BURSA MALAYSIA BERHAD (“BURSA”)

PROPOSED STRATEGIC COLLABORATION BETWEEN BURSA AND CME GROUP INC. (“CME GROUP”) 

1.
INTRODUCTION

1.1
In a continuous effort to develop the Malaysian derivatives market, Bursa has on 17 September 2009 entered into a strategic partnership with CME Group, the world’s largest and most diverse derivatives marketplace.  

1.2
The proposed collaboration with CME Group involves 3 main aspects:

(i)
Proposed FCPO Licensing - Bursa Malaysia Derivatives Berhad (“Bursa Malaysia Derivatives”) will license to the Chicago Mercantile Exchange Inc. (“CME”) (a wholly-owned subsidiary of CME Group) the right to use the settlement prices of its RM-denominated crude palm oil (“CPO”) futures contract (“FCPO”).  This will enable CME Group to develop USD-denominated cash-settled CPO futures contract (“UCPO”) and related options for listing on one of CME Group’s US designated exchanges.  These, in turn, will be traded on CME Globex trading platform, CME Group’s electronic trading platform;
(ii)
Proposed CME Globex Services Arrangement – CME will provide the services of CME Globex trading platform to Bursa Malaysia Derivatives, which includes the listing of all existing and future Bursa Malaysia Derivatives’ products on CME Globex trading platform; and
(iii)
Proposed Equity Participation – CME Group will invest in the derivatives businesses of Bursa and its subsidiaries (“Bursa Group”), through the acquisition by CME Group Strategic Investments LLC (“CMEGSI”) (a wholly-owned subsidiary of CME Group) of a 25% equity interest in Bursa Malaysia Derivatives.  The Proposed Equity Participation aims to strengthen the partnership with CME Group beyond vendor-based relationships
(collectively referred to as the “Proposals”).

1.3
Bursa is advised by CIMB Investment Bank Berhad and UBS Investment Bank and represented by Zaid Ibrahim & Co while CME Group is advised by Bank of America Merrill Lynch and Deloitte Tohmatsu and represented by Skadden, Arps, Slate, Meagher & Flom LLP & Affiliates and Shearn Delamore & Co. in Malaysia.

2.
RATIONALE 

The three-pronged CME Group collaboration is expected to fulfill Bursa’s strategic intent of globalising the Malaysian CPO, further developing the Malaysian derivatives industry and to internationalise Bursa.  

(i)
Globalise Malaysian CPO 

By making the FCPO available on CME Group’s global network, it will immediately gain international visibility.  This relationship is designed to lead to the recognition of the Malaysian CPO as an international pricing benchmark for edible oil contracts as it trades alongside other major edible oil contracts such as soy oil.  Through the proposed collaboration, Bursa will be able to internationalise the Malaysian CPO while protecting the country’s palm oil industry by ensuring that price discovery of palm oil remains in Malaysia.

(ii)
Further develop the Malaysian derivatives industry’s capacity and capability

The proposed collaboration with CME Group is expected to contribute positively towards the overall development of the Malaysian derivatives industry, expanding both the capacity and capability of Bursa Malaysia Derivatives and the Malaysian capital market.  In addition, CME Group will have exclusivity to Bursa with respect to the distribution of its CME Globex system within the ASEAN region (excluding Singapore) as well as the global development of palm oil-related contracts.  Through the joint working group to be established as part of this collaboration, the exchanges will have a common place to share their knowledge and expertise as well as the opportunity to work together in developing and marketing new derivative products.

(iii)
Internationalise Bursa

With multiple access points through eight (8) telecommunication hubs globally, the CME Globex trading platform offers immediate access to market liquidity and unparalleled global distribution.  Whilst Bursa continues to maintain its capital market’s value proposition in the commodity market and Islamic financial market, it will draw on CME’s highly standardised trading platform to strengthen Bursa Malaysia Derivatives’ position as a unique yet global market place which operates under established international standards and practices.

3.
DETAILS OF THE PROPOSED FCPO LICENSING

3.1
Under the Proposed FCPO Licensing, Bursa Malaysia Derivatives will grant CME the right to use the FCPO settlement prices and certain related trademarks, solely for the development of UCPO, UCPO options and certain derivative products based on FCPO.  

