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IN 1996, on a Saturday afternoon in the nonth of Cctober, Ml ayan Banki ng
Bhd' s managi ng director Datuk Am rsham Aziz was in his office after the
bank's annual general neeting. In wal ks Tan Sri Rashid Hussain, then a 20
per cent sharehol der of Devel opment & Commerci al Bank (D& C), with a
proposition. Armed with Bank Negara Mal aysia's (BNM s) approval, Rashid
told Am rshamof his intention to acquire Kwong Yi k Bank Bhd (KYB)

"The Maybank MD was surprised ... he nearly fell off his chair,' say
officials famliar with the deal. “Just hours earlier, he had brushed off
suggestions by a hoard of local and foreign journalists that KYBis to be
hived of f to Rashid.'

The deal was finally clinched at RM.8 billion. It was Malaysia's first
maj or bank nmerger. It is also the deal that is taking a toll on the "deal -
maker extraordinaire'.

Rashi d bought KYB when Ml aysia was riding the crest of econom c grow h.
Hi s acquisition of KYB was at 3.2 tines the book val ue. Today, banks are
bei ng sold at a book value of 1.5 tinmes or even less in sone cases.

The acqui sition of KYB was done via Rashid's flagship corporate vehicle,
Rashi d Hussain Bhd (RHB). The conpany paid Maybank RM2.2 billion for its
75 per cent stake in KYB. In addition, RHB had to fork out another RWM740
mllion for the mandatory general offer exercise.

The end result? RHB being saddled with a RVM2.8 billion bill. The
mtigating factor is that the bill is shared, to a certain extent, by
Mal aysi an Resources Corporation Bhd (MRCB) whi ch bought a 27 per cent
stake into RHB at RML5. 80 per share. The acquisition was funded via shares
and cash of RWVb50 nillion

After the acquisition of KYB, Rashid unveiled the new y-restructured D&C
Bank, renamed RHB Bank, in June 1997. The interest of Rashid and his
famly in the ultimate hol ding conpany, RHB, was cl ose to 30 per cent
whi |l e MRCB becane the second | argest partner with 27 per cent. That was
not the end of the restructuring story.

Barely had the dust settled when Ml aysia was hit by the currency
crisis. Like many other corporate figures, Rashid felt the whiplash, which
still continues to reverberate around his group today. There was anot her
round of restructuring at the end of 1998. This tine, Rashid had to take a
haircut to save his financial institution. Hi s personal stake in RHB was
diluted to 23.9 per cent while MRCB's interest was reduced to 22.7 per
cent.

To many in the corporate circle, The acquisition of KYB was the catal yst

which sent Rashid into a tail spin. But try telling that to him °I| have
no regrets,' the banker tells Ml aysian Business. "This is what investnent
opportunities are all about. If you nake a wong call, you have to live by

it and meke it right. There are no choices in life.'

The dilution of Rashid' s stake at RHB saw additi onal sharehol ders comi ng
inat the RHB | evel . The Enpl oyees Provident Fund (EPF) energed with a 9.3
per cent stake and the Pension Fund (Kunpul an WAng Amanah Pencen) with
16.8 per cent. (See chart on RHB Group structure.)

At the RHB Bank | evel, Khazanah Nasi onal took a 30 per cent stake for
RM725.4 nmillion cash. The proceeds were utilised to reduce debts at the
RHB Capital Bhd (RHB Cap) |evel. The debts of RHB Cap and the ultimte
parent conpany, RHB, are mainly due to exposure to RHB Equities Sdn Bhd, a
conmpany involved in the financing activities of corporate and hi gh net-



worth clients. RHB Equities' exposure is |arge conpared to other conpanies
in the stockbroking industry.

According to Rating Agency Ml aysia Bhd (RAM, as of June |last year, RHB
Equi ties had a deficit in shareholders funds of RVM661.8 million. Its total
ext ernal borrow ngs ambunted to RML68 million while the amunt owed to the
hol di ng conpany (RHB Cap) and ultimate hol di ng conpany (RHB) anounted to
RML. 58 billion. “Wile the external borrow ngs have been fully repaid, we
are concerned that the inter-conpany advances by RHB Cap may not be fully
recoverabl e al though we note that the group has already taken substantia

provisions to account for the shortfall in collateral and potenti al
protracted process in recovering fromclients,' says RAMin a recent
report.

