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SEPT 8 — 12, 1997 1 YEAR 1 MONTH  LAST
AGO AGO WEEK

Market Cap (RM bil) 741.2 638.7 599.8
— Main Board 686.9 579.5 544.4
— Second Board 54.2 59.3 55.4
KLCI (pts) 1,113.50 897.25 852.08
SBI (pts) 574.03 481.058 445.91
3-mth Klibor 7.2950 7.5200 7.5400
RM/US$ 2.4860 2.7550 2.9400

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

(RM) (RM) (RM) (RM) (%) (m)
Commerce 4.06 4.52 3.50 0.66 19.41 66.0
Rekapac 1.83 2.07 1.63 0.25 15.82 61.8
Renong 3.34 3.40 3.16 - - 56.2
Sime Darby 7.30 7.70 6.65 0.60 8.96 54.5
Taiping 1.52 1.74 1.31 0.23 17.83 41.6

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

(RM) (RM) (RM) (RM) (%) (m)
TSW—W 8.45 8.45 5.00 3.95 87.78 0.1
Prime Utilities 17.10 17.90 9.60 7.65 80.95 1.4
Timberwell 12.80 13.90 7.55 5.50 75.34 33.4
Prime Utilities—W 3.88 4.18 2.23 1.65 73.99 3.5
RHB—W 3.26 3.60 2.00 1.34 69.79 10.4

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

(RM) (RM) (RM) (RM) (%) (m)
AMFB—A 4.34 4.34 4.00 -1.66 -27.67 0.1
OSK—C 4.38 4.60 4.08 -1.42 -24.48 0.1
IOI Properties—W 2.30 2.78 2.30 -0.68 -22.82 0.1
Sitt Tatt—C 4.16 5.20 4.00 -1.04 -20.00 0.1
TV3 3.78 4.70 3.24 -0.92 -19.57 18.4
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ECONOMICS & STRATEGY
KLSE to be driven by ringgit sentiment

Some positive moves made last week were:  Details that only Putrajaya Phase One will be implemented
and the rest of the RM24bn new government administrative centre will be staggered over a longer period; (2)
a 2% cut in expenditure across the board in government agencies to ensure fiscal prudence and discipline in
budgetary operations; (3) review of large purchases of foreign goods by government agencies including the
Armed Forces. DPM Anwar Ibrahim also announced that economic growth this year should average 8%
before slowing down to 7% in 1998.

But monitor some trouble spots. There are signs of friction in respect to the delay of the Bakun project and
Kedah's reclamation deal: while the government is clear about its intention, the discretion appears to be in
the hand of the project promoters. Bakun, while deferred, is proceeding with the river diversion works to
ensure "minimal delay," while other arrangements are being made to complete the project.

Policy thrust explained: After getting first hand information of Malaysia’s future policy thrust from PM
Mahathir Mohamad, foreign fund managers are more confident about the long tern propects of the economy.
To be sure, there are still issues to be resolved such as the possibility of an economic slowdown next year
which could see corporate earnings downgrades, the fear of imported inflation as the ringgit has declined by
almost 20% against the US$ since Jan 97, and continued currency stability.

Leads from currency market: Last week, the ringgit surged to a high of RM2.885/US$ on the back of
positive sentiment from Malaysia’s decision to delay several major infrastructure projects. However, later in
the week, the ringgit gave back its gains, pressured by profit taking on the KLSE. It ended on Friday at
RM2.94/US$ vs RM2.91/US$ a week ago. Signals from the corporate side are not encouraging at the mo-
ment. Corporate exercises are being revised to cause great dilution to earnings — and hasten earnings
deterioration in the next one to two years.

This presents a great cause of concern and unlikely to instil confidence in the equity market just yet. In the
absence of positive leads from the corporate sector, we expect the KLCI to take its cue from the currency
market this week. [Chris Leow 253-1626]
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INVESTMENT IDEAS
Tongkah Holdings moves deeper into healthcare services, at the expense of Hospital Pantai

Tongkah Holdings, a company controlled by Mokhzani Mahathir, wants to be a major healthcare player in
Malaysia. Through its 51%-owned start-up operation Tongkah-Medivest, the group owns a 15-year conces-
sion to provide support services to government hospitals in the southern region i.e. Malacca, Negri Sembilan
and Johor. Its direct 21% stake in Hospital Pantai gives it solid exposure to a growing private healthcare
business in the Klang Valley.