3.2
As consideration, CME will pay Bursa Malaysia Derivatives a license fee determined on a per round-turn trade (“RTT”) basis, depending on the monthly average daily trading volume of the UCPO and UCPO options.  

3.3
The initial term of the license is for a period of 7 years and will be automatically renewed for subsequent terms of 3 years each upon expiry, unless the agreement is terminated.

3.4
The listing of UCPO is expected to begin in the first half of 2010. 

4.
DETAILS OF THE PROPOSED CME GLOBEX SERVICES ARRANGEMENT

4.1
Under the Proposed CME Globex Services Arrangement, Bursa Malaysia Derivatives will be able to list all its existing and new derivative products electronically on CME Globex trading platform.  Bursa Malaysia Derivatives will continue to operate and regulate its market and have control over trading hours, product specifications, spread definitions and pricing, within the parameters supported by CME Globex.
4.2
Bursa Malaysia Derivatives is expected to list all its derivatives products on CME Globex trading platform in the second half of 2010.
4.3
As consideration, Bursa Malaysia Derivatives will pay CME a basic fee determined on a per RTT basis depending on the monthly average daily trading volume of contracts on the CME Globex trading platform, subject to a minimum annual fee. 

4.4
The initial term of the agreement is for a period of 10 years and will be automatically renewed for subsequent terms of 3 years each upon expiry, unless the agreement is terminated.

4.5
CME Group will build a telecommunications hub in Kuala Lumpur in order to provide local market participants with a direct, cost-effective and high-speed connection to CME Globex trading platform.

5.
DETAILS OF THE PROPOSED EQUITY PARTICIPATION

5.1
Pursuant to the Proposed Equity Participation, Bursa had, on 17 September 2009, entered into a conditional Share Purchase Agreement (“SPA”) with CME Group and CMEGSI, for the acquisition by CMEGSI of 12,500,000 ordinary shares of par value RM1.00 each in Bursa Malaysia Derivatives (“BD Shares”), representing 25% equity interest therein, from Bursa for an estimated purchase consideration of RM55.6 million (“Purchase Consideration”) to be satisfied in cash of RM1.9 million and 76,427 shares of common stock of par value USD0.01 each in CME Group (“CME Group Shares”) (“Consideration Shares”).

5.2
To facilitate the Proposed Equity Participation, Bursa will undertake a restructuring exercise to consolidate all its derivatives businesses into Bursa Malaysia Derivatives and its subsidiaries (“Bursa Malaysia Derivatives Group”) (“Proposed Restructuring”).  As part of the Proposed Restructuring, Bursa Malaysia Derivatives will acquire the entire issued and paid-up share capital of Bursa Malaysia Derivatives Clearing Berhad (“Bursa Derivatives Clearing”) from Bursa for a cash consideration of RM37.1 million. 

5.3
Purchase Consideration

(i)
The Purchase Consideration of RM55.6 million was arrived at based on 25% of each of the following:

(a) 
the  enterprise value of Bursa Malaysia Derivatives Group post-Proposed Restructuring of RM214.7 million computed based on the proforma consolidated earning before interest, taxation, depreciation and amortisation of Bursa Malaysia Derivatives for the financial year ended 31 December 2008; and 

(b)
the proforma consolidated net cash in Bursa Malaysia Derivatives post-Proposed Restructuring of RM7.6 million based on the audited financial statements of Bursa Malaysia Derivatives and Bursa Derivatives Clearing for the financial year ended 31 December 2008.

The Purchase Consideration is subject to certain post-closing adjustments provided for under the SPA.

(ii)
In addition, in the event the deferred tax asset (“DTA”) of Bursa Malaysia Derivatives is realised between year 2009 to 2011, CME Group and CMEGSI undertake to pay for 25% of the actual value of the realised agreed DTA based on Bursa Malaysia Derivatives’ tax returns for year 2009 to 2011.  The consideration for the realised agreed DTA shall be satisfied in cash.

(iii)
The number of Consideration Shares was computed based on the average closing price of CME Group Shares for the 10 trading days prior to 26 November 2008 (being the cut-off date for pricing purposes as agreed between the parties) of USD193.96 per share.  

The 5-day weighted average market price of CME Group Shares prior to 17 September 2009, being the date of the SPA, is USD280.46 per share or approximately RM976.00 per share (based on exchange rate of RM3.48 per USD).

