
Flexibilites on Convertible Notes Offer
a Bridge Financing Solution to SMEs

The Securities Commission Malaysia (SC)
on 28 April 2020 announced that it would
grant flexibilities for businesses issuing
convertible notes to venture capital (VC)
and private equity (PE) firms registered
with the SC. These flexibilities will allow
businesses to lodge the issuance of their
convertible notes directly with the SC
without requiring the services of a
principal adviser. Lodgement fees will
also be waived, further lowering the
fundraising cost.

This would particularly benefit start-ups,
micro, small and medium-sized
enterprises (MSMEs) as well as small and
mid-cap companies, allowing the
fundraising process to be more cost-
effective and reduce time to market.

Convertible notes are typically used by
both VC and PEs as a form of short-to-
medium term bridge financing to
investee companies, allowing the
company to raise cash quickly to spend
on growth without the need to deal with
issues such as determining fair
valuations and diluting shareholders’
equity. These notes can serve as an
alternative fundraising instrument for
SMEs since structuring convertible notes
can be done quicker and at a lower cost
compared to equity financing.

Given the current economic situation due
to the pandemic, many SMEs are
struggling to ensure sufficient liquidity
and are fighting for the very survival of
their businesses. Facilitating the issuance
of convertible notes is therefore seen as
timely and can offer a means to a
temporary cash injection sorely needed
by SMEs to weather these challenges.
Additionally, convertible notes may be
preferred by VC and PE firms in this
current environment as the hybrid nature
of these notes offers some downside
protection while allowing investors to
enjoy the upside gains should the
investee company demonstrate growth.

The issuance of the convertible notes will
be facilitated through new requirements
in the Guidelines on Unlisted Capital
Market Products under the Lodge and

“The SC continues to explore measures to
ensure that the capital markets remain
accessible, particularly for MSMEs. This
initiative is part of a series of flexibilities
introduced to meet the funding needs
required to weather the current situation,
as well as to prepare businesses for
recovery beyond this crisis,”

Datuk Syed Zaid Albar, Chairman of the SC

Launch Framework. These new provisions
will outline criteria for eligible convertible
notes. This includes requirements for
convertible notes to be issued to and
transferable only between VC and PE
firms registered with the SC. There are
currently 124 VC & PE firms that are
registered with the SC, managing an
estimated total commitment of RM6
billion.

The SC has also simplified the lodgement
process by requiring only an electronic
submission of the requested information
via e-mail. These flexibilities will also be
provided for Islamic convertible notes, but
will be operationalised at a later date.
Eligibility criteria and requirements are
found in the LOLA Guidelines: http://
bit.ly/358Kf10, while further details on
the information required to be lodged with
the SC are set out in the Lodgement Kit
http://bit.ly/3bKRJJU.

JUNE 2020 CAPITAL MARKETS MALAYSIA NEWSLETTER

The Bulletin

Relief to Cash-Strapped
SMEs

Simplifying the Process





For the first time, in a significant global population lifetime, we
are facing a social crisis like never before. The COVID-19
pandemic has rewritten our rules of engagement, has
collectively reshaped our short-term norms and will impact our
mid and long term behaviors. For businesses, there are already
various predictions of life post the pandemic such as the
lessening of individual privacy, the rise of virtual working norms
and the de-globalization of supply chains.

From an environmental front, various reports have shown how
pollution has receded in many cities, a respite and a (small)
boost to our efforts against climate change. Many social media
messages are circulating, touting that this episode has
provided a much-needed breathing space for our overstressed
natural ecosystem. Closer to home, we have seen a 90% drop
of vehicles commuting in Kuala Lumpur during the restricted
movement period, with a back of envelope calculation based on
decreased consumption of petrol, providing a figure of 70
tonnes of carbon reduction per day. Compounding these
positives figures would be the drop in pollution halted mostly by
our idle local manufacturing, industrial and services sectors.

Corporate Sustainability Performance proving sustainable

According to a Bloomberg analysis, the average ESG
fund fell by about 12 percent this year. That’s a big
drop, but it’s just half the decrease seen by the S&P
500 Index over the same period. A separate analysis of
about 200 U.S. funds by Morningstar, a financial
services firm, also found that, although ESG funds have
taken a hit, they’re faring better than their conventional
counterparts and are overrepresented in the top
quartiles of their peer groups, in terms of their
performance.

