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MAY 26-30, 1997 1 YEAR 1 MONTH  LAST
AGO AGO WEEK

Market Cap (RM bil) +4.4% +0.7% 736.4
— Main Board +1.2 +0.7% 675.8
— Second Board +63.3% +2.0% 60.6

KLCI (pts) -3.5% +2.0% 1,101.3
SBI (pts) +30.1% +1.8% 569.5

3-mth Klibor 7.27% 7.34% 7.73%
RM/US$ 2.4895 2.5025 2.5100

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

(RM) (RM) (RM) (RM) (%) (m)
MBf Capital 5.35 5.55 4.98 0.15 2.9 106.1
Sriwani 7.80 8.50 6.75 1.05 15.6 46.4
Anson Perdana 6.70 7.50 6.25 0.20 3.1 45.7
Chase Perdana 19.20 19.20 17.10 1.40 7.9 43.6
Pilecon 4.16 4.82 3.60 0.52 14.3 34.4

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

(RM) (RM) (RM) (RM) (%) (m)
MCL 19.80 19.80 14.30 5.60 39.4 15.9
Hospital Pantai-C 10.40 11.30 8.50 2.10 25.3 5.9
Sanda Plastics 12.60 13.20 10.10 2.20 21.1 1.6
Mun Loong 13.90 14.00 11.50 2.40 20.9 0.6
Hospital Pantai 25.00 26.25 20.80 4.20 20.2 2.3

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

(RM) (RM) (RM) (RM) (%) (m)
Bandar Raya-A 2.82 3.42 2.82 -0.60 -17.5 0.02
Public Bank-Foreign 3.94 4.68 3.78 -0.74 -15.8 33.9
Metroplex 2.74 2.77 2.59 -0.46 -14.4 3.2
BSinger-T 2.30 2.88 2.15 -0.38 -14.2 2.3
Choo Bee Metal 3.80 4.54 3.74 -0.60 -13.6 17.9
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STRATEGY & ECONOMICS
1Q97's GDP offers foundation for recovery; banks' earnings remain crucial in the next 3 months

The uncertain mood is expected to prevail despite signs of recovery towards the end of last week. The release
of a strong GDP growth figure of 8.2%, slightly higher than our forecast of 8.0%, on Friday quashed concerns
that the economy is slowing down. The manufacturing sector, in particular, performed commendably, grow-
ing by 12.9% in the first three months, which is much higher than the 11% projected for the whole of 1997.
The economy appears to have shrugged off setbacks caused by the slowdown in the global electronics sector,
and the long lay-off period during the double festivals. Local manufacturers have discounted the flat chip
sales during the earlier part of the year, taking cognizance of seasonal factors in the global electronics mar-
ket. There was no severe cutback in production and this helped support the GDP number.

Despite the strong first quarter GDP growth, we are not revising our 7.8% GDP growth forecast for 2Q97
taking into consideration the adverse impact of the severe stock market correction in early April, as well as
the impact of the central bank’s lending curbs on the economy. We expect consumption and investment
expenditure to be relatively dampened in the few months subsequent to March.

Without evidence of significant inflow of investible funds to the country, any notion of a strong turnaround in
the KLSE is, at best, nascent. Fresh demand for the ringgit is insignificant, as the local currency continues
to slide against the dollar. The ringgit is expected to trade at RM2.50-RM2.51 this week, although confidence
might be buoyed by the Baht’s strong recovery on Friday. The baht’s episode has proven to be expensive for
the economy with interest rates pushed to above 8.0% for the benchmark 3-month KLIBOR. If the baht’s
recovery on Friday is sustainable, then there is hope for the 3-month KLIBOR to ease below 8.0%.

It remains to be seen if local banks will raise their BLRs in response to baht-induced hikes.  Generally, we
remain skeptical if banks can lead the bulls in recharging the market anytime soon in the next 3 months. At
this stage, banks' earnings are still untested by the impact of curbs on lending to share and property markets
in early April.

