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SEPT 29 — OCT 3, 1997 1 YEAR 1 MONTH  LAST
AGO AGO WEEK

Market Cap (RM bil) 763.6 567.1 553.3
— Main Board 709.3 518.8 504.7
— Second Board 54.3 48.3 48.6
KLCI (pts) 1,150.18 821.59 797.29
SBI (pts) 571.24 401.10 401.05
3-mth Klibor 7.2750 7.5500 8.2300
RM/US$ 2.4935 2.9100 3.3450

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

(RM) (RM) (RM) (RM) (%) (m)
Renong 3.18 3.20 3.06 -0.02 -0.63 35.1
Sime Darby 6.40 6.80 6.25 — — 32.1
Anson Perdana 4.16 4.28 4.00 -0.02 -0.48 26.6
Tenaga Nasional 8.05 8.80 7.70 -0.20 -0.48 18.3
Kim Hin 2.13 2.80 2.10 -0.36 -14.46 17.4

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

(RM) (RM) (RM) (RM) (%) (m)
Genel Soil Engrg 8.75 10.00 6.80 2.10 31.58 10.9
Uniphoenix—T 10.60 10.60 8.15 2.50 30.86 0.1
AKI—W 4.34 5.00 3.36 1.00 29.94 1.5
Rex Ind 17.30 17.30 13.50 3.80 28.15 0.3
AKI 9.95 11.30 7.80 2.15 27.56 2.8

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

(RM) (RM) (RM) (RM) (%) (m)
BSinger—C 1.08 1.41 1.08 -0.33 -23.40 0.1
Hospital Pantai—C 5.80 7.35 5.80 -1.65 -22.15 0.1
Apex—W 3.36 4.30 3.18 -0.92 -21.50 0.1
TSH—W 4.72 5.80 4.64 -1.08 -18.62 0.1
Sitt Tatt—C 2.38 2.90 2.38 -0.52 -17.93 0.1

WHAT'S INSIDE
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Take a back seat and wait for
outcome of renewed political
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year, but margins will come under
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ECONOMICS & STRATEGY
Take a back seat and wait for outcome of renewed political resolve on currency issue

As expected, share prices remained intact last week despite lingering doubts about the ringgit  turning the
corner. That divergence is a result of a stockmarket that acted out a predictable daily closings, as the "mar-
ket forces" buy some time in preparation for remedial actions up to the Oct 17 Budget presentation. Inves-
tors will remain in a state of disbelief and sidelined under such conditions. We continue to advise a sell this
week based on the following observations:

External factors, other than currencies, are benign: With leading indicators in US market soothing
inflation worries,  we do not expect any significant developments on the local stockmarket. Lower than
expected rise in payroll, unemployment and hourly wages has thus far confirmed the Fed's wait-and-see
approach and might take any late-1997 interest rate hike off the table in the remaining two FOMC meetings
this year. But local investors are expected to remain uninterested in equities until the wayward ringgit finds
its own footing. The latest developments over the weekend, in our opinion, suggest that such eventuality is
drifting further from anytime soon.

Renewed vigour and political will to combat currency rogues? We would like to believe that the
government is united in its approach to tackle the currency troubles. Rally for support for the PM and his
deupty will be regular staples from newspapers this week, as they counter unseen political pressure from
abroad. Our apprehension is now focussed on veiled reference to inadequacies and ineffectiveness of existing
policy on currency trading in Malaysia. That new and surely tougher measures could be forced onto the
market cannot be ruled out at the time being. We continue to call for pragmatic, sensible and consistent
policies to tackle the situation beyond renewed political will and cry of patriotism.

Trade surplus: Exports surged by 13.3% y-o-y to RM19.5b while imports grew by 10.2% to RM18.3b in Aug
97, giving a trade surplus of RM1.2b. Exports recorded its strongest growth since Dec 96, according to the
Statistics Department. The cumulative Jan-Aug total shows an export growth of 4.2% at RM137b vs import
growth of 5.4% to RM173.4b, or a cumulative trade deficit of RM2.4b. This Aug 97 trade figure should be
view in the light of recent weakness in the ringgit, which has boosted sales of local products overseas. We
expect export growth to exceed our forecast of 5% while import growth remains subdued below our projected
8.3%, meaning a smaller trade deficit for the full year. But make no mistake; this is unlikely to instill confi-
dence yet, let alone shore up prices on the KLSE.

