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Investment highlights
•

•

•

Total development cost rises from RM1.1bn to RM4.6bn. The recent issue
over Wijaya Baru Global’s land sale in Pulau Indah to the Port Klang Authority
(PKA) was sparked by the government’s revelation of the project’s cost. The cost
of the free zone project has gone up from an initial RM1.1bn to RM4.6bn due to
other works done on the plot of land.
Premature exit by Jebel Ali Free Zone Authority (Jafza). Jafza, a Dubaibased port operator, recently withdrew from its 15-year contract to operate and
manage the Port Klang free zone. The port operator’s premature departure has
raised concerns over the sustainability of the project as it was initially contracted
to operate and help rope in potential occupants and users for the free zone.
RM4.6bn government soft loan. Due to the significantly higher cost, the
government recently stepped in and announced that it will extend a seven-year
RM4.6bn soft loan to PKA at an interest rate of 4%. According to press reports,

we gather that the government may not have paid cash outright for the land
and development costs but instead could have issued a letter indicating its
commitment to make payments on a deferred basis

•

•

No earnings impact. The RM4.6bn soft loan extended to PKA is good news for
Wijaya Baru as it means that the payment for the development costs is now
supported by the government. This leads us to believe that Wijaya Baru’s
earnings should not be affected. We, therefore, maintain our earnings forecasts.
Maintain SELL recommendation. Although our earnings projection is kept
intact, our end-CY07 target price is reduced to RM0.98 (RM1.12 previously) as
we widen the discount to the 8x average P/E for small-cap contractors from 20%
to 30% to reflect its limited earnings prospects. We reiterate our SELL
recommendation with the key de-rating catalysts being i) poor quarterly results, ii)
a persistently underperforming medical services division, and iii) uncertainty over
the prospects for its recently acquired instant rice production business. We
recommend Eksons Corporation (EKSON MK; Outperform) for exposure to
timber stocks and MRCB (MRC MK; Buy) or Mudajaya (MDJ MK; Buy) for a
smaller-cap construction play.

Key stock statistics
FYE Dec
EPS (sen)
P/E (x)
Dividend/Share (sen)
NTA/Share (RM)
Book Value/Share (x)
Issued Capital (m shares)
52-weeks Share Price Range (RM)
Major Shareholders:
Dato' Seri Tiong King Sing
Sui Diong Hoe
Lee Thiam Fah

Per share data
2006
26.1
4.0
6.0
0.88
0.88
110.4

2007F
9.8
10.6
6.0
0.75
0.75
110.4
RM1.01/RM1.88
%
32.08
4.96
4.42

FYE Dec
Book Value (RM)
Cash Flow (sen)
Earnings (sen)
Dividend (sen)
Payout Ratio (%)
P/E (x)
P/Cash Flow (x)
P/Book Value (x)
Dividend Yield (%)
ROE (%)
Net Gearing (%)

2004
0.05
24.9
7.6
3.0
28.3
13.6
4.2
20.1
2.9
11.7
net cash

Source: Company, CIMB estimates, Bloomberg

Please read carefully the important disclosures at the end of this publication.

