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Malaysia
Debt-for-sustainability swap to spur recovery
The Covid-19 pandemic is stretching companies to their limits. Many businesses have become overleveraged.
They are battling with revenue losses, rising borrowing costs and declining cash flows. Amidst these
challenging times, the government’s stimulus packages and relief measures have provided some support for
businesses, keeping them afloat. However, as businesses struggled to cope with the new normal, there are
mounting concerns on what will happen when some of the government stimulus measures come to an end.
In this new, Covid-19 impacted reality, it is essential for companies to embed sustainability in their long-term
recovery and growth plans. At the same time, significant obstacles need to be overcome to repurpose assets
and capabilities for post-pandemic markets.
This is an opportune time for businesses seeking corporate restructuring to embark on a debt–forsustainability swap. Focusing on a debt-for-sustainability swap may offer the companies an avenue to address
corporate debt challenges while at the same time increasingly focus on sustainability.
A. The Covid-19 pandemic is stretching companies to their limits


The Covid-19 pandemic is stretching companies to their limits. Many businesses have become overleveraged. They are
battling with revenue losses, rising borrowing costs and declining cash flows. Amidst these challenging times, the
government’s stimulus packages and relief measures have provided some support for businesses, keeping them afloat.



However, as businesses struggled to cope with the new normal, there are mounting concerns on what will happen when
some of the government stimulus measures come to an end. Despite the banks’ having proactively engaging with their
customers and working with the businesses, concerns remained whether some of the borrowers will still be able to
meet their obligations. Those severely inflicted by the pandemic virus will embark on a financial restructuring route
while others may need to recapitalize their businesses.



Coronavirus fears have consumed investors as warnings over the potential of a rising debt load that could push
companies towards collapse are beginning to be tested. Even if policymakers put health concerns as the top priority,
plans on how to deal with unsustainable corporate debt burdens should start almost immediately. Taking steps now
will limit the number of bankruptcies and business closures. It can help speed up the recovery of the Covid recession.

B. Essential for companies to embed sustainability


In this new, Covid-19 impacted reality, it is essential for companies to embed sustainability in their long-term recovery
and growth plans. At the same time, significant obstacles need to be overcome to repurpose assets and capabilities for
post-pandemic markets.



As companies move towards a post-pandemic world, in order to mitigate risks, capture opportunities and shape their
future, they need to reinvent their business models in favour of more sustainable options – an approach that will not
only help them weather the current environment, but also provide a competitive advantage.
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Companies should rethink of their goals in an environment that increasingly values resilience, sustainability and
inclusiveness. They should use the Covid-19 crisis as an opportunity to review how their business model fits into the
broader context of Sustainable Development Goals (SDGs). Progressive companies already know that sustainability and
profitability go hand in hand in the long run.

C. Opportune time to embark on debt–for-sustainability swap


In a post-Covid-19 world, it will no doubt look different in many ways. Emphasis on sustainability as recovery takes place
will continue. To survive and thrive in a post-Covid-19 environment, companies need to implement long-term
sustainability strategies that allow them to capture new opportunities, broaden their horizon and shape their postpandemic futures. In this new normal environment, survival alone is not enough.



This is an opportune time for businesses seeking corporate restructuring to embark on a debt–for-sustainability swap.
Focusing on a debt-for-sustainability swap may offer the companies an avenue to address corporate debt challenges
while at the same time increasingly focus on sustainability.



In pursuing the debt-for-sustainability swap in the context of corporate debt restructuring, an option is to have a
government-sponsored corporate debt restructuring fund. This corporate debt restructuring fund would buy from the
banks all non-performing loans from viable firms. The fund and firms would then exchange the loans at a prearranged
discount from the purchase value of the debt with a new loan based on sustainability compliance in the firms’ operations
or supply chains.



However, in this option, it is important for the government to take into consideration of its fiscal space – limitations as
well as debt sustainability concerns. More so with the record spending over the past few months. Another alternative
will be a well-designed approach that would leverage bilateral and multilateral development finance institutions, private
investors and private equity funds. It is to reduce the use of limited government financial resources. In both scenarios,
it could be done through a sustainability-linked loan (with measurable performance targets), a transition loan
(supporting green business practices) or other green instruments (such as green bonds).



In designing the debt-for-sustainability swap framework, it is important for the government to set objectives that will
enable a timely restructuring of debt and access to sustainability financing for viable firms. The government should also
facilitate the exit of non-viable businesses to avoid the rise of “zombie” firms. Identifying which firms are viable in the
long run is no easy task, however. The government should work closely with banks ― which are experienced in carrying
out such assessments ― to gather detailed data on firms and sectors.
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DISCLOSURE AND DISCLAIMER
This report is prepared for information purposes only and it is issued by AmBank (M) Berhad (“AmBank”) without
regard to your individual financial circumstances and objectives. Nothing in this report shall constitute an offer to
sell, warranty, representation, recommendation, legal, accounting or tax advice, solicitation or expression of views
to influence any one to buy or sell any real estate, securities, stocks, foreign exchange, futures, investment or
other products. AmBank recommends that you evaluate a particular investment or strategy based on your
individual circumstances and objectives and/or seek financial, legal or other advice on the appropriateness of the
particular investment or strategy.
The information in this report was obtained or derived from sources that AmBank believes are reliable and correct
at the time of issue. While all reasonable care has been taken to ensure that the stated facts are accurate and
views are fair and reasonable, AmBank has not independently verified the information and does not warrant or
represent that they are accurate, adequate, complete or up-to-date and they should not be relied upon as such.
All information included in this report constitute AmBank’s views as of this date and are subject to change without
notice. Notwithstanding that, AmBank has no obligation to update its opinion or information in this report. Facts
and views presented in this report may not reflect the views of or information known to other business units of
AmBank’s affiliates and/or related corporations (collectively, “AmBank Group”).
This report is prepared for the clients of AmBank Group and it cannot be altered, copied, reproduced, distributed
or republished for any purpose without AmBank’s prior written consent. AmBank, AmBank Group and its respective
directors, officers, employees and agents (“Relevant Person”) accept no liability whatsoever for any direct, indirect
or consequential losses, loss of profits and/or damages arising from the use or reliance of this report and/or further
communications given in relation to this report. Any such responsibility is hereby expressly disclaimed.
AmBank is not acting as your advisor and does not owe you any fiduciary duties in connection with this report. The
Relevant Person may provide services to any company and affiliates of such companies in or related to the
securities or products and/or may trade or otherwise effect transactions for their own account or the accounts of
their customers which may give rise to real or potential conflicts of interest.
This report is not directed to or intended for distribution or publication outside Malaysia. If you are outside Malaysia,
you should have regard to the laws of the jurisdiction in which you are located.
If any provision of this disclosure and disclaimer is held to be invalid in whole or in part, such provision will be
deemed not to form part of this disclosure and disclaimer. The validity and enforceability of the remainder of this
disclosure and disclaimer will not be affected.
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