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JUNE 23-27, 1997 1 YEAR 1 MONTH  LAST
AGO AGO WEEK

Market Cap (RM bil) 722.1 749.9 732.9
— Main Board 680.6 685.9 668.7
— Second Board 41.5 64.0 64.2
KLCI (pts) 1,135.6 1,081.9 1,070.1
SBI (pts) 465.5 576.1 566.0
3-mth Klibor 7.325 7.950 7.430
RM/US$ 2.4855 2.4960 2.5120

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

(RM) (RM) (RM) (RM) (%) (m)
Taiping Consolidated 3.18 3.26 2.18 +1.00 +45.87 137.3
MBf Capital 4.72 5.20 3.80 -0.48 -9.23 108.8
Sriwani 5.25 7.15 5.10 -0.85 -13.93 74.3
Plantation & Development 6.95 7.15 5.80 +0.65 +10.32 34.0
Malpac Holdings 8.50 9.40 7.80 +1.00 +13.33 32.7

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

(RM) (RM) (RM) (RM) (%) (m)
Taiping-T 0.97 1.10 0.50 +0.485 +100.0 31.1
Taiping Consolidated 3.18 3.26 2.18 +1.00 +45.87 137.3
Autoways 37.50 37.75 29.00 +8.50 +29.31 0.4
Hai-O Enterprise 9.70 9.70 7.30 +2.10 +27.63 0.8
Leisure Mangement 14.90 14.90 12.00 +3.10 +26.27 0.7

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

(RM) (RM) (RM) (RM) (%) (m)
IOI Prop-W 3.06 3.68 3.06 -0.88 -22.34 0.1
DRB 5.35 6.45 5.35 -1.10 -17.05 4.5
Gadek-W 5.55 6.65 5.45 -1.10 -16.54 0.3
Sunway City 3.34 4.12 3.24 -0.66 -16.50 2.9
Gopeng-W 2.03 2.38 2.03 -0.37 -15.42 0.2

WHAT'S INSIDE

Economics & Strategy
With better liquidity and some
window-dressing activities, the
market mood appears positive ........

Corporate Developments
Hap Seng: Sell. Major shareholder is
cashing out, earnings estimates
reduced ...........................................
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ECONOMICS AND STRATEGY
With better liquidity and some window-dressing activities, the market mood appears positive

We expect external developments to play a more influential role in determining the direction of the local
stock market this week. We are casting a wary eye on developments in New York, fearing a tailspin end to the
summer rally (the market has gained almost 700 points since mid-May). The DJIA fell to its second biggest
point loss ever last Monday on a crush of selling sparked by fears of Japan selling US bonds. The DJIA shed
192.25 points to 7,604.26, the steepest decline since the infamous Oct 19, 1987's 508-point crash.

The stock sell-off was ignited by Japanese PM Hashimoto's comments that stable exchange rates were criti-
cal to Japan's continued buying of US government securities. Hashimoto wants greater exchange stability,
as a precondition to continued Japanese holding of Treasury bills, without which he would prefer a switch to
gold. The US Federal government depends on strong foreign buying of its bonds to help finance its national
debt of US$5 trillion. The Japanese were already cutting back on their purchases of Treasury bonds. In the
first quarter, Japan bought US$12.9b of bonds and notes, down from US$15.4b the preceding quarter. Such
a sell-off in stocks is indicative of a jittery US market. Besides, the Federal Open Market Committee Meeting
is two weeks away and such an occasion never fails to brew uncertainty, which is a good enough reason for
certain categories of investors to lock in gains.

Britain will surrender 156 years of colonial rule over Hong Kong tonight, and China will quickly stamp its
rule on Hong Kong by moving in 4,000 troops on ships, helicopters and armoured carriers. Future leader
Tung Chee-hwa's office announced late Friday that the troops, spearheaded by armoured cars, would arrive
at dawn to ensure that they will sweep in as the city slumbers. A total of 509 troops will arrive shortly before
the handover ceremony at midnight. The next wave of 4,000 will be accompanied by 10 ships, six helicopters,
21 armoured cars and 400 other vehicles. While the British condemns such a move, the US responded less
belligerently, seeing it as within Beijing’s rights.

