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NOV 3 — 7, 1997 1 YEAR 1 MONTH  LAST
AGO AGO WEEK

Market Cap (RM bil) 786.6 565.6 496.9
— Main Board 725.2 513.5 452.42
— Second Board 61.4 52.1 44.5
KLCI (pts) 1,177.93 803.45 707.45
SBI (pts) 637.39 424.16 357.62
3-mth Klibor 7.325 8.2250 8.8500
RM/US$ 2.5130 3.2750 3.3040

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

(RM) (RM) (RM) (RM) (%) (m)
Sunrise 5.90 6.00 3.90 2.00 51.58 45.7
Arus Murni 2.84 3.24 1.79 1.05 58.66 34.5
L&G 1.61 1.88 1.46 0.16 11.03 29.8
UEM 8.20 8.75 7.90 0.30 3.80 26.1
Mancon 3.78 4.18 3.68 0.02 0.53 25.7

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

(RM) (RM) (RM) (RM) (%) (m)
Arus Murni 2.84 3.24 1.79 1.05 58.66 34.5
Sunrise 5.90 6.00 3.90 2.00 51.28 45.7
Sg Way—W 0.960 1.000 0.700 0.300 45.45 0.2
Damansara Realty 0.935 0.965 0.665 0.285 43.85 22.4
PMCW 2.74 3.20 1.94 0.76 38.38 3.5

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

(RM) (RM) (RM) (RM) (%) (m)
Palmco—W 0.640 1.000 0.630 -0.360 -36.00 0.1
SBC—C 0.430 0.600 0.430 -0.170 -28.33 0.1
Johan—W 0.770 0.850 0.670 -0.180 -18.95 0.6
Esprit—A 11.50 14.10 11.50 -2.60 -18.44 0.5
Changhuat 3.14 3.92 3.02 -0.64 -16.93 1.3
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ECONOMICS & STRATEGY
More regional troubles in store, with domestic worries aplenty, too.

No end to currency crisis as attention is focused on North-East Asia: Attention shifted back to the
East Asian markets as the South Korean won came under attack after the bond market scare last week. The
Hong Kong dollar is holding out but we believe that the risk of the currency coming under speculative
pressure again is still in the danger territory. The Hong Kong stock market is on a bearish trend, as investors
are geared towards cutting losses and realising early profits. With strong resistance and no clear support,
portfolio managers are exercising their rights to flee the market.

Positive sentiments towards the US dollar must lessen to help ease tensions in the region, the prospect of
which is further than anticipated. As it is, sentiments towards the dollar appear to have been reinforced,
when the Federal Reserves announced that US government securities held by foreign central banks rose by
US$5.3b in the week to Nov 5, 1997. This came after a period of heavy selling when foreign central banks
redeemed more than US$14b in the preceding two weeks. We were under the suspicion that some central
banks are under pressure to liquidate their holdings of US dollar-denominated asset to support their curren-
cies. The fact that the US bond market did not retreat in the face of heavy redemptions implies that there are
ready domestic and foreign takers. This situation, as well as continuous siege on major Asian currencies, are
unlikely to boost hope for an early reversal to the US dollar's might.

Japan adds new dimension to regional economic troubles: Japan's Nikkei-225 fell 697 points or 4.2%
to 28-month low of 15,836 pts. This follows the collapse of Sanyo Securities — the first publicly-listed broker-
age to file for bankruptcy — and set to trigger new worries about the health of Japanese banks. The ripple,
which fed on to the Hong Kong bourse on Friday, raised the ugly spectre of what banks might do to strengthen
their balance sheet in the months ahead.

September trade numbers are strong,
despite cynics’ reservations: Big trade
surplus of RM1.2b for the month of Septem-
ber was apparently inadequate to cheer the
market. There were two main reservations:
(1) the export number is boosted by forex
translation, with the underlying exports
remaining sluggish and (2) the absence of
lumpy import items in September. Our view
is that these concerns are unnecessarily
hyped.

Firstly, questioning the impact of forex
translation on export earnings does not
make strong economic argument. Export
earnings and the current account balance
are always quoted in the local currency. The
figures are normalised by expressing them
as a percentage of national income. These
are the flow numbers that one should be
looking at when assessing a country’s fun-
damentals.