2005
0.54
55.4
36.6
6.0
11.8
2.8
1.9
1.9
5.8
35.6
net cash

2006
0.88
44.1
26.1
6.0
16.6
4.0
2.4
1.2
5.8
20.7
net cash

2007F
0.75
28.5
9.8
6.0
44.1
10.6
3.6
1.4
5.8
8.8
net cash

Recent developments
There has been active newsflow on the Port Klang Free Zone (PKFZ) in recent
months, with talk intensifying after the i) withdrawal of Jebel Ali Free Zone (Jafza)
from the 15-year management concession agreement and ii) the government’s
revelation of the project’s higher cost. Wijaya Baru is involved as it sold the 405ha
Pulau Indah land to the Port Klang Authority (PKA) in 2002.
Total development cost rises from RM1.1bn to RM4.6bn. The issue lies in the sale
of the Pulau Indah land by Wijaya Baru’s associate company Kuala Dimensi Sdn Bhd
(KDSB) to PKA for RM1.1bn or RM25 psf. According to press reports, KDSB had
bought this land for RM95m or an average of RM2.18 psf in 1999 for the construction
and development of the PKFZ, which was slated to be an international cargo
distribution and consolidation centre to allow easier co-ordination and smoother
supply chain management.
Press reports also indicated that a corporate deal involving the same property was
initially rejected by the Securities Commission on the grounds that the price was
excessive. But PKA went ahead with the purchase in 2002, attributing the high land
sale price on the basis of work done on the site such as land reclamation, drainage,
construction of access roads, installation of street lights, water supply services and
payments to utility agencies. In addition to the sale of land to PKA, KDSB was
awarded a RM1bn construction job to develop the piece of land into a free trade zone.
Associate does construction works. Even though PKA appointed KDSB as the
turnkey developer to design, build, complete and finance the development of the land,
the bulk of the construction works was subcontracted to Wijaya Baru’s 45% associate,
Wijaya Baru Global Sdn Bhd. Work on PKFZ has largely been completed.
Increased cost a concern? The government recently announced that PKFZ’s entire
development cost is RM4.6bn comprising the RM1.1bn land acquisition, RM1.8bn
development costs, the 7.5% interest rate on the loan to buy the land, 10%
professional fee and 20% variation order. This compares with an initial cost estimate
of around RM1.1bn. The higher cost led to concerns over PKA’s ability to self-finance
the project.
A surprise exit. Jafza, a Dubai-based free zone operator, withdrew from its 15-year
contract with Port Klang Free Zone in Jul 07. It had been appointed to manage and
operate the free zone and help rope in clients to fill up the space in the free zone. But
it opted out because of a change in strategy. Instead of maintaining a purely
operational and management contract, Jafza wanted an equity stake in the ports it
handles.
Government to the rescue. Due to the higher cost, the government has stepped in
to shoulder part of the financial burden. It recently agreed to extend a seven-year
RM4.6bn soft loan to PKA at a 4% interest rate. With the government’s entry, Wijaya
Baru may be able to recover its cash as soon as it has delivered on its work.
Minimal earnings impact on WBGB... Despite the higher costs and Jafza’s exit, the
government’s recent announcement of the RM4.6bn soft loan to PKA is comforting.
With the government in the picture, we do not think that PKA will default on its
payments to Wijaya Baru. For this reason, we think its earnings should not be
impacted.
… but negative sentiment. Nevertheless, negative newsflow on this front will
dampen sentiment on the stock.

Earnings outlook
Associates no longer the saviour? At the core operations level, the high
depreciation incurred by its core medical services division continues to wipe out the
small profits delivered by its timber division. The group’s earnings are kept afloat by
contributions from its construction associate, Wijaya Baru Global Sdn Bhd. However,
with the associate’s outstanding order book standing at only RM460m and having the
limited prospects for expansion as it is not actively bidding for projects in the near
term, its earnings visibility is limited.
Earnings forecasts unchanged. Despite recent news on the Pulau Indah land sale,
WBGB’s earnings should not be impacted as the land sale has already been
concluded and cannot be reversed. In addition, the government’s move to support the
free zone project through the extension of a RM4.6bn soft loan is good news for the
company as payment for the development costs is now assured. Thus, our earnings
forecasts remain unchanged.

[ 2 ]

Figure 1: P&L analysis (RM m)
FYE Dec
Revenue
Operating Profit (EBIT)
Depreciation & Amortisation
Interest Expenses
Pretax Profit
Effective Tax Rate (%)
Net Profit
Operating Margin (%)
Pretax Margin (%)
Net Margin (%)