But the latest restructuring proposal unveiled Friday, is negative for both companies; Tongkah gets to en-
hance its involvement in the healthcare business at the expense of early earnings setback, while Pantai has
nothing to gain but everything to lose. Details of Tongkah's proposals are as follows:

■ acquires the entire healthcare assets and business from Hospital Pantai for RM190m cash;
■ disposes of its 75% interest in Kestrel Securities to Hospital Pantai for RM225m cash;
■ acquires the remaining 49% interest in Tongkah Medivest for RM34.3m cash;
■ implement a private placement of 15.9m new shares at a price to be determined;
■ implement a rights issue of up to a maximum of RM77.2m nominal amount of 5-year 2.5% p.a. ICULS at
    100% of nominal value on the basis of RM1 nominal value of ICULS for every 3 Tongkah shares;
■ private placement of RM28.6m nominal amount of ICULS at 100% of nominal value to selected investors.

IMPACT ON HOSPITAL PANTAI

Hospital Pantai is giving up all of its healthcare business: Pantai is selling its healthcare business
and assets for RM190m, at 35.7% premium to its estimated NTA of RM140m. The assets exclude two insig-
nificant companies — Cayman-incorporated Pantai Healthcare (a vehicle previously set up to buy Singa-
pore-listed Parkway International Ltd) and Paloh Medical Centre Sdn Bhd. The price tags these assets at
historical PER of 27.5x its earnings of RM6.9m i.e. all of the Hospital Pantai’s group earnings in FY Jan 97.

Selling at 27.5x may appear to be a good deal to Pantai. But it is not. Selling an up-and-running healthcare
business with 23 years of track record for a RM50m premium is a travesty.

Hospital Pantai to buy Kestrel Securities for RM300m: Pantai will pay RM300m for the Muar-based
stockbroking company — 75% from Tongkah Holdings (RM225m) and 25% from four bumiputra business-
men (RM75m). The purchase values Kestrel at 14x its net earnings of RM21.5m to June 30, 1997. This a
steep price to pay especially for peak earnings in current market conditions. A larger, KL-based outfit such
as K&N Kenanga Bhd currently trades at 7.4x its annualised Dec 1997 earnings.

Post-restructuring, Pantai expects its earnings to improve from its inhouse-projected RM37m to RM42.5m
in FY Jan 99. EPS could be enhanced from 58.5 sen to 67.2 sen (subject to auditors’ review). We do not think
Kestrel could double its earnings by Jan 1999. Our suspicion is that this projection could include above-the-
line recognition of extraordinary gain from the sale of its healthcare business, as well as from the sale of its
19.2% stake in Parkway International last May.
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In any case, even if the entire amount is contributed by Kestrel, we expect the perceived imperfection in
Pantai’s current valuation to correct itself. This means the market will not likely pay more than 10x its
future broking-based earnings. If so, there is tremendous downside to Pantai’s share price (RM6.72: 10x) on
fundamentals. The stock’s illiquidity may cushion a steep fall — its paid-up of 63.3m shares is 21%-owned
by Tongkah (average cost estimated at not more than RM10.00 per share) and 35.5% by Mokhzani privately
(cost per share at RM13.75).

Hospital Pantai will acquire Perdana Finance: Previously, Tongkah was supposed to buy Perdana
Finance, which is 88%-owned by Perdana Merchant Bank and 12% by Moccis. The purchase price was still
negotiated, but previously estimated at RM80-90m — expensive by its historical RM1.5m earnings and
shareholders’s fund of RM33m. Buying a finance company (instead of a banking licence) and building it up
from scratch is a capital intensive and time-consuming effort. All because Kestrel wants to do corporate
finance deals? We do not like such a proposal.

