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Insurance consolidation stirs interest in P&0O

»y Joyce Goh

s the insurance industry

continues to consolidate,

with the big boys of gen-

eral insurance eyeing the

smaller players, Pacific

& Orient Bhd (P&O) has
emerged asa possible acquisition tar-
get, sources say.

“Ome of the top five general insur-
ance players in Malaysia is exploring
the possibility of acquiring P&0," saysa
source, "It is studying the company and
shoulditdecide to go ahead, itwill write
to Bank Negara Malaysia for approval
to start formal negotiations.”

itis not clear if the potential buyer
is looking at P&Oas a whole or just its
insurance business. P&O returned to
the black for F¥2009 ended Sept 30,
registering a net profit of RM14.9 mnil-
lion compared to a net loss of RM32.6
million the year before. P&0's earn-
ings were boosted by its insurance
business — its largest contributor to
revenue,

A P&O official declined to comment
when asked by The Edge.The cornpany
is also in the money-lending and infor-
mation technelogy businesses.

Lately, the top firms in the general
insurance sector have been on the

lookout for prospective mergers and
acquisitions (M&A) deals.

“Itis understood that the big play-
ers, mainly foreign-owned insuzers,
are looking actively at potential ac-
quisitions. This is to help expedite
the consolidation of the industry as
encouraged by Bank Negaraas well as
to grow. And of course, it is being done
with a view to maintaining higher
shareholdings in the insurance enti-
ties here in Malaysia,” says a top offi-
cialwith an investment bank locking
at potential deals,

In April last year, Bank Negara lib-
eralised the insurance sectorand an-
nounced that to further build the re-
silience and competitiveness of the
insurance and takaful industry, insur-
ance companies and takaful operators
will be given greater flexibility in tie-
upswith foreign partmers.accordingly,
foreign equity participation in local
insurance companies and takaful op-
erators will be increased up 0 70%.

Interestingly, the centrai banlcaiso
said a higher foreign equity limit of
more than 70% will be considered for
insurance companies on a case-by-case
basis for players that can facilitate the
consolidation and raticnalisation of
the industry. Furthermore, existing
foreign insurers that participate in the

process will be accorded flexibility in
meeting divestment requirements.

Already, two Histed companies with
general insurance business have an-
nounced that Bank Negara has given
them the green light to commence
negotiations on the potential disposal
of their respective insurance units.
Jerneh Asia Bhd made the announce-
ment five months ago in December
while PacificMas Bhd made its an-
nouncement on April 21.

Jerneh Asia did not name the par-
ty it is in talks with but reports have
noted that it is a foreign one. Pacific-
Mas, meanwhile, has disclosed that it
is entering inte talks with its related
comparny Great Eastern Group.Singa-
pore’s Oversea-Chinese Banking Corp
Ltd (OCBC) is the ultimate holding
cornpany of PacificMas and Great East-
emn Group. The proposed acquisition
of Pacific Insurance came after Great
Eastern’s wholly-owred unit, Overseas
Assurarice Corp (M) Bhd (OAC),started
zalks to possibly acquire the general in-
surance business of Tahan Insurance
Malaysia Bhd.

Should Great Eastern successful-
ly zcquire these two local insurance
businesses, say industry observers, it
may continte to look for another one
or two local general insurers.

Nevertheless, The Edge reported
last week that while Great Eastern
has received the go-ahead from Bank
Negara to eater into talks with Pa-
cificMas, another foreign insurer is
eyeing the insurance business of Pa-
cificMas as well, but has undestaken
its own studies on the business before
it decides whether to buy and write
to Bank Negara for approval to start
formal talks.

Aside from this, there is market
talk that Hong Leong Group's insur-
ance unit — Hong Leong Assurance
Bhd — is a potential acquisition tar-
get of foreign insurers. This insurer
is in the life and general insurance
segment.

“Foreign insurers are keen to grow
and at the same time helpin the con-
solidation of the general insurance
industry here. While they are at it,
they are also hopeful that they will
be able to hold 2 higher stake in their
investment in insurance companies
here and not have to pare down their
respective stakes,” says an industry
observer.

