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1. Highlights:
Per Share Data 2005 2006 2007F  2008F Visit to KSB._ We visited Kemaman ASupply Base (KSB)
e = = == == yesterday. KSB is located at Telok Kalong in Terengganu, around
Book Value (RM) 1.49 1.44 1.54 1.65 one hour north of Kuantan Airport. KSB is located within the
Cash Flow (sen) 5.7 6.4 23.6 28.2 Kemaman Port together with East Wharf and Liquid Chemical
EPS (sen) 13 4.8 19.7 21.8 Berth (both privatised in October 2006 under Konsortium
Core EPS (sen) 12.0 18.8 19.7 218 Pelabuhan Kemaman), Petronas LPG Export Terminal (owned by
Dividend (sen) 175 94 99 10.9 Petronas) and West Wharf (owned by Road Builder).
Payout Ratio (%) 1,306.8  50.0 50.0 50.0 Plans for reorganisation and expansion of KSB. Although the
PER (x) 186.7 52.0 12.7 114 supply base appeared relatively inactive, we were assured that
Core PER (x) 20.9 13.3 12.7 11.4 business was as per normal. More encouragingly, KSB plans to
P/Cash Flow (x) 43.1 39.1 10.6 8.9 reorganise the customs bonded area that were built under phases 1
P/Book Value (x) 17 1.7 1.6 15 and 2 since 1982 to‘improve the use of space. There are al-soAplans
ividend Yield (% 70 18 39 44 to expand the services offered to the 228 customers within the
Dividend Yield (%) : . : ' supply base (including common storage and handling of drilling
ROE (%) 8.0 13.0 12.8 132 mud, food handling, and common warehousing). KSB is expected
Net Gearing (%) net cash net cash net cash net cash to contribute around 66% of EPIC’s total revenue.
Plans for KPK. Longer term, EPIC’s 61%-subsidiary Konsortium
P&L Analysis (RM mil 2005 2006 2007F 2008F Pelabuhan Kemaman (KPK) also plans to upgrade and expand the
Year-end: Dec East Wharf and Liquid Chemical Berth (LCB). Currently, the East
’ Wharf is a general purpose wharf catering mainly to its largest
Revenue 84.3 112.2 135.4 146.5 customer Perwaja Steel. On the other side of KSB, the LCB has a
EBITDA 311 46.4 542 59.9 capacity of 1.04m tones p.a. and is capable of handling 40,000
Depreciation (7.1) (7.9) (8.6) 9.4) deadweight tonne (DWT) vessels. However, KPK has already
Interest Expenses 1.0 2.0 3.0 4.0 begun plans to upgrade and expand the LCB at a cost of RM35m
Pre-tax Profit 13.7 18.5 48.7 536 to handle 150,000 DWT vessels and increase the capacity to 2.6m
Effective Tax Rate (%) 2.7 516 270 26.0 ]t)(?nes p.a. by March 2008. This is crucial as a neyvly—completeq
itumen plant next door (owned by Seloga Holdings and Thai
Net Profit 2.2 7.9 32.6 36.1 partners) will process heavy crude from Venezuela, transported in
Core Net Profit 19.7 31.0 32.6 36.1 150,000 DWT oil tankers. Currently, the crude is off-loaded at
EBITDA Margin (%) 36.9 413 40.1 40.9 West Wharf but this will shift to LCB after the expansion.
Pre-tax Margin (%) 16.3 16.5 36.0 36.6 . . .
Net-Margin (%) 26 71 24.1 246 East Coast Corridor. Although Petronas is believed to have

briefed state officials of Pahang, Terengganu and Kelantan on the
concept of the East Coast Corridor, details have yet to be finalised.
However, we understand that three zones will be created, with oil
and gas/petrochemicals likely to be focused on an area from
northern Pahang up into Terengganu, through Kemaman, Kertih
and Paka (site of Petronas’ refineries). EPIC is eyeing two
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projects: 1) fabrication yard; and 2) ship repair and maintenance
facilities, within this zone. A second zone for tourism and
education will likely be focused on an area north of Paka in
Terengganu while a third zone for trading initiatives will likely be
in Kelantan. Financial projections at this stage are likely to be
premature.

Other plans. Other than the East Coast Corridor, EPIC is also
looking to replicate its supply base expertise in Cambodia and East
Kalimantan. The prospect is greater for Cambodia given the
possibility of setting up an identical model to KSB. The East
Kalimantan proposal involves taking over an existing supply base,
although this is still subject to cooperation from customers and
authorities.

2. Recommendation:

EPS growth of 11% and 16% respectively. The company has
conservatively forecast EPS CAGR of 14% for FY07-10, but we
believe this does not fully reflect the new businesses to be
introduced under the East Coast Corridor initiative or the plans to
replicate the supply base model overseas.