TRADE BALANCE
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Although an increase in export volume is normally the corollary one should expect of a currency deprecia-
tion, it takes time before export volume can be stimulated. Exporters then stand to gain from a currency’s
appreciation while maintaining the old price.

A country can choose to utilise its resources to produce 100 units of X or 10 units of Y for exports, the latter
of which is of higher value-added. If the country chooses to produce Y and obtain higher export earnings, it is
considered as moving up the value chain. The same principle should apply to a country in a position to gain
from forex translation. There are always strategic gains to be made from trade and forex gain is one of them.
One should look at the capacity to produce, the condition of demand, the overall structure of a country’s
tradeable sector, and qualify accordingly.

Secondly, there is little risk that sizeable lumpy imports may reappear in the months of October-December.
The bulk of the lumpy imports is already accounted for. The Economic Report estimates lumpy items to
amount to RM6.2b in 1997. It is already RM6.8b up to August. Our estimate is self-explanatory.

Interest rate movements are increasingly important to watch: Last week saw an important develop-
ment in the form of "free-market" adjustments to the the base lending rates of financial institutions. The
raising of BLRs above the psychological 10% rate (to 10.1% for commercial banks, based on average 3-month
Klibor of 8.22%) means Bank Negara has effectively removed the cap on BLR it insituted in Aug 97. This
month todate, the 3-month Klibor had been rather firm at 8.7%. Should this continue — and there is no
reason why it shouldn't under current official policy — BLRs could still nudge upwards to 10.5-10.7% range
next month. We would view this as a worrying trend for its potential impact on debt servicing, productive
business financing and equity investing.

Source: Capitalcorp Securities

Malaysia: Some major lumpy imports in 1997

ITEMS

44 units of Electric Multiple Units (EMUs) scheduled to be delivered in
1996 but delayed due to labour strikes in Korea. Two units from Marubeni,
Japan and three from Union Carriage, South Africa arrived in March 1997
Two B737-400s, one B747-400 and four B777-200s as part of MAS' RM10b
fleet expansion exercise
Eight FA-18 Hornets fighter planes purchased from McDonnell Douglas
 Six CN-235s twin-prop aircraft from PT Industri Pesawat Terbang Indone-
sia to replace the Caribous
Six chemical product tankers ordered from Dalian Shipyard, China
Two 1,200 TEUs container vessels to be delivered in March and May;
Two 105,000-dwt crude oil tanker;
Two 30,000-dwt;
One 8,000-dwt chemical tankers, all from South Korea
130,000 cu. m. LNG tanker (Petronas' fifth) from Chantiers De L'Atlantique,
France. May delivery.
18,800 cu m compact LNG tankers for delivery in May

TOTAL

IMPORTER

KTM Berhad

Malaysia
Airlines
Royal Air Force

Global Maritime
MISC

Petronas Tankers

Asia LNG (part
of  Konsortium
Perkapalan)

RM bil

0.35

2.00

1.60

0.29
1.42
0.17
0.20
0.10
0.73

0.20

7.06
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Promising but ominous results from Tenaga Nasional: Tenaga Nasional posted a mixed bag of results
— as promising as it was ominous. The good news is that at electricity company level, newly-installed execu-
tive chairman Tajuddin Ali has delivered the results, with operating profits up by 64% to RM1.44b on equally
impressive revenue growth of 22% to RM9.9b. Operating margin improved from 11% to 15% on three impe-
tus: (1) an 8.3% rise in average tariff from 21.7 sen to 23.5 sen per unit effective May 97, (2) a strong 15%
growth in electricity demand and (3) a cap on the cost of gas at RM6.40 per mmbtu that IPPs can pass
through to Tenaga Nasional.

The ominous sign is that forex loss of RM1.295b has cast a gloomy picture on its financial health beyond the
the Aug 31 accounts. Apart from being slightly higher than expectations, nearly all of the forex loss was a
result of translation. Only RM18m was a result of transaction gain. The implication is that its treasury
operations, for its record of astuteness, has been completely taken by surprise during the July-Aug 97 period
when the ringgit weakened by 10-21%.

Any upbeat assessment of the FY97 operating performance, in our opinion, could have been undone now by
higher US-denominated fuel cost and interest servicing. With nearly 41% of its RM15.1b loans denominated
in US dollar and 16% in Japanese yen, the crippling effect of interest servicing could weigh down earnings in
the interims to Feb 98, what more with 22% of its RM8b-odd foreign loans on floating rates. We believe the
market would have come to a conclusive agreement that at an exchange rate RM3.30-RM3.40 to the US
dollar, there is still worse to come before the results can get better over the next 8-12 months.

