THEEEDGE MALAYSIA JANUARY 19, 2026

53

CORPORATE |

COVER STORY

Bigger isn't always better: The case
against headline-driven mega mergers

BY LEE WENG KHUEN

igger has not always meant bet-
ter for shareholders in Malaysia’s
corporate landscape. Despite bold
strategic narratives and ambitions
to create national champions,some
mega mergers have struggled to translate
scale into sustainable value,raising doubts
over whether headline-grabbing deals truly
serve long-term investor interests.

Astramina Advisory Sdn Bhd founder and
managing director Datin Wong Muh Rong
observes that mega mergers in Malaysia
have generally failed to create sustained
shareholder value.

While the strategic rationale behind such
transactions is often compelling, she says
execution risks, balance sheet stress and
overestimated synergies have frequently
undermined the original investment case.

She cites Synergy Drive Bhd — which
consolidated nine listed companies into
a single Sime Darby conglomerate — as a
case in point.

“Despite its ambition to create a nation-
al champion, the complexity of managing
multiple unrelated businesses eventually
diluted operational focus and capital effi-
ciency.The outcome was telling: the group
was later demerged into three sector-specific
listed companies, effectively reversing the
mega merger,” she notes.

The demerger of Sime Darby (KL:SIME)
into Sime Darby Plantation Bhd (now SD
Guthrie Bhd [KL:SDG]) and Sime Darby Prop-
erty Bhd (KL:SIMEPROP) was carried out
in 2017 under a pure-play strategy aimed at
unlocking value.

Wong also points to the merger between
Sapura Crest Petroleum Bhd and Kencana Pe-
troleum Bhd — later renamed Sapura Energy
Bhd — which came at the cost of significant
leverage.The oil and gas services group was
unable to service its debt when the Covid-19
pandemic struck, compounded by deteri-
orating industry conditions. Now known
as Vantris Energy Bhd (KL:VANTNRG), the
group is still working towards an exit from
Practice Note 17 (PN17) status.

“In this case, scale magnified financial
risk rather than resilience,” she sums up.

More value seen from

mid-sized mergers

Nonetheless, Wong sees valuation creation
in focused, mid-sized mergers.

“The merger between IJM Corp Bhd (KL:I-
JM) and Road Builder Group is a good exam-
ple, where complementary operations and
disciplined execution led to clear earnings
accretion and genuine synergies.

“For a healthier capital market, Malay-
sia should encourage more mid-sized M&A
(mergers and acquisitions) transactions
rather than headline-driven mega mergers.
Mid-sized deals are typically earnings-ac-
cretive, less debt-dependent and easier to
integrate,” she explains.

To facilitate more mid-sized M&A trans-
actions, Wong says regulatory reform is
needed, particularly for reverse takeovers
and backdoor listings.

“Allowing market capitalisation to be used
as an additional qualifying criterion would
facilitate more M&A activity,attract quality
regional companies,and improve capital re-
cycling within Bursa Malaysia,” she opines.

She adds that Malaysia should welcome for-
eign and regional companies via M&A routes.
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Notable mergers and acquisitions in recent years

YEAR DEAL
2020 YTL Corp Bhd's acquisition of a 51% stake in Lafarge Malaysia Bhd for RM1.63 billion,
and amandatory general offer for the remaining stake
Kuala Lumpur Kepong Bhd's acquisition of a 56.2% stake in IJM Plantations Bhd from
2021 1JM Corp for RM1.53 hillion, and a mandatory general offer of up to RM1.2 billion for the
remaining stake
Batu Kawan Bhd's acquisition of a 56.32% stake in Chemical Company of Malaysia Bhd
2021 (CCM) from Permodalan Nasional Bhd for RM292.8 million, and a mandatory takeover
offer for the remaining shares
2022 Merger of telecommunications operations of Celcom Axiata Bhd and Digi.Com Bhd
2023 Sime Darby Bhd's acquisition of a 61.18% stake in UMW Holdings Bhd for RM3.574 billion,

and a mandatory general offer for the remaining stake

Astramina Advisory’s Wong: Mid-sized deals
are typically earnings-accretive, less debt-
dependent and easier to integrate
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MSWG's Ismet: For a merger to be genuinely
accretive, it must enhance cash flows on a
per-share basis
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“Many fast-growing,asset-heavy or tech-
nology-focused businesses may not yet be
profitable, but have strong valuations and
growth visibility. Excluding them by rigid
profit tests pushes them to remain private
or list elsewhere,” she observes.

