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Cheaper Proxy with Higher Leverage… 
Highlights 
 
 
 
 
 
 
 
 

 Convertible to ordinary shares… Barakah-LA is a 5 years 
redeemable convertible unsecured loans stock (RCULS). 
Each RCULS holders shall have the right to convert RCULS 
into fully paid-up new ordinary shares in Barakah at par after 
the 1st anniversary of the issue date (which is on 25 October 
2014) of the RCULS until maturity date (on 25 October 2018). 
The RCULS bear a 3.5% coupon rate per annum with semi-
annual payment. The RCULS also come with an option to 
redeem by the company at par-value of RM0.20 per share. 

 Mispricing from the market creates buying opportunity… 
1) Zero cost conversion: Each Barakah-LA can be converted 
into Barakah shares after 25 Oct 2014 with zero cost by 
surrendering one RCULS of nominal value of RM0.20 each for 
every one new Barakah shares. This suggests Barakah-LA is 
currently trading at 18% discount to Barakah shares. We 
deemed the discount is too big to be justified as i) investors 
perceive that additional RM0.20 per share is required for 
conversion; and ii)  short waiting period (around 10 months) to 
convert to Barakah shares (we used 10% discount instead).  
2) Almost zero possibility to redeem at par value of 
RM0.20: We think it is almost zero possibility for the company 
to redeem Barakah-LA at RM0.20 per share due to: i) the 
main purpose for issuing RCULS is to refinancing debts for 
purchasing of pipe-laying barge; ii)  major shareholders of 
company (lead by Nik Hamdan and Azman Shah have 
sizeable stake in Barakah-LA (>40% of total issued, very 
highly unlikely they will approve any redemption proposal); 
and iii) recent purchase of Barakah-LA by management on 
open market at RM1.16-1.20 reaffirms our thesis that 
Barakah-LA is a cheaper proxy to leverage on the company 
growth prospect. 

 Cheaper proxy and better leverage with upside potential 
of 23% to 58%... Given 10% discount (instead of 18% 
currently) and average consensus target price for Barakah at 
RM1.85, the fair value for Barakah-LA should be RM1.65 
(23% upside). Recently, market is talking about the company 
is close to secure T&I jobs in Middle East. We understand that 
this 5 years contract could worth over US$1bn. If the company 
win the job, with assumption of net margin at 10% and 50% 
stake, we estimate that it will boost the consensus target price 
for Barakah to RM2.35. With 10% discount applied, fair value 
for Barakah-LA will hit RM2.11 (58% upside).  For investors 
who are willing to hold until conversion date (on 25 Oct 
2014), the discount should become zero and will boost 
fair value for Barakah-La to RM1.83-RM2.35 (37% to 75% 
upside). 

 How about downside risk? Assume Barakah fail to secure 
any new contract with only 10x target PER (fall from 14x due 
to disappointment) and 10% discount applied, Barakah-LA fair 
value will be RM1.18 (~12% downside, inline with 
management recent’s purchase at RM1.16-1.20). 

Valuation   With upside potential of 23% to 58% and downside risk of 
12%, the risk and reward for Barakah-LA at this level is 
attractive and favorable. It is also cheaper proxy for investors 
who are looking to build a long-term position in Barakah 
shares with better leverage on the upside potential. 
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Barakah-LA    
Par value RM0.20  
Convertible Cost Zero  
1st conversion date 27 Oct 2014  
Discount to Barakah (%) 18%  
Ratio 1 to 1  
Coupon Rate (%) 3.5%  
Maturity Date 25 October 2018  

 
Scenario Analysis 

1 2
Barakah Fair Value 1.83        2.35      
Discount (%) 10% 10%
Barakah-LA Fair Value 1.65        2.11      
Upside (%) 23% 58%
Scenario 1: No oversea contract win.
Scenario 2: Contract win from Middle East.  
 
If hold until conversion date 1 2
Barakah Fair Value 1.83      2.35      
Discount (%) 0% 0%
Barakah-LA Fair Value 1.83      2.35      
Upside (%) 37% 75%
Scenario 1: No oversea contract win.
Scenario 2: Contract win from Middle East.  
 
