.68 1.97
Selling price (RM/sq m) 61.8 67.1 59.7 46.0 52.0

Turnover 82.2 106.9 100.3 77.3 102.3

Profit before dep & interest 15.0 25.1 27.5 21.3 27.6
Depreciation (2.5) (3.5) (3.8) (3.8) (4.0)
Interest exp (0.2) (0.2) (0.0) (0.1) (0.2)

Pre-tax profit 12.3 21.3 23.7 17.3 23.5
Taxation (0.5) (3.8) (6.5) (4.3) (5.9)

Earnings 11.8 17.6 17.2 13.0 17.6
Weighted no of shares 10.0 10.0 43.1 49.0 49.0

EPS (sen) 117.9 175.9 39.9 26.5 35.9
EPS growth (%) 200.1 49.2 (77.3) (33.5) 35.5

PER (x) at RM8.60 7.3 4.9 21.6 32.4 23.9


