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We are luke-warm on proposed acquisition of Road Builder 
IJM Corp has proposed to acquire the entire equity interest of Road Builder (RBH, 
MYR 2.83, Buy) in a two-for-one share swap. While we like the addition of the 
recurring income from the ports and toll roads business, we question the need for 
RBH's property and construction business. We are unexcited over the acquisition 
and think there will be short-term price weakness in IJM. We are maintaining our 
Buy rating on a 12-month view as we think IJM will benefit from government 
pump-priming and EPS growth is likely to be strong over the next 3 years. 

Forecasts and ratios      

Year End Mar 31 2005A 2006A 2007E 2008E 2009E

Sales (MYRm) 1,802.3 1,665.9 2,399.3 3,604.2 4,525.5

EBITDA (MYRm) 328.3 321.2 351.4 625.4 801.2

Reported NPAT (MYRm) 185.5 160.4 198.0 320.0 427.7

Reported EPS (MYR) 0.43 0.34 0.41 0.47 0.58

OLD Reported EPS (MYR) 0.43 0.34 0.41 0.48 0.59

% Change 0.0% 0.0% 0.0% -1.3% -2.2%

DB EPS FD(MYR) 0.42 0.32 0.37 0.43 0.53

DB EPS growth (%) 85.5 -23.6 14.9 17.6 21.9

PER (x) 11.3 14.8 17.5 14.9 12.2

EV/EBITDA (x) 8.3 9.7 11.8 10.0 7.6

Yield (net) (%) 2.3 2.3 1.7 1.8 1.9
Source: Deutsche Bank estimates, company data 

1 DB EPS is fully diluted and excludes non-recurring items 
2 Multiples and yields calculations use average historical prices for past years and spot prices for current and future years, except P/B which uses the 
year end close 
 
Deutsche Bank AG/Hong Kong 

All prices are those current at the end of the previous trading session unless otherwise indicated. Prices are sourced from 
local exchanges via Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank and subject companies. 

Deutsche Bank does and seeks to do business with companies covered in its research reports. Thus, investors should 
be aware that the firm may have a conflict of interest that could affect the objectivity of this report. 

Investors should consider this report as only a single factor in making their investment decision. 

Independent, third-party research (IR) on certain companies covered by DBSI's research is available to customers of 
DBSI in the United States at no cost. Customers can access this IR at http://gm.db.com, or call 1-877-208-6300 to 
request that a copy of the IR be sent to them. 

DISCLOSURES AND ANALYST CERTIFICATIONS ARE LOCATED IN APPENDIX 1 

Merger/Acquisition 
 

Buy 
Price at 17 Oct 2006 (MYR) 6.45
Price target - 12mth (MYR) 7.65
52-week range (MYR) 6.45 - 4.22
KLCI 977
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Rel. to KLCI (L.H. Scale)               

IJM Corp (R.H. Scale)

Performance (%) 1m 3m 12m
Absolute 2.4 14.2 36.1
KLCI 1.9 8.3 5.7

 
Stock data 

Market cap (MYRm) 3,096
Market cap (USDm) 842
Shares outstanding (m) 479.9
Major shareholders Tronoh (18.7%)
Free float (%) 54

 
Key indicators 

ROE (%) 9.3
Net debt/equity (%) 32.0
Book value/share  (MYR) 4.61
Price/book (x) 1.4
Net interest cover (x) 7.3
Operating profit margin (%) 12.2
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Acquisition is not cheap on our figures 
At RM3/share, the acquisition values Road Builder at 18.1x and 14.3x P/E FYJun07-
08, respectively, which we think is a fair price for Road Builder.  
Slight earnings enhancement potential 
Assuming the acquisition is completed by mid 2007, it enhances IJM’s FYMar08-
09 earnings by a small 1.9% and 2.1%, respectively. We expect strong earnings 
growth of 15%, 18% and 22% in FY07-09, respectively, for IJM on the back of a 
enlarged RM5.6bn construction orderbook for the group, growth in the ports & toll 
roads, Indian property earnings and rising sales at the building materials division. It 
is in a good position to further boost its orderbook, in our opinion. 
RM7.65/share TP maintained, execution the key risk 
We are maintaining our RM7.65/share TP, based on 18x FD FY08 P/E. We think 
the stock should trade at premium to the Malaysian market average of around 14x 
because of its superior earnings growth prospects. We see the key as execution 
risk relating to its all time high orderbook. Slow and cumbersome merger 
integration is another risk. 
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Y/E 31 March 2002 2003 2005 2006 2007E 2008E 2009E

