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After a
hesitant
start, the

first week of 2008 turned out to be
a rather good one for the local
bourse. Thanks to a strong rally
last Friday, which saw the KLCI
surging 31.3 points, the benchmark
index is now at a new record high
of 1,466.7 — up 19.6 points or
1.4% for the week, and 1.5% so far for the new year.

Global markets were initially roiled by Wall Street’s tumble on the first trading
day of the year —fuelled by weak US economic data and record high crude oil
prices — but recovered some semblance of calm later. Still, most equity
markets, except Malaysia and China, are in negative territory so far this year.

Investors remained generally hesitant about the outlook for the US and global
economy, given record high crude oil and commodity prices, which are raising
worries about inflation and slowing economic growth.

Crude oil prices hit an intra-day record high of US$100.09 (RM335.30) per
barrel last Thursday. Commodities such as soybean and soyoil prices have
also hit record highs, fuelling worries over rising inflationary pressures.

The rally in crude oil and soyoil is also leading to sustained gains for palm oil
prices, which are trading at around RM3,120 per tonne. As a result, plantation
stocks rallied very strongly last Friday. This is justifiably so, as most earnings
forecasts for plantation companies are based on averages of around RM2,400
per tonne, going forward.

US economic data released last week were generally mixed. Concerns that the
US economy could be slowing quicker than expected surfaced after the
Institute for Supply Management said that its manufacturing index fell to 47.7
for December from 50.8 in November. A reading below 50 signals economic
contraction, whereas readings over 50 indicate expansion.

Investors later warmed up to news that new orders at US factories rose by
larger-than-expected 1.5% in November, more than double the 0.7% increase
expected. The all-important jobs report released last Friday will shape Wall
Street’s performance this week.

Portfolio review 
Our model portfolio chalked up good gains last week, even outperforming the
KLCI although our investments are primarily invested in smaller cap stocks.
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KLCI although our investments are primarily invested in smaller cap stocks.

Our basket of 12
stocks rose by 1.53%,
compared with the
KLCI’s 1.36% rise.
Including cash, the
total portfolio value
rose by a smaller
margin of 1.18% to
RM592,162.

The portfolio’s present
total value represents
a significant
achievement
compared with our
initial capital of just
RM160,000. We
started the model
portfolio on 3 March
2003.

Our total profits are
currently very substantial at RM432,162, of which RM196,755 have already
been realised from earlier investments. This represents a hefty return of
270.1% compared with our capital of RM160,000. We continue to outperform
the KLCI significantly, which is up by 126.8% in the same period.

Last week, we had five gainers and seven losers. Three of our stocks made
very substantial gains — Masteel (up 7.9%), Notion VTec (up 5.5%) and Dijaya
Corp (up 4.1%).

Buying Asiatic Development 
We are buying 3,000 shares of Asiatic Development at Friday’s closing price of
RM9.25.

Crude palm oil prices (CPO) have continued to strengthen in recent days,
tracking higher crude oil prices. The crude oil market shows no sign of
retreating despite closing near the US$100 per barrel mark. And with soyoil
prices also trading at record levels, on expectations of tight global supplies, the
CPO market appears likely to stay robust in the near to medium term.

Asiatic Development sells most of its output in the spot market and so should
see almost immediate benefit from prevailing high prices. The stock is also
trading below valuations on peer IOI Corp and KL Kepong, at roughly 18.8
times our estimated earnings for 2008.

We are estimating net profit to expand by 13% y-y to RM370.9 million or 49.2
sen per share — on the back of higher FFB production and selling prices. Our
forecast assumes CPO prices to average at RM2,600 for the year. Should
prices sustain at current high levels, the shares will look even cheaper.

Asiatic has a relatively young oil palm plantation landbank totalling 65,530
hectares. Mature trees account for almost nine-tenths of total planted area,
about 47% of which are in their prime ages of 7-15 years. The company is in
the midst of acquiring some 98,300ha of land in Indonesia.

Upon completion, its total plantation landbank will rise to nearly 164,000ha.
That would place it at par with its bigger peers. Planting has commenced and
will be completed in stages over the next few years. The venture will underpin
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will be completed in stages over the next few years. The venture will underpin
growth over the next decade.

Note: This report is brought to you by Asia Analytica Sdn Bhd, a licensed investment adviser.  Please exercise your own
judgment or seek professional advice for your specific investment needs. We are not responsible for your investment
decisions. Our shareholders, directors and employees may have positions in any of the stocks mentioned.
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