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An offer you can refuse

29/3/04

Diversified financials HK$61.10

Guoco’s controlling shareholder has purchased the Kuwait
Investment Office’s (KIO) 21.6% stake in the company,
triggering a general offer to the remaining shareholders.
We do not expect the offer to succeed in delisting Guoco.

Quek expresses confidence. After years of fractious relations,
Guoco and the KIO have gone their separate ways, with the company's
major shareholder agreeing to buy out the Kuwaitis at HK$58, a 5.1%
discount to the current market price and a 33% discount to trailing NAV.

Pro-forma offer. Exchange rules require Guoco's parent to make a
general offer for all remaining shares at the same price or higher; the
company has stated that investors should be prepared for a formal offer
for all Guoco shares at HK$58. We do not believe that this offer is
intended to be successful as it is below market, and do not expect any
investors to accept the offer, barring a severe decline in Hong Kong
share prices during the open period.

Keeping the war chest full. Note that the general offer is not being
made by the company itself (as with JCG Holdings), but by the major
shareholder, who will have to use fresh cash to buy the KIO's stake and
any shares tendered under the offer. This means that Guoco's large cash
hoard — some HK$20bn, or HK$61 per share — remains intact. We
believe that the shareholding clean-up presages a renewed effort to
acquire a Hong Kong or China banking franchise.
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Share purchase triggers
general offer

Guoco and Hong Leong group controlling shareholder Quek Leng Chan have reached
an agreement to purchase the 21.6% stake in listed holding company Guoco Holdings
Limited (53 HK) held by the Kuwait Investment Office, for a total consideration of
HK$4.1bn (US$529m), or HK$58 per share.

As Quek, and his byzantine web of affiliated entities — omitted for clarity — are already
over the 30% minimum control threshold outlined in the Hong Kong Takeover Code
and have increased their stake further with this purchase, a mandatory general offer to
all shareholders is required; the controlling group's intention to make such an offer was
disclosed on Friday as well.

The Quek interests are required to make an offer at least as favourable as the price of
the new shares purchased — but are not required to offer at market or any specific
premium. The disclosed offer price is the same HK$58 price paid to the KIO.

Pricing and valuation

The offer amounts to a 5.1% discount to Guoco's last traded price (shares were
suspended Friday morning). As such, we believe that this offer is made as a matter of
form only, and we do not expect any other shareholders to accept this offer, barring a
substantial slide in markets during the offer period.

As the offer for Guoco shares is also being made not only at a discount to NAV but at a
discount to the actual net cash on hand, we do not believe that the Quek interests are
running any major market risk with this offer; indeed, we feel that they would be
overjoyed to have the market fall enough to make the offer successful.

Guoco trades cheaply versus other Hong Kong financials, at 9.5x FY04 and 12.1x
FY05 EPS consensus estimates (FY05 declines due to the projected lack of securities
gains). However, the possibility of M&A, which may be expensive and dilutive, also
raises the potential for Guoco to return to its former — and steeper — discount to NAV.

Fig1 Guoco valuation summary

Last 6/04 6/05
EPS (HK$) 3.69 6.47 5.07
P/E () 16.6 95 12.1
NAV (HK$) 90.58 95.95 99.91
P/NAV 0.67 0.64 0.61
DPS (HK$) 1.10 1.10 1.10
Yield (%) 1.8% 1.8% 1.8%

All forward figures based on I/B/E/S consensus.
Source: Company data, I/B/E/S, ING estimates

Second offer since Dao Heng sale

The exit of the KIO is significant as they have been a very active shareholder in calling
for Guoco to distribute its cash to shareholders. To placate shareholders, Guoco did buy
back approximately 25% of outstanding shares in late 2001 through a tender offer at
HK$50 per share.

See back of report for important disclosures and disclaimer 2
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Guoco corporate structure

Guoco is essentially a bag of cash post the sale of its 71.2% stake in Dao Heng Bank
to Singapore's DBS Bank for HK$29.8bn in mid-2001, still a landmark for richly priced
Hong Kong bank acquisitions.

The company does retain its (relatively small) securities and insurance operations,
which were retained after the sale of the bank. In addition, Guoco owns 62% of
Singapore-listed Guoco Land and 23% of Malaysian-listed Hong Leong Credit, the
parent of Hong Leong Bank.