Dismissing post-handover un-
certainties, stock investors piled
into Beijing-backed “red chips”
and drove the Hang Seng Index
to a record close of 15,196.79
last week. We are less optimis-
tic, fearing China’s wrath which
could be triggered by the slight-
est of provocations. For exam-
ple, protesters from the “Free
Tibet" movement blatantly chal-
lenged Beijing by flying the Ti-
betan flag and calling for Tibet's
independence. This is some-
thing to be wary of.

Locally, we are perplexed by
some market watchers attribut-
ing last week’s market
retracement to fears of another

Net amount mopped by
the central bank
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Chart: Net impact of  maturities, new issues and rollovers of gilt-
edged instruments.
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round of interest rate hike. Since early May, evidences can be mustered to make a strong case for a clear but
unofficial policy of injecting liquidity in the market using gilt-edged instruments, namely Malaysian Gov-
ernment Securities, Treasury Bills and Bank Negara Bills (see chart below). In fact, several maturing issues
were neither rolled over nor offset with new issues. Consequently, there has been a progressive release of
liquidity into the system amounting to no less than RM6b over the last eight weeks.

We recall Bank Negara's assurance that the recent rate hike (when the 3-month KLIBOR exceeded 8.0%), is
temporary in nature. The gradual process of re-establishing interest rates to pre-April 97 levels has begun,
as we think Bank Negara does not wish the ceiling BLR above the 10% threshold, which will be the conse-
quence, if interbank rates remain, on average, above 8.1% in June.

On that note, and if the DJIA can hold its own without any nasty surprises, we expect a slight pick-up in
activities this week, abetted by possible end-June window-dressing.(Zulkifli Hamzah 254-6677)
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CORPORATE DEVELOPMENTS
Hap Seng Consolidated — Sell. Major shareholder has cashed out at fair value estimate of RM6.30

Block trades in Hap Seng: A series of recent block transactions in Hap Seng Consolidated stocks has
prompted us to reassess our view on the group. Hap Seng is 55.1%-controlled by Sabah-based tycoon Lau
Gek Poh via two vehicles — the public-listed Malaysian Mosaics (51.9%) and privately-held Pembangunan
Melati (3.22%). Recently, M Mosaics announced that it acquired 3.8m Hap Seng shares for RM24.6m (or
RM6.43 each) on June 5, and 752,000 shares between June 9 and June 20 for RM4.7m (or RM6.22 each). This
raised its stake from 51.7% to 51.9% as a result.

Cashing out exercise: On June 6, Pembangunan Melati sold a block of 10m Hap Seng shares for RM63.1m
(or RM6.30 each). The buyer was not identifed but we have reason to believe it was sold to a friendly party
who could eventually pass the block to M Mosaics at a profit. The block sale also allowed Pembangunan
Melati to lock in a hefty profit. In September 1995, Gek Poh-owned M Mosaics made a mandatory general
offer for Hap Seng (then known as East Asiatic Company) at RM3.80 per share.

Prevent dilution from implementation of ESOS:  At the Extraordinary General Meeting last Thursday,
the implementation of an Employee Share Option Scheme (ESOS) was approved by Hap Seng shareholders.
Under the guidelines, the new shares made available shall not exceed 10% of the paid-up capital of Hap
Seng, which is presently 331.3m RM1 shares. Assuming all the options are exercised, M Mosaics stake in
Hap Seng would be diluted to 47.2%, i.e., below the 50.1% threshold needed to consolidate Hap Seng’s finan-
cial results. Acquiring the block of 10m shares would help M Mosaics sustain its stake above 50.1%.

New developments: The group’s latest results to Jan 97 came within expectations. EPS was reported at
23.7 sen, a 20% jump over the previous 13-month results to Jan 96. Our forecast EPS was 24.6 sen. Hap Seng
recently proposed to sell 100% of Euro Progress — the owner of 400 acres of freehold land forming part of
Teluk Merbau estate in Sepang — for RM41m. It will realise an exceptional gain of RM35m for FY98. We
have not imputed this gain above the line, but instead as an extraordinary gain. The sale is consistent with
its strategy of raising funds for investment in its core business of plantation and food and beverage indus-
tries.

