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Arbitrage opportunity in AsiaEP-W

| BY CINDY YEAP |

istory tells us that Mesdaq Mar-

ket stocks are generally not for the

faint-hearted. But it is hard to ignore

AsiaEP Bhd, the board’s current top

performer. Shares of AsiaEP, which
some tout as Malaysia's very own Google,
have quadrupled in value since the year be-
gan. And K&N Kenanga Research says there
is still room for the stock price to double over
the next 12 months.

Following AsiaEP’s recent earnings, the bro-
kerage had on April 30 raised its target price to
RM2.25, implying a 127% potential upside to
the 99 sen that AsiaEP ended at last Thursday.
The target price is based on a two-year price-to-
earnings growth ratio of 0.8 times and applying
a 20 times multiple to expected earnings for
FY2009. The multiple is “not excessive for a
bona fide growth stock”, given rising earnings
momentum, says the research house.

Its bullishness is also built on confidence
in AsiaEP’s specific community vertical search
engine, dubbed “ltah SE”, developed specifi-
cally to facilitate business-to-business (B2B)
transactions. The search engine can be found
on http://b2b.itah.com.

“We believe Itah SE is worth a lot as a tech-
nology. Otherwise, Wall Street would not ac-
cord Google and Baidu.com [a Chinese search
engine] a market capitalisation of US$149 bil-
lion [about RMS07 billion] and US$4 billion.
Moreover, players without a strong presence
in the paid-search space, such as Microsoft
and eBay, may be willing to pay top dollars for
Itah SE once proven,” the brokerage told clients
three months ago, when it started coverage
with a 99 sen target. (K&N Kenanga raised its
target price to RM1.97 on March 9.)

Whether investors share K&N Kenanga's
optimism on the stock, there is money to be
had in its warrants. Of course, this is provided
the current strong trading appetite for AsiaEP
securities is sustained.

Closing at 58.5 sen last Thursday, AsiakEP
warrants are deeply in the money. What's
more, there’s a small arbitrage opportunity
in buying the warrants and converting them
into the underlying shares. If one were to pay
30 sen to convert AsiaEP warrants into the
underlying shares, one's cost would be 88.5
sen. This is a 11.8% discount to the 99 sen at
which AsiaEP shares ended at that day.

Using the Black-Scholes pricing model, the
warrants are worth 73 sen, says OSK Securities
analyst Chan Ken Yew.

“Based on Thursday’s prices, the war-
rant’s intrinsic value [underlying share
price less exercise price] is 69 sen. Based
on these numbers, it looks like the warrants
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