SUMMARY

Reported EPS (RM) 0.34 0.39 0.43 0.34 0.41 0.43 0.58

P/E ratio (Reported) (x) 11.0 12.4 11.0 13.9 15.4 14.7 11.0

Reported EPS growth (%) nm 14.6 nm -20.8 21.2 4.7 33.7

DB EPS FD (RM) 0.32 0.38 0.42 0.32 0.37 0.43 0.53

P/E ratio (DB) (x) 11.5 12.6 11.3 14.8 17.2 14.7 12.0

Operating CFPS (RM) 0.21 0.27 0.54 0.32 -0.00 0.05 0.33

Free CFPS (RM) -0.18 -0.08 0.10 -0.36 -0.11 -0.05 0.22

P/CFPS (x) 18.2 17.9 8.7 15.0 nm 139.3 19.5

DPS (RM) 0.09 0.11 0.11 0.11 0.11 0.12 0.12

Dividend yield (%) 2.3 2.2 2.3 2.3 1.7 1.8 1.9

BV/Share (RM) 4.14 3.95 4.01 4.30 4.61 5.42 5.87

Price/BV (x) 1.18 1.09 1.20 1.18 1.38 1.17 1.08

Weighted average shares (m) 352 372 432 471 480 741 741

Average market cap (RM m) 1,318 1,806 2,045 2,237 3,221 3,221 3,221

Enterprise Value (RM m) 1,603 2,012 2,716 3,112 4,266 6,376 6,242

EV/Sales 1.2 1.5 1.5 1.9 1.8 1.8 1.4

EV/EBITDA 8.2 9.7 8.3 9.7 12.1 10.2 7.8

EV/EBIT 9.6 11.2 9.8 11.7 14.6 12.0 9.0

EV/Operating Capital 1.3 2.4 2.2 2.2 2.5 1.2 1.1

INCOME STATEMENT (RM m)

Sales revenue 1,295 1,364 1,802 1,666 2,399 3,604 4,526

Operating EBITDA 195 207 328 321 351 625 801

Depreciation 26 26 52 56 59 81 85

Amortisation 2 2 0 0 0 14 20

Operating EBIT 166 179 277 265 293 530 696

Net interest income (expense) -8 -8 -41 -49 -40 -76 -98

Associates/affiliates 18 35 48 43 37 41 42

Investment and other income/expense 0 0 0 0 0 0 0

Exceptionals/extraordinaries 15 0 0 0 9 0 0

Income tax expense 55 56 79 76 78 129 166

Minorities/preference dividends 16 5 19 23 23 46 46

Net income 120 146 185 160 198 320 428

CASH FLOW (RM m)

Cash flow from operations 72 101 234 149 -2 34 241

Movement in net working capital 124 68 -304 -52 -235 -387 -296

Capex -135 -131 -189 -318 -50 -73 -80

Free cash flow -63 -30 45 -169 -52 -39 161

Other investing activities -74 -32 -221 27 0 0 0

Equity raised/(bought back) 43 54 237 92 1 0 1

Dividends paid -30 -38 -55 -59 -52 -85 -91

Net inc/(dec) in borrowings -1 52 243 323 112 2,252 15

Other financing cash flows 362 48 -375 -62 -45 -1,565 109

Total cash flows from financing 375 115 49 294 16 602 35

Net cash flow 238 54 -127 152 -36 563 196

Movement in net debt/(cash) -238 -2 370 171 148 1,689 -181

BALANCE SHEET (RM m)