Plans to spend between RM400 and 500m: The group intends to increase its plantation landbank and
connect its plantation and food business through investment in downstream activities over the next five
years. According to the company, a total of RM400-500m will be spent, the bulk of which will be internally
funded. As at end-Jan 97, the company had a net cash position of RM240m. It hopes to secure two 50,000-
acre tracts of alienated land from the Sabah government between late 1997 and 98. The cost would be about
RM1,000 per acre including conversion to agriculture land. These would be planted with oil palm and would
add significantly to the company’s present oil palm acreage of 66,660 acres.

About RM300-400m will be channeled to the food business: It has earmarked investments in edible oil
refineries, oleochemical plants as well as food and beverage manufacturing plants in and outside Malaysia
in which palm oil constitutes part of the raw materials. The plan then is to market consumer products under
their own or partly-owned brand names, particularly in the Far East markets. Hap Seng, Asiatic, Palmco
and Kuala Sidim recently formed a consortium to set up refineries and kernel crusher plant in Sabah.

Additional brewery by early next year: Its 70%-owned Hainan Euro-Asia Brewery in Hainan, China is
expected to achieve breakeven in FY98. Its Aoke brand, a local premium brand, is the market leader with
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about 30% share. It is, however, facing stiff competition from a newly-opened brewery by Singapore-listed
Asia Pacific Breweries. The saving grace is that the market is growing at 15% annually. It plans to acquire
controlling stakes in another four breweries in south-west provinces over the next three years. The idea is to
gain economies of scale to share the distribution network, sales and marketing functions and raw material
costs. According to the company, it hopes to acquire the first of the four breweries by early next year.

Full year contribution from new estates in FY98: This year will see the first full year contribution from
its newly acquired estates, Jeroco Plantations and Ladang Kawa. The estates with a combined area of 15,438ha
were acquired in July 96 from M Mosaics for RM159.5m cash or RM4,182 per acre. Production of fresh fruit
bunches (FFB) is expected to improve by 42% from 288,943 tonnes to 409,873 tonnes. We forecast average
crude palm oil (CPO) prices of RM1,225 per tonne vs RM1,178 per tonne in FY97. It achieved a selling price
of about RM1,250 per tonne in the first four months (Feb-May 97). CPO prices for 3-month forward contracts
currently trade at RM1,190 per tonne. In sum, plantation profits are expected to surge by 48% to RM55.2m.
FFB production in FY99 is expected to surge by 17% to 478,873 tonnes due to increased matured acreage.
Assuming softer average CPO prices of RM1,200 per tonne, plantation profits should grow by 19% to RM66m.

Earnings forecast reviewed: We are scaling back our EPS forecast for both FY98 and 99 due to lower FFB
production and CPO selling price estimates. EPS in FY98 has been scaled back from 30.5 sen to 28.0 sen
(+18% y-o-y) and for FY99, reduced from 36.1 sen to 33.2 sen (+19% y-o-y).

Recommendation — Downgrade to a sell: At Friday’s close of RM6.20 (22.2x and 18.7x), Hap Seng share
price has appreciated by almost 9% since our buy recommendation on Jan 15, while the KL Composite Index
has fallen by about 12% over the same period. We feel the stock is fairly valued at 19x FY99 earnings or
RM6.30 per share. This is already a 15% premium over the KLCI’s two-year forward PER of 16.5x, after
accounting for the strong growth estimates. The fact that Gek Poh cashed out at RM6.30 suggests that the
stock is fairly valued. We are therefore downgrading our buy recommendation to a sell. (Chris
Leow 253-1626)

YE Jan 31 1996 1997 1998F 1999F
Assumptions
FFB production 188,224 288,943 409,873 478,873
CPO price 1,383 1,178 1,225 1,200
Turnover 504.5 117.3 110.5 178.3

Pre-tax profit 85.0 100.0 117.0 141.8
— Plantation 24.7 37.2 55.2 65.9
— China Brewery — — — 6.3
— Carlsberg (25.7%-owned) 27.8 33.1 37.5 44.2
— Others (interests, EAC Hldgs, Dumex) 32.4 29.7 24.3 25.5

Taxation (23.7) (19.5) (18.5) (22.8)
Minorities — (6.7) (11.4) (15.6)

Earnings 61.2 73.7 87.0 103.5
Growth (%) +15.9 +20.4 +18.0 +18.9
No of shares 311.3 311.3 311.3 311.3

EPS (sen) 19.7 23.7 28.0 33.2
PER (x) at RM6.20 31.5 26.2 22.2 18.7
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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)