Historical data proves that maintaining and increasing sustainability related investments pays off for business growth:

But behind such environmental positive news, there lies a dark
scenario of an impending economic crisis that could rival and
even exceed any recession we have seen in modern history.
Presently we are seeing the budding of such a scenario due to
the month-long movement control order, causing havoc on our
businesses and the government forced to step in by launching
the biggest stimulus package in our history. Despite the
stimulus, we are hearing that many SMEs will not survive this
testing period, with some predicting a 50% closure rate that will
result in 4 million Malaysians losing their jobs.

For the bigger Malaysian corporates, many have activated their
Business Continuity Plans and are bracing for tough times
ahead. Based on our engagement with several large
businesses from various sectors, all have shared that their
sustainability budget or slashed amidst uncertainty on the final
economic impact that the pandemic will have on their
organizations bottom line is reducing required investments for
a business to better perform on corporate sustainability, the
right thing to do during times of economic distress?

Accelerating Covid-19 Business
Continuity Plans with Corporate Sustainability
Faroze Nadar, Executive Director, Global Compact Network Malaysia

1

Unilever Indonesia serves the best practice case study.
During the 1997 Asian Financial Crisis, many
companies in Indonesia resorted to cost-cutting
measures such as downsizing and lowering production
costs. However, Unilever Indonesia (UI) used a different
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strategy that allowed them to capture a bigger market share
and a bigger profit margin by the end of the crisis. It maintained
its business relationships with the SMEs, in which large
numbers of people living in poverty were interacting with the
company value chain. Moreover, UI records show that the
number of permanent employees increased throughout the
financial crisis, and it began to purchase more ingredients
locally to focus on expanding the domestic market.

By 1999, UI had a record performance, with after-tax profits of
RM 140.7 million and in 2000, after-tax profits of RM 214.7
million. It has been able to expand and succeed when many
other firms have ceased to trade. Staff suggested ideas that
succeeded in reversing sales declines of 50 percent or more in
several categories during the onset of the crisis.

https://www.aljazeera.com/news/2020/03/world-coronavirus-pandemic-200326055223989.html
https://www.nytimes.com/2016/08/25/opinion/gridlock-comes-to-kuala-lumpur.html?auth=login-google1tap&login=google1tap
https://grist.org/energy/as-coronavirus-infects-markets-sustainable-funds-prove-their-mettle/
https://grist.org/energy/as-coronavirus-infects-markets-sustainable-funds-prove-their-mettle/
https://www.thestar.com.my/news/nation/2020/03/28/not-much-benefit-seen-for-smes-says-association-chief
https://www.unilever.com/Images/slp_oxfam-exploring-business-poverty-reduction-unilever-indonesia_tcm244-419293_en.pdf


In investing in sustainability practices, it is important for the
Malaysian private sector to understand that it is beyond
environmental factors. As the ESG name suggests, equal
importance needs to be placed on the Environment, Social and
Governance factors of an organization's internal and supply
chain operations. Beyond investors, many buyers and
consumers are becoming more sustainability risk averse in
their buying decisions. Where and how should Malaysian
businesses invest in being more sustainable?

It cannot be denied that the Malaysian private sector, both big
and small, are in for tough times ahead. However, data and
facts are proving that investing in being sustainable is a critical
business advantage for both large and SME corporations.

ESG funds are growing exponentially in size. According
to data from Morningstar Inc., a group of 300 mutual
funds that integrated ESG factors into their investment
decisions attracted $21.4 billion in new money in 2019,
compared with $5.4 billion in 2018.

Future trends are also singing the same tune:
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Malaysian banks are starting to offer Sustainability
Linked Loans (SLL) with cumulative value of several
billion ringgit. The first of the SLL loans by HSBC
Amanah was provided to Yinson Holding Berhad to
transition towards a low carbon economy actor.
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Since 2017, 10 SRI Sukuk have been issued with a total
value of RM4.3 billion. Anticipating the need and a new
wave of such financing, the Securities Commission has
recently launched their sustainable and responsible
investment (SRI) roadmap. This in part will support the
estimated RM45 billion Malaysia needs to finance its
long term sustainable development goals
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Sustainability Credential as a Business Advantage

Consider these innovation starting points:

In the coming business as usual scenario, accessibility to
investors and capital will be more dependent on a business's
sustainability credentials. In a recession scenario, where credit
will be harder to access, sustainable Malaysian business will be
at the forefront to unlock the new capital frontier of sustainable
finance. This in turn will provide the needed resources for
investment into sustainable technologies and innovative
approaches that will guarantee mid and long term business
growth.

