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MARCH 23 – 27, 1998 1 YEAR 1 MONTH  LAST
AGO AGO WEEK

Market Cap (RM bil) 861.0 462.2 443.7
— Main Board 788.4 434.7 418.7
— Second Board 72.6 27.5 25.0
KLCI (pts) 1223.31 745.36 727.62
SBI (pts) 672.23 201.10 181.71
3-mth Klibor 7.315 10.980 10.920
RM/US$ 2.4755 3.5900 3.5750

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

(RM) (RM) (RM) (RM) (%) (m)
TA Enterprise-W 0.235 0.275 0.220 -0.025 -9.62 32.8
Mancon 1.400 1.710 1.400 -0.270 -16.17 28.8
Insas 1.040 1.150 1.000 0.050 5.05 28.2
UCB 1.970 2.550 1.940 -0.520 -20.88 26.0
Magnum 3.160 3.260 3.080 0.00 0.00 18.5

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

(RM) (RM) (RM) (RM) (%) (m)
Keladi Maju 1.660 1.660 1.400 0.360 27.69 0.002
MBA 5.500 5.700 4.400 1.000 22.22 0.427
Mentiga 1.680 1.700 1.400 0.280 20.00 0.089
SCK 2.810 2.850 2.380 0.420 17.57 0.335
Tomypak 2.840 3.300 2.380 0.390 15.92 0.319

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

(RM) (RM) (RM) (RM) (%) (m)
Gadek-U 0.520 0.790 0.520 -0.270 -34.18 0.002
MCBH-W 0.300 0.480 0.300 -0.120 -28.57 0.004
YTLCement-W 0.650 0.900 0.650 -0.250 -27.78 0.003
Tru-Tech-W 0.730 0.960 0.710 -0.220 -23.16 0.061
Palmco-W 0.400 0.530 0.400 -0.120 -23.08 0.012
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ECONOMICS & STRATEGY
A cautious trading market in view of social problems and poor corporate earnings

A hectic week passed with the release of Bank Negara 1997 annual report and the mention in Parliament of
new measures to boost economic recovery. Both events can be viewed as a positive development, though void
of significant market-moving announcements. It was a week when the market took kindly to the absence of
negative news, rather than to the dearth of positive.

Political unity on show: Most incumbents in 165 Umno division electionswere retained or returned unop-
posed, marking a successful conclusion to the annual contests. No major casualties are reported, although a
handful were challenged and defeated. In the east coasts state of Pahang (11 divisions), Kelantan (14) and
Terengganu (11) — the traditional Opposition’s stronghold or battleground — unity was the order of the day
as the status quo was maintained. Contrary to wide belief, the trial of economic slowdown has been a unit-
ing, rather than divisive, factor on the political front so far.

Interest and exchange rates dilemma: Malaysia, according to the central bank, is committed to a tight
monetary policy this year. That means maintaining a positive real interest rate of 3-4%, given that inflation
is projected to escalate to 7-8% for 1998. Interest rates will likely remain at least as high as 11%. The central
bank’s policy appears to be on collision course with what was said in Parliament - the NEAC wants the
government to consider reducing the statutory reserve requirement by 1-2% point from current 10% and
lower interest rates to resuscitate viable local businesses affected by high interest servicing. Acceding to the
NEAC’s pro-liquidity suggestions could mean sacrificing the ringgit’s strength, which has recovered some
lost ground from the RM3.80 to the RM3.57 levels — one of the major factors to the KLSE’s resilience in
recent weeks.
New deal between IMF and Indonesia? Sentiment towards the Asian region is expected to improve given
prospects of a new and wide ranging agreement between the International Monetary Fund and Indonesia.
According to the Asian Wall Street Journal, talks on four of five areas are nearly completed: structural
economic reforms, monetary policy, efforts to strengthen the banking sector and review of the nation’s budget.
However, the other key question of how to restructure Indonesia’s US$68b private foreign debt has yet to be
resolved.

Market outlook: We expect trading to be cautious this week as investors digest last week’s ethnic troubles
and the slew of corporate results. In general, results for the half year or full-year ending Dec 31, 1997 have
been disappointing with many affected by the currency turmoil and economic slowdown in the later part of
the year. As widely expected, good results were reported by the food and beverage companies and plantation
concerns. We would caution investors against chasing these ‘defensive’ stocks which have significantly out-
performed the market in the last 12-months and trade at rich PE multiples.

