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General Considerations 
This presentation is for general informational purposes only and does not (i) purport to be complete; or (ii) constitute an 
agreement, offer, a solicitation of an offer, or any advice or recommendation to enter into or conclude any transaction 
(whether on any terms shown herein or otherwise). This presentation may not be relied upon by any person for any purpose 
and should not be construed as investment, financial, legal, tax or other advice.  Elliott Associates, L.P., Elliott International, 
L.P. and each of their respective affiliates (together, “Elliott”) expressly disclaim any obligation to verify or update the data, 
information or opinions contained in this presentation.  
 
Cautionary Statement Regarding Forward-Looking Statements  
The information herein contains “forward-looking statements”. Specific forward-looking statements can be identified by the 
fact that they do not relate strictly to historical or current facts and include, without limitation, words such as “may,” “will,” 
“expects,” “believes,” “anticipates,” “plans,” “estimates,” “projects,” “targets,” “forecasts,” “seeks,” “could”, “would” or the 
negative of such terms or other variations on such terms or comparable terminology. Similarly, statements that describe 
Elliott’s objectives, plans or goals are forward-looking. Any forward-looking statements are based on Elliott’s current intent, 
belief, expectations, estimates and projections regarding BEA and projections regarding the industry in which it operates. 
These statements are not guarantees of future performance and involve risks, uncertainties, assumptions and other factors 
that are difficult to predict and that could cause actual results to differ materially. Accordingly, you should not rely upon 
forward-looking statements as a prediction of actual results and actual results may vary materially from what is expressed in 
or indicated by the forward-looking statements.  

 

Additional information 
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BEA shareholders have long suffered from poor returns as a result of an 
entrenched executive management team which has mismanaged the business 
 Despite BEA having an extensive banking platform in the Greater China region(1), it has achieved a total annualised return (“TAR”) 

of just 2.7% since 1997.  This compares with: 

 8.6% for leading Hong Kong listed banks (“Leading HK Banks”)(2) 

 12.8% for family-run Hong Kong listed banks (“Family-run HK Banks”)(3) 

 BEA has underperformed Family-run HK Banks on TAR over the past, 1, 3 and 5 years by 28.1%, 28.8% and 13.1%, respectively  

 BEA has failed to demonstrate that it can remain competitive and generate healthy returns for shareholders as an independent bank 
in Hong Kong, where the best performing banks are backed by large foreign or PRC financial institutions 

 BEA’s Hong Kong banking business (“BEA HK”) records one of the lowest Return On Assets (“ROA”) and Return On Equity 
(“ROE”) among the leading banks in Hong Kong, due to weak operating performance as measured by its Net Interest Margin 
(“NIM”), Net Fee Income (“NFI”) and Cost/Income (“C/I”) ratios(4) 

 BEA’s China banking business (“BEA China”) has a meaningfully lower ROE than its China peers(5)(6) (3.7% for BEA China vs. 
6.0% for peers in 2014), which has been a drag on BEA’s consolidated ROE 

 Most other family-run Hong Kong listed banks which were not able to compete effectively on an independent basis were able to 
provide an opportunity for shareholders to realise a proper return on their investment by selling their shares at a significant premium 
into a takeover offer. Those takeover transactions were priced at an average of 2.0x book value, which for BEA would equate to 
approximately HK$60 per share, or around 185% above the current share price(7) 

 In stark contrast, the series of dilutive BEA share placements to CaixaBank and SMBC (““Strategic” Shareholders”) and the 
related “strategic” agreements have resulted in substantial EPS dilution and until recently have made a change of control over BEA 
without the consent of its entrenched executive management team highly unlikely 

Note: 
1. BEA is the third largest bank in Hong Kong and the second largest foreign bank in Mainland China (by number of branches) 
2. Leading HK Banks consists of Hang Seng Bank (“HSB”) and Bank of China Hong Kong (“BOCHK”) 
3. Family-run HK Banks consists of: Wing Hang Bank (“WHB”), Wing Lung Bank (“WLB”), Dao Heng Bank (“DHB”), Chong Hing Bank (“CHB”) and Dah Sing Bank (“DSB”) 
4. Calculations based upon BEA’s consolidated financial statements adjusted to exclude BEA China (based on PRC filings, adjusted to align with HK GAAP) and Tricor  
5. Calculations based upon PRC filings 
6. Peers include The Hongkong and Shanghai Banking Corporation (“HSBC”), Citibank (“Citi”), Standard Chartered Bank (“SCB”), Development Bank of Singapore (“DBS”), Nanyang Commercial Bank (“NCB”) and HSB 
7. Based on Hong Kong banking takeover transactions over the past three years: CHB, WHB and NCB, which had an average last 12 months ROE of 8.6% prior to being sold, and were acquired at an average P/B ratio of 2.0x 



