12.03.2021
The Minority Shareholders Watch Group is now on Twitter. The presence at Twitter is the first step for us
to create strong social media presence and engage with our stakeholders more effectively. Do follow
MSWG’s Twitter account at @MSWGMalaysia and share your thought on our tweets from time to time.

❖

Private Placement - what to be aware of

Private placement exercises have been in the radar lately in view of the increased
private placement activities among PLCs to raise cash by selling shares to preidentified and undisclosed investors.
According to data compiled by Bloomberg, Bursa Malaysia saw 151 deals in the first
nine months of 2020, compared with 76 in the same period for 2019.
For cash-strapped companies, private placements allow them to raise cash quickly
from investors, even though they may get lower valuations compared to raising funds
through the capital market e.g., rights issue.
And given its faster execution process compared with other fund-raising methods, i.e.,
minimal regulatory requirements such as a prospectus or disclosure of detailed
financial information – it is not surprising that private placement is becoming the
method of choice for PLCs.
However, earnings dilution awaits minority shareholders as they are not included in
the placement process. There is also the risk of future speculation on the shares, and
minority shareholders often do not know the identity of the placees.
Under Chapter 6.15 of Bursa Securities Listing Requirements, the principal adviser that
is appointed by the PLCs to submit the additional listing application of new shares to
Bursa Malaysia will also submit the final list of placees to the exchange. However, this
information need not be disclosed or announced publicly by the PLCs.
AirAsia’s private placement
Let’s examine AirAsia Group Berhad’s private placement exercise which has been
hogging the headlines recently.
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In January this year, AirAsia proposed to raise up to RM454 million (assuming indicative
issue price of 68 sen) via private placement of up to 20% of its share capital to third
party investor(s) to address the group’s immediate cash flow requirements.
The exercise which is expected to be completed by 1QFY2021 will increase AirAsia’s
share base to 4 billion shares from the existing 3.3 billion.
On 19 February (Friday), AirAsia completed the first tranche of its proposed private
placement comprising 369.8 million new shares or 11% of its pre-exercise share base
at an issue price of 67.5 sen. The issuance raised proceeds of about RM250 million.
Subsequently, Hong Kong investor Stanley Choi Chiu Fai emerged as a substantial
shareholder of AirAsia after acquiring 167.1 million shares or a 4.17% stake through the
private placement exercise. This brings his accumulated stake in AirAsia to 332.5 million
shares or 8.96%.
Before the placement at 67.5 sen per share was announced, AirAsia was hovering
around 70 sen - 80 sen.
On 23 February, two days after AirAsia’s announcement on completion of the first
tranche placement, the budget carrier’s share price surged as much as 14 sen or
17.17% to an intraday high of 95.5 sen, from the closing price of 81.5 sen the day
before.
Shares of AirAsia closed at 95 sen on 23 February.
The rise in share price has obviously widened the discount between price of
placement shares and market price.
Of course, there would be some shareholders who have noted the price difference
between the issue price of private placement (67.5 sen), and the market price (95
sen) – which is an appealing scenario indeed.
Shareholders may be wishing that there was a rights issue instead as they will then be
able to subscribe for AirAsia shares, presumably at a rights issue price of around 67.5
sen, as they would be in the money. At the same time, they could avoid the dilutive
effect arising from the placements.
However, there is no guarantee as to what the price will be when they get the rights
shares. On the company’s part, if it needs the money urgently and does not have the
luxury of time, it will resort to raise monies through a private placement exercise.
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Is the private placement mandate being abused by PLCs?
Given that AirAsia needed cash since early last year, the company would have had
more than enough time to raise funds via a rights issue. But would the market
sentiment and shareholders risk appetite be in favour of AirAsia back then? Maybe
the market conditions then were not ideal for a successful rights issue.
On the flip side, maybe a rights issue was not an option for AirAsia as the existing
substantial shareholders may not want to undertake or subscribe the rights shares. The
undertaking from substantial shareholders is important to ensure that the minimum
subscription level is achieved for a successful rights issue exercise.
In AirAsia’s case, there may be compelling reasons for a private placement as the
preferred choice for fund raising – the airline is in dire need of massive fund injection
at the shortest possible timeframe to keep it afloat.
Moreover, given AirAsia’s cash-strapped situation, which emanated from the adverse
effect of global travel restrictions in the aviation industry, it is unlikely that banks would
extend credit to the ailing low-cost carrier at a reasonable cost.
In this regard, Bursa Malaysia’s good intent of temporarily raising the 10% private
placement general mandate to 20% during the height of the COVID-19 pandemic
last April has benefited financially distressed PLCs like Air Asia.
Nevertheless, as the mandate was issued on an across-the-board basis – as opposed
to case-by-case basis – it will not be far-fetched to assume that there are some PLCs
which are taking advantage of the private placement mandate to raise funds when
it would have been more equitable to all shareholders had they raised the fund
through a rights issue.
Some companies have earmarked, well in advance, that the proceeds from their
respective private placement exercises are intended to fund specific projects or to
acquire certain machineries; questions then abound as why they did not pursue a
rights issue instead.
A rights issue will not dilute the stake of shareholders.
Moreover, if the PLC is a company with a proven track record of generating value for
shareholders, minority shareholders will not hesitate to partake in the rights issue
exercise to support their companies.
After all, by subscribing the rights shares, minority shareholders do not only prevent a
potential dilution to their shareholding but can also expect their investment to
appreciate over time.
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Private placement vs rights issue
Therefore, if the primary objective is to raise fund for value accretive expansion or
project, a rights issue should be the preferred choice. That way, every minority
shareholder will have an opportunity to participate in the growth of the Company.
Shareholders who are not keen on exercising their rights can always sell their rights
entitlement in the marketplace provided the rights are undertaken on a
renounceable basis.
Regardless of the size of the placement, the newly issued shares will, to some extent,
have an immediate dilutive effect on earnings per share and net assets per share of
the PLC given there will now be more shares in circulation.
In other words, the dilutive effect to minority shareholders is equal and proportionate
to the size of the placement. In addition, concerns arise as to how long it will take
before value can be accreted to the shares.
In fact, there is an argument that regards private placements as pre-emptive rights
for selected investors to access price-discounted shares. After all, the placees are
often a selected group of unknown investors – whose identities are never revealed or
whose motivation to participate in the exercise is as good as anybody’s guess.
Regulators should perhaps intervene by being more stringent in the approval process
of the private placement exercise.
This can be by means of requiring companies to identify their placees and offer
disclosing their credentials to demonstrate their worthiness to be recipients of pricediscounted placement shares.
Likewise, there should be disclosure on how the placees are able to add value to the
company in the short, medium and long-term. Last but not least, the proposed
utilisation of proceeds must be specific.
In China, market regulators are currently re-examining restrictions such as limits on the
sale of shares bought via private placement and the mechanism for pricing shares in
private offerings.
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❖

