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Pentamaster rides
on solid demand

By GANESHWARAN KANA
ganeshwaran@thestar.com.my

WITH solid orders in hand, especially for
higher-margin semiconductor and smart-
phone-related products, Pentamaster Corp
Bhd seems to be well-positioned to make a
comeback this year.
The cash-rich Penang-based company has

already begun its financial year 2021 with a
15% jump in sales in the first quarter (Q1),
although it was not spared from the sec-
tor-wide margin pressure.
The earnings trajectory in the coming quar-

ters isexpected tobeboostedbyPentamaster’s
robust order book worth over RM230mil.
Pentamaster’s current order book size,

according to UOB Kay Hian Malaysia
Research, is 18% higher than the normal
range last year.
The company has seen stronger order

intakes since the beginning of 2021, on the
back of improving albeit uneven sentiment
for the equipment market, following the roll-
out of Covid-19 vaccinations globally.
Not only that, the company also benefits

from the ongoing semiconductor industry
“supercycle” asmarket demand exceeds glob-
al supply.
Late last month, the Semiconductor

Industry Association announced that world-
wide sales of semiconductors in Q1 of 2021
rose by almost 18% year-on-year (y-o-y) to
US$123.1bil (RM507.85bil).
UOB Kay Hian Malaysia Research believes

that “the light is at the end of the tunnel” for
Pentamaster and it expects the group’s earn-
ings in 2021 to grow by 35%.
“The year 2020 was a washout period for

the group due the worldwide travel restric-
tions alongside the movement control order
(MCO) disruptions in Malaysia.
“We believe the worst could have been

fully captured in 2020, and the group has
already gradually resumed cross-border trav-
elling for its project site installation, but on a
more constrained basis,” it said in an earlier
note.
In financial year 2020 ended Dec 31 (FY20),

Pentamaster suffered its first annual decline
in net profit since the company turned profit-
able seven years ago.
Net profit dropped 14.6% y-o-y to

RM70.9mil, against another 14.6% fall in rev-
enue to RM418.8mil.
Sales to the electro-optical segment, or pre-

viously known as the telecommunications
segment, dragged down the full-year turno-
ver, although sales to other key segments
such as semiconductor, automotive, medical

devices as well as consumer and industrial
products all staged double-digit revenue
growth on a y-o-y basis.
It is noteworthy that the electro-optical seg-

ment contributed almost 43% to the group’s
overall revenue in FY20.
Pentamaster began its FY21 with a 4.2%

y-o-y drop in net profit to RM16.07mil in Q1,
although revenue surged 15% y-o-y to
RM115.2mil.
The higher cost of goods sold, administra-

tive expenses and distribution costs have
weighedon thebottomlinedespite the group’s
stronger turnover.
Nevertheless, Pentamaster’s smart sensor

test equipment and solutions, particularly
those supplied to the electro-optical and sem-
iconductor segments, have led to higher reve-
nue.
Meanwhile, the group said that its proprie-

tary i-ARMS (intelligent Automated Robotic
Manufacturing System) solutions have
received robust demand as more industries
and companies adopt industry automation.
Additionally, Pentamaster’s automated

assembly solutions for single-use medical
devices also contributed to the higher Q1 rev-
enue.
Sales to the automotive segment contribut-

ed less than 10% to the group’s revenue in Q1,
given the automotive industry-wide produc-
tion disruption from the microchip shortage
situation.
Nevertheless, Pentamaster believes that

sales to the automotive segment will see

structural growth in the medium term as the
chips shortage is addressed.
Looking ahead, CGS-CIMBResearch expects

Pentamaster to register stronger sales and
profit after tax in Q2, building on the perfor-
mance seen in Q1.
The stronger performance in Q2 is expect-

ed to be driven by Pentamaster’s insulat-
ed-gate bipolar transistor (IGBT) and
3D-magnetometer sensor solutions, targeted
at the electric vehicle and smartphone mar-
kets.
“We keep our earnings forecasts.
“Easing travel restrictions, stronger earn-

ings contribution from the automotive and
medical segments and the United States Food
and Drug Administration (FDA) approval for
new medical consumables are potential
re-rating catalysts.
“Meanwhile, delays in the FDA approval

for new medical consumables and further
deferment in order fulfillment due to a pro-
longed Covid-19 pandemic and material
shortages are key downside risks,” stated
CGS-CIMB Research.
The research house has maintained its

