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Investment highlights
• Going private at RM2.65/share. Sarawak Energy’s (SEB) parent, the Sarawak
State Financial Secretary, is making a voluntary offer for all the 534.6m SEB
shares that it does not already own, after which it will delist SEB. This
development is a positive surprise. As the RM2.65/share cash offer is attractive,
we advise minority shareholders to accept it. We retain our FY09-11 earnings
forecasts but up our target price from RM2.06 to the VGO price of RM2.65. We
think that investors have only a very small window of opportunity to buy the stock
when trading resumes today given the likely share price bounce to close to the
offer price. As a result, we upgrade the stock from sell to a HOLD instead of a buy.
• A surprising development... The news was a surprise to us. Unlike most of the
past privatisation exercises which were preceded by talk or press speculation,
such talk only surfaced yesterday for SEB after its suspension.
• …but an attractive offer. The all-cash consideration of RM2.65/share is attractive
as it stands at premiums of 24-39% to SEB’s last traded price, our previous target
price of RM2.06 and its NTA/share of RM1.90. Given the attractive consideration
and its all-cash nature, we are taking a positive view of this privatisation exercise
and advise minority shareholders to accept the offer given the 24-29% upside to
our target price and the VGO price.
• Upgrade to HOLD. We retain our FY09-11 earnings forecasts but up our target
price from RM2.06 to the VGO price of RM2.65. We think that investors have a
very small window of opportunity to buy the stock when trading resumes today
given the likely share price bounce to close to the offer price. This explains our
upgrade from sell to just a HOLD, instead of a buy. For exposure to the power
sector, we advise investors to switch to Tenaga Nasional (TNB MK, Trading Buy).
The potential delisting of SEB could work in favour of Tenaga as the latter will
become the sole pure local power play in the FBMKLCI. For a play on Score, our
preferred pick is now Cahya Mata Sarawak (CMS MK, Hold).
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Recent developments
Sarawak Energy (SEB) announced that its parent, the Sarawak State Financial
Secretary, has served a notice of voluntary general offer (VGO) for all the remaining
534.6m (35% of its shares as at 16 Oct 09) SEB shares not already owned by the
state government-owned entity. The offer also extends to new shares that may be
issued following the exercise of outstanding ESOS. The consideration of
RM2.65/share will be satisfied entirely by cash. The offer is not unconditional upon
any level of valid acceptances. Instead, it is only conditional upon the approvals from
the authorities, including the Securities Commission and Bursa Malaysia. The
exercise is expected to be completed before year-end, after which SEB will be
delisted.
A surprising development. This news is a positive surprise to us. Unlike most of the
other privatisation exercises which are usually preceded by talks or press speculation,
such talk only surfaced yesterday for SEB after the suspension of its stock.
What is the rationale? While the major shareholder did not disclose a reason for its
privatisation move, we suspect that financing could be a reason. As a wholly-owned
government entity after the privatisation, SEB would be in a better position to raise
cheaper funding. The group has an aggressive capacity plant-up strategy which
targets to boost its total power installed capacity from 1,343MW by year-end to
4,037MW by 2015. In the longer term, there are plans to raise SEB’s installed
capacity to 12,000MW. So far, progress on these expansion plans has been slow and
we suspect that the stumbling block could be financing. We would not be surprised if
this exercise is a prelude to an upcoming industry restructuring.
RM2.65 cash per share... The offer price of RM2.65/share appears attractive, being
a 24% premium over the stock’s last closing price and 29% ahead of our previous
end-CY09 target price of RM2.06. It also stands at a 39% premium over its book
value. Unlike most privatisation targets, SEB’s share price was relatively stagnant in
the few days leading up to the announcement, suggesting that this privatisation
exercise was a very well-kept secret. The offer price implies an FY10 P/E of 17x,
above the market P/E of 15x and the power sector’s P/E of 11x. From a P/BV
perspective, the RM2.65/share consideration implies a 1.3x forward multiple, lower
than its peers’ average of 1.5x. But the offer price is 20% short of the stock’s 52-week
high of RM3.30. Having said that, a quick browse through recent privatisation
exercises suggests that SEB’s offer price could be one of the more attractive ones.
Recent privatisation exercises have not involved considerations that were at
premiums to market prices and NTA values. For instance, the offer price for the justannounced New Straits Times Press (NST MK, Trading Sell) privatisation stands at a
19% discount to its last traded price though it could be because that the share price
had run up on speculation of the deal.
… is attractive. Given the attractive consideration and its all-cash nature, we take a
positive view of this privatisation exercise and advise minority shareholders to accept
the offer given the 24-29% upside to our target price and the VGO price.
Minimal chances of fall-through. We believe that the odds of this privatisation
exercise going through are high given i) its attractive price, and ii) the minimal
regulatory requirements needed. Also, SEB’s only other substantial shareholder is the
Employees Provident Fund with a 5.1% stake. There are several other institutional
shareholders but their holdings are not substantial. Such a fragmented shareholding
composition should also facilitate acceptances, in our view. Furthermore, minority
shareholders’ best option is to take up the offer given that the Sarawak State does not
intend to maintain SEB’s listing status. The stock’s unexciting dividend yield of 2.3% is
another reason to accept the offer.
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Recommendation
Raising target price. Although we retain our FY09-11 earnings forecasts, we are
raising our target price from RM2.06 to the VGO price of RM2.65.
Upgrade to HOLD. Based on the last closing price, the VGO price offers attractive
upside of 24% and technically, the stock should be upgraded from a sell to a buy. But
we think that investors have only a very small window of opportunity to buy the stock
when trading resumes today given the likely share price bounce to close to the offer
price. As a result, we upgrade the stock from sell to a HOLD instead of a buy. For
exposure to the power sector, we advise investors to switch to national utility
company, Tenaga Nasional (TNB MK, Trading Buy). The potential delisting of SEB
could work in favour of Tenaga as the latter will become the sole pure local power
play in the FBMKLCI. For a play on the Sarawak Corridor of Renewable Energy
(Score), our preferred pick is now Cahya Mata Sarawak (CMS MK, Hold).
Figure 3: Share price chart (RM)
RM
3.50
3.00
2.50
2.00
1.50
1.00
Jan-

Apr-

Jul-

Oct-

Jan-

Apr-

Jul-

Oct-

Jan-

Apr-

Jul-

Oct-

Jan-

Apr-

Jul-

Oct-

06

06

06

06

07

07

07

07

08

08

08

08

09

09

09

09

Source: Bloomberg

Financial summary
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STOCK RECOMMENDATIONS
BUY:

Expected positive total returns of 15% or more over the next 12 months

HOLD:

Expected total returns of between -15% and +15% over the next 12 months.

SELL:

Expected negative total returns of 15% or more over the next 12 months.
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