Valuations. Although we believe the stock still deserves a
discount to peers’ average PER to reflect its tight liquidity and
small market cap, we have reduced the discount from 25% to 10%
given the strong upside potential. Even though the share price has
risen by 80% over the last three months, and outperformed the
KLCI by 13% over the same period, EPIC remains one of the
cheapest stocks in the oil and gas sector. We thus maintain our
BUY call with a new fair value of RM3.12/share based on 15x
one-year forward EPS.

Positive impact on earnings. With the existing core supply base
earnings (from cargo handling, dock and vessel services and
rental) flattening out, we believe EPIC’s plans for new services
and businesses at KSB will have a positive impact on earnings
growth in FY08-09. The additional profit may be small in the early
stages but we see net profit accelerating in FY08-09, with forecast
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IMPORTANT DISCLOSURES

This report has been prepared by RHB Research Institute Sdn Bhd (RHBRI) and is for private circulation only to clients of RHBRI and RHB Investment Bank Berhad
(previously known as RHB Sakura Merchant Bankers Berhad). It is for distribution only under such circumstances as may be permitted by applicable law. The opinions and
information contained herein are based on generally available data believed to be reliable and are subject to change without notice, and may differ or be contrary to opinions
expressed by other business units within the RHB Group as a result of using different assumptions and criteria. This report is not to be construed as an offer, invitation or
solicitation to buy or sell the securities covered herein. RHBRI does not warrant the accuracy of anything stated herein in any manner whatsoever and no reliance upon such
statement by anyone shall give rise to any claim whatsoever against RHBRI. RHBRI and/or its associated persons may from time to time have an interest in the securities
mentioned by this report.

This report does not provide individually tailored investment advice. It has been prepared without regard to the individual financial circumstances and objectives of persons
who receive it. The securities discussed in this report may not be suitable for all investors. RHBRI recommends that investors independently evaluate particular investments
and strategies, and encourages investors to seek the advice of a financial adviser. The appropriateness of a particular investment or strategy will depend on an investor's
individual circumstances and objectives. Neither RHBRI, RHB Group nor any of its affiliates, employees or agents accepts any liability for any loss or damage arising out of
the use of all or any part of this report.

RHBRI and the Connected Persons (the “RHB Group”) are engaged in securities trading, securities brokerage, banking and financing activities as well as providing investment
banking and financial advisory services. In the ordinary course of its trading, brokerage, banking and financing activities, any member of the RHB Group may at any time hold
positions, and may trade or otherwise effect transactions, for its own account or the accounts of customers, in debt or equity securities or loans of any company that may be
involved in this transaction.

“Connected Persons” means any holding company of RHBRI, the subsidiaries and subsidiary undertaking of such a holding company and the respective directors, officers,
employees and agents of each of them. Investors should assume that the “Connected Persons” are seeking or will seek investment banking or other services from the
companies in which the securities have been discussed/covered by RHBRI in this report or in RHBRI’s previous reports.

This report has been prepared by the research personnel of RHBRI. Facts and views presented in this report have not been reviewed by, and may not reflect information
known to, professionals in other business areas of the “Connected Persons,” including investment banking personnel.

The research analysts, economists or research associates principally responsible for the preparation of this research report have received compensation based upon various
factors, including quality of research, investor client feedback, stock picking, competitive factors and firm revenues.

The recommendation framework for stocks and sectors are as follows : -
Stock Ratings

Outperform = The stock return is expected to exceed the KLCI benchmark by greater than five percentage points over the next 6-12 months.

Trading Buy = Short-term positive development on the stock that could lead to a re-rating in the share price and translate into an absolute return of 15% or more over a period
of three months, but fundamentals are not strong enough to warrant an Outperform call. It is generally for investors who are willing to take on higher risks.

Market Perform = The stock return is expected to be in line with the KLCI benchmark (+/- five percentage points) over the next 6-12 months.

Underperform = The stock return is expected to underperform the KLCI benchmark by more than five percentage points over the next 6-12 months.

Industry/Sector Ratings

Overweight = Industry expected to outperform the KLCI benchmark, weighted by market capitalisation, over the next 6-12 months.

Neutral = Industry expected to perform in line with the KLCI benchmark, weighted by market capitalisation, over the next 6-12 months.

Underweight = Industry expected to underperform the KLCI benchmark, weighted by market capitalisation, over the next 6-12 months.

RHBRI is a participant of the CMDF-Bursa Research Scheme and will receive compensation for the participation. Additional information on recommended securities, subject
to the duties of confidentiality, will be made available upon request.

This report may not be reproduced or redistributed, in whole or in part, without the written permission of RHBRI and RHBRI accepts no liability whatsoever for the actions of
third parties in this respect.
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