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A tale of two choices
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AFTER nmonths of nulling it over, the board of Cahya Mata Sarawak Bhd
(CvBB) was finally confronted with a stark situation - merge its

subsi diary Utama Banking G oup Bhd (UBG with the RHB Group or risk |osing
its banking licence.

The seemingly plain and sinple alternatives belie the deep repercussions
the group could face - both financially and stature-wi se - should it
choose either.

Contrary to reports that the CVBB board was split on the merger
proposal, a source says the directors were unani nous in opposing it.

"A vote was taken a few nonths ago and all directors were against the
deal. If it was less than RV per share, the deal would have been inked a
long tine ago,' says the source. "Also, it is not a straightforward
marriage of two parties. In this case, we have to court the grandnother,
then the nother, before nmarrying the daughter.’

The source was referring to the conplex structure of the RHB Goup. Its
ulti mate hol di ng conpany is RHB Bhd which holds 51 per cent of RHB Capital
Bhd, its financial arm RHB Capital in turn owmns 70 per cent of RHB Bank,
wi th the remainder held by Khazanah Nasi onal Bhd. RHB Capital also owns 51
per cent of RHB Merchant Bankers Bhd.

The deal between the Sarawak-based bank and RHB has been on the cards
since May | ast year. However, both parties could not agree on a price and
negoti ati ons were aborted. It is learnt RHB had even notified the
authorities of the stalemate and was | ooking at a nmerger w th Bum putra-
Conmmer ce Bank (BCB).

The turning point was the statenment by Prinme Mnister Datuk Seri Dr
Mahat hi r Mohamad, who is al so Finance Mnister, that UBG could lose its
banking licence if it failed to merge by end-June. Wthin days, UBG and
RHB were back at the negotiating table.

“There wasn't nuch of a choice,' says a source close to the CVSB board.
"The CVBB board woul d rather go ahead with the nerger, even at RM6 per
share, than risk losing its banking licence.’

At tine of witing, there was no news fromeither UBG or RHB on the
status of their renewed talks. It is learnt that an announcenent will be
made after a due diligence audit. The CVBB board, say sources, has
appointed a few directors to look into the due diligence of some critical
operations of the RHB G oup.

CVBB may be a reluctant predator. Some feel its reason for goi ng ahead
with the acquisition of RHBis to keep the Sarawak flag flying in the
domesti ¢ banking sector. But at what cost?

The deal is speculated to be a two-step procedure. In the first phase,
UBG woul d buy Mal aysi an Resources Corporation Bhd's 22.6 per cent in RHB
Bhd at RMA.50 per share. The cost is estimated at RVb20 million. The
second phase woul d i nvol ve UBG acquiring the stakes of RHB founder Tan Sri
Rashi d Hussain in RHB Bhd and RHB Merchant Bankers. Sources do not
di scount the possibility of RHB Capital subsequently being delisted.

The deal with Rashid for RHB Bhd coul d i nvol ve cash or a share swap.
However, the RHB Merchant Bankers acquisition would Iikely be a cash deal .
The price being bandi ed about is RW per share, but sources say this would
be subject to due diligence. At RW, it would cost UBG about RVB80
mllion. In total, UBG and its parent conmpany are staring at raising sone
RMBOO million in cash.



At 51 per cent, RHB Capital is the biggest shareholder in RHB Merchant
Bankers. Rashid is next with 20 per cent via Panduan Cekal Sdn Bhd.

However, say sources, Rashid is not likely to walk fromthe deal a
weal thy man. “But he should have enough to settle his persona
liabilities, with sone |eftover,’' they say.

As for RHB Bank, it has firmy entrenched itself as the third largest in
the country. But whether it will have strong shareholders in the new
entity is another question

UBG is 51.8 per cent-owned by CVBB, a conpany linked to the famly of
Sarawak Chief Mnister Tan Sri Taib Mahmud. I1ts biggest sharehol der is
Tai b's brother Datuk Onn Mahnmud. Taib's two sons own nore than nine per
cent each and they sit on the CVMSB board.

Last Decenber, CNMSB redeened a RM350 million bond issue via borrow ngs -
RML75 million fromfinancial institutions and RML75 million from wholly-
owned subsidiary CVM5 Cenent Sdn Bhd.

“Financially, CVSB is not in a strong position,' says an anal yst.

"Rai sing noney for the RHB deal may not be a problemfor CVMBB considering
its strong position in Sarawak, but the larger issue is whether it would
be worth the effort. Can CVBB recoup its investnents?

CVBB al so has to convi nce Khazanah Nasional of its future plans.
Khazanah is said to be not keen on a share swap; it wants cash, an option
that may force UBGto dig deeper into its pockets.

Sources say one of the main fears of the CVMSB board is that returns from
i nvestnments in the bank may not be enough to repay borrow ngs.

Rashi d established the RHB Group when banking |icences fetched a huge
premium He paid nore than three tinmes book val ue for Kwong Yi k Bank t hat
was |l ater nerged with Devel opnent & Commerci al Bank to form RHB Bank. He
| ater managed to average down his cost in Kwong Yik Bank by paying a much
smal ler price for Sime Bank. But the burden of expanding at a high cost
was telling.

UBG and CWVBB are | ooki ng at expandi ng through borrow ngs. The fear is
that if the risk and returns are not properly managed, the result may
prove to be far nore expensive than the present cost of becom ng an anchor
bank.
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