Malaysia's Trade Balance 1997

Month Export +/- % Import +/-% Surplis/
RM mil y-o-y RM mil y-o-y Deficit

Jan 16,754 +3.9 16,857 -2.4 (103)
Feb 13,522 +4.0 13,153 -4.3 369
March 18,678 +2.7 16,925 -4.1 1,753
April 15,654 -0.2 17,782 +9.6 (2,128)
May 17,257 +1.7 17,100 +2.2 157
June 16,545 +2.1 19,250 +22.9 (2,705)
July 17,151 +7.9 18,006 +9.1 (855)
August 19,500 +13.3 18,300 +10.2 1,200

Jan-Aug 135,060 +4.2 137,373 +5.3 (2,313)
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Interest rates on the rise: There are clear signals that the authorities are pushing for a higher interest
rate regime in the immediate weeks. The financial system is already devoid of liquidity in recent weeks, as
short term rates continue their upward pressure. The 3-month Klibor edged up by 39 basis points to 8.23%
last week. This trend will likely persist for the next two weeks as Bank Negara prepares to absorb RM1b off
the system via a bond issue on Oct 15 — the first government securities issue in 1997. It will roll over a RM1b
issue which matured on Thursday. We expect the central bank to temper its policy so as not to make the cost
of borrowings too painful for corporates and individuals. . In the light of tough fiscal measures that might be
proposed in the Budget, we do not see heavy tinkering of interest rates in the short term to stabilise the
ringgit position. In all likelihood, we believe the 3-month Klibor's advance to be checked at 8.5% in the short
term, which translates into a BLR of 10.4%.

(The Dec 97 settlement for Klibor futures closed at 9.00% last week).

Hong Leong companies and banks could come under selling pressure: There is a report that Quek
Leng Chan's flagship manufacturing concern Malaysian Pacific Industries blundered in its bet on the ringgit
by pledging its receivables at RM2.53-57/US dollar up to Dec 98. To compound this, payables were not hedged.
If true, both will have a tremendous crimp on profit margins. And if such a bet permeates across the board in
Quek's other listed vehicles, we would not be surprised of a sell-down. With Moody's putting Maybank and
Public Bank under watch, and Affin going ex-rights on Monday under stress (Mayban Securities is lead
underwriter), we would avoid banking stocks for now. [David Yong 466-3929/Zulikifli Hamzah 254-6677].
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COMPANY VISIT NOTE
MESB  on track to record earnings this year, but margins will come under pressure hereon
Met Executive Director Dr Sieh Kok Swee

MESB Bhd is a major player in its field of design and installation of overhead transmission lines for the
power industry. Its subsidiary businesses include trading of spare and tools to utilities and installation of
fibre optic cables. Its primary source of income is derived mainly from capital works for Tenaga Nasional, the
sole distributor and transmitter of electricity in Peninsular Malaysia.

Following our Jan 8 report, MESB has since produced a better-than-expected results for FY96, posting a
20.7% surge in earnings to RM7.7m or EPS of 39.2 sen. This exceeded our forecast of RM7.1m by 8%. But the
stock valuation had recently receded to levels not seen since June 1996.

WHAT HAVE CHANGED?

Margins caved under competition...Although FY96 results came in strongly, margins were seriously
eroded by new entrants and existing players who were willing to sacrifice profitability for market share and
utilise spare capacities. In MESB’s case, EBITDA and pre-tax margins were halved from 25-28% during its
heydays in 1994/95 to only 12-15% last year.

...and on slow path to recovery: With better cost control and selective bidding of contracts, MESB has
managed to stem tide in margin decline. In its latest interims to June 30, 1997, the group achieved a pre-tax
profit of RM7.5m on RM44.4m turnover, which indicated a 33% improvement in margins from FY96’s levels.
The industry took a knock in early 1996 when Tenaga awarded the RM890m 500kV turnkey transmission
project to a MRCB-PNB JV, giving an opportunity for foreign contractors to establish their toehold and
leaving local players with minor sub-contracting roles.