“add” view on Pentamaster, with an
unchanged target price of RM5.85 per share.
AmInvestment Bank Research, which has a

“hold” call on the stock, says it continues to
like Pentamaster, but believes that the stock is
fairly valued at the current price.
It says that Pentamaster’s positive pros-

pects are driven by the growth in its automat-
ed test equipment segment, underpinned by

the sustained growth for smart sensors and
the upcoming 3D sensing technology wave,
tied to the telecommunications and automo-
tive sectors.
In addition, the growth in its factory auto-

mation solutions (FAS) segment supported by
adoption of Industry 4.0 and the portfolio
diversification efforts across market seg-
ments and expansion of customer base, are
key positives for the group.
“Pentamaster’s order book continues to be

robust with growth in the electro-optical seg-
ment due to increasing demand for smart
sensors and the rollout of 5G, while the auto-
motive segment is expected to expand in the
medium term.
“The groupwill continue to closelymonitor

the global supply chain constraints, ensuring
timely delivery of its customer commitments
and has taken steps to mitigate risks bymain-
taining visibility in orders with its customers.
“We still anticipate Pentamaster to show

growth in FY21 compared to pre-pandemic
FY19,” according to AmInvestment Bank
Research.
The research house also noted that

Pentamaster has earmarked RM60mil over
three years for its subsidiary, Pentamaster
MediQ, which is involved in manufacturing
single-use medical devices.
The subsidiary is currently in the research

and development stage to develop the proto-
type for its safety intravenous catheter and
safety pen needle.
The group expects to see maiden revenue

contribution from Pentamaster MediQ in the
second half of FY22.
By FY23, the subsidiary is projected to con-

tribute 30% to Pentamaster’s overall revenue.
Pentamaster has also set aside RM25mil to

expand the production space at its Batu
Kawan and Bayan Lepas factories in 2021.
The group is currently looking out for its third
plant in Batu Kawan to cater to the boost in its
FAS segment in the years ahead.
With almost RM430mil cash in its coffers,

Pentamaster is well-positioned to spend for
capital expenditure as it seeks to capture
more sales in its key operating segments.
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Firm poised to make strong comeback this year

“Pentamaster’s order book continues to be
robust with growth in the electro-optical
segment due to increasing demand for smart
sensors and the rollout of 5G.”
AmInvestment Bank Research

Weighing the need for a reversemortgage
By JOY LEE
joylmy@thestar.com.my

RETIREMENT savings have been put in the
spotlight for some time now.
The percentage of the population aged 65

and above in Malaysia has hit 7.5% and is
predicted to make up 14% of the population
by 2044.
However, many seem ill-prepared for

retirement. Reports note that 54% of
Employees Provident Fund (EPF) contribu-
tors aged 54 have less thanRM50,000 set aside
for retirement.What’smore, 70% of contribu-
tors who withdraw their funds at age 55 use
up their savings in less than a decade after
retiring.
The recent measure to allow members to

dip into their already inadequate EPF savings
may also exacerbate the risk of low savings at
retirement. As of March 14, i-Sinar withdraw-
als of RM52.48bil had been approved for 5.94
million applicants.
Given the current scenario, there may be a

need to look at other avenues to supplement
the expenditure of retirees.
Over the past decade, many developed

countries have used home equity release as a
tool to help the elderly cope with the rising
cost of living. Given that real estate makes up
the largest single asset of any family, Cagamas
Bhd president and chief executive officer
Datuk Chung Chee Leong opines that monet-
ising the equity portion of their home could
be a way to help elderly people who do not
have enough savings.