RHB Cap's debts stood at RMB70 million as at the end of the financia
year (FY) ended June 1999, a gearing figure which RAM descri bes as
manageable at 0.3 tines. At the tine of witing, the gearing is said to be
| ess than RVBOO million.

Wil e RHB Cap's debts are nmanageabl e, sadly, the sane cannot be said
about the debts at the RHB level. At the end of FY1999, the debts of RHB
remai ned at RM2.8 billion, which is a cause for concern. The mgj or
conponents of the debts are RMBOO-m | lion and US$ 200-nillion bond issues.
Both are due in June 2002. "The US doll ar bond hol ders woul d be seeking to
redeemtheir papers by the niddle of next year,' says a head of research.

Besi des the redenpti on of bonds, there are several other issues that the
RHB Group needs to address if it is to go forward. Anong them

* a loan of RMBOO nillion at the RHB Cap | evel which needs to be paid.
According to sources, the loan is a short-termloan that was originally
di shed out by the EPF. It is said that the group borrowed froma foreign
bank to repay EPF. The loan is said to be due soon,

* the exercise price of both the tranches of RHB warrants are out of
nmoney. The exercise price of the first tranche, issued in 1997, is RML5
whil e the exercise price of the second tranche, issued in 1999, is Rw. 35.
At the very least, the exercise price of the first tranche needs to be
adjusted if there is any hope of conversion by warrant hol ders. The
proceeds fromthe exercise of the warrants are vital to redeemthe bonds,
and

* the settlement of RML.4 billion Irredeemabl e Non-Cunul ati ve
Convertible Preference Shares (I NCPS) at the RHB Bank | evel. The | NCPS
were issued to Dananodal Nasional in place of a |loan given to Sinme Bank

To conpound the problem RHB' s intrinsic structure denies RHB Cap or RHB
any access to the cashflow of its banking subsidiaries. Consequently, the
i ncome generating ability of RHB Cap and RHB i s under severe constraints.

It is being choked. Being a hol ding conpany of a bank, RHB Cap's source
of incone is via dividend paynent by the financial institutions under it.
The story is about the sane for RHB,' says an analyst. "RHB is stil
bl eeding fromits venture in Vision Cty, |eaving dividend i nconre from RHB
Cap as its mmjor source of revenue.'

In 1999, RHB Bank was the mmjor source of dividend income for RHB Cap
foll owed by the nmerchant bank, RHB Sakura Bhd. (See pie chart on RHB Cap's
di vi dend contri butors).

Consi dering the wei ght of debt obligations and choked cashflow for the
i medi ate and ul ti mate hol di ng conpani es, anal ysts feel the RHB G oup is
ripe for an exercise to maximse its assets. "It is possible that the
group undertakes a restructuring exercise to unlock value,' says Franklin
Tan of OCBC Resear ch.

The best asset of the RHB Group at the nonent is the bank. One
possi bility being bandi ed about by anal ysts is RHB Sakura being sold to
RHB Bank. In fact, a few nonths ago, the share price of RHB Sakura surged



on specul ati on of corporate devel opnents surroundi ng the stock. A sale of
RHB Sakura to RHB Bank will indirectly result in the backdoor listing of
RHB Bank. Rashid owns about 72 per cent of RHB Sakura via RHB Cap and his
privately held conpany, Panduan Cekal Sdn Bhd. "The sale of RHB Sakura to
RHB Bank wi Il unlock cash to RHB Cap which can be utilised to repay the
RM300 million loan. It will also solve the I NCPS problem®' says an

anal yst.

According to the ternms and conditions, there will be a mandatory
conversion of the I NCPS should RHB Bank be Iisted on the stock exchange.
It is |learnt that Dananodal is also anxious to cash out and a listing of
RHB Bank will provide themw th the avenue.

As for the bonds maturing in June 2002, the group does not have much of
a choi ce except to revise down the exercise price to i nduce nore warrant
hol ders to convert their papers.

Rashi d declined to comment on suggestions of an inpending corporate
exerci se of the group

One snag that could arise fromthe possible listing of the bank is that
RHB Cap will lose its allure as the hol di ng company of an anchor bank
| nvestors wanting exposure to the banking unit within the RHB Goup will
pl ace their nmoney with the |isted armof the bank directly instead of RHB
Cap. Recently, Public Bank proposed to shift its commercial banking
operations to Hock Hua Bank and the nove was not well received.