Bottomline: The entire exercise is all about funelling money from Hospital Pantai to Tongkah Holdings. As
at Jan 31, 1997, Pantai had a net debt of RM132m. Last May, Pantai sold its 19.2% stake in Parkway
International for RM686m, for a RM225m gain. That should turn its balance sheet into a net cash of RM554m.
The latest exercise will result in a substantial net outflow of RM190-200m. More will be expended in build-
ing up Perdana Finance, with marginal returns in the immediate years. In the process, Pantai’s appeal as a
healthcare company will be completely lost.

We don’t see why any investor should pay RM20.00 per share or 29.8x for a stockbroking-related outfit in
future. SELL.

IMPACT ON TONGKAH HOLDINGS

Deal was structured to benefit Tongkah: By swapping Kestrel for Pantai’s healthcare assets, Tongkah
will cream off RM35m cash from its 21%-owned associate i.e the difference between RM190m and RM225m.
As a result of that, Tongkah gets to buy the remaining 49% of Tongkah-Medivest, priced at RM34.3m,
without having to raise a single sen from its own resources.

Cash-strapped Tongkah cannot afford Perdana Finance and its commitment: By passing the obli-
gation to buy and build up Perdana Finance, the move relieves Tongkah of substantial capital commitment
down the road, an untenable proposition given its net debt position of RM343m as at Dec 31, 1996. Tongkah’s
shareholders, particularly Mokhzani Mahathir, probably cannot afford the demand of equity calls more
than what is currently proposed to retire its debts.

Rights issues of ICULS prevents immediate dilution: Tongkah has proposed a private placement of
15.9m shares (price to be determined), a 1-for-3 rights of RM77.2m 2.5% 5-year ICULS and a private place-
ment of RM28.6m ICULS. The total proceeds of RM385m will go to repay borrowings (RM158.8m), acquisi-
tions (RM224m) and other expenses. The issue of ICULS, instead of now-aborted rights and special bumiputra
scrip issues, will delay earnings dilution in the immediate years.

Loss of immediate earnings for Tongkah: While Pantai’s healthcare is a steal, there is a drawback to
Tongkah’s immediate earnings outlook. Earnings dilution will come in the form of lower contribution from
healthcare business (earnings were RM6.9m in FY Jan 97), compared with about RM16m from Kestrel (75%
of RM21.5m net reported by Kestrel for FY June 97).
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Let’s not forget existing operational distress in Tongkah: The restructuring is not a panacea to present-
day problems in Tongkah. As noted earlier (see Equity Update July 10, 1997), interim results to Dec 31, 1996
were disastrous with 71% dip in earnings at RM3.4m (EPS down 86% to 2.2 sen). The trouble spots — high
interest expense (to buy a 21% stake in Pantai), poorer electronics sector earnings, start-up losses at Tongkah-
Medivest and deeper red ink at THB Asiaconnect.

CONCLUSION

At a glance, it is clear that the exercise has been crafted to make Tongkah more “attractive” at all cost. Any
other way (e.g. Pantai buys Tongkah’s healthcare business, if at all a pure healthcare business unit is needed)
would not be acceptable because:

■ it could induce investors to switch out of Tongkah into Pantai for a pure exposure to the growing
private healthcare business

■ it would make Tongkah less attractive, leaving the group with unexciting electronics and stockbroking
operations.

■ major shareholders like Mokhzani Mahathir (13% stake in Tongkah) cannot afford the capital commit-
ment to retire debts and bankroll its ambitions in financial services if the task remains with his flag-
ship company

■ Mokhzani and others cannot afford to jeopardise their investments in Tongkah, but can afford to lose
some market capitalisation in Pantai — Tongkah’s 21% stake cost an average of RM10.00 per share,
while Mokhzani’s stake was acquired at RM13.75 per share.

We were aggressive sellers of Tongkah (demanding valuation, poor interims, high gearing) and remain so. At
this stage, we would place greater emphasis on potential earnings setback post-restructuring than its long
term appeal as a major healthcare provider. [David Yong 466-3929].