[3] 

 
 
The cumulative damage to shareholders’ interests must now be stopped – the BEA 
board needs to finally focus on delivering proper value for BEA shareholders 
 Regardless of its poor performance and poor corporate governance, the scale and profile of BEA’s banking platform is attractive to 

any potential acquiror who wants to expand its operations in the Greater China region 

 In addition, there has been ongoing strong strategic interest, from a broad range of potential buyers, in acquiring Hong Kong banks 
– meaning that BEA shareholders could achieve an exit at a level of between HK$52.97 to HK$70.33 per share (based on the 
average price for Hong Kong banking M&A transactions over the past 3 years, of between 1.77x and 2.35x P/B), representing a 
potential upside of between 153% to 236% to BEA’s current market price 

 BEA announced on 19 January 2016 that the long-standing lock-in agreement, which had prevented CaixaBank (one of BEA’s 
largest shareholders) from accepting any non-recommended takeover offer for BEA without BEA board approval, had been removed 

 CaixaBank is clearly willing to sell its stake, because it has currently conditionally agreed to sell it to its parent company, Criteria, at 
just HK$24.25(1) per BEA share - CaixaBank and Criteria could now agree to put that related party transaction aside and instead sell 
the BEA stake at a significantly better price if a takeover offer was to be made for BEA: a win-win outcome for the shareholders of 
both BEA and CaixaBank. We estimate that a sale of the BEA stake at HK$60 per share in cash in place of the announced intended 
share sale could enhance CaixaBank’s CET1 ratio by up to 200 basis points 

 BEA has reached the stage where the cumulative damage to shareholders’ interests must now be stopped and the BEA board 
needs to finally focus on delivering proper value for BEA shareholders, by conducting an auction process to explore the scope for a 
sale of BEA at an appropriate premium 

 

 

Note: 
1. Based on CaixaBank’s announcement of 3 December 2015, adjusted for recent share price movements 



I. Underperformance and mismanagement at BEA 
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 On top of the multiple long-running performance shortcomings, shareholders of BEA have been heavily and unjustifiably diluted 

 The BEA board has approved a total of five selective and highly dilutive share placements to the “Strategic” Shareholders since 
2007, resulting in a 36.8% increase in share count over the past eight years 

 No other Hong Kong listed banks have raised capital during this period by issuing shares in this manner. Dah Sing Bank 
raised capital by means of fully pre-emptive rights issuances, thereby providing all of its shareholders with an opportunity to 
participate and avoid dilution 

 BEA shareholders have suffered substantial EPS dilution from these share placements to the “Strategic” Shareholders 
without it being apparent that any of the claimed commercial benefits have resulted from the associated “strategic” 
agreements – and without any premium being paid by the “Strategic” Shareholders for these control-like stakes, or any 
change of control exit opportunities being provided to BEA’s shareholders 

 These “strategic” agreements are defensive in nature and have apparently yielded little or no commercial benefit for BEA or 
its shareholders 

 Meanwhile BEA’s senior executives have been generously compensated: 

 Over the period from 2007 to 2014, the top five executive management team members at BEA (by pay level) were paid an 
average of HK$79m per year (representing an average of 1.81% of reported annual net profit).  This compares unfavourably 
with the Leading HK Banks - HSB (HK$46m or 0.28% of reported net profit) and BOC HK (HK$40m or 0.23% of reported net 
profit) 

 

 

These chronic performance shortcomings are attributable to the long-term 
mismanagement of BEA by its entrenched executive management team 

Source: Company disclosures 



III.  Scope for a sale of BEA at an appropriate premium 
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Benchmark Analysis (1) 

 Recent Hong Kong banking M&A transactions demonstrate that bidders are primarily interested in: (1) a retail network in China; (2) 
a HKD and USD deposit funding platform in Hong Kong; and (3) the potential to capitalise on clients’ China/Hong Kong cross-
border trade, capital, wealth and investment flows  

 BEA should have strong strategic value to a potential acquiror given its meaningful market share in Hong Kong and extensive 
nationwide branch network in China (and related licences), all of which exceed those of other family-run (or formerly family-run) 
banks and which should justify a comensurate premium in a change of control scenario 

BEA is an ideal acquisition target for a larger PRC or foreign financial institution  

Sources: Company filings; publicly available official sources 
1. Based on geographical segmental data for Operating Profit 
 

Remaining family bank
Unit BEA DSB NCB WHB CHB Avg. of disposed

Financial Year End LTM H1 15 LTM H1 15 LTM H1 15 FY13 LTM H1 13
ROE reported % 8.9% 11.1% 7.6% 10.6% 7.7% 8.6%
Acquisition P/B multiple (x) n.a. n.a. 1.88x 1.77x 2.35x 2.00x