“I think the first reaction for many old peo-
ple is to keep the house for their children. But
over the years, you find that products like
these have become more popular because
people now realise, if they don’t have enough
to spend, what can they do? One of the ways
is tomonetise the house because they can’t go
back to working,” he says.
On that front, Cagamas is looking to launch

its reverse mortgage scheme later this year to
address income insecurity for seniors.
A reverse mortgage allows an elderly

homeowner to take out a loan using his or her
primary residence as a collateral. In return,
they receive a steady stream of disbursement

on a monthly basis while still being allowed
to stay in the home.
The repayment of the loan, inclusive of

interest, generally only occurs after the death
of the homeowner, or when theymove out or
sell the house.
In this case, the next of kinmay opt to repay

the loan and take back the property or the
property will be sold for recovery purposes.
If the house sells for more than the amount

owed, the homeowner or heirs will receive
the balance. But if the house sells for less than
the amount owed, Chung says the losses will
be borne by the guarantor – in this case,
Cagamas.

For those in their advanced years who are
asset-rich but have challenges with cash flow,
this may be an additional lifeline that they
can tap into.
But is a reverse mortgage really the way to

go?
Notably, it is difficult to get an accurate

projection when it comes to reverse mortgag-
es. Property values will vary over the years
and an individual’s lifespan is unpredictable.
This may lead to some lost opportunity to sell
the property at a higher value or increases in
cost from accumulated interest and fees if the
homeowner lives longer.
Also, this would mean that the borrower

will no longer be able to pass on the property
as an inheritance to their heir – a tradition
long-held in most Asian countries. If the next
of kin intends to keep the property within the
family, they will, instead, have to bear the
debt from the loan.
The product itself may come across as com-

plex and confusing for the elderly and there
are, obviously, concerns that they may be
taken advantage of. One can look up enough
horror stories on reverse mortgages and the
risk of foreclosures.
But Chung notes that its scheme has been

designed to help safeguard retiree interest.
“The good thing about this is that it’s a life-

time tenure. So if your property is worth
RM2mil, for example, and Cagamas or the
bank has already disbursed RM2mil over a
period of time, they will still have to continue

Additional income: People lining up to submit their i-Sinar application at an EPF branch.
Inadequate EPF savings calls for a need to look at other avenues like reverse mortgages to
supplement the expenditure of retirees.
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THE implementation of the latest movement
control order (MCO3.0)will seemall operators
and retail associations bracing for tough times
ahead, as they employ measures to mitigate
the impact to their businesses.
Retail Group Malaysia (RGM) managing

director Tan Hai Hsin says “billions of expect-
ed retail sales revenue” during the Hari Raya
festive period will be lost as a result of the lat-
est lockdown.
“This is indeed devastating news for most

Malaysian retailers,whowerehoping to recov-
er their sales loss during the second MCO
(MCO 2.0) in early 2021.
“They were hoping to get Malaysians of all

races tomake purchases during this Hari Raya
festive season,” he tells StarBizWeek.
Tan says Malaysians had already been

avoiding major shopping malls since the last
two weeks of April, due to the high number of
daily Covid-19 cases.
“We started observing lower shopping

traffic in major shopping malls since daily
positive cases climbed above 2,000.”
On Monday, Prime Minister Tan Sri

Muhyiddin Yassin announced that a
nationwideMCOwould be implemented from
May 12 until June 7, to curb the rise in daily
Covid-19 cases.
Sunway Malls and Theme Parks chief

executive officer H C Chan says MCO 3.0 sees
more economic sectors being allowed to
operate.
This, he says, is a huge contrast compared

with the first MCO that was implemented
in March last year, where only essential
services operators were exempted by the
lockdown.
“Within the retail sector, we are affected by

the restrictions imposed on the operating
hours, car load limitations, travel restrictions
and dine-in restrictions, to name a few.

Direct impact
“Any changes to that will have a direct

impact to the retail sector. Based on our
preliminary estimates,we expect businesses to
be down by between 60% and 65%, on an
aggregated basis.”
Chan says non-permitted retail operators

will be the most affected. These include
cinemas, indoor family entertainment and
karaoke lounges. “Comparatively, electronic
gadgets sellers, for instance, have been
performing even better than pre-pandemic
levels.”
Malaysia Shopping Malls Association

president Tan Sri Teo Chiang Kok says some
retail operators are still reeling from the MCO
2.0 that was implemented in January.
“More than 30% of tenants have already

closed shop. Many are struggling to recover
and survive. Existing standard operating
procedures (SOPs) have already been a barrier
to recovery.