Cash and other liquid assets 238 292 165 317 281 844 1,040

Tangible fixed assets 674 250 349 466 457 3,049 3,044

Goodwill 0 0 0 0 0 0 0

Other intangible assets 3 11 58 61 61 61 61

Associates/investments 387 757 1,207 1,410 1,447 1,658 1,700

Other assets 1,287 1,181 1,672 1,863 2,637 3,912 4,886

Total assets 2,590 2,491 3,449 4,117 4,884 9,524 10,731

Interest bearing debt 320 372 615 938 1,050 3,302 3,317

Other liabilities 703 658 861 943 1,430 1,596 2,405

Total liabilities 1,023 1,030 1,476 1,881 2,479 4,898 5,722

Shareholders' equity 1,457 1,509 1,839 2,066 2,212 4,012 4,349

Minorities 103 18 135 169 192 614 660

Total shareholders' equity 1,560 1,528 1,974 2,235 2,404 4,626 5,009

Net working capital 587 501 805 989 1,426 2,134 2,684

Net debt/(cash) 82 80 450 621 769 2,458 2,277

Capital 1,642 1,608 2,424 2,857 3,173 7,083 7,286

RATIO ANALYSIS

Sales growth (%) nm 5.3 nm -7.6 44.0 50.2 25.6

Op. EBITDA/sales (%) 15.0 15.2 18.2 19.3 14.6 17.4 17.7

Op. EBIT/sales (%) 12.9 13.1 15.3 15.9 12.2 14.7 15.4

Payout ratio (%) 25.3 27.6 25.1 31.7 26.2 26.7 21.2

ROE (%) 8.3 9.8 10.1 8.2 9.3 10.3 10.2

Return on Capital (%) 7.7 9.3 8.9 7.4 7.5 7.3 7.0

Operating Return on Capital (%) 9.1 12.4 16.4 14.1 13.5 11.0 9.4

Capex/sales (%) 10.5 9.6 10.5 19.1 2.1 2.0 1.8

Capex/depreciation (x) 5.2 5.1 3.7 5.7 0.9 0.9 0.9

Net debt/equity (%) 5.2 5.2 22.8 27.8 32.0 53.1 45.5

Net interest cover (x) 20.8 23.1 6.7 5.4 7.3 7.0 7.1

Running the Numbers Analysis Deutsche Bank
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Details of the acquisition proposal 

IJM announced the proposed acquisition of all the assets and liabilities of Road Builder (RBH) 
for a purchase consideration of RM1.56bn. The acquisition will be satisfied via the issuance 
of RM1.56bn nominal value redeemable unsecured loan stocks (RULS) in IJM. The RULS 
have a tenure of 5 years, carry a 3% per annum coupon and are redeemable for cash at any 
time after the issue date with a mandatory redemption at maturity. The RULS will not be 
listed on any stock exchange and are non-tradeable. 

IJM will then offer to acquire all outstanding RBH shares at the indicative offer price of 
RM3.00 per RBH share, which will be satisfied by the issuance of 1 new IJM share at 
RM6.00 per share for every 2 existing RBH shares held.  

If RBH becomes a subsidiary of IJM after the proposed offer, IJM will propose that RBH 
undertake a capital repayment to distribute the RULS to the shareholders of RBH. The RULS 
are an intermediate instrument to facilitate the transaction and will be cancelled if RBH 
becomes a wholly-owned subsidiary. 

IJM will acquire RBH’s 69.96% equity interest in RB Land for a purchase consideration of 
RM198.7m or RM0.50 per share. Upon the proposed acquisition becoming unconditional, 
IJM will extend a mandatory offer to acquire the remaining 30.04% stake in RB Land from 
the other shareholders at not less than RM0.50 per share. The total cash consideration for 
the remaining shares will amount to circa RM85.4m. 

The indicative offer price was derived after taking into consideration the 5-Day weighted 
average price.  

Figure 1: Indicative offer price 
 5-Day WAP to 17-Oct-06 Offer price Premium/ (Discount) 

IJM 6.35 6 5.5 

RBH 2.78 3 (7.3) 

RB Land  0.5 0.5 0 
Source: Deutsche Bank 

IJM does not intend to maintain the listing status of RBH in the event RBH does not comply 
with the shareholder spread requirements of Bursa Securities.  

