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JUNE 16-21, 1997 1 YEAR 1 MONTH  LAST
AGO AGO WEEK

Market Cap (RM bil) 712.4 714.4 740.0
— Main Board 673.5 655.6 675.9
— Second Board 38.9 58.8 64.1
KLCI (pts) 1,142.3 1,058.6 1,108.2
SBI (pts) 45.35 544.6 575.9
3-mth Klibor 7.365 8.130 7.790
RM/US$ 2.484 2.4865 2.5040

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

(RM) (RM) (RM) (RM) (%) (m)
Renong 3.48 3.50 3.18 0.12 3.57 46.1
Sriwani 6.10 7.35 6.10 -0.75 -10.95 32.9
Eden Enterprise 7.55 10.40 5.90 1.55 25.83 32.5
Samanda 22.00 22.00 17.70 2.60 13.40 30.3
Olympia Industries 2.18 2.53 1.99 0.19 -6.91 20.3

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

(RM) (RM) (RM) (RM) (%) (m)
LKT Industrial 22.50 22.50 14.50 6.60 41.51 11.1
Zaitun Industries 10.00 12.60 6.65 2.90 40.85 8.8
Eden Enterprise 7.55 10.40 5.90 1.55 25.83 32.5
YCS-W 10.10 10.30 8.20 1.90 23.17 2.9
Kian Joo-W 6.20 6.20 4.80 1.15 22.77 0.4

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

(RM) (RM) (RM) (RM) (%) (m)
Isuta 12.20 18.20 12.00 -4.50 -26.95 19.0
Sungei Way 4.36 5.70 4.36 -1.34 -23.51 14.9
Public Packages 6.80 8.75 6.45 -1.95 -22.29 0.5
B-Singer-C 1.89 2.28 1.89 -0.39 -17.11 0.1
Promto 7.40 9.00 7.15 -1.45 -16.39 0.5
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ECONOMICS AND STRATEGY
Mixed macroeconomic signals could check market optimism from overflowing this week

No real recovery is in sight as conflicting macro signals increase the uncertainty over the state of the coun-
try’s economic health and the direction of interest rates. While interest rates might be easier following be-
nign money supply numbers, such a likelihood is rather slim in the short term, as it will only encourage
speculative forex activity, just when things are unravelling across the border.

The growth in M3, broad measurement of money supply, was only 19.7% in April, attributable primarily to
the two lending curbs imposed by Bank Negara on April 1.  The slowdown in loan expansion reflected the
move by some banks to freeze all new property and share financing facilities upon the announcement. In any
case, the 20% mark appears to be the psychological threshold — we believe that M3 growth below 20% is a
precondition for any reduction in interest rates. If loan growth remains stagnated in May, then M3 gowth for
the month could dip to as low as 18.5%. We expect M3 growth in the region of 19.2-19.5% for the month of
May. In tandem with a slowdown in domestic credit expansion, there were across-the-board reduction in
other monetary influences (see table below).

The zero external influence in April is basically the contractionary impact of Bank Negara’s forex interven-
tion in the latter half of month. This was a move to support the ringgit when it came under pressure during
the attack on baht.

M3 Determinants Oct Nov Dec Jan97 Feb Mar Apr
(During the month/RM'b)
Domestic credit expansion +6.5 +8.0 +5.1 +12.1 +5.5 +9.3 +7.2
Fiscal influence -0.5 -1.3 +0.9 +3.2 -0.8 -0.8 -1.3
External influence +2.2 +1.2 +0.6 -2.3 +1.4 -1.0  0.0
Other influences +0.9 -4.5 +5.2 -2.5 -2.1 -4.1 -5.1
Total +9.1 +3.4 +11.8 +10.5 +4.0 +3.4 +0.8
Y-o-Y % growth 22.6 21.7 22.7 21.9 20.4 21.0 19.7

Source: Extrapolated from Bank Negara Malaysia Monthly Statistical Bulletins

M3 finally dips below 20%…
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The central bank did not roll-over RM1.5b worth of BN Bills which matured last week,  signalling perhaps a
policy of allowing liquidity to flow back into the system and in the process help ease interest rates gradually
(as opposed to a reduction in the SRR, the effect of which is a more sudden reduction in interest rates which
could open the door to overnight speculative activities).