(iv)
The Consideration Shares to be issued to Bursa shall rank equally in all respects with the then existing issued and paid-up CME Group Shares save for the lock-up period of 12 months (“Lock-up Period”).  After the Lock-up Period, Bursa may divest up to 25% of the Consideration Shares per annum on a straight line basis.  As such, Bursa does not intend to dispose of the Consideration Shares during the Lock-up Period.

(v)
Save for certain permitted transfers, all BD Shares, including the 12,500,000 BD Shares to be acquired by CME Group (through CMEGSI) and all BD Shares that will continue to be held by Bursa, will be subject to a lock-up period of 4 years.   
5.4
Details of the SPA


(i)
It is agreed between Bursa and CME Group for CME Group (through CMEGSI) to acquire a 25% stake in all of Bursa’s derivatives businesses.  As such, the Proposed Equity Participation is conditional upon the completion of the Proposed Restructuring as set out in Section 5.2 of this announcement.


(ii)
Other than the above, the Proposed Equity Participation is conditional upon, among others, the following:

(a)
obtaining the approvals of the relevant regulatory authorities as set out in Section 12.1 of this announcement; and

(b)
execution of the agreements/documents in relation to the Proposed FCPO Licensing, Proposed CME Globex Services Arrangement and Proposed Equity Participation (including the Proposed Restructuring).

(iii)
The closing of the SPA shall take place no later than five (5) business days after the satisfaction and/or waiver of all conditions precedent in accordance with the SPA.

5.5
Details of the Shareholders Agreement (“SHA”)

(i)
Concurrent with the closing of the SPA, Bursa, Bursa Malaysia Derivatives, CMEGSI and CME Group will enter into the SHA, which set out the rights and obligations of the shareholders in order to govern their relationships in the Bursa Malaysia Derivatives Group.

(ii)
The SHA contains, amongst others, customary provisions relating to restrictions on transfer, exit options, non-competition, composition of the Board of Directors, conduct of shareholders’ meetings, CME Group’s approval rights and provisions for joint product development and marketing.  

6.
INFORMATION ON BURSA MALAYSIA DERIVATIVES 

6.1
Bursa Malaysia Derivatives was incorporated in Malaysia under the Companies Act, 1965 on 17 April 1993 as a public limited company under the name of The Kuala Lumpur Options & Financial Futures Exchange Bhd.  On 31 May 2001, it changed its name to Malaysia Derivatives Exchange Bhd and subsequently assumed its present name on 15 April 2004.  

6.2
The company has an authorised share capital of RM100,000,000 comprising 99,997,000 BD Shares, 1,000 non-cumulative “A” preference shares of RM1.00 each (“Preference Shares A”), 1,000 non-cumulative “B” preference shares of RM1.00 each (“Preference Shares B”) and 1,000 non-cumulative “C” preference shares of RM1.00 each (“Preference Shares C”). 

6.3
As at 31 December 2008, the company has an issued and paid-up share capital of RM50,000,083 comprising 50,000,000 BD Shares, 40 Preference Shares A, 17 Preference Shares B and 26 Preference Shares C.  

6.4
For the financial year ended 31 December 2008, Bursa Malaysia Derivatives recorded a profit after taxation of RM9,679,671 and its net assets stood at RM66,225,799.  The principal activity of Bursa Malaysia Derivatives is to provide, operate and maintain a futures and options exchange.

6.5
Bursa Malaysia Derivatives is a wholly-owned subsidiary of Bursa.  It first invested in Bursa Malaysia Derivatives on 25 June 2002 at an original cost of investment amounting to RM10,570,097.

7.
INFORMATION ON CME GROUP 

7.1
CME Group was incorporated under the laws of the State of Delaware, US on 2 August 2001 as a corporation under the name Chicago Mercantile Exchange Holdings Inc.  In December 2002, Chicago Mercantile Exchange Holdings Inc. completed its initial public offering, and after CBOT Holdings, Inc. merged with and into the company, on 12 July 2007 it changed its name to CME Group Inc.  On 22 August 2008, CME Group acquired NYMEX Holdings, Inc., the holding company of New York Mercantile Exchange, Inc. (“NYMEX”).

7.2
CME Group is the holding company for CME, Board of Trade of the City of Chicago, Inc., NYMEX and their respective subsidiaries. The company offers access to asset classes from a single electronic trading platform and trading floors in Chicago and New York City. It also offers futures and options on futures based on interest rates, equity indexes, foreign exchange, energy, agricultural commodities, metals, and alternative investment products, such as weather and real estate.