“For example, the social distancing
requirement has reduced capacity by 60%,
which is already below profitability and
merely allowing mitigation of losses and
generating some cashflow.”
Teo says the full effect of MCO 3.0 will

depend on the SOPs. “We foresee that with the
ongoing ban on dine-ins, our food and
beverage outlets will be badly affected.
“With no dine-ins, takeaways are only less

than 10% of usual sales volume and delivery
companies take 30% in commissions.”
Tan notes that the MCO 3.0 was announced

very suddenly, albeit just two days before Hari
Raya.
“This is almost the same situation as Chinese

New Year earlier this year. Many retailers will
be faced with stocks (especially stocks that are
meant for the festive season only) that cannot
be sold.
“When the first MCO was introduced in

March2020, non-essential retailerswereasked
to close.
“At the time, landlordswaivedrentals, banks

delayed loan repayments and the government
gave subsidies to retail employers. Thus,many
retailers managed to survive during that
period.”

Financial assistance
Tan explains that when MCO 2.0 was

implemented in January this year, many
retailers did not receive financial assistance
from the government or their landlords.
“Their situation during MCO 2.0 was worse

than the first MCO inMarch 2020.
“As compared to the first two MCOs, the

majority of retail stores have been allowed to
open underMCO 3.0. However, their sales will
still be badly affected.
“They are allowed to open, but there are

hardly any customers. This is because the
government is telling Malaysians not to go
out.”
Tan fears that the situation this time will be

worsethanthefirstMCOthatwasimplemented
in March last year.
“This is because, with little sales, retailers

still need to pay salaries, rental, utilities and
other operations costs.
“Compared with the first MCO, retailers

are not receiving assistance from the govern-
ment, such as the loan moratorium and

wage subsidies.
“In addition, retailers are unlikely to get

rental rebates from their landlords.”
Shoppingmalls and retailers have also been

calling the Hotspot Identification by Dynamic
Engagement (HIDE) system, which was made
public earlier this month, as “inaccurate” and
“premature.”
As such, local retail players are urging the

government to suspend further announce-
ments.
Teo says theHIDE systemhasaffectedpublic

confidence in Malaysian retail malls.
“The HIDE system is a predictive modelling

tool, but we are of the opinion that the data
used as inputs are flawed and inaccurate. The
results havemisinformed the public that shop-
ping areas and bazaars are safer than shop-
ping malls, which is incorrect.
“This is because malls have provided accu-

rate and complete MySejahtera records, while
the less formal shopping venues like stan-
dalone shops and bazaars have not been able
to provide complete data, thus leading to
skewed and faulty (HIDE) modelling results.
Teo adds that the MySejahtera app is also

not without its flaws.
“The MySejahtera system also has bugs. For

instance, a shopper with low risk status may
be recorded as high risk upon scanning the QR
code, thereby being recorded as having
entered the premises when in fact, he could
have been denied entry.
“With all these inaccurate data, the skewed

results have given the public the wrong per-
ception and caused them to patronise the
higher risk areas with the false information
that they are low risk areas. This may lead to
another spike in infections.”

Preventative measures
As a preventative measure, Teo says malls

and retailers should only allow shoppers to
scan theMySejateraQRcodeonly after the app
display indicates that they are considered “low
risk.”
National Covid-19 Immunisation

Programme Coordinating Minister Khairy
Jamaluddinhas said that all premises and loca-
tions in the HIDE system are not Covid-19
clusters, but instead have the potential to turn
into one if pre-emptive measures are not
taken.

There were 151 hotspots identified in the
first HIDE system list, which identified many
shopping malls, restaurants and even a few
public transport stations, among others.
Premises listed under the HIDE system will

be ordered to close three days for sanitisation.
Teo believes more clarification needs to be

sought from the authorities on details of the
HIDE system, so that retail operators canwork
togetherwith the government towards achiev-
ing a win-win situation.