Guoco's top-tier parent is Hong Leong Co (Malaysia), which holds its stake through a
complex network of other unlisted entities and which itself is unlisted. In effect, Quek

Leng Chan controls Guoco along with most of its affiliates.

Fig 2 Guoco group structure: current
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Fig3 Guoco group structure: assuming minority investors reject the offer
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Shareholder structure
The Quek family and related interests currently hold approximately 43.9% of Guoco,
which has been enough for firm control over the group. The KIO now holds a 21.6%
stake, which it has agreed to sell to Quek, leaving a 34.5% public float.

Despite this free float and a decent market cap of HK$20bn (US$2.6bn), Guoco is a
relatively illiquid stock, trading an average of US$3.2m per day, lower than the trading
volume of Wing Hang Bank (302.HK, HK$49.10, Not rated) despite a market cap fully

a third larger.

The offering will probably do nothing to reduce the float, however, leaving Quek
interests with 65.5% and no other significant shareholders.

See back of report for important disclosures and disclaimer
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Guoco NAV

Guoco's stated NAV at 31 December 2003 (the company has a 6/30 FYE) was
HK$90.58, with over two-thirds of this representing cash per share of HK$60.63. The
remainder is various investment properties (not including head office premises, which
are included under ‘other assets’), Guoco's stakes in listed affiliates Guocoland and
Hong Leong Credit, and other equity securities and investments.

We believe that this NAV is likely to be conservative rather than overstated.

Fig4 Guoco NAV components

Total Per share

(HK$m) (HK$)

Cash and equivalents 19,839 60.63
Investment property 4,383 13.40
Guocoland stake 2,061 6.30
Hong Leong Credit Stake 2,455 7.50
Other securities and investments 5,155 15.75
Other 2,905 8.88
Less: debt and other liabilities 7,159 21.88
Net NAV 29,639 90.58

Source: Company data, ING estimates

Based on our calculated trailing NAV figures, Guoco is now trading at approximately
the cash value per share of the company, and at a 33% discount to net NAV. Although
there are many instances where the company has traded at a 50%+ discount to NAV,
these are mainly when Guoco's NAV was primarily comprised of its stake in Dao Heng
Bank, and not cash as it is today.

We believe that cash balances should be higher now than at year-end due in part to
Guoco's sale of Dao Heng Asset Management to Principal Group in February.

Fig5 Guoco NAV discount

Guoco share price (HKS$) 61.1
Discount to NAV -33%
Discount to cash + listed affiliates -18%
Premium to cash only 0.8%

Source: Company data, ING estimates
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M&A ramifications

So what is Guoco doing?

There are only a few things to do with a cash-rich holding company: liquidate or buy
something. So far, Guoco has chosen a third way — the wait-and-see approach.
Although management should be given serious credit both for having built Dao Heng
into a good business and for turning on a dime and selling it for a king's ransom, our
sense is that investors would like to see some concrete action to return cash or
alternatively put it to good use.

As management has not made a real attempt at privatisation here, we suspect that
liquidation is not on the cards — if it were, there would be a real incentive to pay a
premium to the market (but still a discount to NAV) and reap a greater gain to NAV.

This means that, in our opinion, acquisition is becoming more likely. But of what?

Not so keen on Malaysia

We have been tremendous bulls on the Malaysian banks for almost a year now and
continue to see the sector as exciting, particularly as consolidation comes to the fore
once again. Guoco does have excellent operating skills, which should be in demand in
the Malaysian market — why not expand here?

Although it makes sense to us, a meeting with Guoco management late last year
disclosed relatively little enthusiasm for valuations and operating prospects in the
Malaysian financial sector. It may be that as the larger group is already well
entrenched in the country, there is no great incentive to add assets except at real fire
sale prices.

Returning to property?

Guoco and the family have long had property interests throughout the region and in the
UK. In addition, Guocoland has intimated that it may begin acquiring parcels in
Singapore again after a multi-year hiatus. However, this is hardly evidence of a major
move in the direction of real estate investment for the group.

Banks: Back where we started

The most likely use of Guoco's excess funds in the end continues to be what it has
always been: the acquisition of a Hong Kong or mainland China bank or other finance
company. This is management's core competence, and the company retains much of
the operating talent and relationships that helped it to build Dao Heng.

Buying a Chinese bank is well-nigh impossible, and even taking a minority stake would
be difficult, especially as Guoco does not currently own a bank.