Interestingly, IJM itself — formed in 1983
— was the result of a merger between three
medium-sized construction firms, namely
IGB Construction Sdn Bhd,Jurutama Sdn Bhd
and Mudajaya Sdn Bhd.In 2008,IJM acquired
the Road Builder Group,cementing its posi-
tion as one the largest builders in Malaysia.

Turning to the property sector,one of the
most notable mega mergers was the 2010
merger of UEM Land Bhd and Sunrise Bhd,
which became UEM Sunrise Bhd (KL:UEMS).

Since then, the sector has faced persis-
tent headwinds, including property cooling
measures, overhang and economic down-
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turns. After peaking at RM3.65 in May 2013,
UEM Sunrise’s shares have remained under
pressure, falling below RM1in 2018 and sub-
sequently below 20 sen in 2022.The stock
closed at 65 sen last Friday for a market value
of Rm3.3 billion.

In comparison,the Bursa Malaysia Prop-
erty Index was down about 17% between May
2013 and mid-January 2026.

UEM Sunrise’s earnings per share has
also plunged over the same period,declining
from 13.3 sen per share in 2013 to an annu-
alised 1.6 sen in 2025.

It is also worth noting that UEM Group
Bhd mooted a plan in 2020 to merge UEM
Sunrise with Eco World Development Group
Bhd (KL:ECOWLD), although the proposal
was called off a year later.

Minority Shareholders Watch Group CEO
Ismet Yusoff says it is difficult to generalise
that past mega mergers in Malaysia have
consistently created shareholder value.

“There is no strong or conclusive body
of evidence — whether from empirical re-
search or market experience — showing that
large-scale corporate mergers in Malaysia
reliably deliver sustained value for acquiring
companies and their shareholders,” he says.

This, he adds, mirrors global and histor-
ical trends.

“Internationally, many mega mergers
have struggled to generate long-term share-
holder value for the acquirer, often due to
integration complexity,cultural mismatch-
es,execution challenges and synergies that
were overestimated but failed to translate
into meaningful cost savings or cash flow
improvements.”

As such, Ismet stresses that merger suc-
cess hinges on strong strategic and opera-
tional fit,disciplined execution and conserv-
ative deal pricing, rather than sheer scale.

“For a merger to be genuinely accretive,
it must enhance cash flows on a per-share
basis. In particular, the target’s cash flow
yield should exceed the acquirer’s marginal
cost of capital, resulting in immediate and
sustainable cash flow accretion. This must
be achieved without excessive financial en-
gineering,” he adds.

Take CelcomDigi Bhd (KL:CDB) as an
example. Its integration process is still
ongoing more than three years after the
merger was completed in November 2022.
Network modernisation is about 90% com-
plete, while information technology con-
solidation has exceeded 80%. The merger
is expected to deliver RM700 million to
RM800 million in annualised operating
expense savings by 2028.

Capital discipline, Ismet stresses, is equal-
ly critical.

“The acquiring party should pursue trans-
actions at fair and conservative valuations,
avoid over-reliance on leverage, and base
synergies on realistic, achievable assump-
tions. It has to ensure that the deal does
not materially dilute earnings, dividends
or balance sheet strength.”

While it is not uncommon for corporates
and controlling shareholders to reassess
asset portfolios and capital structures dur-
ing periods of market uncertainty or val-
uation dislocation, he says any corporate
exercise must be underpinned by a clear
strategic rationale, robust governance and
fair treatment of all shareholders — par-
ticularly minorities. |
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