Worst Case* 
Floor PER 10

Barakah Fair Value 1.31             

Discount (%) 10%

Barakah-LA Fair Value 1.18             

Downside (%) -12%

*No oversea contract win and due to disappointment  
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Disclaimer 
 
The information contained in this report is based on data obtained from sources believed to be 
reliable.  However, the data and/or sources have not been independently verified and as such, 
no representation, express or implied, is made as to the accuracy, adequacy, completeness or 
reliability of the info or opinions in the report.  
Accordingly, neither Hong Leong Investment Bank Berhad nor any of its related companies and 
associates nor person connected to it accept any liability whatsoever for any direct, indirect or 
consequential losses (including loss of profits) or damages that may arise from the use or 
reliance on the info or opinions in this publication. 

Any information, opinions or recommendations contained herein are subject to change at any 
time without prior notice.   Hong Leong Investment Bank Berhad has no obligation to update its 
opinion or the information in this report.  

Investors are advised to make their own independent evaluation of the info contained in this 
report and seek independent financial, legal or other advice regarding the appropriateness of 
investing in any securites or the investment strategies discussed or recommended in this report.  
Nothing in this report constitutes investment, legal, accounting or tax advice or a representation 
that any investment or strategy is suitable or appropriate to your individual circumstances or 
otherwise represent a personal recommndation to you.  

Under no circumstances should this report be considered as an offer to sell or a solicitation of 
any offer to buy any securities referred to herein.   

Hong Leong Investment Bank Berhad and its related companies, their associates, directors, 
connected parties and/or employeees may, from time to time, own, have positions or be 
materially interested in any securities mentioned herein or any securites related thereto, and 
may further act as market maker or have assumed underwriting commitment or deal with such 
securities and provide advisory, investment or other services for or do business with any 
companies or entities mentioned in this report.  In reviewing the report, investors should be 
aware that any or all of the foregoing among other things, may give rise to real or potential 
conflict of interests. 

This research report is being supplied to you on a strictly confidential basis solely for your 
information and is made strictly on the basis that it will remain confidential.  All materials 
presented in this report, unless specifically indicated otherwise, is under copyright to  Hong 
Leong Investment Bank Berhad .  This research report and its contents may not be reproduced, 
stored in a retrieval system, redistributed, transmitted or passed on, direclty or indirectly, to any 
person or published in whole or in part, or altered in any way, for any purpose. 

This report may provide the addresses of, or contain hyperlinks to, websites.   Hong Leong 
Investment Bank Berhad takes no responsibility for the content contained therein.  Such 
addresses or hyperlinks (including addresses or hyperlinks to Hong Leong Investment Bank 
Berhad own website material) are provided solely for your convenience.  The information and 
the content of the linked site do not in any way form part of this report.  Accessing such website 
or following such link through the report or Hong Leong Investment Bank Berhad website shall 
be at your own risk. 
 
1. As of 9 January 2014, Hong Leong Investment Bank Berhad has proprietary interest in the 
following securities covered in this report: 
(a) -. 
 
2. As of 9 January 2014, the analysts, Jason Tan Yat Teng who prepared this report, has 
interest in the following securities covered in this report: 
(a) -. 
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Equity rating definitions   
BUY Positive recommendation of stock under coverage. Expected absolute return of more than +10% over 12-months, with low risk of sustained downside. 
TRADING BUY Positive recommendation of stock not under coverage. Expected absolute return of more than +10% over 6-months. Situational or arbitrage trading opportunity. 
HOLD Neutral recommendation of stock under coverage. Expected absolute return between -10% and +10% over 12-months, with low risk of sustained downside. 
TRADING SELL Negative recommendation of stock not under coverage. Expected absolute return of less than -10% over 6-months. Situational or arbitrage trading opportunity. 
SELL Negative recommendation of stock under coverage. High risk of negative absolute return of more than -10% over 12-months.  
NOT RATED No research coverage, and report is intended purely for informational purposes. 

 
Industry rating definitions   
OVERWEIGHT The sector, based on weighted market capitalization, is expected to have absolute return of more than +5% over 12-months. 
NEUTRAL The sector, based on weighted market capitalization, is expected to have absolute return between –5% and +5% over 12-months. 
UNDERWEIGHT The sector, based on weighted market capitalization, is expected to have absolute return of less than –5% over 12-months. 

 