While signs are pointing to a possible easing in interest rates, news on the real economy could certainly be
better. With fears of stagnating export growth, foreign direct investment (FDI) in the manufacturing sector
appears to be slowing down. Only RM3.5b worth of FDI was approved during the first five months of the
year, less than half the amount approved during the corresponding period last year. A slowdown in the inflow
of long-term capital is one thing that the economy cannot afford this year. With the current account deficit
expected to reach RM14.8b (5.5% of GNP) this year, adequate inflow of foreign funds, especially those long-
term in nature, is necessary to plug the gap. Otherwise, the country’s reserves will be eroded.

But the real risk is that the slowdown in the inflow of long-term capital will be exacerbated by a pullout of
such capital. This, in fact, is the possibility currently looming in Thailand. Having managed to rein in a
potentially destructive  full-scale outflow of short-term funds, the country is currently living with the spectre
of long-term funds fleeing the country. While this, we believe is still a remote possibility, factories are begin-
ning to lay off workers and order books are gettting thinner. Such a development are signs of economic
quagmire. It is imperative that investors be aware of the repercussions such a development could have on
the local financial markets.

In the meantime, any upside in the local stockmarket will be limited, and any apparent recovery cosmetic,
without the volume to support the price (Zulkifli Hamzah 03-254-6677).
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COMPANY RESULTS
Nationwide Express Courier — Leading domestic courier company going cheap

YE Mar 31 Actual Growth Forecast Variance (%)
Turnover 51.0 16.3 54.0 -5.6
Pre-tax profit 12.2 36.0 12.8 -4.7
Earnings 8.3 41.6 8.7 -4.6
EPS (sen) 43.7 41.4 45.7 -4.4
Tax rate (%) 31.4 vs 34.1 32.0 -1.9
Pre-tax margin (%) 23.8 vs 20.4 23.7 —

REVIEW

Nationwide Express Courier Services’ final results to March 31 were in line with our expectations. Pre-tax
profit jumped by 36% on the back of a 16% increase in turnover to RM51m. Earnings surged by 42% to
RM8.3m while EPS grew at the same pace to 43.7 sen.

Strong growth in underlying business: We estimate that the number of packages handled grew by a
robust 16% from 484,000 to 563,000 packages per month. Courier services are used by almost all types of
industries ranging from manufacturing to financial services and hence are proxies to overall economic growth.
The company estimates that the industry is growing at about 10-15% p.a. Demand for delivery of time-
sensitive documents is driven by: companies with just-in-time production and global sourcing; banks, trad-
ing companies and food outlets expanding their branch network.

Rates were hiked last year: The company revised its rates upwards by 10-15% in April last year and this
had the effect of increasing yields (revenue per package) by an estimated 7% to RM7.70 per package. We
suspect yields did not increase by a larger quantum because the rate hikes were not affected across the
board, i.e. some big corporate clients saw a smaller increase. The rate hike had the intended effect of shrink-
ing demand from smaller volume clients and shifted its focus to serving bigger customers. Because of the
nature of its business, it is more cost effective to have a few large clients instead of many geographically
dispersed customers. During routine pick-ups, the courier has to collect parcels from the client and then
bring it back to the hub to be sorted before being shipped to the destination.

PROSPECTS

Capacity to be expanded soon: Nationwide’s new distribution hub in Shah Alam is expected to be opera-
tional by August 1 this year. The new hub is expected to more than double current handling capacity of about
600,000 packages per month. The company intends to automate its processing and sorting functions, which
it could not implement at its Petaling Jaya hub due to lack of space. To prepare itself for the higher business
volume, the company has increased its groundhaul fleet from about 140 late last year to 170 vehicles.

Computerisation of HQ and branches: Computer application systems for its new head office in Shah
Alam is expected to be operational by Oct 1 followed by a link-up with its other branches one year after that.
The new system would supersede the present manual inputting of functions like customer billing and the
encoding of destination codes and other shipment particulars into the system. This should help cut down
debtor collection time and hence improve operating cashflow. A computerised tracking network would also be
able to trace consignments between the hub and delivery to the consignee.
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Continuing growth momentum: We believe Nationwide’s growth momentum will continue to be strong
over the next two years. Underlying demand for courier services is strong and the company feels it can win
market share from some of the smaller courier companies. The opportunity exists because the market is
fragmented with about 163 courier companies and many of them are private limited companies or sole
proprietorships.