“about half of the 32 general in-
surance companies in Malaysia reg-
istered a turnover in 2009 of less than
RM300 million a year.Even among the
top players, only one — Allianz (Gen-

eral Insurance Malaysia Bhd) — hac
a turnover In excess of RM1 billion
Therefore, with so many players and
the industry growing by around 7%
per year, the segmenyt is due for con-
solidation. Total market turnover was
only RM11.5 billion ir: 2009 compared
to RM10 biilion in 2007, he adds.

The 10 top general insureys in Ma-
laysia are Chartis Malaysia Insurance
Bhd (formerly AIG General Insurance
(Malaysia) Bhd}, Allianz, AmG Insur-
ance Bhd, Berjaya Sompo Insurance
Bhd, Etiga Insurance Bhd, Kurnia Asia
Bhd, Lonpac Insurance Bhd, MAA As-
surance Bhd, MSIG Insurance (Ma-
laysia) Bhd (a subsidiary of Mitsui
Sumitomo Insurance Company Ltd)
and Tokio Marine Insurans (Malaysia)
Bhd.They command a collective 60%
of the local market.

Just over a month ago, Bank Ne-
gara reiterated that it wants tosee a
consolidation of the insurance sector,
with vulnerable insurers merging with
the larger and well-capitalised players.
GovernorTan Sri Zeti Akhtar Aziz said
the central bank,after stopping the is-
sue of new licences, was encouraging
insurance players to merge.

Its message was clear and it would
be interesting to see how the consoli-
dation of the industry playsout. B
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Prudential said tc

BY Yong Yen Nie

| K-based insurerPrudential
i plcislookingatacquiring
i theinsurance bisinesses
¢ of Pacific & Orient Bhd
§ (P&D),sources say.

it is learnt that Pru-
dential has written te Bank Negara
Malaysia to seek the central bank’s
approval to begin talks with P&O on
the potential sale of the group’s insur-
ance business. )

The price of the transaction is not
known. CIMB Group Holdings Bhd’s
{thenImown as Bumiputera-Conmumesce
Holdings Bhd)sale of its general insurer
Commerce Assurance Bhd to Allianz
Groupin 2007 — was done at more than
2.5 times Commerce Assurance’s price-
to-book ratio. However, that transaction
commanded a premium because CIMB
has a captive market.

Other insurers would not command
stich a preminm.The norm is between
1.2 times to 1.8 times book value.

At 1.2 tiznes book value, the entire
businesses of P&0 may fetch a price
of about RM190 miilion, based on its
F¥2009 book value of RM163.3 million.
At the higher end, the valuation could
goup to RM290 million.

P&O, which closed at 92.5 sen last
Friday, has a market capitalisation of
RM211.23 million.

Prudential already has a locally
incorporated unit, Prudential Assus-
ance Malaysia Bhd,which haslifeand

general insurance operations here.

Interestingly, P&O’s share price
surged to an intra-day high of 99 sen
last Friday. It was among the most
heavily traded stocks on that day, fuel-
ling speculation that a sale of itsinsur-
ance businesses was imminent.

In May, The Edge reported that P&O
had emerged as a possible acquisition
target among larger players,and one
of the top five general insurance play-
ers in the country was studying the
feasibility of acquiring P&O0.

An industry observer says Pru-
dential’s interest in P&O is not sur-
prising, after an unsuccessful buyout
attempt in American International
Assurance (AIA)}, the Asian unit of
American International Group(AIG).
AIA’s assets include its Malaysian
insurance business.

P&O is majority owned by its man-
aging director and CEO Chan Thye
Seng,with a 61.1% stake.

Industry sources say Chan has
been contemplating divesting a stra-
tegic stake in P&0O, making the gen-
eral insurer a natural M&A target
among insurers.

wWhen contacted by The Edge,Chan
declined to comment on the issue.

Industry observers say P&O is
also an attractive target, given it
smallish size and profitable gernreral
insurance business.

Apart from the general insurance
business, P& also has money lending
and information technology businesses

via two subsidiaries. Nevertheless, the
insurance businessis the highest earn-
ings contributor to the P&0 group.