7.3
The company has an authorised share capital of 1,010,003,138 comprising 1 billion shares of Class A common stock of par value USD0.01 each (“Class A Shares”), 625 shares of Class  B-1 common stock of par value USD0.01 each (“Class B-1 Shares”), 813 shares of Class  B-2 common stock of par value USD0.01 each (“Class B-2 Shares”), 1,287 shares of Class  B-3 common stock of par value USD0.01 each (“Class B-3 Shares”), 413 shares of Class  B-4 common stock of par value USD0.01 each (“Class B-4 Shares”), 9,860,000 shares of preferred stock of par value USD0.01 each and 140,000 authorised shares of Series A junior participating preferred stock of par value USD0.01 each. 

7.4
As at 16 March 2009, the company has an issued and paid-up share capital of USD663,496 comprising 66,346,471 Class A Shares, 625 Class B-1 Shares, 813 Class B-2 Shares, 1,287 Class B-3 Shares and 413 Class B-4 Shares.  The Class A Shares are listed on the NASDAQ Global Select Market.
7.5
For the financial year ended 31 December 2008, CME Group recorded a profit after taxation of USD715.49 million and its net assets stood at USD18.69 billion.  

7.6 The Board of Directors of CME Group comprises of Terrence A. Duffy, Charles P. Carey, Craig S. Donohue, Leo Melamad, John F. Sandner, Timothy S. Bitsberger, Mark E. Cermak, Dennis H. Chookaszian, Jackie M. Clegg, Robert F. Corvino, James A. Donaldson, Martin J. Gepsman, Larry G. Gerdes, Daniel R. Glickman, J. Dennis Hastert, Bruce F. Johnson, Gary M. Katler, Patrick B. Lynch, William P. Miller II, James E. Newsome, Joseph Niciforo, C.C. Odom II, James E. Oliff, John L. Pietrzak, Alex J. Pollock, Terry L. Savage, Howard J. Siegel, Christopher Stewart, Dennis A. Suskind and David J. Wescott. 
7.7
As at 10 March 2009, AXA Financial, Inc. is the largest shareholder of CME Group holding 5,586,045 Class A Shares or approximately 8.4% of all shares outstanding in each Class A and Class B common stock of CME Group.  

8.
INFORMATION ON CMEGSI

CME Group Strategic Investments LLC, a limited liability company formed under the laws of the State of Delaware and a wholly-owned subsidiary of CME Group, was formed on 12 December 2007.  CME Group is the sole member of CMEGSI.  As a member managed limited liability company, CMEGSI does not have a board of directors, but is managed solely by its sole member, CME Group.  The principal activity of CMEGSI is to serve as a holding company for certain strategic investments of CME Group.
9.
LIABILITIES ASSUMED


CME Group will not be assuming any liabilities arising from the Proposed Equity Participation.

10.
UTILISATION OF PROCEEDS

The cash proceeds of RM1.9 million, which forms part of the Purchase Consideration under the Proposed Equity Participation will be invested in liquid investments and utilised for working capital purposes of Bursa as and when required.

11.
EFFECTS OF THE PROPOSED EQUITY PARTICIPATION


11.1
Issued and paid-up share capital and substantial shareholders’ shareholdings

The Proposed Equity Participation will not have any effect on the issued and paid-up share capital and the substantial shareholders’ shareholdings in Bursa.

11.2
Net assets (“NA”) per share and gearing 

	
	Audited as at 

31 December 2008
	After the Proposed Equity Participation

	
	RM ’000
	RM ’000

	
	
	

	Share capital
	262,943
	262,943

	Share premium
	70,736
	70,736

	Other reserves
	54,690
	54,690

	Retained earnings 
	343,886
	384,406

	NA / Shareholders’ fund
	732,255
	772,775

	Minority interests
	-
	13,100

	Total equity
	732,255
	785,875

	
	
	

	No. of shares in issue (’000)
	525,886
	525,886

	NA per share (RM)
	1.39
	1.47

	Total borrowings(1) (RM ’000)
	219
	219

	Gearing ratio(2) (times)
	0.0
	0.0


Notes:

(1) Includes interest-free loans. 

(2) Computed based on total borrowings divided by shareholders’ fund.

