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	KUALA LUMPUR: Proton Holdings Bhd has a lot going for it these days — from the RM5,000 discount for car buyers under the government’s scrapping programme to the impending rationalisation exercise with another national carmaker, to the latest where hire purchase rates have been reduced for national marques.

That has been reflected in the near-doubling of the company’s share price to RM2.99 on Monday from the trough of RM1.53 on March 30 — a 95% jump in three weeks. The stock hit a 12-month low of RM1.50 on March 19. Proton added another 13 sen to close at RM3.12 yesterday, with nearly three million shares done.

The Edge Financial Daily reported yesterday that Proton was looking to inject its distribution arm Proton Edar Sdn Bhd into Edaran Otomobil Nasional Bhd (EON) in return for a stake in the latter. 

It also reported that the rationalisation exercise was part of a bigger automotive consolidation exercise with a possible merger between Proton and the second national car project under Perusahaan Otomobil Nasional Kedua Sdn Bhd (Perodua).

In reply to queries by Bursa Malaysia Securities yesterday, Proton said it had signed a memorandum of understanding (MoU) with EON in May last year to rationalise the national car’s sales and service network. Proton said the parties were still in discussions to finalise the deal.

Proton was silent on the speculation of a possible merger with Perodua.

“Further, the board of directors of Proton wishes to inform that as a proactive business entity, Proton and its subsidiaries will continue to initiate and consider various business opportunities and arrangements,” it said.

EON, in a separate statement, said it was not aware of any plan for it to acquire Proton Edar. However, it also pointed to the MoU with Proton on the rationalisation of the sales and service network, adding that an announcement would be made as and when necessary.

A merger between Proton and Perodua would likely see Daihatsu Motor Co and Mitsui & Co — which controls Perodua’s manufacturing arm with a 51% stake — ending up as the foreign strategic partners in the resultant single national car project.

However, some analysts said the government would want Proton to be in a position of strength in terms of balance sheet as well as in its share price before allowing it to consider such a move. 

The key questions would have to be the eventual shareholding structure and if EON and its controlling shareholder DRB-Hicom Bhd would play any role in the next phase of the national car project.

Proton has been struggling with sales over the past few years, with its Tanjung Malim plant grossly under-utilised and having been overtaken by Perodua as the No 1 national carmaker. Perodua has been going great guns in the past few years, particularly with the sales of its hit model, the Myvi.

In its recent Market Strategy for 2Q 2009 presentation to institutional clients, AmResearch alluded to a potential reverse takeover of Proton by Perodua. 

It said Malaysia and Indonesia — the Asean base — were important growth markets for Daihatsu, with the under-utilised Tanjung Malim plant and Lotus technology being  part of the incentives. Daihatsu’s only Asean passenger car manufacturing base is Malaysia, with a utilisation rate of 67%.

Meanwhile, AmResearch said the hike in interest rates for loans for non-national cars and the lowering of rates for national cars, as reported in a local daily, would benefit the national carmakers.

For example, it said the interest for a hire purchase loan from Maybank for non-national cars have been increased to 3.25% for loan tenures of five years and below, 3.4% for six to seven years and 3.5% for eight to nine-year loans. Hire purchase rates for non-national cars previously ranged between 2.6% and 2.8%.

On the other hand, interest rates for national cars have been reduced to 3.5% for below five-year loans, 3.65% for six-seven year loans and 3.75% for eight-nine year loans, from 3.75% previously for Proton and 3.6% for Perodua.

“Overall, the move reinforces our earlier view that hire purchase rates are unlikely to be reduced despite lower base lending rates. This is so, given that margins from hire purchase lending previously were already thin, coupled with prospects of slower loan growth going forward,” it said.

In an earlier report dated April 14, which was carried by The Edge Financial Daily, AmResearch had said that it expected the government to introduce policies that would help revitalise Proton.

“While earnings cyclicality risk is still high, Proton’s strategic importance may propel certain policy changes to its advantage. At P/B (price to book) of just 0.3 times, valuation is overly depressed,” it had said. Shares of the ailing automaker was trading at RM2.25 then.

AmResearch said from a sector point of view, it was negative on the changes in HP rates, given the dampening effect it would have on total industry volume this year, which was already compounded by a weak underlying demand environment. 

“But on a positive note this is good news for national carmakers, given reduced interest rates and a narrowing borrowing-cost gap between national and non-national carmakers — which previously favoured non-nationals by about 1%,” it said.

AmResearch said the latest development could “motivate a downgrade to national marques from non-national marques — which in turn creates a new segment for national carmakers to penetrate, not just limited to inter-segmental, but also intra-segmental shifts between nationals and non-nationals”.

“This is especially true for non-national models priced at only a marginal premium to national cars. 

“In the compact sedan segment, for example, models such as Toyota Vios and Honda City are priced at RM70,000 to RM89,000, which is a 13%-25% premium to Proton’s Persona, Gen 2 and Waja models, but only a 0%-17% premium to Proton’s recently launched MPV model.

“We maintain our buy call on Proton (fair value RM3.20) and hold on Tan Chong Motor Holdings Bhd (fair value RM1.18). Our buy call on UMW Holdings Bhd is under review (fair value RM6.35),” AmResearch said.

This article appeared in The Edge Financial Daily, April 22, 2009. 