Strategy: With regional ripples and overwhelming pessimism on the local front — Tenaga Nasional's re-
sults, Sime Darby's broking arm operations and rising interest rates — we remain sellers in the market.
[Zulkifli Hamzah 254-6677/David Yong 466-3929]



INVESTMENT WEEKLY — NOVEMBER 10, 1997

CAPITALCORP RESEARCH 5

COMPANY UPDATE
Globetronics Technology Bhd — Integrated circuits assembler

Investment Summary: Globetronics provides specialised technology-based assembly and manufacturing
services for a wide range of semiconductor end-products. The group started out providing burn-in and visual
check services in 1990 before producing integrated circuits (ICs) and ceramic substrates/PGA packages. It
serves multinationals like Intel and Sumitomo, which contribute 95% of its present RM50-60m annual sales.

The group is managed by experienced industry executives, who mainly served with Intel Penang and other
consumer electronic companies. Its assembly plants in Penang run at 80% of its 52m pieces of ICs capacity
and 75% of its annual burn-in capacity of 115m pieces. The group derives its earnings about equally from IC
assembly and burn-in services.

While it has cultivated a long term business relationship with Intel (70% of annual sales) and Sumitomo
(25%), the high dependency could work against the group in an environment of falling chip prices. When
DRAM prices fell in 1996, prices of burn-in/testing services were also forced down on such services providers.

In the semiconductor chip market, Intel has been forced to cut prices of its Pentium chips amidst competition
from Advanced Micro Devices Inc and Cyrix Corp. These developments, however, are not likely to affect its
FY97 earnings. But going forward, we expect margins to be eroded by 7-10% (or by as much as 2-3% points)
from FY98 onwards.

Another concern is the impending change in its costing method — from consignment to direct material/turn-
key basis. This means raw materials will be sourced directly from suppliers overseas, thus introducing forex
volatility to its bottomline. The group expects to purchase RM90-100m worth of raw materials from overseas
under such plan. Its migration into full turnkey operations by the year 2000 will raise uncertainty on capex
funding and its ability to source a wider customer base.

INDUSTRY STRUCTURE

Wafer Fabrication Wafer Probe Test Wafer Saw Package Assembly

Shipment Full/Final Electrical Testing Burn-In services

There are six production stages in a traditional single-chip package manufacturing flow i.e. wafer fabrication,
wafer probe test, wafer saw, package assembly, burn-in test and full electrical test before packaged Ics are
shipped to customers. The Globetronics group is involved in the latter half of the process. Its main production
activities comprise of:

■ manufacture of technical ceramic packages for assembly of ICs using high-reliability and precision ce-
ramic technology;

■ manufacture of ceramic packages of high pin-count PGA packages for the assembly of ICs;

■ complete assembly of ICs of various types of packages i.e. glass-sealed ceramic packages, co-fired lami-
nated ceramic packages and plastic packages; and

■ providing sub-contracted burn-in and visual mechanical check services for semiconductor devices and
inspection of ceramic packages services.
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As a semi-turnkey contractor, Globetronics operates with RM150m worth of plant and machinery (in re-
placement value) consigned from its major customers Intel Technologies (Penang).

INDUSTRY DEVELOPMENT

In 1996, global chip sales fell by 8.6% to RM132b, the first drop in 10 years following a collapse in memory
chip prices and inventory glut. The Semiconductor Industry Association said 1997 will end with a sluggish
growth of 5.5% at US$140b in sales. A stronger double-digit growth in 1998 is projected by the association.

New growth will come from continued expansion of the Internet, development of new applications for per-
sonal computers and other consumer electronic devices.

But price competition is expected to be a significant feature industry-wide. Last week, Intel announced a 13-
40% reduction in chip prices from Nov 1, in response to falling prices of  personal computers and competition
from rival chip makers AMD Inc and Cyrix Corp.

BUSINESS STRENGTHS

Experienced management: The group is led by managing director Ng Kweng Chong, who previously served
as an engineer, and later operations manager, of Intel Penang for 18 years. He is ably supported by executive
director Tan Chin Kong, who was Intel Penang’s engineering manager for 8 years. He was involved in the
assembly of  386 generation chips.