11.3
Earnings per share (“EPS”)

The Proposed Equity Participation will result in a gain of approximately RM43 million to Bursa based on the audited financial statements as at 31 December 2008.  At the Bursa Group level, the Proposed Equity Participation is expected to result in a gain of approximately RM44 million based on the audited consolidated financial statements as at 31 December 2008.  As such, the consolidated EPS of Bursa is expected to increase by approximately 8 sen as a result of the Proposed Equity Participation.

However, the above is shown solely for illustration purposes only based on the average closing price of CME Group Shares for the 10 trading days prior to 26 November 2008 (being the cut-off date for pricing purposes as agreed between the parties) of USD193.96 per share.  The actual effect, which will be computed upon completion of the Proposed Equity Participation, may differ from the above.

12.
APPROVALS REQUIRED

12.1
The Proposals are subject to the following:


(i)
approval of the Securities Commission (“SC”) for the amendments to the respective Memorandum and Articles of Association of Bursa Malaysia Derivatives and Bursa Derivatives Clearing arising from the Proposed Equity Participation, as required under Section 9 of the Capital Markets and Services Act 2007 (“CMSA”); 

(ii)
concurrence of the SC for the appointment of the Directors of Bursa Malaysia Derivatives, as required under Section 10 of the CMSA; 

(iii)
notification to the SC of the Proposed Equity Participation and the Proposed Restructuring, as required under Section 24 of the CMSA;

(iii)
approval of Minister of Finance (“MOF”) for the appointment of General Manager and Chairman of the Board of Directors of Bursa Derivatives Clearing as well as the Proposed Restructuring, as required under the license held by Bursa Derivatives Clearing; and the Proposed Equity Participation, as required under the license held by Bursa Malaysia Derivatives; 

(iv)
approval of Bank Negara Malaysia (“BNM”) for Bursa to hold the 76,427 CME Group Shares to be issued by CME Group pursuant to the Proposed Equity Participation, as required under Exchange Control of Malaysia Notice 9; and
(v)
any other relevant authorities/parties.

12.2
The SC has, on 16 September 2009, granted its approval for Bursa to enter into, amongst others, the SPA.  Following the approval of the SC, Bursa has entered into the SPA with CME Group and CMEGSI on 17 September 2009. 

12.3
The approval of the BNM for Bursa to hold the 76,427 CME Group Shares to be issued by CME Group pursuant to the Proposed Equity Participation was obtained on 19 August 2009.  
13.
DIRECTORS’ AND/OR MAJOR SHAREHOLDERS’ INTERESTS 

None of the other Directors and/or major shareholders of Bursa and/or persons connected to them have any interest, direct or indirect, in the Proposed Equity Participation. 

14.
DIRECTORS’ STATEMENT

The Board of Directors of Bursa, after taking into consideration all aspects of the Proposals, is of the opinion that the Proposed Equity Participation is in the best interest of the Bursa Group.

15.
EXPECTED TIMEFRAME FOR COMPLETION

Barring any unforeseen circumstances and subject to the approvals as stated in Section 12.1 above being obtained, the Proposed Equity Participation is expected to be completed in the fourth quarter of 2009.  

16.
PERCENTAGE RATIO OF THE PROPOSED EQUITY PARTICIPATION

Pursuant to the paragraph 10.02(g) of the Listing Requirements of Bursa Malaysia Securities Berhad, the highest percentage ratio applicable to the Proposed Equity Participation is 13.55% arrived at based on a comparison of the following:  

(i)
the proforma consolidated total assets of Bursa Malaysia Derivatives attributable to 25% equity interest in the Bursa Malaysia Derivatives Group post-Proposed Restructuring of RM234.4 million based on the audited financial statements of Bursa Malaysia Derivatives and Bursa Derivatives Clearing for the financial year ended 31 December 2008; and

(ii)
the total assets of Bursa of RM1,729.9 million based on the audited financial statements of Bursa Malaysia Derivatives and Bursa Derivatives Clearing for the financial year ended 31 December 2008.

Statements in this announcement that are not historical facts are forward-looking statements.  These statements are not guarantees of future performance and involve risks, uncertainties and assumptions that are difficult to predict.  Therefore, actual outcomes and results may differ materially from what is expressed or implied in any forward-looking statements.

(This announcement is dated 17 September 2009)