Should settlements that trigger the percentage ratios under the LR be subject to
shareholder approval?

Paragraph 10.07 (Chapter 10 – Transactions) of Bursa Securities Listing Requirements
(LR) requires listed issuers to seek shareholders’ approval in relation to transactions with
percentage ratio of 25% and above.
The word “transaction” in this context refers to the acquisitions and disposals of assets
by a listed issuer and its subsidiaries.
The purpose of this LR is to allow shareholders to have a say on material acquisitions
and disposals transaction which will have a material impact on the shareholders’
value in terms of net assets, net profit or market capitalization of the PLC.
In the same vein, should a material settlement which triggers the percentage ratios
also be subject to shareholders approval? Should the spirit of the percentage-ratio
requirements in the LR be applied? Shouldn’t the shareholders, who are also the
owners of the PLC, have a say in the way the assets of the company are being used?
Maybe, it did not cross the mind of regulators when drafting the rules because the
recent AMMB Holdings Berhad settlement was indeed ‘unprecedented’. It may now
be time to re-examine the definition of “transaction”.
Had the definition of “transaction” in Chapter 10 of LR included settlements, AMMB
would have been obliged to call for an extraordinary general meeting to seek
shareholders’ approval of its RM2.83 billion settlement with the Malaysian government
as it had triggered the 25% threshold for percentage ratio compared to the market
value of all the ordinary shares of the Company (Paragraph 10.02 (g)(v) of LR).
As for now, in our opinion, the LR does not require AMMB to call for an EGM to seek
shareholders’ approval for the settlement.