Sales performance
Tan believes the implementation ofMCO 3.0

will have an impact on the sales performance
of retail operators in the current quarter.
“In March, we estimated that growth rate in

the second quarter of 2021 would be more
than7%.Butbasedon the latest developments,
it will be much lower.
“However, we do not expect it to be worse

than the second quarter of 2020. In the second
quarter of last year, non-essential retailers
were not allowed to open at all.”
Chan meanwhile feels the performance of

the second quarter will depend on how long
the MCO 3.0 will be.
“However, similarities can be seen from the

first quarter of 2021, in the sense that there
was a lot of disruption to the festive buying
momentum. Both Hari Raya and Chinese New
Year festive buying was interrupted with the
re-implementation of the MCO.
“As long as the number of daily infections

can be reduced and we move into the condi-
tional MCO phase, we will see better recovery.
For Sunway Malls, March 2021 had shown a
recovery of around 90% in both footfall traffic
and sales.”
Teo says the consequences of the latest MCO

will be dire. “The retail industry provides
employment to around 452,000 people.
Already there are increasing numbers of lay-
offs and salary cuts. More business failures
will eventuate as businesses have already
exhausted whatever reserves they have and
are at the edge of a possible collapse.
“With the implementation of MCO 3.0,

recovery in 2021 seems very distant.
“We are in support of combating the pan-

demic, but both lives and livelihoods matter
and we appeal to the authorities that there
must be an equitable balance at all times.”
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pandemic for retailers
Lockdown during festive season a blow to revenue

paying you the monthly amount of money as
long as you live. If it’s a couple, it will be valid
until the other spouse passes away.
“There is also no repayment during their

lifetime and there’s a non-recourse, which is
similar to the reverse mortgage scheme in
South Korea and Hong Kong.
“So if we have disbursed a loan up to, say,

RM2.2mil and the house is only worth
RM1.9mil when we sell it, the guarantor will
bear the shortfall of RM300,000.
“So actually, you don’t have to worry.
“The guarantor will only take care of the

losses.
“If there’s a profit, they get nothing. It goes

back to the next of kin or to the estate,” he
explains.
One of the key features of this product is

that there must be adequate counseling given
to the borrower to ensure that they under-
stand the product and would only undertake
the loan if they really need it.
If borrowers have other sources of income

or adequate savings, a reverse mortgage is
likely not for them.
Cagamas is currently in talks with a party

that specialises in counseling to provide inde-
pendent advice as part of the service.
Chung emphasises that its reversemortgage

scheme is a developmental product to help the
elderly rather than as a measure to drive the
property market.
Where the EPF savings may only add up to

a few hundred ringgit a month, this would be
a supplement income for them.
Nonetheless, there are also concerns that

the additional income may lead to a rise in
unnecessary spending and mismanagement

of finances, which does not bode well for
household debt and may further push them
into financial difficulties.
But Chung says the product is designed in

such a way where the borrower only gets a
certain stream of monthly income, which is
calculated based on the projected value of the
property divided over the expected lifespan of
the borrower and spouse.
Hence, the amount paid out each month

will not be very large, but still enough to
enhance consumption to a certain level rather

than encourage lavish spending.
There is a consideration for borrowers to

take out a small lump sum of the loan for cer-
tain items like repaying a small outstanding
home loan or for home refurbishment.
Understandably, there will probably be a

greater traction for this product among older
people who may not have children or are still
single.
“Butwe do see that inHong Kong and South

Korea, it is gaining popularity even among
those with children.
“If your children can’t afford to help you in

terms of subsistence, why not use the house to
improve your standard of living?” says Chung.
He does not expect the take-up for reverse

mortgage to be strong in the initial years.
Even for more mature Asian countries like

South Korea and Hong Kong, it took about
eight to 10 years before the product gained
popularity.
For sure, a reverse mortgage is not for

everyone and there are still finer details that
will need to be ironed out along the way like
regulatory requirements.
Nonetheless, for those who do need it,

they’d be happy to know that such an option
will be available to them soon.
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Reverse mortgage scheme a developmental product to help the elderly

“So if we have disbursed a loan up to, say,
RM2.2mil and the house is only worth
RM1.9mil when we sell it, the guarantor will
bear the shortfall of RM300,000. So actually,
you don’t have to worry.”
Datuk Chung Chee Leong


