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Malaysian Stock Market

In General

Stapled securities are two or more
classes of securities issued by the
same or different enfities that are
attached together, hence the name
given. For starters, stapled structures
may be listed on the stock exchange
or even be unlisted.

Though a common stapling arrange-
ment consists of a unit in a trust being
stapled to a share in a company, it is
not prescriptive and the stapling struc-
ture can vary to suit the objectives of
the management!.

The stapling itself is implemented by
means of a contractual arrangement,
usually in the form of a stapling deed
which is the main instrument entered
by both issuers of stapled securities?.
Terms of stapling deeds may vary, but
in essence their effectis to prevent the
securities of the entities subject o the
stapling deed from being traded
separately.

This is then reflected in the constituent
documents of the underlying entities
which are amended to provide that
their securities shall not be traded or
fransferred separately3.

Stapled Instruments in Malaysia

Presently in Malaysia KLCCP Stapled
Group is the first and only stapled
security listed on Bursa Malaysia since
2013. Initially, KLCC Property Holdings
Berhad (“Company”) was listed in
2004 but had undergone a restructur-
ing, where three of the main buildings
owned by the Company were inject-
ed into the KLCC Real Estate Invest-
ment Trust (“KLCC REIT”) while the
remainder of the assets remained in
the Company.

The stapling resulted in an investor
holding one unit of KLCCP Stapled
Group owning both share in the Com-
pany share and unit in the KLCC REIT.
It is important to note that the listing of
such stapled securities was in fact not
an offering — rather the prospectus
was issued for information purposes
only. The shareholders of the Compa-
ny were not required fto take any
action nor make any direct payment
to receive the Stapled Securities.

October - December 2022 | Features/Articles

The Analysis of Offering of Stapled Instruments on

Securityholders

—'4 ‘\
Dividends .- ... Trust Distributions -
L .. capital and income
o Shares . Units ———— ™.
L Stapling T

e Agreement T
Compan Rental payments
leases and Trust

operates assets

owns assets

Asset services under

T lease agreement

Operating
Income

Figure 1: Stapled structure consisting of a company, a trust company which is similar to the structure
of KLCC Stapled Group (see below Figure 2).
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Principal activities of the KLCCP
Group which includes :

* Property investment

 Leasing of investment property

* Buildings and facilities management
* Carpark operations management

* REIT management (through the Manager)

Portfolio under KLCC REIT :
* PETRONAS Twin Towers

* Menara ExxonMobil

* Menara 3 PETRONAS

Figure 2 : The chart above illustrates the structure of the KLCCP Stapled Group upon Listing
Source: KLCCP Prospectus dated 7 May 2013

Benefits of Stapled Instruments

In general, investors would prefer to
have fwo securities which can be
separately fraded rather than stapled.
This is unless the act of stapling increas-
es the value of their investment.
Hence, the question of how stapling
might create value not only for issuers
but also investors should be the consid-
eration of top management when
exploring the adoption of stapled
structures?.

The structure of stapled securities
which horizontally integrate several
businesses info one sfructure via the
contractual agreements between
them, provides benefits from synergies
(shared expertise and knowledge)
between the issuers, “internalisation”
of certain fransactions, where transac-

fions are kept within the company
through transacting with the other
stapled entity, its subsidiary compa-
nies or associates, rather than going
out fo the open market and increases
certainty due fo the long-term
confracts involved®. Typically in the
case of shares, investors do not
necessarily receive dividends.

Whether there is any dividend and
the amount of dividend received is
subject to the dividend policy deter-
mined by the board of directors of
the company. Conversely, for
stapled securities consisting of both a
company share and another security
such as a unit in a trust, such stapled
security will have an express distribu-
tion policy to investors, normally set
out in the stapling deed and is
disclosed in the prospectusé.
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In the case of KLCCP Stapled Group,
its stapled structure gives the tfax
incentive of being a REIT whilst main-
taining the flexibility of being a com-
pany’. This is because a REIT can save
on taxes if the operatfing income is
distributed back to unitholders®. If the
properties still remain under the Com-
pany, then the net property income
generated would still be taxed based
on the company's corporate tax
rate’.

On the flip side, because a REIT would
need to pay out most of its earnings,
there will be little buffer cash left for
reinvestment for growth. This is why
having the Company included in the
stapled group is an advantage
where the reinvestment and growth
capital expenditure can continue to
be undertaken by the Company
without affecting the tax benefit of
KLCC REIT™.

Notwithstanding both a company
and a REIT are able to hold assets and
operate business, active business
such as asset management and
development are typically managed
by the company while passive invest-
ments in property or funds are under-
taken by REIT. In pracftice, the trust
and the company effectively oper-
ate as one entity although the com-
pany confinues to be a separate
legal entity from the frust''.

For both legal and tax purposes,
separate securities forming part of a
stapled security confinue to retain
they individual legal character and
are treated separately forincome tax
purposes.

Accordingly, for example, if a stapled
security consists of sharesin a compa-
ny and units in a REIT, then the rights
and obligations of the security holder
as a shareholder in the company
confinue and similarly the rights and
obligations as a unit-holder and
hence beneficiary of the REITS contin-
ve'2

Other jurisdictions

Stapled securities in the Australian
jurisdiction  have been formed
substantially, particularly in the proper-
ty and infrastructure sector due fo the
country’s tax structure and settings
pose to attract global capital .

There are also a number of major banks
that have issued stapled hybrids involving
stapling of a "loan note” issued by an
offshore branch of the bank to a prefer-
ence share issued by the parent'™. A
number of Malaysian banks have issued
unlisted stapled securities similar to those
used by Australian banks. The first was
Maybank™, which issued RM3.5b of
stapled securities in June 2008'¢, involving a
non-cumulative preference share and a
subordinated notfe, which qualified as
non-innovative tier 1 hybrid capital. Other
subsequent issuers include Ambank (2008),
Public Bank (March 2009), and Hong
Leong Bank (2011).

Whilst in Singapore, the gradual increase
of interest towards stapled instruments is
evident as stapled instruments, in particu-
lar the stapling of REIT to business trust, had
been listed on the Singapore Stock
Exchange. As at July 2019, there are a total
of 7 stapled structures listed on the Singa-
pore Stock Exchange'.

Hong Kong is another renowned econom-
ic hub with growing interest in the use of
stapling instfruments. It had started to gain
fraction since the announcement in 2011,
by telecoms carrier giant PCCW Limited, of
its plans to spin-off its telecommunications
business marking the first business trust
listing with stapling on the Hong Kong Stock
Exchange (HKEx)™®. As of 2022, there are
currently four stapled securities listed on
the HKEX'.

With the exception of a few listed staplesin
Singapore and Hong Kong, the use of
stapled structures outside of Australia is
uncommon. Several jurisdictions have rules
that remove the tax advantages arising
from stapled structures?®.

Concluding remarks

To summarize, to date, Malaysian stock
market has only seen the listing of the
stapled securities of KLCC Stapled Group
and only a handful of jurisdictions proceed
to adopt them due to its strong merits and
alignment with the issuing entity’s corpo-
ratfe objectives and tax advantages.
Potential issuers should note that the main
consideration of adopting a stapling
arrangement is very much dependent on
the objectives of the potential issuing
entity, whether there are attractive incen-
fives to be derived from adopting stapled
securities structure including the tax struc-
ture in the country where the stapled secu-
rities are seeking fo be listed in and of the
associated risks that comes with if.
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