Devanesan Evanson
Chief Executive Officer
MSWG AGM/EGM Weekly Watch 15 – 19 March 2021
For this week, the following are the AGMs/EGMs of companies which are in the
Minority Shareholders Watch Group’s (MSWG) watch list.
The summary of points of interest is highlighted here, while the details of the questions
to the companies can be obtained via MSWG’s website at www.mswg.org.my.
Date & Time

Company
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Quick-take

17.03.21 (Wed)
10.00 am

Sunsuria attained revenue of RM197.1
million and net profit of RM29.1 million,
as compared to RM534.3 million and
RM135.5 million recorded in previous
year.

Sunsuria Bhd
(AGM)

In short, the property developer was
adversely affected by various levels of
the MCO.
One of the points of interest to be raised:
Company
Sunsuria Bhd
(AGM)

Points/Issues to Be Raised

The Group is venturing into the healthcare business via a joint
venture with Dr Tan Bo Ren, owner of Boren Healthcare, a
homegrown group of healthcare providers that provides luxury
medical care, ranging from aesthetics, dentistry, and general
medicine to postpartum confinement care. (page 9 of Annual
Report)
a) What is the expected Capital Expenditure required to operate
this health care business?
b) Where is the healthcare business located?
c) When is the healthcare business expected to contribute profit to
the Group’s bottom line?

MSWG TEAM
Devanesan Evanson, Chief Executive Officer, (devanesan@mswg.org.my)
Linnert Hoo, Head, Research & Development, (linnert.hoo@mswg.org.my)
Norhisam Sidek, Manager, Corporate Monitoring, (norhisam@mswg.org.my)
Lee Chee Meng, Manager, Corporate Monitoring, (chee.meng@mswg.org.my)
Elaine Choo Yi Ling, Manager, Corporate Monitoring, (elaine.choo@mswg.org.my)
Lim Cian Yai, Manager, Corporate Monitoring, (cianyai@mswg.org.my)
Ranjit Singh, Manager, Corporate Monitoring, (ranjit.singh@mswg.org.my)
Rita Foo, Manager, Corporate Monitoring, (rita.foo@mswg.org.my)
Nor Khalidah Mohd Khalil, Executive, Corporate Monitoring, (khalidah@mswg.org.my)
DISCLOSURE OF INTERESTS
•With regard to the companies mentioned, MSWG holds a minimum number of shares in all
these companies covered in this newsletter.

DISCLAIMER
This newsletter and the contents thereof and all rights relating thereto including all copyright is
owned by the Badan Pengawas Pemegang Saham Minoriti Berhad, also known as the Minority
Shareholders Watch Group (MSWG).

Page 6 of 7

The contents and the opinions expressed in this newsletter are based on information in the
public domain and are intended to provide the user with general information and for
reference only. Best efforts have been made to ensure that the information contained in this
newsletter is accurate and current as at the date of publication. However, MSWG makes no
express or implied warranty as to the accuracy or completeness of any such information and
opinions contained in this newsletter. No information in this newsletter is intended to be or
should be construed as a recommendation to buy or sell or an invitation to subscribe for any,
of the subject securities, related investments or other financial instruments thereof.
MSWG must be acknowledged for any part of this newsletter which is reproduced.
MSWG bears no responsibility or liability for any reliance on any information or comments
appearing herein or for reproduction of the same by third parties. All readers or investors are
advised to obtain legal or other professional advice before taking any action based on this
newsletter.
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