We suspect that any grand plan would start with a return to the Hong Kong banking
market, through the acquisition of Liu Chong Hing (1111 HK, HK$12.05, Not Rated),
Wing Lung'! (302 HK, HK$53.50, Not Rated), Wing Hang (96 HK, HK$49.50, Not
Rated), Shanghai Commercial, or Bank of America (Asia).

See back of report for important disclosures and disclaimer 6
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Recommendations

In Asia ex-Japan our recommendations are defined as follows:

Buy: At least 10% share price upside is expected over our 12-month view.

Hold: Share price movement of between -10% and +10% is expected on a 12-month view.
Sell: At least 10% share price downside is expected over our 12-month view.
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The following designations [a-i] next to a company covered in this publication highlight that one or more members
of ING Group:

[a] holds 1% or more of the equity shares of the company (as at the end of the month preceding this publication).

[b] has lead managed or co-lead managed a public offering of the securities of the company in the last 12 months.

[c] has received compensation for investment banking services from the company within the last 12 months.

[d] expects to receive or intends to seek compensation for investment banking services from the company in the next 3 months.
[e] makes a market in the company’s securities in the US via ING Financial Markets LLC.
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stock exchange.

[g] was a member of a group of underwriters which has subscribed for and/or underwritten securities of the company in
the last 5 years.

[h] has a member of its board of directors or supervisory board or senior officer on the company’s board of directors or
supervisory board.

[i1 holds a net short position of 1% or more of the share capital, calculated in accordance with German law.

In addition, ING Group trades in the shares of the company/ies covered in this publication.
Disclosures [a]-[e] are required specifically but not exclusively by US regulations.

Disclaimer and Analyst Certification

The views expressed in this report accurately reflect the personal views of the analyst(s) about the subject securities or
issuers and no part of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion
of specific recommendations or views in this report.

This publication has been prepared on behalf of ING (being for this purpose the wholesale and investment banking business of ING Bank NV and
certain of its subsidiary companies) solely for the information of its clients. ING forms part of ING Group (being for this purpose ING Groep NV and
its subsidiary and affiliated companies). It is not investment advice or an offer or solicitation for the purchase or sale of any financial instrument.
While reasonable care has been taken to ensure that the information contained herein is not untrue or misleading at the time of publication, ING
makes no representation that it is accurate or complete. The information contained herein is subject to change without notice. ING Group and any of
its officers, employees, related and discretionary accounts may, to the extent not disclosed above and to the extent permitted by law, have long or
short positions or may otherwise be interested in any transactions or investments (including derivatives) referred to in this publication. In addition,
ING Group may provide banking, insurance or asset management services for, or solicit such business from, any company referred to in this
publication.

Neither ING nor any of its officers or employees accepts any liability for any direct or consequential loss arising from any use of this publication or its
contents. Copyright and database rights protection exists in this publication and it may not be reproduced, distributed or published by any person for
any purpose without the prior express consent of ING. All rights are reserved.

Any investments referred to herein may involve significant risk, are not necessarily available in all jurisdictions, may be illiquid and may not be
suitable for all investors. The value of, or income from, any investments referred to herein may fluctuate and/or be affected by changes in exchange
rates. Past performance is not indicative of future results. Investors should make their own investment decisions without relying on this publication.
Only investors with sufficient knowledge and experience in financial matters to evaluate the merits and risks should consider an investment in any
issuer or market discussed herein and other persons should not take any action on the basis of this publication. This publication is issued:1) in the
United Kingdom only to persons described in Articles 19, 47 and 49 of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2001 and is not intended to be distributed, directly or indirectly, to any other class of persons (including private investors); 2) in Italy only to persons
described in Article No. 31 of Consob Regulation No. 11522/98.Clients should contact analysts at, and execute transactions through, an ING entity
in their home jurisdiction unless governing law permits otherwise.

ING Bank N.V., London branch is authorised by the Dutch Central Bank and regulated by the Financial Services Authority for the conduct of UK
business. It is incorporated in the Netherlands and its London branch is registered in the UK (number BR000341) at 60 London Wall, London EC2M
5TQ. ING Financial Markets LLC, which is a member of the NYSE, NASD and SIPC and part of ING, has accepted responsibility for the distribution
of this report in the United States under applicable requirements.

Additional information is available on request JHK.MA