P&O returned to the black for
FY2009 ended Sept 30, registering
a net profit of RM14.9 million com-
pared with a net loss of RM32.6 mil-
lion the year before. This was boosted
by improvements in its insurance
operations strategy, including better
distribution channels and realigned
underwriting portfolio mix-

P&O’s turnaround in business di-
rection in the past one to two years
has resuited in the insurer having
the largest market share in motor-
cycle coverage.

Kenanga Research says it expects
PO to record prernium growth of 20%
in FY2010 and 15% in FY2011, faster
than the industry average, owing to
motorcycle sales growth and its abil-
ity to capture market share from its
peers. P&O's claims ratio is also like-
Iy to be less affected than its peers,
ghven its strong grip on its motorcy-
cle underwriting, which represents
RM210 million out of RM325 million
of its total underwriting, the research
house says.

At its closing price of 92.5 sen last
Friday, P&Q is trading at 6.6 times
its price-earnings ratio (PER) for
£Y2010. Kenranga says the valuation
is undemanding,considering that it
is at the low end of the six times to
15 times FY2011/12 PER of local gen-
eral insurers.

Based on Kenanga's FY2011 earmn-
ings per share forecast of 29.7 sen,
the stock has a forward PER of just
three times.

“slthough there is already sub-
stantial price upside to our base case
valuation, the stock is worth even
more on a M&a basis.Our M&A value
for P&O isin the range of 1.5 times to
rwo times FY2011 price-to-book value,
which is in comparison with the first-
phase consolidation of the Malaysian
banking sector,” it says.

Industry observers say the big
players, mainly foreign-owned insur-
ers,are actively looking at potential
acquisitions to beef up their market
share. This is especially after Bank
Negara liberalised the insuzazice sec-
tor by allowing foreign equity partici-
pation in local insurers of up t0 70%,
from 49% previously.

The consolidation of the local insus-
ance sector has been accelerating.

In June, Hong Leong Financial
Group (HLEG) signed deals with Jap-
anese insurer Mitsui Sumitomo Insur-
ance (MSI) to merge HLFG's general
insurance businesses with MSI's local
unit MSIG Insurance {(Malaysia) Bhd.
in return, HLA will get 30% equity in-
terest in the enlarged entity. HLFG is
also disposing of a 30% stake in itslife
insurer to MSI for RM940 miilion.

Another two listed companieswith
general insurance businesses — Jemeh
Asia Bhd and PacificMas Bhd — have
anmounced that Bank Negara has given

them the green light to commence ne-
gotiations for the potertial disposal of
their respective Insurance units.

Jerneh, which is effectively con-
trolled by tycoon Robert Kuok, hit a
13-year high of RM3.18 last Wednes-
day,with high trading velume 0f3.07
million shares, buoyed by speculation
that a buyer had been found for its
insurance arm.

Jerneh Asia did not name the party
it isin talks with but some names be-
ing bandied about include Italian in-
surance outfit Assicurazioni Generali
SpA,HSBC and South Korea's Samsung
Fire and Marine Insurance Co.

Meanwhile, PacificMas has said it
is entering into talks with its related
company Great Eastern Group. Sin-
gapore’s Oversea-Chinese Banking
Corp Ltd (OCBC) is the ultimate hold-
ing company of PacificMas and Great
Eastern Group.

The proposed acquisition of Pacific
Insurance came after Great Eastern’s
wholly owned unit, Overseas Assut-
ance Corp (M) Bhd , started talks to
possibly acquire the general insur-
ance business of Tahan Insurance
Malaysia Bhd.

The flurry of developments in the
insurance sector will continue to spur
interest in P&O. €]
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Pacific & Orient Bhd {(P&0); whose. - 29, 21

shaves have surged on rumowrs of
ihe entry of a f[Qieign instirance giant,
has announced that UK's Prudential
Holdings Etdtiginterested to take a
stake in the comipdny. . o

This confiitis a reportinthe latest
edition of The-Edge business weekly,

P&Q may see new sharéholder after sh

BROM PACHEL >

“Thers is a possibility that P&0O
could see the entry of a new share-
hoider after the completion of its
share split exercise and recent talk
on possible mergers and acquisi-
tions in the insurance sector, P&O’s
shares are also trading at a reason-
able PE," said an ana-
lystatzlocal research
house,

P&C completed ;
ftsshare splitexercise 1§ -
on July 19, increasing
its total shares out
standing to 226,56
mitlion from 113,25 3
million previously.
Kenanga Research
had estimated the
stock was trading at
a forward price-gam-
ings (PE) ratio of just
over eight Hmes. As
at March 31, 2610,
P&0's net tangi-
ble assets per share
stood at RM1.34.

