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RHB: Fromthe nerger trail to rescue nission

Datuk A Kadir Jasin

WHAT started off as a nmerger binge by Rashid Hussain Bhd (RHB), inits
continui ng quest to become Mal aysia's prem er financial house, has turned
into an acquisition by circunstances.

Rashi d Hussai n has been on the expansion trail ever since Rashid Hussain
Futures Sdn Bhd was changed i nto Rashid Hussain Sdn Bhd in 1988. From an
i nvest nent hol di ng, consul tancy and provider of financial and nmanagenent
services, it expanded into banking in the early 1990's.

Its biggest and nobst recent banking coup was the purchase of a 75 per
cent stake in Kwong Yik Bank Bhd in 1996 for RVM2.1 billion. It was reputed
to have been one of Asia's biggest nergers and acquisitions for that year.

Kwong Yi k was then nerged with Rashid Hussain's DCB Bank to becone RHB
Bank, making it the third | argest | ocal banking group after Ml ayan
Banki ng and Bank Bumi putr a.

RHB bank woul d have been catapulted to the nunber two position had its
merger tal ks with Commerce Asset Hol di ng Berhad for the purchase of Bank
of Conmerce (BOC) reached fruition.

But the tal ks barely lasted a nonth and during that rather brief period
some harsh words were publicly uttered by both sides in their statenments
to the Kual a Lunpur Stock Exchange.

The nerger negotiations are now as good as over. Al though the parties
i nvol ved may not be inclined to say anything nore of the experience or may
even want to forget it altogether, a new chapter has been witten into the
annal s of the country's corporate mergers and takeovers history.

Questions will be asked about why the negotiations failed? Wy a
supposedly friendly nerger exercise turned hostil e? Wiy a nerger
negoti ati on sounded nore |like a hostile takeover bid? And what role the
regul atory authorities played in the exercise?

Whi | e supporting the policy of encouragi ng banks and ot her financi al
institutions to merge in order to create |arger and nore conpetitive
entities, | comrented in this colum, on February 9, that in the rush to
hasten the process, several key considerations nust not be ignored

Firstly, there is the question of conpatibility and freedomto
negotiate. | comented that no financial institution should be forced,
pressured or coerced into nerging wi th another except in cases of a
rescue.

Thi s means that beyond giving approval s and, where applicable, politica
bl essing, the authorities should not intervene and interfere in the
negoti ati ons.

Secondly, these financial institutions should be given the freedomto
deci de who they want to nerge with, so long as they do not contravene such
condi ti ons as Bumi putera ownership and the criteria in the Banks and
Financial Institutions Act as well as the Code of Takeovers and Mergers.

And thirdly, it has to be recognised that while nergers anbng strong
banks may be good for their sharehol ders, they may not help in ensuring
that | east damage is done to the banking industry as a whol e.

The idea of creating four or five large | ocal banking groups is a fine
one. However, allow ng smaller banks to go bankrupt or be pushed out of
the nmarket may not be economically or politically tenable.

| contended that it is better for the | arger and stronger banks to nerge
with several snaller ones rather than to nerge anong t hensel ves. Banks
i ke RHB Bank and BOC can then be treated as "not hershi ps" where snall er



or weaker banks may dock.

This concept may just becone a reality in the not too distant future. No
sooner had the tal ks between Rashid Hussain and CAHB been suspended, than
Bank Negara announced that four financial institutions were in need of
capital injections.

In the March 3 announcenent, Bank Negara said that Sinme Bank Ber had was
in need of RML.2 billion in new capital, Bank Bumi putra RW/50 mllion,
Cenpaka Fi nance RVR5 million and Abrar Finance RMZ million.

Last Thursday, Prine Mnister Datuk Seri Dr Mahat hir Mhanmad hinted that
the Governnment would, if necessary, inject fresh capital into the state-
owned Bank Bumi putr a.

Last Saturday, Sinme Darby Bhd, when announcing a net |oss of RMB676. 2
mllion for the half-year ended Decenber 31, said it was putting its
entire stake in Sime Bank up for sale.

On the sanme day, Rashid Hussain issued a brief statenent saying that it
had offered to buy Sine Darby's 60.35 per cent state in Sinme Bank.

Froman attenpt for a nerger with the cash-rich and strong BOC, RHB Bank
has now noved to take over the troubled Si ne Bank.

Al though this is not what | had envi saged when | nade the suggestion
t hat RHB Bank shoul d be the nothership to smaller banks, the change in
circunmstances has nodified its role fromthat of a would-be protector to
rescuer.

It is a challenging task to say the |east. Wile Rashid Hussain is not
likely to face a major problemin reaching an agreenent with Sinme Darby -
since the latter had openly expressed its intention to get out of banking
- the suitor has to convince the other Sine Bank sharehol der, KUB Ber had.

For the country, an am cable solution to the Sine Bank problemis a
matter of grave concern. How the problemis solved and how the acquisition
is to be funded will have a direct bearing upon the confidence placed in
the country's econoni ¢ nanagenent .

As for Sinme Darby, the bad experience with Sine Bank may not end with
the sale. Its internal investigations may reveal many unpl easant details
about why the bank was so speedily and deeply trapped in the downturn

The public too may want to know nore about who, in the bank and outside
it, had been responsible for its downfall
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