In any case, the recent spate of positive economic figures are excellent for the local market as it builds the
foundation for a strong performance and recovery by the end of the third quarter. Any further recovery this
week will be, at best, cosmetic buoyed by an anticipated summer rally in Wall Street (historically, the Dow
tends to gain approximately 500 points in the 2-3 weeks preceding the summer solstice). We believe that the
FOMC meeting on July 1, will put a check on the rally, should one occur. Locally, the month of June has
historically coincided with a season of dwindling volume on the KLSE. This should be a factor to consider.
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COMPANY VISIT
Loh & Loh Corporation Bhd — Duplicating a proven formula for success

Loh & Loh strikes us as a replica of ACP Industries and Ho Hup Construction in their early days as an out-
and-out Chinese building material and construction firms. Both have adopted an expansion strategy that
rides on the success of influential parties who can deliver contracts to ensure their survival. Both have
latched their fortunes onto the sprawling Renong conglomerate and its chieftain Halim Saad. Loh & Loh was
only too glad to choose that path early in its listing plan.

To be sure, both groups have their respective niche. As opposed to pure contracting and building outfit, our
preference lies with Loh & Loh for their particular expertise in the construction of dams and waterworks,
earthworks for infrastructure and building construction. By the technically-demanding nature of their work,
the group derives some 12-13% pre-tax margin in recent two years, above the average 9-11% achieved by its
peers in the industry.

Like Ho Hup, Loh & Loh started out in the 1960s, remained a tighly-held Chinese-controlled firm until it
decided to go public and roped in an influential partner as its shareholder. (Ho Hup conceded control to UEM
in late 1990). Both were driven by fears of increasing competition in the industry, but Loh & Loh took the
option in its pre-IPO plan. The strategy to form some sort of “alliance” with Renong or Halim Saad’s projects
is manifested in the presence of lawyer Rashid Manaff (who owns nearly 20% of its paid-up capital of 32m
shares) and the profile of its orderbook.

If companies like Ho Hup Construction, SP Setia and ACP Industries are so successful in their strategies,
the expectations on Loh & Loh should not be misplaced. We are optimistic of its future profitability, should
such “alliance” is likewise rewarded with contracts from its well-connected partners.

The group came on board with RM492m orderbook as of Jan 1997, of which 65% are construction of dams,
reservoirs and waterworks, 15% earthworks, 20% building works. Among them: RM170m of works related to
Plaza Merdeka, the concession company that won the rights to redevelop the present sites of Stadium Merdeka
and Stadium Negara, RM26m in NSE Central Link contract and a share of RM70m deal in Asean’s biggest
water supply scheme from Puncak Niaga.

Since its IPO, the group has strengthened its business with an additional RM200m of new jobs. Some will
raise eyebrows, including two parcels in Prolink Development’s Nusajaya township worth RM44m, Gemencheh
Dam worth RM65m and lake construction in Putrajaya worth RM47m. Between now and the year 2000,
there are at least nine water hydro dams with a total construction cost of RM770m to be given out to contrac-
tors. Loh & Loh has been successful in one, and we expect them to remain competitive for the rest of them.

In conclusion, we are not prohibited by its steep valuation of 31.7x current year's earnings. We believe the
group can deliver an EPS of 27.5 sen in FY97 for a y-o-y growth of 2.1% over FY96, as officially disclosed.
With the benefit of new contracts, we will hold for an EPS of 47.4 sen for FY98, significantly better than its
official forecast of 28.1 sen. At RM8.90, we think the forward PER of 18.8x is undemanding for an
exposure into a niche contracting outfit with good connections. BUY.
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COMPANY RESTRUCTURING
Golden Hope breathes new life into Mentakab Rubber with landbank within Cyberjaya developments