IJM’s rationale behind the proposed acquisition is to diversify its sources of income and 
enhance earnings visibility. RBH’s portfolio includes toll roads and ports which will enhance 
IJM’s recurring income and cash flow. This will effectively reduce the group’s reliance on 
cyclical nature of the construction and property industry.  

Figure 2: Shareholding structure of IJM 
 Existing stake (%) After the proposed acquisition (%) 

Tronoh 19 13 

EPF 9 9.7* 

The Capital Group 11 8 

RBH Shareholders 0 30 

Other shareholders of IJM 61 40 
Source: Company data *Based on the assumption that EPF accepts the Proposed Offer 
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Figure 3: An overview of the proposal 

IJM to privatise RBH via a VGO at RM3.00 per share 
via a share swap proposal on the basis of 1 IJM  
share for every 2 RBH shares held

Dispose all assets and liabilities for RM1.56bn

Consideration: Redeemable Unsecured Loan Stocks
(the RULS will be cancelled upon completion of Step 3)

Trigger Mandatory GO at RM0.50 per share

Other shareholders 
of RB Land

100%

70%
30%

Road BuilderIJM

RB Land

RBH Shareholders

1

2

3

Source: Company Data 

 

Figure 4: Strategic fits to IJM’s transformation 

mid October 2006

early 2003 early October 2006 (i) acquisition of assets by IJM from RBH
(ii) privatization of RBH via a VGO

Rationale-
a) Earnings accretive for IJM over the medium

to longer term
b) RBH's construction and concession projects

complement IJM's existing businesses with
the creation of a diverse pool of strong cash
flow generating assets, enhancing
the group's base of recurrent income

 c) Synergistic benefits arising from assets 
and debts rationalization post proposals

d) Integration of RBH's professional staff
into IJM group will enhances IJM's 
human capital tool to effectively meet
increasing order book challenges.

Synergistic acquisition resulting in 
67% equity interest in ICP

Exit of major 
shareholder in RBH 

provides opportunity 
for IJM to make an 

offer to privatise RBH

June 2007

A full fledged construction group with 
a more balanced geographical 

exposure and solid backing from 
infrastructure and plantation assets 

that provide strong cash flow for 
group's further expansion

Listing of IJM Plantations on the Main 
Board of Bursa Malaysia

Rationale - plantation business 
diversify the Group's income base second half 2004

Source: Company Data 
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Figure 5: IJM operating profit FY06 (pre-merger)  Figure 6: IJM operating profit  FY06 (post merger) 
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Source: Company Data  Source: Company Data 

 

Unexcited over the acquisition 

The addition of the ports and toll roads businesses are positive because we think the 
earnings quality is higher: earnings from both these divisions are recurring and growing. 
However, we question the rationale for the acquisition of the property and construction 
business. Management thinks that the construction business will give them the added 
capacity to expand its orderbook, but we do not think the cost of construction capacity is 
high. Smaller, pure construction companies trade at below 10x P/E. IJM’s property division is 
already pretty busy with the upcoming launch of Canal City next year, exceptional growth in 
India and the possible acquisition of a 25% stake in Kumpulan Europlus/Talam. Hence, in our 
view, we do not see the need to buy another property division. 

At RM3/share, Road Builder is valued at 18.1x and 14.3x FYJun07-08, respectively, relative to 
the Malaysian market’s 15.5x and 13.5x for 2006-07 and IJM’s 17.5x and 15.3x for FYMar07-
08, respectively. Hence, the impact of the acquisition on IJM’s earnings is close to neutral. 
However, the acquisition price is not cheap in our view. Fortunately, IJM is using shares for 
the acquisition and not cash. 

Over the short term, we think Road Builder and IJM’s share prices will move towards the 2:1 
exchange ratio i.e., IJM’s stock price will move down and/or Road Builder’s stock price will 
move up. 