EPS growth of over 25%: Recent volume figures have been encouraging. According to the company, the
number of packages handled since March 97 was about 600,000 per month vs FY97’s average of about 563,000
per month. We are maintaining our forecast EPS of 55.3 sen in FY98 for a year-on-year growth of 26%. This
assumes a 20% growth in packages handled to 678,000 per month on stable yields. In FY98, we anticipate a
19% gain in packages handled to 808,000 per month with stable yields. EPS is projected to surge by a an-
other 25% to 68.9 sen.

RECOMMENDATION

Being the leading domestic courier company with an estimated 30% share, it is best positioned to benefit
from industry growth of 10-15% p.a. Its comprehensive network infrastructure of more than 110 branches
and agencies and groundhaul fleet of more than 170 vehicles gives it the edge in providing fast, efficient and
reliable service. These are significant barriers to entry and will be the key to sustaining long-term growth.
The fact that US-based Federal Express continues to use Nationwide to deliver all its overseas shipments
destined for Malaysia emphasise the quality and reliability of its services. Nationwide is still one of the
cheapest well-managed growth stocks we have come across. BUY. (Chris Leow 03-253-1626)

Earnings Forecast — Nationwide Express Courier

YE Mar 31 1996 1997 1998F 1999F
Assumptions
Packages per month (‘000) 484.0 563.0 678.0 808.0
Growth (%) +6.0 +16.3 +20.4 +19.1

Turnover 43.9 51.0 62.8 75.6
Gross profit 11.9 16.4 20.1 23.4

Depreciation (1.0) (1.5) (2.3) (2.5)
Office & equipment rental (2.1) (2.5) (2.1) (1.9)
Prov for doubtful debts (0.9) (1.0) (1.2) (1.2)
Net interest income 1.2 1.0 0.8 1.0
Others (auditors, directors fees, forex) (0.1) (0.2) (0.2) (0.3)

Pre-tax profit 8.9 12.2 15.1 18.5
Taxation (3.1) (3.8) (4.5) (5.4)
Tax rate (%) 34.1 31.4 30.0 29.0

Earnings 5.9 8.3 10.5 13.1
Growth (%) +35.8 +41.6 +26.5 +24.7
No of shares (m) 19.1 19.1 19.1 19.1

EPS (sen) 30.9 45.7 55.3 68.9
PER (x) at RM7.40 24.0 16.9 13.4 10.7
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CORPORATE DEVELOPMENTS
SP Setia — A hard-sell to promote new sources of earnings from Putrajaya and Gelang Patah projects

SP Setia, a well-connected medium-cost property developer, will take its profile several notches higher with
a planned international roadshow over the next two months, beginning last week in Kuala Lumpur.

The developer of the RM1.6b Pusat Bandar Puchong in the suburbs of Kuala Lumpur will be promoted on
the strength of earnings from an additional two high-profile developments — Putrajaya and Bukit Indah
Johor. These two projects will complement but dominate its earnings make-up when its Puchong flagship
development tapers off over the next two years. Much of SP Setia’s success in Puchong have been attributed
to a combination of factors: the opening up of the Puchong by pioneer Island & Peninsular and the IOI group,
improving infrastructures surrounding its landbank (Shah Alam Expressway), higher disposable income
and its focused approach in developing medium-cost residential schemes. The extension of its involvement
into the Putrajaya development is seen as a confirmation of its well-regarded political connections at work.

It is not very difficult to delve into the thrust of this multi-country promotional tour; with the recent procure-
ment land and contracts in Putrajaya, as well as the initial success of Bukit Indah Johor, earnings stream to
April 1999 (1H99), it claims, is virtually assured and locked in today. The certainty of future earnings could
play a big part in the hard-sell of SP Setia, in the same manner as earnings comfort from its Puchong
flagship project had pulled it through the last 12 months.

Putrajaya: SP Setia leads a JV consortium with a 50% stake, Putrajaya Holdings (30%) and unidentified
bumiputra parties (20%) to build 12,000 units of terraced houses/apartments and a commercial precinct,
over 2,410 acres, worth RM3.5b. It has secured RM1.5b worth of construction contracts, including the cov-
eted RM350m PM’s office complex and residence. Work on the PM’s office started in April, and is to be
completed by Sept 98, at which time most of the houses/apartments are expected to be sold.

Reasons to be optimistic about this Putrajaya deal: SP Setia will launch its residential units in Sept
1997, and the government has guaranteed a minimum take-up rate of 52% to accommodate government
servants due to be transferred from Kuala Lumpur. The underlying confidence in the project lies in its
classification as an infrastructure project that escapes the lending curbs instituted by Bank Negara in April
this year.  Margins, however, are not expected to be as lucrative at 15-20%, depending on the Putrajaya land
cost. At an indicative RM8 psf, or RM350,000 per acre, SP Setia’s share would be RM422m.

