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In good stead

Nor si ah Nur ani

NOW THAT t he Governnent has taken over United Engineers (M Bhd (UEM, the
question on everybody's mnd will be whether the conpany will perform
better than under its former suprenp Tan Sri Hali m Saad.

At this juncture, it is still a matter of conjecture as to how the
Governnent intends to restructure UEMand its 31 per cent associ ate Renong
Bhd. But one thing is for sure; taking UEMprivate will culmnate in the
eventual listing dem se of the group fromthe Kuala Lunpur Stock Exchange.
However, it will not spell the end of it as far as future prospects are
concer ned.

On the contrary, it will stand to gain. Having the Government as its
maj or sharehol der will open its doors to plenty of opportunities. Being a
construction giant with diverse expertise and specialisation, the
Governnent night use the group as a conduit for whatever infrastructure
projects it has drawn up for the country.

One nega project which imediately springs to mind is the revived RW-
billion Bakun Hydroel ectric Damproject in Sarawak. Earlier reports
specul ated that UEMis anong nore than 30 conpani es whi ch purchased pre-
qualification docunents for the tender of the Bakun Damis main civil works
contract, estimated at RMB billion.

The contract to build the coffer dam which is part of Bakun Dam is
valued at RW4.2 nillion and was awarded to d obal Uphill Sdn Bhd, a
conmpany reportedly linked to Sarawak tycoon Tan Sri Ting Pek Khiing.

Wth the Government behind it, it may not be surprising i f UEM ends up
getting the job. There is also a possibility that UEM and Tenaga Nasi ona
Bhd, which is considering taking up a stake in Bakun, may go hand-i n-hand
in the massive project, says an analyst. "Even if it does not have the
expertise to build dans, it can be acquired by teamng up with a foreign
outfit,' he adds.

It was al so reported that a nunber of international construction giants
such as Asea Brown Boveri, Alcatel and Sienens are joining the fray so as
not to lose out a piece of the Bakun action. These foreign entities are
said to be talking to | ocal conmpanies to formconsortia to bid for
rel evant contracts.

Anot her potential contract that may | and on UEM s pl ate are sone road
works in India. The conpany announced two weeks ago that it is likely to
be awarded the RV626-m | lion road works by virtue of it being the | owest
bi dder for the three contracts. The bid for the project was put up by the
UEM Assar joint venture, a 51 per cent UEM owned unit.

St ockbroker M DF Sisma Securities says the higher-margin jobs would
contribute positively to UEMs bottomine in the next two to three years
at least. An anal yst says the conpany has al ready secured RML billion
worth of projects.

UEM has another joint venture in India with GWR Infrastructure Ltd on a
26: 74 equity ratio to bid for additional RML.6 billion worth of road
contracts there. Then, there is the RVM3-billion punp prinme stimulus
package set up for infrastructure projects in anticipation of the adverse
effects of a slowing econonmy in the United States. Qut of the total
al l ocated, only about RM200 nillion has so far been utilised, |eaving a
bal ance of RM2.8 billion up for grabs.

The Government is | ooking at other ways to utilise the allocation in
view of its poor response fromthe private sector. Wth the biggest



construction group at its disposal, the Governnment may be abl e to channe
the funds to hasten the punp primng activities.

In this way, UEMwi || be assured of work while the Governnent can
achieve its objective of boosting the construction sector, which, in turn,
will contribute to the country's gross domestic product growt h.

An anal yst says the market is now abuzz with talk of another RML billion
of f - budget econoni ¢ stinulus package on top of the earlier RVM3 billion.
Thi s suppl enentary package woul d be used to finance smaller-scale projects
such as roads, nobsques and ot her buil di ngs which are able to by-pass the
red tape that has caused the under-utilisation of the RM3 billion package.
This is good news for construction conpanies, including UEM

Last nmonth, Prime Mnister Datuk Seri Dr Mahathir Mohamad hinted at the
possibility of introducing an additional punp-primng neasure to counter
any negative inpact on the |ocal econony in the aftermath of the terrorist
attacks on the United States.

Al t hough taking UEM private will not dent its prospects in any way, the
Governnent has a gruelling task at hand, ie, restructuring the UEM Renong
group. For one, its priority would be to clean up its bal ance sheet and
address its burgeoni ng debt estinmated at RML8 billion.

But how will this be done?

Anal ysts hold nixed views on this. One anal yst argues that the best way
woul d be to sell its jewel - Projek Lebuhraya U ara-Selatan Sdn Bhd (Pl us)
- if the Governnent wants the debt revanp on a fast track and a cl ean
sl ate. The Governnent can inject some privatisation projects later on. The
question is who can swall ow Plus ami d the uncertainties in the econony?

The di sposal of 100 per cent of Plus is the best solution to the UEM
mal ady but only a foreign entity is capable of absorbing it, says an
anal yst. But he is quick to add that this possibility is highly unlikely
as the Governnment woul d not want to give up its cash cow. At the sane
time, the sale of non-Plus assets under the UEMunbrella will not be
enough to clear all the group's debts.

Anot her anal yst anticipates a realignnent at the construction gi ant
whi ch conprises 15 |isted conpanies, including UEM and Renong, wth
activities ranging frominfrastructure to plantations to pharnaceutical s.

Anot her possibility is the flotation of Plus, she says. UEM can retain
51 per cent interest and offer the remaining 49 per cent for sale. Plus is
valued at RML4 billion. Proceeds fromthe sale will go a long way in
settling both UEM and Renong's debts.

There is also talk that Tel ekom Mal aysia Bhd is courting Ti ne dot Com Bhd
with the aimof acquiring the latter but it is unclear whose stake Tel ekom
is after. The anal yst reckons it is a |ogical nove as Tinme dot Com cannot
conmpete on its own and needs the mastery of another telco despite its
cash-rich status.

As an option, UEM may dispose off its other assets which are not
synergistic to its core operations of construction, infrastructure and
engi neering such as Comerce Asset-Hol di ng Bhd, Park May Bhd and
Phar mani aga Bhd.

At the tine of witing, Syarikat Danasaham Sdn Bhd, the conmpany set up
to take over UEM is in the m dst of appointing a new board and managenent
teamto spearhead and drive the financial and operational revanp of
UEM Renong. It is crucial who is appointed to hel mthe group as UEM s
revanp nust be transparent to uphold good corporate governance, says an

anal yst.
In a positive devel opnent, it was reported that UEM pl ans to convert the
failed RML.8 billion Islamc bond to 11-year, long-termloans in an effort

to refinance a RMB80 million loan that its unit Elite (Expressway
Li ngkaran Tengah Sdn Bhd) defaulted on. If this goes through, then it



could be the first step in resuscitating UEM s bal ance sheet and will help
relieve bad | oans in the banking systemin the wake of the default by
Johor Cor porati on.

Inits RV3.8 billion cash bid for control of UEM Danasaham had anmassed
90. 72 per cent acceptance of its shares and 60.45 per cent of warrants.
The of fer has been extended for another 14 days until Oct 2 to nop up the
rest of the remaining shares and warrants. Sharehol ders who did not take
up the offer earlier will have no choice but to liquidate their
i nvestnents since UEM woul d be taken private eventually. There could be
sone sentinental value attached to UEM once the blue chip of construction
pl ays.

The positive outconme fromall this is that after having been a drag on
the market for quite a while, and a discredit to corporate governance, the
Governnent's intervention would once and for all rid UEMof its charades.
Still, the market woul d keep a cl ose watch on how t he UEM Renong revanp
crystallises.

( END)



	In good stead (NST 01/10/2001)