At the J.P Morgan 5th Global ESG Conference held last week
(which was done in a virtual format), BlackRock (the largest
global fund manager) highlighted that COVID-19 represents a
sustainability crisis and mentions that this being far from a
“Black-Swan” event, is what risk experts would call a “Gray
Rhino”: a highly obvious, highly probable, but still neglected
danger. More importantly, Climate Change is another obvious
“Gray Rhino”. And in fact, the relationship between the two
Rhinos – Climate Change and Global Diseases – is well
established and growing.

Climate Change is the fundamental risk for ESG
investors. Hence, investing in Climate Change scenario
planning will enable businesses to be more resilient
and responsive to required mitigation and adaptation
requirements.
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How your supply chain behaves impacts your standing.
Depending on your industry, your suppliers can
constitute as much as 90% of your actual sustainability
impact. This makes knowing and managing
environmental and social supply chain risks top priority
for sustainability focused organizations.
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For SMEs, especially in the B2B space, this means that
your sustainability footprint is linked to your buyer’s
sustainability expectations, and non-conformity may
mean being excluded from purchasing decisions. A
scenario planning of the evolving sustainability
demands of your industry and buyers will allow for
future proofing your operations and products.
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Be as transparent, traceable and assured with your
sustainability data. Many investors rely on public data
to determine a sustainable business and having
accessibility to industry sustainability data will also
allow businesses to understand their own baseline and
set performance expectations.
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https://www-wsj-com.cdn.ampproject.org/c/s/www.wsj.com/amp/articles/coronavirus-pandemic-could-elevate-esg-factors-11585167518
https://www-wsj-com.cdn.ampproject.org/c/s/www.wsj.com/amp/articles/coronavirus-pandemic-could-elevate-esg-factors-11585167518
https://www.wsj.com/articles/top-esg-funds-are-all-still-invested-in-oil-and-gas-companies-11573468200?mod=article_inline
https://www.nst.com.my/business/2020/02/570065/hsbc-amanah-provides-rm200m-financing-yinson
https://www.sc.com.my/api/documentms/download.ashx?id=89dea0ab-f671-4fce-b8e4-437a2606507c
https://www.sc.com.my/api/documentms/download.ashx?id=89dea0ab-f671-4fce-b8e4-437a2606507c
https://markets.jpmorgan.com/research/email/-3n9rvl2/MCLvqlKcW0wsYbQFjrb2AQ/GPS-3312768-0
https://www.unpri.org/climate-change
https://www.unpri.org/climate-change
https://www.unpri.org/infrastructure/managing-esg-risk-in-the-supply-chains-of-private-companies-and-assets/615.article
https://www.theedgemarkets.com/article/start-thinking-about-sustainable-business-practices-smes-told
https://bursasustain.bursamalaysia.com/droplet-details/resources/ftse4good-bursa-malaysia-index


The COVID-19 pandemic will accelerate how sustainable
performance will be the new business innovation to remain
relevant; considering a consumer base that will now be highly
sensitized to both environment and social benefits and
expectations. Global Compact Network Malaysia in partnership
with Capital Markets Malaysia has launched a Center of
Excellence to enable the Private Sector to leverage corporate
sustainability as an engine of growth.

Taking cue from how HSBC Malaysia inspired the Malaysian
banking sector to waive compounding interest rates during the
loan moratorium period or at how Lazada has connected

Cameron Highland farmers to consumers to avoid produce
wastage, being unsustainable will only quicken the demise of
laggard companies. So, when deciding on and rolling out your
business continuity plans, corporate sustainability must be a
core part of it. To quote Philipp Hildebrand, Vice-Chairman of
BlackRock:

“We believe that the overall message is clear, COVID-19 and the
upcoming recession will not mark the end of the necessary
transition towards a more sustainable financial system and
economy. They could drive the “greatest reallocation of capital
of the 21st century”.