Mentakab Rubber Company (Malaya) Bhd, a 51%-owned unit of Golden Hope Plantations, will soon give up
rubber and oil palm cultivation for a property development as its core business. Under a proposed restruc-
turing exercise, the company will sell its 1.4% stake in Negara Properties for RM8.3m (at RM10.00 per
share), buy two parcels of development land and developer TTDI Developments Sdn Bhd, all worth more
than RM1b. The assets include:

■ 1,290 acres of freehold agriculture land in Sg Mahang estate in Seremban from Golden Hope for
RM224.5m, to be paid by an issue of 56.8m new stocks at RM3.95 each. The Sg Mahang land has
received in-principle approval for conversion into commerical development, with gross development
value of RM1.58b and cost of RM1.12b. This implies a gross profit of about RM460m over 10-15 years,
beginning early next year.

■ 2,895 acres of Sg Sedu estate in Kuala Langat from Golden Hope for RM251.8m, to be satisfied by an
issue of 63.8m new stocks at RM3.95 each. Application to convert the Sg Sedu land from agriculture to
mixed development will be made to the state authorities. It is forecast to generate a gross development
value of RM3.16b at a cost of RM2.3b. Total gross profits of RM860m could be realised over 15-25 years
from 1999.

■ 100% of TTDI Development from PNB for RM525.4m by issuing 133m new stocks at RM3.95 each. The
acquisition of TTDI, a developer with a proven track record, will bring the necessary expertise and
experience in developing large projects earmarked for that new landbank. TTDI currently owns 250
acres of prime but undeveloped land in Section 13 Shah Alam, Taman Tun Dr Ismail and Taman TTDI
Jaya near Shah Alam, Selangor.

TTDI Development: Financials

YE Dec 31 1992 1993 1994 1995 1996
Turnover 149.3 153.6 257.6 170.3 161.0
Pre-tax profit 14.8 12.4 22.1 21.2 24.4
Taxation (6.2) (6.9) (7.1) (13.1) (11.3)
Earnings 8.6 5.5 15.0 8.1 13.0
Shareholders' Funds 63.5 67.1 268.9 264.5 265.1
Total Borrowings 164.8 211.3 40.4 5.0 8.5

Mentakab will also undertake a 12-for-1 bonus issue, a 5-for-1 rights issue at RM2.75 each and a public issue
of 34.6m new stocks at RM3.95 each. A public issue of 34.6m new stocks at RM3.95 each is in the offing, too.

Earnings Forecast

Mentakab’s proposal is accompanied by an earnings estimate of RM28.8m for the year to June 1998, with
equal contributions from the new landbank and TTDI. Based on the pre-suspension price of RM57.00, the ex-
all price of RM3.93 and weighted average EPS of 13.7 sen, Mentakab does not come attractive to the market
at PE ratio of 28.6x. Similar property development companies could be gotten at 11-14x future earnings e.g.
Bolton Properties (11.4x), Sime-UEP (12.5x) and Sunway City (13.8x).
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But the valuation appears expensive only because FY98 would not capture the true potential of these assets.
It should be noted that the profit estimate assumes Jan 31, 1998 as the effective acquisition date and April
30, 1998 for the public issue exercise. This implies only marginal input from the acquired assets i.e. five
months’ contribution in FY98 from mainly estates earnings. TTDI is implied to be making RM34m net profit
on 12-month calendarised basis vs current base of RM13m. This should come from current projects like TTDI
Jaya in Shah Alam.

Assuming 12-month rolling contributions from the two estates and property development earnings from
TTDI, Mentakab should reflect earnings in the region of RM66.8m into FY99, if FY98 numbers are main-
tainable. EPS on enlarged capital base of 313.4m shares would be 21.3 sen and PER at 18.5x. This does not
make Mentakab an outstanding stock in respect to future valuation, but it remains an interesting option
with regards to (1) the location of its new landbank in the vicinity of Cyberjaya and (2) an exposure to
Multimedia Super Corridor spin-offs at entry level (i.e. ex-all price of RM3.95 is equivalent to subsequent
IPO price), albeit some holding costs in sitting through the corporate exercise.