Global
Branches 231 67 81 71 57 70
Scale

Loan HKDm 452,889 108,231 160,547 135,323 42,625 112,831
Operating Profit HKDm 17,729 4,412 6,447 4,475 1,372 4,098

Hong Kong
Branches 89 46 42 42 52 45
Scale

Loan HKDm 199,733 72,199 74,409 80,513 35,270 63,397
Operating Profit HKDm 9,647 4,019 4,049 3,194 1,267 2,837

Market Share
Loan % 4.2% 1.5% 1.6% 2.0% 0.9% 1.5%
Deposit % 3.4% 1.3% 2.1% 1.9% 0.8% 1.6%

China
Branches 127 7 38 16 3 19

Geographical footprint National South East East / South East Pear River Delta East
Scale

Loan HKDm 215,545 7,893 68,978 25,900 334 31,737
Operating Profit HKDm 6,789 n.a. 2,349 665 89 1,034

China Banking Licenses Held
Commercial banking - Banking     
Commercial banking - Credit Card 
Commercial banking - Public fund sales  
Investment management - Trust 
Other - Insurance 

Disposed Banks
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 The average of the P/B multiples for precedent Hong Kong banking transactions is 2.6x P/B for control transactions worth over 
US$1bn 

 There has been a surge in banking transactions over the past 3 years – Chong Hing Bank, Wing Hang Bank and Nanyang 
Commercial Bank, which group had an average LTM ROE of 8.6% prior to being sold and were acquired at an average of 2.0x P/B 
(within a range of 1.77x to 2.35x P/B) 

 Each sale auction generated strong interest from multiple bidders, including both foreign banking institutions and corporates in 
China, such as life insurance companies, asset management organisations, other financial institutions and conglomerates  

There has been continuing strong strategic interest in Hong Kong banks - 
transaction pricing could reach 1.77x to 2.35x P/B 

Precedent Banking Control Transactions since 2000 

Source:  Company disclosures 
Note: 
1. P/B multiples shown on a reported basis 
2. Transaction multiple includes special dividend paid to Chong Hing Bank shareholders as part of the total consideration 
 

% secured from  

Ann.  Transaction % Amount controlling SH Disinterested Tender Amount Price/trailing ROE of 

Date Buyer Bank bought Type Acquired (US$m) prior to launch Tender % Result (HK$bn) book (x) (1) target 

Sep-00   STAN   Chase HK Retail Bank + Card Division acquisition   100.0%    1,320    n.a.   n.a.   n.a.   10.3   4.50x   32.6% 

Apr-01   DBS Bank   Dao Heng Bank   Voluntary conditional offer   100.0%    5,478    71.30%   99.60%   99.88%   42.7   3.32x   14.3% 

Aug-06   CCB   Bank of America (Asia)   Division acquisition   100.0%    1,249    n.a.   n.a.   n.a.   9.7   1.32x   7.6% 

Jun-08   China Merchants Bank   Wing Lung Bank   Mandatory general cash offer   100.0%    4,656    53.12%   95.35%   97.82%   36.3   2.91x   11.5% 

Oct-13   Yue Xie Group   Chong Hing Bank (2)   Voluntary partial conditional offer   75.0%    1,502    50.72%   94.95%   97.51%   11.6   2.35x   7.7% 

Apr-14   OCBC   Wing Hang Bank   Voluntary conditional offer   100.0%    4,991    48.23%   94.92%   97.52%   38.7   1.77x   10.6% 

Jul-15   China Cinda Asset Management   Nanyang Commercial Bank   Division acquisition   100.0%    8,774    n.a.   n.a.   n.a.   68.0   1.88x   7.6% 

Average 96.21% 98.18% 2.58x 13.1% 

Past 3 years average 94.93% 97.51% 2.00x 8.6% 
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 BEA shareholders have suffered over many years from poor returns on their investment – BEA has clearly failed to demonstrate 
that it can be competitive and generate healthy returns for shareholders as an independent bank in Hong Kong  

 

 Given the historic and current state of affairs, the board of BEA cannot claim that a sale of BEA would not be in the best interests of 
all shareholders 

 

 BEA’s Hong Kong and China based banking networks are of great strategic value to potential acquirors and BEA’s management 
can no longer rely on contractual lock-in arrangements to assist them in preventing a suitably-priced takeover offer for BEA from 
succeeding 

 

 The BEA board should, in the best interests of BEA shareholders, conduct an auction process to explore the scope for a sale of 
BEA at an appropriate premium 

 

 We urge all BEA shareholders to also call on the BEA board to act now, to provide all shareholders with an opportunity to earn a 
meaningful return on their investment, through a sale of BEA - the cumulative damage to shareholders’ interests has gone on for 
long enough 

Conclusions 