Both ferneh and PacificMas an-
nounced in December 2009 and
April thig year respectively that they
had received the green light from
BNM to start negotiations with po-
tential buyers for their general In-
surance business.

In P&O), Mah Wing Holdings Sdn

Bhd and Mah Wing Investment Ltd,
bath linked to P&0’s CEO Chan Thye
Seng, are the largest shareholders
with22.77% and 21 .57% respective-
ly. Chan-holds another 12.18% after
acquiiting an additional 3.4 miilion
shares on July 13.

The combined stake of 56.52%
would make Chan
the- controiling
sharehalder. How-

. ever, most of the
shares unpder Mah
, Wing Holdings and
| Mah Wing Invest-
ment are pledged
to varlous Briancial
institutions,

3 P&O posted a net
% profit of RM14.9 mil-
ori in the financial
ear ended Sept 30,

insurance, which contributes close
to-80%.of its revenue, but has been

trying to make Inroads in the non- -

motar insarance market, such asoit

.and gas, and Indemnity. [t also has

Interest in money lending and the
information technology sector.
It was reported in June that Pa-

P&O CEQ Chan fhiye Sonyg

P&O confirms Prudential i

Insurer waiting for BNM nod before starting talks on p‘ofé'ﬁ

SRR

cific & Orient Insurance Co Bhd,
a leading local motor insurance
playes, was ser to pull ouscompletely
from the third-party radtor insus-
ance segmierit, following the rend
of other insucers In Malaysia which
have stayed clear of the sector,
The generalinsurer, a subsldiary
of P&0, was second ondy to Kurnla
Insurans{M) Bhd for underwriting
third-party-metor ngurance cover
O i
Latest Agurés from the General
Inswrance Assoclation of Malaysia
[PIAM) showed coinbined loss ra-
tips for the moter insurance busi-
nass in 2007 and 2008 standing at

are split, says analyst

114% and }15%, respectively,

1t sald insurers had expressed
thelr concern over the rapidly in-
creasing payouts especially for
third-party bodily injiry claires,
The. claims ratlo for third-party
bodlly injury ciaims skyrocketed
10 262% In 2007 and 268% in 2008,
FlAM added. ]

indusiry sources estimate that
mptor inguraiice, which is com-
pulsory for ali matorists; geher-
ated gross preminins of close o
RMS00 mitlion last yeas, with Kuz-
nia Insurans and P&0O Insurance
accounting for atmost half of the

industry’s total.

by Chong Jin Hun
FO@bIzedg0.com

KUALA LUMPUR: The ringgit anc
Malaysian stock market rose to theb
strongestlevels in over two years at
investors snapped up Astan emerg-
ing market assets and correncies iz
anticipation the region would exhibi
sirong economic growth; especially
relativeto Europe and the US.
Increased capital inflows to Ma-
laysla, economists'said, could be
seen fromthe higher level of forelgr
- pwnership of Malaysian Governmenm
Securities (MGS), Asatfune 2010,
foreign ownership of outstanding
.1-MGS had risen to 23.5% from 12.5%
in March 2009.
. “Sincethe movementof the ring-
gitishighly correlated with the leve!
CONTINDES QN PAGE 2 »>

| China slows to
cruising speed;
India perks up

by Alan Wheatley & Zhou Xin

BEINING: Chinasmamufacnaringsectot
cooled furtherin July, even shrinidng
by onemeasure, butmarkets tock the
news as a sign of a desired slowdawn
rather than a harbinger of a shump that
could derail global recovery.
Manufagturing surveys from oth-
er big emerging economies India
and Russla, also served (o bolster
investor sendment, with Asia’s third-
largest economy marking its 16th
manth of expansion and Russia’s
activity improving for the seventh
month in & row.
CONTINUES ONPAGB 2 »»

ment compenent rose.
‘The Institute for Supply Manage-
ment (i$M) said itsindex of national

{  factory activity fell to 55,5 In July from
56.2 in June, while the median fore-

cast by 60 economists surveyed by
Reuterswas 54.2. Areading below S0

5 | indicates contraction in the manu-

facturing sector, while a number
above 50 means expansion,

[t was the third stzaight month of
slower growth, and the lowest read-
ing since December,

*The rate of growth is down slight-
ly but still & very soong rate of growih
as far as the manufacturing sector is
concerned,” said Norbert Ore, chaiz
of the ISM manufacturing business
survey committee. “The major con-
cern is a slowing iy new orders.”

