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JUNE 30 — JULY 4, 1997 1 YEAR 1 MONTH
 LAST

AGO AGO WEEK
Market Cap (RM bil) 722.9 762.1 737.4
— Main Board 680.6 700.0 671.8
— Second Board 42.3 62.1 65.6
KLCI (pts) 1,137.9 1,111.3 1,073.3
SBI (pts) 472.3 554.6 566.9
3-mth Klibor 7.451 7.970 7.580
RM/US$ 2.4815 2.5070 2.5100

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

(RM) (RM) (RM) (RM) (%) (m)
Taiping Con 3.66 3.68 2.99 0.48 +15.09 106.1
Econstates 3.44 3.74 3.04 0.38 +12.42 74.6
Chase Perdana 23.00 24.40 21.60 1.00 +4.55 39.5
Taiping—T 1.35 1.40 0.90 0.38 +39.18 34.2
MBf Capital 4.66 4.72 4.44 0.06 -1.27 30.6

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

(RM) (RM) (RM) (RM) (%) (m)
Taiping—T 1.35 1.40 0.90 0.38 +39.18 34.2
Transmile 18.00 18.60 13.60 +4.30 +31.39 4.9
Phileo Land 6.75 7.05 5.10 1.55 +29.81 4.9
Leisure Management 19.20 19.30 14.90 +4.30 +28.86 3.9
Hai-O Enterprise 12.40 14.70 9.95 +2.70 +27.84 18.1

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

(RM) (RM) (RM) (RM) (%) (m)
LKT Industrial 15.10 19.20 15.10 -4.00 -20.94 2.1
Bumi Armada 5.45 6.50 5.25 -1.05 -16.15 1.7
Sg Way-W 2.10 2.48 2.05 -0.38 -15.32 0.1
HL Bank-W 2.46 2.85 2.38 -0.39 -13.68 0.1
SMPC Metal 15.20 17.80 15.00 -2.40 -13.64 0.1
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ECONOMICS AND STRATEGY
Disappointing monetary figures and discounted trade figure offer little hope for an upbeat market

The market was not stirred despite an eventful week. The local economy, though bogged by regional malaise,
is holding out extremely well in the face of adverse pressures.

The Thai’s decision to move to a managed float system for the baht received all-round approvals from the
financial community. During the three days since July 2, when the baht was freed from Bank of Thailand’s
peg, the currency depreciated by some 12%. The stock market rebounded but the euphoria was brief once
reality sunk in. Thai companies are debt-laden, and these debt are denominated in foreign currrencies. Of
the country's estimated US$90b of foreign currency-denominated debt, about 80% (US$72b) is owed by cor-
porate borrowers. Many under-capitalised finance companies and property developers which had borrowed
heavily in foreign currency will be squeezed by exchange loss as their projected incomes are mainly in baht.
Big Thai companies are also expected to fall victim to the baht's sudden depreciation. Among them are Siam
Cement (US$4b), Thai Petrochemical (US$1.2b), Thai T&T (US$400m) and TelecomAsia Corp (US$855m).

Hong Kong’s handover and the Federal Reserve Open-Market Committee’s decision to keep interest rates
stable were pretty much discounted.

Slightly disappointing monetary
figures: On the domestic front, last
week’s release of May money supply
growth number was slightly disappoint-
ing. At 20.1%, May's M3 year-on-year
growth is higher than April’s 19.7%, and
the 20% threshold we believe to be a
precondition for any real let up in in-
terest rates. Loans to the private sector
was stimulated in May, despite the cen-
tral bank’s loan curbs, but this was off-
set by the residual “other influence.”

We note the increasing influence of the
residual factor (categorised officially as “other influences”) in the monetary aggregates. Without this ”other
influences”, the other three direct determinants of money supply, namely fiscal, credit and external influ-
ences would have caused the aggregate broad money to escalate higher. M3 would have grown 2.6-7.8 per-
centage points if this “other influence” had been excluded during the period Jan 96-May 97 (see chart).

One fact is clear. This “other influence” has had an increasingly contractionary impact on monetary aggre-
gates. This came as no surprise. It reflects, among others, increases in (1) financial institutions’ non-deposit
liabilities and (2) holdings of gilt-edged papers by the non-bank public sector. Nevertheless, given the signifi-
cance of this residual in determining monetary aggregates, especially in offsetting the expansionary domes-
tic credit, there is a real risk that this “other influence” may make a turnabout and impart pressure on
monetary growth again
.
Trade statistics: The trade surplus of RM156.8m for May came as a relief after a a huge deficit of RM2.1 in
April. On a cumulative basis, the trade balance for the period Jan-May 1997 amounted to a surplus of RM49.1m
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compared with a deficit of RM1.37b
for the corresponding period in 1996.
The market should have discounted
that the trade balance is not going to
be favourable this year. We are pre-
paring for a deficit in the region of
RM4.9 - RM5.0b this year. This will
translate into a current account defi-
cit of RM15b or 5.5% of GNP.

