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A rising phenonenon
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MALAYSI AN conpani es accounted for 20 of the Asia-Pacific region's 50

| argest merger & acquisition (M&A) deals in 1996. This ranks them ahead of
Hong Kong and Si ngapor ean conpani es.

The MBA deal s i nvol ving Mal aysi an conpani es totalled 817, and were worth
US$ 17.7 billion. This conpares to the Asia-Pacific region, where the

total value of international deals stood at US$ 54.5 billion from 2, 502
deal s. MBA transactions around the world were valued at US$ 1.04 trillion
(RMR2.6 trillion), representing a one-quarter junp above 1995.

The current tide of nergers happening for the first tine in |oca
corporate history is in tandemw th governnent efforts to downsize the
financial services and tel econmuni cati ons sectors.

Prior to 1996, there were no bank nmergers except for the nerger of Bank
of Commerce with United Asian Bank in 1991.

Then cane the tide.

In tel econmuni cations, Tel ekom Mal aysi a Bhd acquired the Enartel

cellular network for RM640 nmillion, and Ti ne Engi neering acquired 75 per
cent of Sapura Digital and Uni phone for RM/50 nillion and RW50 mlli on,
respectively.

In financial services, Rashid Hussain Bhd acquired Mal ayan Banki ng Bhd's
75 percent subsidiary Kwong Yi k Bank Bhd (KYB) for RM2.16 billion. KYB
then merged with DCB Bank Bhd, which resulted in a new banking entity
bei ng proposed - RHB Bank - said to be the second | argest bank in terns of
profit and third largest in terms of combi ned assets.

At a national conference on M&As organi sed by the Asian Strategy &
Leadership Institute (ASLI) in Kuala Lunpur recently, ASLI president

M rzan Mahathir listed the three main factors that contributed to the
growt h of M&As in Mal aysi a:

First, a stable political and econom ¢ environnent with strong

governnent backing for its on-going privatisation programme - fromthe
private sector's acquisition of governnment-controlled Mal aysia Airlines to
H com Hol di ngs Bhd;

Second, regionalisation of the Mal aysi an corporate sector as conpani es

i nvest abroad to sustain growmh rates and to acquire | eadi ng-edge
technol ogi es for conpetitive advantages in the gl obalised environnent; and
Third, a reasonable level of interest rates and a stable capital market
whi ch have al |l owed conpanies to borrow funds to acquire ot her conpanies.
Dr Loh Eng Seng, senior econom st at TA Securities Bhd attributed the
rising stock market to greater M&GA activity, particularly in the banking
and t el econmuni cati ons sectors.

There are 22 | ocal banks and sone quarters think there should only be

ni ne maj or banks.

The t el econmuni cati ons sector, neanwhile, features four fixed-Iine
|licensees and five cellular network operators in a popul ation of 20

m | 1ion people.

"Arising stock market is itself an incentive to further MRA activity
because issuing equity will remain a cheap and ready source of cheap
financial capital to fund such activity,' said Loh

Managi ng director of Merrill Lynch Asia-Pacific Region and Australia

Gary Stead nade an interesting observation about Asian busi nessnen havi ng
differing corporate cultures. "Due to a | ower |level of disclosure | aws and
the corporate culture which is averse to publicity, many MRA deals stil



are agreed upon privately by the conpany's owners and sealed with a
handshake. There is also a very hi gh dependence on personal relationships
and contacts, which makes it difficult for "outsiders" to do business,' he
said
On the positive side, he added, there is the visible shift fromthe
traditional fam |y owned-and-controlled structures to professionally-
managed conpani es. The size of busi nesses has grown consi derably due to
the boomin Asia-Pacific markets, and along with this boom has cone the
need for capital, forcing conpanies, very often, to go public.
This has forced managenent to increase the |l evel of responsibilities to
sharehol ders and introduce a fair degree of professionalismin day-to-day
oper ati ons and managenents of such conpani es.
Anot her speaker at the conference, Sinme Darby group general manager for
corporate planning Dr Shafiq Sit Abdul |l ah, sai d nobst people overlook the
fact that sharehol ders determ ne the success of any MRA. " The mgjority of
the share capital in large conmpanies is held by investors who | ook to
maxi m se returns. Investor loyalty to the existing managenent plays a
secondary role if the terns of the takeover are sufficiently attractive.'
According to Shafiqg, this is a bold reni nder for the managenent of
conpani es to show profit and growh year after year to justify continued
interest in the conpany or risk a change of the status quo. "The subtle
threat of being taken over is an encouragenent to nmanageri al and econonic
efficiency,' he said.
However, in Mal aysia, save for exceptional cases, an acquisition usually
occurs as the result of a negotiated transaction. An exanple is KYB' s
transacti on between Maybank and RHB/ DCB, and Sine Darby's earlier
acqui sition of a 60.3 percent stake in UMBC. The acquisition was a result
of an al ready concl uded agreenent evincing the transfer of control. It was
not hostile.
The future? Generally, financial advisers agree that 1997 will be
anot her gol den year for nmergers, friendly acquisitions, hostile takeovers
and | ever aged buyouts.
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