Long and niche business relationship with customers: Because of the previous links with Intel,
Globetronics has been able to secure its growth on the expanding global semiconductor industry, given that
Penang is Intel’s largest chip production base in Asia. Having established its stringent quality standards, it
has managed to become the sole supplier of plastic dips and ceramic-based ICs to Intel in Malaysia and a
53% share of the burn-in and inspection services (the other being KESM Industries). As for Japan’s Sumitomo
Metal Industries, Globetronics is also its sole supplier of technical ceramic packages and the sole producer of
pin-grid array (PGA) packages.

Horizontal diversification: Through a 20:80 JV with Sumitomo, SGT Industries plan to produce ball grid
aray (BGA) packages by end-1997 with a RM100m investment. BGA packages are usually used for produc-
tion of peripheral chipsets. BGA packages cost about one-fifth of PGA packages (applications in higher value
microprocessors). But BGA production capability is about 10 times higher at 5-6m pieces per month. The
onus is on Globetronics to source a wider base of customers to absorb its production.

Profit guarantee: Three major vendors in the offer for sale of shares — namely General Produce Agency,
Ng Kweng Chong Holdings and Mr Ng Kweng Chong have guaranteed that:

■ the group's pre-tax profit (ex-minorities) should not be less than 90% of the RM10.8m for FY Dec 97;

■ not be less than 90% of the maintainable pre-tax profit (after minorities) of RM9.3m for FY98 and
FY99.
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Mr Ng has also undertook to actively participate in the management of Globetronics group for at least 3
years after its listing on the KLSE Second Board. This removes the risk of earnings collapsing in the face of
changes in global semiconductor industry, and also ensures management continuity.

CONCERNS

Migration to turnkey status could introduce uncertainties: As it is, the group operates on semi-turn-
key basis from its factories on consigned plant and machinery from its customers. It plans its migration as
turnkey semiconductor assembler with its own equipment and materials by the year 2000. The uncertainties
lie in its capital expenditure requirement and its ability to secure a wider base of customers other than Intel
and Sumitomo.

New costing methods could impart cost volatility: Beginning next year, the group has indicated that it
would employ a new costing method as a departure from its consignment practice. This means sourcing mate-
rials directly from suppliers overseas and adopting cost-plus sales basis vs all-ringgit value-added billing at
present. This could introduce a new source of volatility in cost control, as key materials like epoxy compound,
gold pre-formed, aluminium wires, gold wires, wafer/dies, and ceramic-based powder need to be imported
from US and Japan. Based on its own estimate, raw materials consist of about 70% of its final assembled
products. The group needs to import RM90-100m of raw materials under its planned migration plan.

High dependency on two customers: Because it is a semi-turnkey contractor, the group relies heavily on
Intel to support its business. While there is no question about the growth potential of Intel in its chip produc-
tion, the high dependence on a single customer implies inflexibility in price-fixing. On the other hand, current
consignment (contracting) arrangement means volume and prices of its contracts are vastly dictated by Intel.

Falling prices of chips could erode margins: One the the main drivers of chip sales has been the trend in
falling prices of personal computers. That will continue to influence prices of chips, and ensure continuing role
for cheaper alternative chips produced by rivals AMD and Cyrix. In fact, Intel last week announced a new
round of steep price cuts on its micorprocessors by 13-40% from Nov 97 (source: AWSJ Oct 30). It cut the price
of new Pentium 233-Mhz chip by 32% and the widely-used Pentium 200-Mhz MMX chips by 15%.

We expect Globetronics’ business to come under margin pressure, as customers traditionally demand 10-15%
reduction in prices in areas like burn-in and testing services under these circumstances. The falling chip
prices (including memory chips) could also impart 10-15% downward pressure on some of its peripheral chipsets
like small outlined quad platpack (SQFP) and ball grid array (BGA).

Operating costs: The group employs 1,675 people as at Sept 1997, representing a sharp increase from about
1,000 people in 1995. It is known that wages in Penang’s electronics industry are at least 10% higher than
that paid in other sectors of the economy.

With the average electricity tariff rising 8.3% from 21.7 sen to 23.5 sen per unit effective May 97, the full
impact would be felt in FY98. Given that its business (assembly and burn-in services) consumes a high of
electricity, we expect this to impact its operating costs from next year.