The May trade figure was also influ-
enced by some lumpy imports, such as
MAS’s planes and Petronas’ tanker,
but relatively strong exports had off-
set the outflow attributable to these
items. Exports rose 10.4% month from
April, but on a cumulative basis, ex-
port growth for the period Jan-May
was only 2.0% (imports grew by 0.2%).
For the corresponding period in 1996,
cumulative exports grew by 14.2%. We
believe that the stock market needs a
double digit export growth for a good
turnaround story. This is unlikely to
happen over the next three months.

For the time being the market will continue to be driven by themes. Just when the financial market is
applauding Thailand’s move to free the baht, the region is  thrown into political uncertainty as Cambodia
plunges into political turmoil. In this regard, we are not discounting some selling of Indo-China exposed
stocks. This will be an obstacle to any sustainable recovery in the market this week. The second fortnight of
July could be slightly more buoyant driven by certain themes: talks of banks’ first half earnings story could
reinvigorate interest in the market. [Zulkifli Hamzah 254-6677]
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INVESTMENT IDEA

Price Behaviour of Information Technology Stocks on the KLSE
Focus on Computer Systems Advisers (M) Bhd

Risky business: Although not always apparent, the information technology (IT) sector, particularly the
software segment is a risky business. Products and client needs keep changing due to rapidly improving
technology. To produce cutting edge products and be innovative, the business depends heavily on skilled
labour. Software companies in particular rely on software engineers and programmers for new product ideas.

Besides Computer Systems Advisors (CSA), only Dataprep, Fujitsu Systems and MCSB Systems are listed
as IT companies. Lityan is different as more than half its profits in the past were derived from data and
telecommunication and manufacturing as opposed to IT. It is notable that two out of three IT companies fell
short of their profit forecast made pursuant to their listing. The reasons offered can be viewed as potential
red flags for recent and soon-to-be listed IT companies.

Red flags to watch for: MCSB which was listed in June 93 performed below expectations because of a shift
from low margin, high volume commodity PC products to concentrate on project sales with high value-added
content. Three years later, the company is still giving the same old reasons for its poor financial perform-
ance.

Dataprep attributed its poor results to massive resignations of key staff which led to the shelving or delay of
projects. Fujitsu met its forecast but earnings in the following year fell by 27% due to “delay in closing
several sales.” Lityan’s IT division recorded an 18% drop in profits in FY Dec 95 due to staff and financial
constraints. Below is a table showing the forecast and actual profit reported of the three IT companies.

Table 1: Financial performance of IT stocks post-listing

Company Forecast period Earnings forecast Actual earnings
Dataprep Mar 92 RM2.2m Loss RM2.4m
Fujitsu Systems Dec 94 RM9.8m RM9.8m
MCSB Systems Mar 94 RM8.2m RM5.3m*

* Note: MCSB’s financials are on a profit before tax but after minority interest basis

Stocks with poor earnings are usually punished: To test whether the market punishes poor results, we
compared share prices of the respective companies 10 market days before and 5 days after the release of
their interim and final results over the last 3 years. MCSB’s share price fell by almost 29% over this 15-day
window when its FY Mar 94 finals were announced. Earnings were flat that year at RM3.7m. When it
reported losses of RM19m for its FY96 finals, its share price fell 12%. But more red ink in MCSB’s FY97
interim results in Dec 96 had no effect on the share price due to stock-ramping that fed on incredulous
rumours of a takeover by Microsoft’s Bill Gates since Nov 96 and a bullish stockmarket.

Dataprep’s first set of results post-listing for FY Mar 92 saw losses at RM2.4m and the market bashed down
the share price by more than 35%. The persistent poor results, despite having an influential shareholder in
Mirzan Mahathir on board, in FY95, 96 and 97 also led to lower share prices over the 15-day trading window.
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The exception to this ‘lower share price with poor results’ is Fujitsu Systems. Even though the company
reported earnings declines for the last 3 years between FY Dec 94 and Dec 96, its share price did not react
negatively — an aberration that is best-explained by the lack of liquidity from its modest paid-up capital of
15.5m shares.

Speculation vs fundamentals:  Although the market usually punishes companies with bad results within
a short time frame, that does not appear to be the case over a longer period of time. The table below shows
just how overvalued the IT companies have become in the last 2 years. While total earnings of the SBI has
grown, earnings for the three IT companies have charted the the opposite trend. While it appears that the
market ignores fundamentals, we note that the last two years was an unusal period for small-cap stocks. It
was during this period that the SBI had its biggest bull-run in history, reaching an all time high of 682.99
points on March 20, 97.

