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Can KLB keep novi ng?

| szudi n Mohd Amin

TRANSFORM or perish. This is the catchphrase of nost conpani es scranbling
for survival in the conpetitive business worl d.

Konsortium Logi stik Bhd, formerly known as Konsortium Perkapal an Bhd, is
no different. The continued chall enges in the shipping business, one of
its core activities, hit its bottomine hard. Under the stewardship of
group executive chairman Mrzan Mhat hir, KLB responded qui ckly by

di sposing of its shipping business to Mal aysi an I nternational Shipping
Cor poration Berhad (M SC) for US$220 nillion in Novenber |ast year and is
now norphing into a | ogi stics conpany.

"We have to transformourselves,' says Mrzan. "It is no good just doing
the same things we did in the past. W are migrating our businesses as we
do not want to be known only as a haul age and shi ppi ng conpany. By doi ng
this, we hope the nomentum for our services will continue to grow as we
enter the new century.

“One of our shareholders says it is good to change the nane as the old
one - Perkapal an - | acks feng-shui. Let bygones be bygones. No nore

shi ppi ng busi ness for us. W learnt our |esson.'

M rzan was speaki ng after the conpany's recent extraordi nary genera
meeting. Its core focus now - logistics - involves the organi sed novenent
of goods fromits place of manufacture to its markets, and enconpasses
transportation, warehousing, as well as ports and airports |logistic

servi ces.

Wth the change of nanme and core activities, KLB is penetrating new

mar ket segnents and appl ying new strategies. It will be focusing on
delivering logistic services rather than investing in assets such as

war ehouses and trucks, and will be looking to work with partners.

"It was a wi se decision considering that the nunber of home-grown
conmpani es involved in the logistics business is still very small,' says an
anal yst. "W still depend on foreign players to handle the |ogistics
business locally. KLB's venture into the business certainly gives new
meani ng in the industry.

But observers caution that the “big boys' in the business, such as Mayne
Ni ckl ess Logistics, will put pressure on KLB. “These are global |ogistics
pl ayers that have been dominating the market for quite a while and they
could certainly give KLB a hard time setting up their base,' says an

anal yst with a foreign stockbroking firm

KLB, however, is optimistic about the future. "W are aware of the

chall enges we will be facing,' says Mrzan. ~W have our strategies to
conpete with them This includes better services.'

Adds a KLB sharehol der, “And don't forget, better networking too.'

M rzan says the “transformati on process' would be conplete by the year
2001, whereupon KLB woul d be in a position to conpete agai nst ot her

| ogi stics companies in the world.

Al t hough he declines to disclose the investnent involved in the
transformation process, he says that for the current financial year,

consi derable tinme and noney will be spent on retraining staff and on

i nformati on technol ogy.

KLB, says an anal yst from K& Kenanga, encountered financi al

difficulties in 1997 when the Asian currency crisis struck and the ringgit
depreciated. "Things were nade worse as a result of its over-expansion
programre and having to service its US dollar |oans,' he says.



The di sposal of its shipping business to M SC has put KLB on a better
footing. The US$220 million in cash KLB received fromthe deal inproved
its gearing ratio from5.2 tines at the end of financial year 1997 to 0.4
times at the end of fiscal year 1998.

In addition, KLB recently announced the sale of its stake in South Asia
Port Ltd, a conpany in India, for US$18.9 million. This netted KLB a gain
of RML6 million, which will be used to further ease its bank borrow ngs.
Coupled with a decline in interest rates, the conpany's interest cover is
estimated by K&N Kenanga to be a confortable 4.3 tines its forecast
earnings for fiscal year 1999. (Interest cover is a measure of the extent
to which a conmpany's earnings cover interest paid on its loan capital, and
is expressed as the ratio of earnings to interest due.)

For the year ended Dec 31, 1998, KLB reported a group pre-tax profit of
RMA0. 279 million. But after tax and extraordinary itens, it suffered a

| oss of RVP3.68 million

K& Kenanga in its report is upbeat about KLB, expecting the conpany's

net profit to grow by 90.3 per cent this year. The reasons it cites for
its optimsminclude its belief that KLB will enjoy a 15 per cent increase
in cargo vol unme handl ed; an 84.1 per cent reduction in net interest
expense; a RML6 million gain fromthe sale of interests in its Indian port
joint venture; and 1999's tax waiver. Gven these positive indicators, an
anal yst expects KLB's pre-tax profit to increase by 2.8 per cent and 20.4
per cent in financial year 2000 and 2001 respectively.

KLB shares are currently trading at around RM3.18 on a price earnings

(PE) nultiple of 3.5 times earnings for fiscal year 1998. Based on K&N
Kenanga's forecasted profits of RM3.3 mllion and RMA1.4 million for 1999
and 2000 respectively, KLB shares are trading at a prospective PE multiple
of , respectively, 10.6 and 13.8 tinmes earnings for the two years.

A new chapter has started for KLB. "It is now a new story, with a
managenent that acts decisively and proactively to pare debt,' says an
analyst. "KLBis on the right track to recovery.

M rzan says the group's operating profit projections for this year are
much better than |l ast year's, with container haul age and depot services as
mai n contri butors.

W11l new acquisitions be involved during the transfornati on period? "It
may happen if we feel the need to do that,' says Mrzan. "It is sonething
we shoul d consider to speed up our growh in this business.'

KLB has to establish itself in a very wi de geographical area to provide
nor e conprehensive services to custoners, he says. "W could do that by
partnering with sonebody or having partners invest where we can provide
expertise or acquire existing operations.' The group, he adds, is taking
advant age of the econonmic recovery to plan and inplenment “the necessary
programes' so that it will energe fromthe econom c turbul ence “different
and stronger than before'

M rzan says KLB has identified partners who will operate trucking and

war ehousing facilities both in Mal aysia and overseas. KLB is expected to
announce one of themhere shortly. "W are also carrying out a due

di ligence exercise and hope to sign up a partner in India in the near
future,' he says.

Al t hough an equity stake is sonetines needed as a catal yst, Mrzan says
KLB woul d prefer to have its partners in a logistics network rather than
buying into their conpanies. "W want to be ready to offer a conprehensive
service to conpanies in the new gl obalised Internet-based econony.'

M rzan says KLB has internally generated funds to neet the cost of

i mpl ementing these neasures and is also able to exercise a placenent of up
to 10 per cent of its share capital this year.

The conpany has enjoyed positive growh this year, w th vol unmes having



pi cked up nost significantly in Ml aysia, he says. Container vol unes have
exceeded that of July 1997.

KLB currently has a 22 per cent market share of the |l ocal |ogistics

busi ness. "KLB will operate like a virtual conpany,' says Mrzan. " People
will be dealing with KLB al one and not this or that subsidiary. The group
is changing the logistics | andscape and getting ready to conpete in the
regi onal market.'
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