Maintain Buy on IJM 

We think there may be a short-term price weakness in IJM as a result of the unexciting 
acquisition. However, we continue to think that IJM will benefit from the government pump-
priming and should see commendable earnings growth going forward. Our forecasts assume 
that the Road Builder acquisition is completed by mid 2007 and there is 100% acceptance by 
Road Builder shareholders for the share swap. 
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Appendix 1 
Important Disclosures 

Additional information available upon request 

Disclosure checklist 
Company Ticker Recent price* Disclosure 
IJM Corp IJMS.KL 6.45 (MYR) 17 Oct 06 6 
Road Builder ROAD.KL 2.83 (MYR) 17 Oct 06 6 
 
*Prices are sourced from local exchanges via Reuters, Bloomberg and other vendors.  Data is sourced from Deutsche Bank and subject companies. 

 
Important Disclosures Required by U.S. Regulators 
Disclosures marked with an asterisk may also be required by at least one jurisdiction in addition to the United States.  See 
“Important Disclosures Required by Non-US Regulators” and Explanatory Notes. 
6. Deutsche Bank and/or its affiliate(s) owns one percent or more of any class of common equity securities of this company 

calculated under computational methods required by US law. 

 
Important Disclosures Required by Non-U.S. Regulators 
Please also refer to disclosures in the “Important Disclosures Required by US Regulators” and the Explanatory Notes. 
6. Deutsche Bank and/or its affiliate(s) owns one percent or more of any class of common equity securities of this company 

calculated under computational methods required by US law. 

 
For disclosures pertaining to recommendations or estimates made on securities other than the primary subject of this 
research, please see the most recently published company report or visit our global disclosure look-up page on our 
website at http://gm.db.com. 

 
Analyst Certification 

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s) about the subject 
issuer and the securities of the issuer.  In addition, the undersigned lead analyst(s) has not and will not receive any 
compensation for providing a specific recommendation or view in this report. Joe Liew 
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Historical recommendations and target price: IJM Corp (IJMS.KL) 

 (as of 10/17/2006) 
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Previous Recommendations 

Strong Buy 
Buy 
Market Perform 
Underperform 
Not Rated  
Suspended Rating 

Current Recommendations 

Buy 
Hold 
Sell 
Not Rated  
Suspended Rating 

*New Recommendation Structure 
as of September 9, 2002 

 

 1. 2/8/2005: Buy, Target Price Change MYR5.90 

2. 13/9/2005: Buy, Target Price Change MYR5.60 

3. 13/11/2005: Buy, Target Price Change MYR5.50 

4. 14/11/2005: Buy, Target Price Change MYR5.50 

 5. 26/1/2006: Buy, Target Price Change MYR5.40 

6. 30/5/2006: Downgrade to Hold, Target Price Change MYR5.90 

7. 28/9/2006: Upgrade to Buy, Target Price Change MYR7.65 

 
Historical recommendations and target price: Road Builder (ROAD.KL) 
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*New Recommendation Structure 
as of September 9, 2002 

 

 1. 2/8/2005: Hold, Target Price Change MYR2.40 

2. 28/8/2005: Hold, Target Price Change MYR2.20 

3. 17/11/2005: Hold, Target Price Change MYR1.90 

 4. 19/1/2006: Hold, Target Price Change MYR1.48 

5. 22/5/2006: Upgrade to Buy, Target Price Change MYR2.60 

6. 26/9/2006: Buy, Target Price Change MYR3.00 
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Equity rating key  Equity rating dispersion and banking relationships 

Buy: Expected  total return (including dividends) of 10% 
or more over a 12-month period. 
Hold: Expected  total return (including dividends) 
between -10% and 10% over a 12-month period. 
Sell: Expected  total return (including dividends) of -
10% or worse over a 12-month period. 
Notes: 
1.    Published research ratings may occasionally fall 
outside these definitions, in which case additional 
disclosure will be included in published research and on 
our disclosure website (http://gm.db.com); 
2.    Newly issued research recommendations and 
target prices always supersede previously published 
research. 
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Regulatory Disclosures 

SOLAR Disclosure 

For select companies, Deutsche Bank equity research analysts may identify shorter-term trade opportunities that are 
consistent or inconsistent with Deutsche Bank's existing longer term ratings.  This information is made available only to 
Deutsche Bank clients, who may access it through the SOLAR stock list, which can be found at http://gm.db.com 
 
Disclosures required by United States laws and regulations 

See company-specific disclosures above for any of the following disclosures required for covered companies referred to in 
this report: acting as a financial advisor, manager or co-manager in a pending transaction; 1% or other ownership; 
compensation for certain services; types of client relationships; managed/comanaged public offerings in prior periods; 
directorships; market making and/or specialist role. 
 