Bull-run on Second Board was the catalyst:  If not for the bull-run on the Second Board, we suspect the
IT companies would have been sold down on their poor results. Beside talk of more opportunities for growth
in the Multimedia Super Corridor, these companies are facing trying times. Competition is stiff, there is an
acute shortage of skilled manpower and businesses have to be re-engineered to meet new challenges and
focus on higher value-added IT services.

Table 2: Comparison between the Second Board and IT companies

Data June 30, 1995 July 1, 1997 Growth

SB Index 257.13 pts 562.84 pts +118.9%
Market Cap RM17.9b RM54.4b +204.0%
Earnings RM0.7b RM1.3b +78.9%
PER (x) 25.3x 42.9x

IT companies
Dataprep RM4.14 RM9.20 +122.2%
Fujitsu Systems RM7.90 RM14.50 +83.5%
MCSB Systems RM3.97 RM14.70 +270.3%
Total Market Cap 329.7m 933.6m +183.2%
Total Earnings 10.3m (32.6m) >(100%)
PER (x) 32.1x NM

Note: Earnings are historical numbers, MCSB’s share price has been adjusted for bonus and rights

How long did it take for IT stocks to surge? To gauge this, we calculated the number of days it took for
the stock to double, triple, or quadruple its initial listing offer price. Admittedly, this a ‘technical’ rather than
a strictly ‘fundamental’ indicator as it does not take into account valuations (PERs) or earnings performance
after listing. But it illustrates that it takes time for a stock to appreciate significantly after the initial lisiting
euphoria. The table below shows that:

■ It took Dataprep, Fujitsu and MCSB between 1 1/2 and 3 years to triple their initial offer price;
■ the big upmove coincided with strong performance of the Second Board Index, i.e., during late 1993

and 1996.
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Table 3: No of days IT stocks take to Double, Triple and Quadruple their Listing Offer Price

Company IPO Debut IPO Price IPO PER 2x 3x 4x

CSA Apr 28, 97 RM2.80 7.0x 28/4/97 30/4/97 No
No of days 0 2 No

Dataprep Nov 28, 91 RM1.60 5.8x 17/5/93 27/9/93 8/10/93
No of days 536 669 680

Fujitsu Oct 24, 94 RM4.90 5.1x 24/10/94 9/4/96 No
No of days 0 533 No

MCSB Jun 23, 93 RM3.63* 6.9x 21/10/93 28/8/96 20/9/96
No of days 119 1,161 1,184
* adjusted for bonus and rights issues

Clinching big projects is a key success factor: The historical earnings performance of IT stocks so far
has been poor. We think the main problem is lack of large project sales needed to maintain a big software
development team and generate recurring revenue from service and maintenance. For instance, Lityan has
generated investor interest mainly because of newly acquired subsidiary Konsortium Jaya which has clinched
the contract to implement a Standard Accounting System for Government Agencies at several Federal Agen-
cies. Implementation of this project in all federal agencies is expected to continue for the next few years and
would contribute substantially to the future results of the group.

Conclusion and stock recommendation: The strong price performance of IT stocks like Dataprep, Fujitsu
and MCSB over the last two years should not be taken as a guide to future performance. The biggest stock
price gains were made during the bull run on the Second Board. In a lethargic market, we believe these
stocks would have been punished for their poor earnings performance. In addition, investors who bought the
stocks just after listing had to wait between 1 1/2 to 3 years to see their investments appreciate by 50%. We
would watch for IT companies which have a good track record of clinching large projects for an indicator of
the flow of future projects. Big vendors like IBM, Sun Microsystems, Microsoft, Compaq want assurance that
the company can deliver solutions such as networking, application systems integration, client server com-
puting using their products.

CSA (M) Bhd looks promising from this angle: It has proven credentials with the big multinational
vendors as a solution provider with its 26 years of experience. CSA, with Sydney-based partner Computershare
Systems Pty Ltd, recently clinched the supply and installation of the Automated Securities Trading System
software for the Mesdaq. Following its listing, its Singapore-based parent CSA Holdings pared its stake from
53% to 45% in favour of local ownership which should improve prospects for successful bids. Its 30% share-
holder Elite Vista is controlled by Rashdan Baba, the executive chairman of Telekom Malaysia. CSA should
be in a strong position to clinch contracts from the Multimedia Super Corridor project as Telekom has been
appointed the sole provider of telecommunications infrastructure for the MSC.

CSA has a wide network of 26 locations throughout East and West Malaysia which is key to providing after
sales support and services to customers with nationwide operations such as Tenaga and KTM. A growing
number have become full-fledged branches to tap business from small and medium sized industries outside
the Klang Valley. We are projecting EPS to grow by 4% to 41.5 sen in FY Dec 98 and by a stronger 20% to 49.8
sen in FY99. At RM9.40, PERs are 22.6x and 18.9x. We recommend a buy below RM8.50 and below for
a potential upside to our target fair value of RM10.00 [Chris Leow/Lynn Ng 253-1626]