FINANCIAL POSITION

Small net debt position: As at end-Sept 97, the group had term loans amounting to RM15.5m, of which
RM3m is unsecured loan stocks bearing 2.5% interest semi-annually issued to MTV-II, one of its major share-
holders. The group proforma balance sheet post-IPO restructuring indicated a cash position of RM21.6m and
loan liabilities of RM19.2m, giving a low net gearing of 0.05x.
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FY Dec 31 (RM m) 1993 1994 1995 1996 1997e

Turnover 12.1 19.1 34.4 44.1 57.2

EBITDA 2.5 3.0 6.8 11.1 14.2
Depreciation (0.5) (0.8) (1.1) (1.8) (2.1)
Interest expense (0.5) (0.4) (0.7) (1.6) (1.6)

Operating profit 1.5 1.9 5.0 7.7 10.5
Associates 0.0 0.0 0.0 0.5 1.0

Pre-tax profit 1.5 1.9 5.0 8.2 11.5
Taxation 0.0 0.0 0.0 0.0 (1.4)
Minority Interests 0.0 0.1 0.1 (0.2) (0.5)

Earnings 1.5 2.0 5.0 8.0 9.7
No of shares (m) 29.5 29.5 29.5 29.5 32.1

EPS (sen) 5.0 6.9 17.0 27.1 30.1
PER at RM3.80 75.5 55.4 22.3 14.0 12.6
PER at RM4.50

Margins
EBITDA 21.0 15.9 19.8 25.2 24.9
Operating 12.4 9.9 14.5 17.4 18.3
Pre-tax 12.4 9.9 14.5 18.6 20.2
Net 12.3 10.6 14.6 18.2 16.9

VALUATION/RECOMMENDATION

We view the current market price of RM4.50 as fully valued, based on the current year price-earnings of 15x.
The valuation reflects its ranking among big players like Malaysian Pacific Industries (RM11.00: 17.7x),
Singapore's Sunright Ltd (S$2.09: 17.9x) and Taiwan's Advanced Semiconductor Engineering (NT$109: 26.3x)
—  considering its Level-2 status of operations vs these export-driven semiconductor producers and export-
ers. [David Yong 466-3929]

EARNINGS FORECAST
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An organic package which uses solderballs (unlike pins in PGA) to attach
the package to the printed circuit board. The main material is BT resin (a
compound similar to fibre plastic).

A process of subjecting semiconductor devices to heat and voltage stress
for various hours or days. This is an effective way of weeding out weak
devices and ensuring high reliability of devices before shipment.

It uses 2 major components: a multi-layered ceramic package body with
gold-plated leads, and a gold-plated lid. The IC chip (die) is attached to the
ceramic base which is then linked by gold or aluminium wires. The metal
or ceramic lid and base are then sealed using solder glass-seal.

It has 3 major components: a cap, a base and a leadframe. The IC chip (die)
is attached to the ceramic base which is linked with bonded aluminium
wires. The ceramic cap and base are then sealed into which alloy leadframe
is embedded.

Chips used in computers which link the memories and microprocessors to
the output functions (communication/printing), setting out standard pro-
tocol to avoid clashes in signals.

A combination of inter-connected circuit elements. Compared with diodes
or transistors, an IC is smaller, uses less power, more reliable, performs
betters and cost less.

Memories are used in computers and military applications to store data.

Brains of computers.

Highly specialised chips which perform specialised functions in computers
such as: a counter/timer, an ehternet protocol chip to enable network com-
munications, a keyboard controller to enable interface with microproces-
sors and telecommunication chip which allows PABX function.

Pin Grid Array package is ceramic-based through-hole device that effects
routing through all layers of PCB. PGAs are superior in terms of speed,
processing and are usually used in advanced microprocessors.

Uses 2 major components: a metal leadframe to which the IC chip (die) is
attached, and a moulding plastic compound which encapsulates the fully-
connected IC.

A process of depositing a solid paste (alloy or copper) on the connecting
leads of LED, small outline transistors and small outline ICs for protection
against corrosion and enhances solderability of leads onto PCBs.

GLOSSARY

BGA package

Burn-in

Ceramic package

Cerdip package

Chipsets

Integrated circuits (ICs)

Memories

Microprocessors

Peripherals

PGA package

Plastic package

Solderplating


