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Avenue's rejection good sign of corporate governance?
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I N Mal aysi a, disagreenents rarely surface after negotiations are over and
a corporate proposal put forward, so Avenue Assets Bhd's decision to

rej ect Maybank Bhd's offer for Phileo Allied Bhd has created a novel

si tuation.

It is novel because investors are used to the sad idea that deals are
made in snoke-filled roonms, where controlling sharehol ders' interests are
paramount. The potential for rejection is usually small once boardroom
support is firmand a proposal presented, especially when the two parties
are on opposite ends of the scale in terns of size, as are Maybank and
Phileo Alli ed.

For once, though, the situation is different.

Avenue Assets is Phileo Allied s single | argest sharehol der, and has the
nmost to nake or lose fromthe nmerger. But the inpact of the deal will also
touch investors in healthcare group Pantai Hol di ngs Bhd and construction
mat eri al s group Tongkah Hol di ngs Bhd - the mai n sharehol ders of Avenue
Asset s.

Utimately, this pits Pantai and Tongkah's controlling sharehol der,
busi nessman Enci k Mbkhzani Mahat hir, agai nst Maybank's mai n shar ehol der
and one of the largest institutional investors in the country, Pernodal an
Nasi onal Bhd.

Interestingly, mnority shareholders in Lion Corp Bhd are hoping his
brother, Encik Mrzan Mahathir, will sinmlarly square off with the Lion
group's Tan Sri WIliam Cheng over a deal that will dilute their interests
greatly.

In other jurisdictions, Avenue Assets would normally say its piece only
after an offer is made, an indication Phileo Allied s board very properly
negoti ated with Maybank wi t hout any influence froman interested party.

If this is indeed the case, it is a good sign for corporate governance
i n Mal aysi a.

However, nost quarters prefer the theory that Avenue Assets changed its
m nd, and now wi shes to keep Phileo Allied Securities, bringing to four
the nunber of stockbroking firnms it will own. Ohers think it is a tactic
to get a better price, a nove which would benefit all those who hold
shares in Phileo Allied.

Avenue Assets argues that Maybank's offer to swap shares at 1.2 tines
Phileo Al lied s sharehol ders funds "grossly underval ues" the conpany, and
that its board has a fiduciary duty to shareholders to obtain the best
possi bl e price for the banking group.

Anal ysts may not agree with its first point. Many think the offer is
fair, taking into account Phileo Allied Bank's net tangible asset (NTA)
adj usted for provisions for non-perfornmng | oans and suchli ke, and not the
conpany' s unadj usted NTA. Mreover, they say, the bank nmakes provisions
only after six months of non-performance, naking it | ess conservative than
banks that do so after three nonths.

But Avenue Assets' second point - the fiduciary duty it owes to its

sharehol ders - is an unusual one for a Ml aysian conpany to make.
Many conpany directors' concept of fiduciary duty rarely goes beyond
learning to spell it, leaving mnority shareholders and - nore inportantly

- conpani es thenselves at the mercy of the interests they represent.
It is heartening in an odd sort of way that this central principle of
cor porate governance has hel ped a conpany turn down a deal in the hope of



getting better returns for its sharehol ders.
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