Currency weakness will erode margins in respect to cost of fittings: We believe that further recovery
in profitability margin will be negated by currency risk attached to new contracts secured from Aug 1997
onwards. MESB will not be insulated from exchange rate fluctuations in recent months in relation to two
new jobs recently secured from Tenaga Nasional. These are the 275kV/132kV Transmission Lines Project
1995/96 worth a total RM79m awarded in August and September. The currency exposure effectively amounts
to 13% of its total costs, mainly in fittings and insulators. On this basis, the cost of executing the latest two
contracts would increase by about 4-5%, and erode margin by 3-4% points. Other major cost components are
transmission towers it sources from fabricators like Rohas-Euco Industries, but denominated in ringgit.
Because new contracts do not offer time to hedge any currency exposure (from RM2.50-60/US$ levels), we
expect the group’s profitability to suffer in later part of FY97 and early FY98.

Orderbook remains healthy: Notwithstanding that, the group has 10 jobs in hand in various stages of
progress, with combined contract value of RM297m — its largest orderbook ever. It has submitted bids for
five more jobs with Tenaga Nasional with a total value of RM298m. A “substantial” value of these bids is
expected to be secured on better terms, as only “bumiputra contractors” are qualified for bidding. MESB is a
Class A bumiputra contractor registered with Tenaga Nasional. We expect the current base of revenues to be
sustainable, given am annual allocation of RM4.0b capex by Tenaga Nasional to boost its transmission net-
work and capabilities.
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Bakun contract was a non-starter, but entry to Sarawak market is being explored: Put off by the
prohibitive cost of tender documents, the group did not participate in any of the prequalification exercise.
Thus, the “cancellation” of the project will not affect the group in any way. In the meantime, MESB is culti-
vating a potential partnership with Sarwaja Timur to develop new markets in Sarawak. Sarwaja is a joint
venture between well-connected Central Paragon, Tan Chong group and Sesco (Sarawak Electricity and
Supply Corporation) to build a steel fabrication and galvanising plant with 60,000 tonnes annual capacity.
The JV aims to supply steel structures to the construction industry in the first stage, and later supply
fabricated high-voltage transmission towers in line with the needs of (Bakun) and Murum hydroelectric
plants in Sarawak. Presently, MESB is quoting some of its bids based on towers supplied by Sarwaja Timur.

Company remains lean, cash-rich and efficient employer of capital: MESB runs a tight ship with
stringent control on operating costs. Two of its biggest costs are materials and wages. In respect to material
costs, its main item is steel structure for transmission towers (which it sources from Rohas-Euco) and fit-
tings and insulators. Wages are largely well-controlled, as a significant part of the labour force is field work-
ers contracted from Pakistan and Bangladesh. Growth in wages are not expected to exceed 10% annually.

Financials: Operating cashflow (earnings plus depreciation) remains high at RM10-15m annually. The
group has sufficient funds to finance its capital expenditure programme. Its net cash position of RM20.3m as
at end June 1997 is 3x its annual capex budget of RM6-7m, mainly for machinery and office equipment.
Debts, mainly overdrafts, remain negligible throughout the past 3 years.

Bottomline: MESB remains an impressive company in our assessment — a market leader in its field, a no-
nonsense hands-on management that is deeply involved in business development and financially sound.
With earnings projected to grow by 41% to RM10.8m or EPS of 54.1 sen this year, MESB will stand out as a
performer among many troubled Second Board companies. Caveat: earnings are expected to dip 11.2% in
FY98 to RM9.6m or EPS of 48.1 sen due to weaker margins from new contracts from Aug 1997 onwards. We
believe the stock will be a compelling buy at RM5.80 or 12x FY98 earnings (which appears sustainable), on
par with current market ratings. Buy on Weakness. [David Yong 466-3929]

MESB Berhad: Financials

YE Dec 31 (RMm) 1995 1996 1997F 1998F

Turnover 35.9 86.7 106.9 119.5

EBITDA 10.3 12.3 18.2 16.1
Depreciation (1.5) (2.6) (4.3) (4.2)
Interest Expense (0.1) (0.1) (0.2) (0.2)
Interest Income 0.4 1.3 1.8 2.2

Pre-tax profit 9.2 10.9 15.5 13.9
Taxation (2.9) (3.3) (4.6) (4.3)

Earnings 6.4 7.7 10.8 9.6
Growth (%) +20.3 +41.0 -11.2
No of shares 18.1 19.6 20.0 20.0

EPS (sen) 35.1 39.2 54.1 48.1
PER (x) at RM6.40 18.2 16.3 11.8 13.3