New orders dropped to 53,5 from
£8.5 in June, while the report’s em-
ployment component rose to 58.6
from 57.8 in June.

US stocks added to gains fol-
lewing the data, while US Treasury
debt prices extended losses. The

5 | dollatedged up against the yen,
— Reuters

Oil jumps
towards US$81

LONDON: Oil rose tolts highestlevel
in nearly three months yesterday,
opping US$80 (RM252.80) a bar-
rel as a sharp rise on equity markets
raised optirnism over the sirength of
the global economic recovery and
the outlook for energy demand.

US September crude added
2,5% and was up UUS$1.95 cents 10
US$80.90 a barrel by 1312 GMT, just
off thie inra-day peak of US581.02,
the highest price'since May 5.

1CE Brent rose US$1.99 cents to
1i5$80,17, the highest level since
May'13, '

* S crudetooks to have brokensaut
of the US$70-1S$80 & barrel trading
range, which: has been the rend for
most of the last three months, trig-
gering further buying. — Reuters
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P&O receives nod to

talk to Prudential

KUALA LUMPUR: Bank Negara

Malaysia has given the nod for
Prudential Holdings Ltd to be-

© gin talks to buy a stake in insurer
Pacific & Orient (P&Q), a source
with direct knowledge of the deal
said yesterday,

Prudential Holdings, a subsidi-
ary of Prudential pic, is the latdst
foreigninsurer keen to enter Malay-
sia’s growing insurance market.

"Pacific & Orient received
the approval by fax yesterday

(Wednesday) morning, but there

have been no discussions about a
‘priceyet,” the source said, asking
not tobe identified as the approval
had not been made public.

Pacific & Orient shares closed .

17% or 18 sen higher at RM1.24,
with 15.17 million shares done.
Pacific& Orient declined to com-
mentwhile Prudential’s Malaysian
officials were not immediately
available,

Pacific & Orient had said this
month it asked the central bank
for approval to begin preliminary
talks for the potential divestment
- of an equity interest in Pacific &

Orlent Insurance to Prudential.
The news follows Malaysia’s
Hong Leong Financial Group's an-

H

nouncement in June that it would
merge its non-life insurance busi-
ness with Japan’s Mitsui Sumitorno |
Insurance Co and sell a stake in its |
life business in deals worth about |
US$480 million (RML1.53 billion). |
Analysts have said Prudential
miaybe changing its approach to
penetrating the Asian market after
its failed bid for AIG’s Asian unit.
Prudential now holds a compos-
ite licence in Malaysia that covers
both the life and general insurance
businesses. — Reuters '

US joblesé claims unexpectedly
rise in latest week

WASHINGTON: The number of
people filing new claims for un-
employment insurance unex-
pectedly rose in the latest week
to its highest level in close to six
months, a fresh signal of a weak
jobs market.

The number of new -claims
for jobless benefits rose 2,000 to
484,000 in the week ended Aug
7, the second straight increase,

- Labour Department data showed
yesterday. '

The four-week moving average,
which economists prefer because
it smoothes out weekly fluctua-
tions, rose 14,250 to 473,500, also

the highest level since the week

ended Feb 20, .
Economists polled by Reuters

had expected claims in the [atest

“week to fall to 465,000 from the

previously reported 479,000,

The number of people still col-
lecting unemployment benefits
after an initial week of aid in the
week ended July 31 fell 118,000 to
4.45 million, the lowest level since
late June. Economists had expect- |
ed 4.53 million, The four-week |
moving average of continuing :
clatms fell 64,500 to 4,52 million,
the lowest level since December
2008, — Reuters