The only big group which has yet to release its interims is the Lion group of companies comprising Amsteel,
Lion Corp, Lion Land, Posim, Angkasa Marketing, Chocolate Products and Malaysian British Assurance.
Poor results are expected due to (1) higher raw material costs for the steel operations due to ringgit deprecia-
tion; (2) lower demand for steel; (3) provisions for unhedged US-dollar denominated borrowings and (4)
heavier interest costs due to higher interest rates. [David Yong 466-3929/Chris Leow CFA, 253-1626]
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COMPANY VISIT NOTES
Carlsberg Brewery Malaysia Bhd

FY97’s results: Carlsberg’s turnover for FY Dec 97 increased 12.4% to RM755.8m from RM672.2m, in line
with overall beer market growth of 10-12% last year. Profit before tax was up 24.1% to RM160m from RM129m,
helped partly by a RM11.2m gain on disposal of a residential property. Excluding the gain on disposal, pre-
tax profit grew by only 15.4% to RM148.8m.

Pre-tax margin (excluding gain) declined to 18.5% in 2H97 from 20.9% in 1H97, due to higher cost of raw
materials and packaging input. Total operating cost for FY97 was about RM290m. Raw materials and pack-
aging, which cost RM65.8m, formed 23% of operating cost. Other components of operating costs included -
sales, distribution and administration at RM173.8m (60%), salaries and wages at RM30.2m (10%) and de-
preciation at RM20.4m (7%).

For FY97, bottle beer accounted for 59% of sales, followed by 27% can sales and 14% draft sales. There was
no material change in product mix, Green label contributed to some 90% of sales, followed by special brew
and ice beer.

Earnings of RM115.8m and EPS of 75.7sen bettered the market expectation of RM107.8m or 70.7 sen per
share. A gross final dividend of 15 sen per share and special dividend of 35 sen per share were declared.
Adding the interim gross dividend of 10 sen per share, that gives a total net dividend of 43 sen per share for
FY97, representing a net yield of 3.07% based on the share price of RM14.00.

What to expect for FY98 In view of the sluggish economic situation in the country, management expects a
conservative 2-3% sales growth for FY98, in line with the country’s revised GDP growth. We project a more
optimistic 5% growth for Carlsberg. Over the period 1994-97, Carlsberg was able to obtain higher sales
growth of 1.5x to 1.8x the country’s GDP growth. Furthermore, more visitors could be attracted to Malaysia
with the 16th 1998 Commonwealth Games being held in Kuala Lumpur. Carlsberg being the official sponsor
of the Games stands a better chance of benefitting from any increase in tourism.

Malt, an important ingredient for beer-brewing is imported. As a result of the ringgit's devaluation against
the US dollar, the company expects margins to deteriorate further this year. According to management,
imported raw materials for FY98 had been partly hedged at RM3.40-RM4.20 to the US dollar. Management
also added that aluminium can price has increased by 10-20%. Because of these cost pressures, we believe
pre-tax margin could fall to around 15-16% this year from 18.5% in 2H97.

Carlsberg has invested RM11m for a 24.6% stake in a new brewery in Sri Lanka. The new brewery will have
an initial installed capacity of 300,000 hectolitres per annum. According to the company, the first brewing
will begin by the end of March. The Sri Lanka investment could help contribute to the company future
growth and downside risk is limited with the call option for Carlsberg A/S to acquire interest in the Sri
Lanka project at a minimum of original purchase price paid should certain events occur. We believe the
investment in Sri Lanka is a useful source of future growth, given the contraints in the local (Muslim coun-
try) and export (limited to few Asian countries) markets.

To be fairly priced at RM14.00, need a sustainable 5-6% growth rate  Carlsberg has good track record
and has accumulated a total of RM266.3m in cash by 31 Dec 1997. A simple discounted free cash flow model
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implies that at the current price of RM14.00, the company needs to grow its cashflow by 6.4% annually to
perpetuity — something that is not beyond its capability, given its past track record and good management
history.

(Discounted cash flow model :  value of share = free cash flow per share over discount rate less sustainable
growth rate). Assuming beta of 0.58, 10% risk free rate of return rate and 12% market rate of return, we
deduced a 11.2% discount rate for Carlsberg. Based on estimated free cash flow per share of RM0.77 for
FY98, the underlying growth target is 5.7%. A 5-6% long term sustainable growth rate for Carlsberg is
reasonable and achieveable, given the potential contribution from its Sri Lanka investment. We think Carlsberg
is fairly priced at RM14.00. HOLD. [Alicia Lau 253-1626]