In RHB's case, if the jewel, which is RHB Bank, makes a backdoor |isting
via RHB Sakura, then RHB Cap coul d possibly feel the heat. But know ng
Rashi d and how he built his group into the country's third | argest
financial outfit, he will have sonething up his sleeves to ensure none of
his listed conpanies turn out to be dead-wood.

For instance, associates close to Rashid say the tenacity he showed in
wagi ng a silent battle to ensure RHB Bank got anchor status underlines his
determ nation in building up the group as a universal banking outfit.
Under the original BNM driven nerger plan, RHB Bank was not accorded
anchor status. It was to be swallowed by the much smaller Milti-Purpose
Bank.

The official reason for RHB not bei ng accorded anchor status was that it
was a recipient of financial aid from Dananodal. But investors and bankers
intown felt that the reason was flinsy and specul ati ons nmount ed t hat
there could be sonething nore to it.

Li ke nmost ot her corporate chieftains, the 54-year-old stockbroker-
turned- banker owed a large part of his rise in fortunes to the New
Econom ¢ Policy. Even way back in 1978, Rashid was identified as one of
the few Bumi puteras with an affinity for financial services. Starting off
as a fund manager for Bum putera Merchant Bank, Rashid quickly rose to
establish his name as a deal maker.

Thus, for a man who had al ready established hinself as one of the only
two promi nent Bumi putera bankers in town (the other being Tan Sri Aznan
Hashi m of the Arab- Ml aysian Group), it was hard to believe that he could
soon be out of the sector altogether.

Al'l | ooked |ost for Rashid until one fine Sunday on Cct 3, 1999. Wile
giving a talk to students at Malaysia Hall in London, Prine M nister Datuk
Seri Dr Mahat hir Mohamad reveal ed that he was re-thinking the BNMdriven
merger plan. Eventually, the nunber of anchor banks increased fromsix to
10. RHB Bank was anong the additional four accorded anchor status.

When the official seal of approval was given, the RHB Group took a one-
page advertisenent in mgjor newspapers thanking the governnent for
granting the group anchor status. "The granting of anchor status to RHB
Group does not nean anything ... it is just a vagary of life,' says a
Finance Mnistry official. "It is just that a decision was nmade to | et



mar ket forces decide on the nmergers of banks and RHB Bank was gi ven
approval (for anchor bank status).'’

Prior to the merger with Sine Bank, the risk weighted capital adequacy
ratio (RWCAR) of RHB Bank was wel |l above 10.5 per cent. Although the
mninmumrequirement is 8.5 per cent, BNMIikes to see banks nmaintain a
rati o above 10.5 per cent. RHB Bank had to seek hel p from Dananodal after
its merger with Sinme Bank

To his detractors, Rashid took a cal cul ated ganbl e by acquiring Sine
Bank and consequently, had to pay a price. But Rashid's synpathisers feel
that the banker was obliged to take up Sinme Bank as nobody el se wanted it
at that tine. “That is why the deal was structured in a way that protected
Rashi d hinsel f,' he says.

Put briefly, RHB Bank acquired a “clean' Sinme Bank with downside risk
capped to a minimumlevel. As part of the arrangenent brokered by BNM the
crystallisation of any contingent liability of Sime and its officers wll
be indemified by the central bank. Al so, any new non-performng | oan that
may naterialise during the one-year period after the takeover until
Decenber 1999 will be renmoved from RHB Bank's books.

On hindsight, RHB Bank's investnment in Sine Bank has brought it a fair
share of benefits. Sinme Bank's predoninant position in lending to the
retail and snmall and medi um si zed i ndustries changed the | oans portfolio
of RHB Bank. Previously, the portfolio was skewed nore towards the
manuf acturi ng sector and financing of corporate | oans.

After a bad call on KYB, Rashid the deal - maker had nade sone anends in
the last two years to rectify his mstakes. He has propped up the group's
ri sk managenent practices. Gone are the carefree days when margin
financing was easily available and contra | osses were allowed to
accumul ate. Credit control, especially at the securities arm is tight.
Any contra | osses over 15 days is fully provided for unless it is covered
by the rem sier's deposit.

But for all he has done, Rashid still has a few nmore crucial hurdles to
cross. He has to address the gearing problemat the ultimte hol ding
conmpany | evel before one can truly say he has actually rode the storm
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