We think SP Setia can do better in current sentiments on properties; its terrace houses are priced at RM180-
300,000 each while the apartments are sold at RM100-150,000 each. Other Putrajaya land concessionaires
like Hong Leong Properties and MRCB are selling semi-detached/bungalows and high-end units respec-
tively. Malaysian Plantations and Peremba are only expected to kickstart their projects at a much later date.

Financing for its participation in this consortium is being finalised: A bond-cum-warrants issue to
raise some RM200-300m for the land cost is said to have been submitted and approved in principle by Bank
Negara, although the terms and details are still being thrashed out. SP Setia recently raised RM121m net
proceeds from a private placement of 12.7m shares at RM9.63 each to various institutions in early April 97.

Bukit Indah Johor: Bukit Indah, a township over 1,545 acres in Gelang Patah, is part of the 27,000-acre
Bandar Nusajaya to be developed by Renong’s Prolink Development. The five-parcel development will house
15,000 medium-cost units and does not require any allocation for unprofitable low-cost content. Its target
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market is the 50,000 Malaysians working in Singapore, offering a short 20-minute drive from the causeway
or the new second crossing via an interchange in the township.

The initial success: The group launched the first phase of terrace houses at Bukit Indah Johor in May
1997, with 95% of the non-bumi lots (540 units) sold within the first week. This represents 60% of the total
units available for sale, the other 40% allocation for bumiputra buyers are “pending state approval.” Total
sales generated was RM110m, part of which has been used to defray the land acquisition cost from Prolink.

Payment to Prolink remains a concern: SP Setia bought two parcels of land from Prolink totalling 1,544
acres for RM706.6m, or about RM10.27 psf. Instalments for land cost payable to Prolink has been structured
to SP Setia’s advantage. The 5-5-10-70% staggered formula allows SP Setia to generate cashflow from the
sale of its properties in Bukit Indah to settle its debts. The first two 5% payments have been met without
much problem, but subsequent payments depend on how well the market in Johor hold up in its favour,
especially when other developer like Ho Hup and Renong itself start competing for Johor house buyers.

Status of development and sales from core projects

Project  Value (RMmil) YTD Sales Recognised Balance
Pusat Bandar Puchong 1,600 925 485 440
Bukit Indah Ampang 600 330 300 30
Bukit Indah Johor 5,500 110 0 110

SP Setia’s earnings are its worst kept secret:  SP Setia believes it can achieve a net profit of RM57m in
FY Oct 97, grow it by 30% to RM74m in FY98 and another 30% to RM96m in FY99. EPS is estimated to be 41
sen, 53 sen and 68 sen, respectively, within our existing expectations of 41.9 sen and 49 sen in the immediate
two years. The management’s optimism that FY97, FY98 and half of FY99’s earnings are already locked in
today (from sales generated by Pusat Bandar Puchong, 52% of guaranteed take-up in Putrajaya and 90%
sales from the first launch in Bukit Indah Johor), we think, will be infectious to the market. With earnings
largely predictable, we believe the stock price behaviour would be less erratic. But by giving out too much in
its roadshow, the group may have left too little room for earnings surprises.

SP Setia Bhd

YE Oct 31 1995 1996 1997F 1998F 1999F
Turnover 413.6 355.2 450.0 580.0 680.0
Earnings 30.2 43.7 57.0 74.0 96.0
No of shares 98.0 127.3 140.0 140.0 140.0
EPS (sen) 30.8 34.4 40.7 53.0 68.0
PER (x) at RM8.70 28.2 25.3 21.4 16.4 12.8

Conclusion: At RM8.70, the stock trades at prospective PERs of 21.4x, 16.4x and 12.8x its three-year for-
ward earnings. These multiples are admittedly not cheap relative to the industry valuation of 12-13x into
FY98. But given the incremental contributions from Putrajaya and Bukit Indah Johor in 1998, we believe
our FY98 EPS of 49 sen understates its earnings capacity. We will continue to BUY SP Setia as our preferred
and safer exposure to the resilient medium-cost property market. We regard the comfort of earnings cer-
tainty as an opportunity for the group to explore new sources of income, rather than a cause for complacency.
(David Yong 466-3929)