2004
891.7
6.2
(14.6)
(0.2)
12.8
34.4
8.4
0.7
1.4
0.9

2005
73.8
1.7
(14.7)
(0.1)
46.4
13.0
40.4
2.3
62.9
54.7

2006
55.2
(7.2)
(18.6)
(0.0)
30.1
4.3
28.8
N/M
54.5
52.2

2007F
56.5
(3.0)
(19.5)
(0.1)
12.0
10.0
10.8
N/M
21.2
19.1

Source: Company, CIMB estimates

Recommendation
Maintain SELL recommendation. Although our earnings projection is kept intact, our
end-CY07 target price is reduced to RM0.98 (RM1.12 previously) as we widen the
discount to the 8x average P/E for small-cap contractors from 20% to 30% to reflect
its limited earnings prospects. We reiterate our SELL recommendation with the key
de-rating catalysts being i) poor quarterly results, ii) a persistently underperforming
medical services division, and iii) uncertainty over the prospects for its recently
acquired instant rice production business. We recommend Eksons Corporation
(EKSON MK; Outperform) for exposure to timber stocks and MRCB (MRC MK; Buy)
or Mudajaya (MDJ MK; Buy) for a smaller-cap construction play.
Figure 2: Share price chart (RM)
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CIMB INVESTMENT BANK BHD – DISCLOSURE & DISCLAIMER
CIMB Investment Bank Bhd (“CIMB”) is a participant in the CMDF-Bursa Research Scheme ("CBRS") administered by Bursa Malaysia Berhad and has been
compensated to undertake the scheme. CIMB has produced this report independent of any influence from CBRS or the subject company.
By accepting this report, the recipient hereof represents and warrants that he is entitled to receive such report in accordance with the restrictions set forth below and
agrees to be bound by the limitations contained herein (including the “Restrictions on Distributions” set out below). Any failure to comply with these limitations may
constitute a violation of law.
CIMB, its affiliates and related companies, their directors, associates, connected parties and/or employees may own or have positions in securities of the company(ies)
covered in this research report or any securities related thereto and may from time to time add to or dispose of, or may be materially interested in, any such securities.
Further, CIMB, its affiliates and its related companies do and seek to do business with the company(ies) covered in this research report and may from time to time act as
market maker or have assumed an underwriting commitment in securities of such company(ies), may sell them to or buy them from customers on a principal basis and
may also perform or seek to perform significant investment banking, advisory or underwriting services for or relating to such company(ies) as well as solicit such
investment, advisory or other services from any entity mentioned in this report. The views expressed in this report accurately reflect the personal views of the analyst(s)
about the subject securities or issuers and no part of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific
recommendations(s) or view(s) in this report. CIMB prohibits the analyst(s) who prepared this research report from receiving any compensation, incentive or bonus
based on specific investment banking transactions or for providing a specific recommendation for, or view of, a particular company. However, the analyst(s) may receive
compensation that is based on his/their coverage of company(ies) in the performance of his/their duties or the performance of his/their recommendations and the
research personnel involved in the preparation of this report may also participate in the solicitation of the businesses as described above. In reviewing this research
report, an investor should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest. Additional information is,
subject to the duties of confidentiality, available on request.
(i)

As of 19 September 2007, CIMB and its affiliates have a proprietary position in the following securities in this report:
(a) MRCB.
(ii) As of 19 September 2007, CIMB and its affiliates do not have a proprietary position in the following securities in this report:
(b) Wijaya Baru Global , Eksons Corporation, Mudajaya.
(iii) As of 19 September 2007, the analyst, Terence Wong and Soh May Yee who prepared this report, owns and has an interest in the securities in the following
company or companies covered or recommended in this report.
(c) -.
(iv) As of 19 September 2007, the analyst, Terence Wong and Soh May Yee who prepared this report, does not own and does not have an interest in the securities in
the following company or companies covered or recommended in this report.
(d) Wijaya Baru Global , Eksons Corporation, MRCB, Mudajaya
The information contained in this research report is prepared from data believed to be correct and reliable at the time of issue of this report. This report does not purport
to contain all the information that a prospective investor may require. CIMB does not make any guarantee, representation or warranty, express or implied, as to the
adequacy, accuracy, completeness, reliability or fairness of any such information and opinion contained in this report and accordingly, neither CIMB nor any of its
affiliates nor its related persons shall be liable in any manner whatsoever for any consequences (including but not limited to any direct, indirect or consequential losses,
loss of profits and damages) of any reliance thereon or usage thereof.
This report is general in nature and has been prepared for information purposes only. It does not have regard to the specific investment objectives, financial situation and
the particular needs of any specific person who may receive this report. The information and opinions in this report are not and should not be construed or considered as
an offer, recommendation or solicitation to buy or sell the subject securities, related investments or other financial instruments thereof.
The views and opinions in this research report are our own as of the date hereof and are subject to change. CIMB has no obligation to update its opinion or the
information in this research report.
Investors are advised to make their own independent evaluation of the information contained in this research report, consider their own individual investment objectives,
financial situation and particular needs and consult their own professional and financial advisers as to the legal, business, financial, tax and other aspects before
participating in any transaction in respect of the securities of company(ies) covered in this research report. The securities of such company(ies) may not be eligible for
sale in all jurisdictions or to all categories of investors.
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation.

STOCK RECOMMENDATIONS
BUY:

Expected positive total returns of 15% or more over the next 12 months

HOLD:

Expected total returns of between -15% and +15% over the next 12 months.

SELL:

Expected negative total returns of 15% or more over the next 12 months.
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