The following are additional required disclosures: 

Ownership and Material Conflicts of Interest: DBSI prohibits its analysts, persons reporting to analysts and members of their 
households from owning securities of any company in the analyst's area of coverage. 
Analyst compensation: Analysts are paid in part based on the profitability of DBSI, which includes investment banking 
revenues. 
Analyst as Officer or Director: DBSI policy prohibits its analysts, persons reporting to analysts or members of their households 
from serving as an officer, director, advisory board member or employee of any company in the analyst's area of coverage. 
Distribution of ratings: See the distribution of ratings disclosure above. 
Price Chart: See the price chart, with changes of ratings and price targets in prior periods, above, or, if electronic format or if 
with respect to multiple companies which are the subject of this report, on the DBSI website at  
http://gm.db.com. 
 
Additional disclosures required under the laws and regulations of jurisdictions other 
than the United States 

The following disclosures are those required by the jurisdiction indicated, in addition to those already made pursuant to United 
States laws and regulations. 
 
Analyst compensation: Analysts are paid in part based on the profitability of Deutsche Bank AG and its affiliates, which 
includes investment banking revenues 
 
Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian 
Corporations Act. 
EU: A general description of how Deutsche Bank AG identifies and manages conflicts of interest in Europe is contained in our 
public facing policy for managing conflicts of interest in connection with investment research. 
Germany: See company-specific disclosures above for (i) any net short position, (ii) any trading positions (iii) holdings of five 
percent or more of the share capital. In order to prevent or deal with conflicts of interests Deutsche Bank AG has 
implemented the necessary organisational procedures to comply with legal requirements and regulatory decrees. Adherence 
to these procedures is monitored by the Compliance-Department. 
Hong Kong: See http://gm.db.com for company-specific disclosures required under Hong Kong regulations in connection with 
this research report.  Disclosure #5 includes an associate of the research analyst.  Disclosure #6, satisfies the disclosure of 
financial interests for the purposes of paragraph 16.5(a) of the SFC's Code of Conduct (the "Code").  The 1% or more interests 
is calculated as of the previous month end.  Disclosures #7 and #8 combined satisfy the SFC requirement under paragraph 
16.5(d) of the Code to disclose an investment banking relationship. 
Japan: See company-specific disclosures as to any applicable disclosures required by Japanese stock exchanges, the 
Japanese Securities Dealers Association or the Japanese Securities Finance Company. 
Russia: The information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any 
appraisal or evaluation activity requiring a licence in the Russian Federation. 
South Africa: Publisher: Deutsche Securities (Pty) Ltd, 3 Exchange Square, 87 Maude Street, Sandton, 2196, South Africa. 
Author: As referred to on the front cover. All rights reserved. When quoting, please cite Deutsche Securities Research as the 
source. 
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Turkey: The information, interpretation and advice submitted herein are not in the context of an investment consultancy 
service. Investment consultancy services are provided by brokerage firms, portfolio management companies and banks that 
are not authorized to accept deposits through an investment consultancy agreement to be entered into such corporations and 
their clients. The interpretation and advices herein are submitted on the basis of personal opinion of the relevant interpreters 
and consultants. Such opinion may not fit your financial situation and your profit/risk preferences. Accordingly, investment 
decisions solely based on the information herein may not result in expected outcomes. 
United Kingdom: Persons who would be categorized as private customers in the United Kingdom, as such term is defined in 
the rules of the Financial Services Authority, should read this research in conjunction with prior Deutsche Bank AG research on 
the companies which are the subject of this research. 
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