On Friday, May 15th 2020, the Climate Bonds Initiative (CBI)
held a webinar, providing three regulators a platform to discuss
their views on the green bond market. Sean Kidney, the CEO of
CBI moderated this discussion and was joined by the Deputy
Chief Executive of Securities Commission Malaysia (SC), Datuk
Zainal Izlan Zainal Abidin, the Commissioner of the Securities
and Exchange Commission (SEC) of the Philippines, Eph
Amatong, and the Assistant Secretary-General of the Securities
and Exchange Commission (SEC) of Thailand, Jomkwan
Kongsakul. We found the discussion timely and very interesting
– here are the quick takes.

The Green bond market has experienced rapid growth, with
Asia-Pacific being the second largest component after Europe.
Total issuance size across Asia currently stands at US$8.1
billion, with Malaysia recording a cumulative issuance of
approximately US$1.34 billion in green sukuk as of December
2019.

In Thailand, the launch of the investment governance code in
2017 was initiated to encourage integration of ESG factors in
institutional investors’ decision making process. The regulator
issued a handbook as a guideline to issuers, and provided
incentives such as fee waivers. Public listed companies are
required to upgrade their annual reports to the One-report
forinclusion of ESG responsibilities disclosures, and a
‘Negativelist’ is maintained as mutual agreement to not invest
in bad ESG firms. Furthermore, there is a provision of capacity

building and flexibilities for SMEs as assistance for the
application of the One-report concept.

In the Philippines, the first geothermal green bond was issued
in 2014. As of 2019, roughly USD 2 billion of green bonds have
been issued by local companies (in local currencies onshore
and in USD offshore). In 2019 alone there were 7 issuances
totaling up to USD 1.4 billion. Further observed was the yield
compression (yield charged) on bonds that tapped the
International Market; the Bank of Philippines Islands (BPI) was
able to issue a CHF 100 million Swiss-franc denominated green
bond with a negative yield. Additionally, some development
banks have programs to issue roughly PHP13billion worth of
green bonds within the year, post-Covid-19 Crisis.

In Malaysia, the terminology, Sustainable and Responsible
Investment (SRI) was formally defined in 2014, when the SC
established the SRI Sukuk Framework and its 5-I Strategy,
which paved the way for the first social sukuk issuance
(education related) in 2015 and the world’s first issuance of
Green Sukuk in 2017; A cumulative total of 10 SRI Sukuk have
been issued thus far. The SRI Roadmap was launched by the SC
in 2019, with 20 recommendations to develop the market.
2019 also saw the revision of the SRI Sukuk Framework which
acclimatized the framework to the current market
environmentand expanded the list of eligible projects which
now includes financial institutions as potential issuers. Further,
incentives are provided to investors, issuers and
intermediaries.

The Green Bond Market

ASEAN Regulators Talk
Green Bonds & Sukuk

https://www.theedgemarkets.com/article/global-compact-capital-markets-malaysia-unveil-centre-excellence
https://www.theedgemarkets.com/article/global-compact-capital-markets-malaysia-unveil-centre-excellence
https://www.edgeprop.my/content/1665905/hsbc-malaysia-says-loan-interest-wont-be-compounded-during-moratorium-period
https://waive compounding interest rates
https://www.worldofbuzz.com/from-30-march-you-can-buy-cameron-highland-vegetables-through-lazada/


Significant issuance of recovery bonds have been observed;
China’s 300 ‘Covid-19 bonds’ issued were partially green
bonds. These bonds conform with the Green Bond regulations
that investing activities must contribute to the community and
be aligned with social purposes.

Thailand has a strong pipeline of renewable energy and mega
projects (such as low carbon emission in transportation project)
which indicates potential growth in Green Bonds and a
matching demand and supply as there is excess in liquidity.

Green, Social and Sustainability (GSS) bonds can play a key role
in growing Philippines’ broader bond market as it appears to
attract a wider group of domestic and foreign investors. There
is anecdotal evidence of great compression and over
subscription of the GSS bond which indicates that it is a cost-
efficient alternative to raise funding while demonstrating
sustainability commitment and achieving market
differentiation.

While the immediate focus in Malaysia is on economic
recovery, a review of projects that requires funding from an
infrastructure, rebuilding and redevelopment perspective is
imperative as some would be aligned with the Green Agenda
which is relevant to Sustainable Financing. There is capacity to
raise USD 700million (approved but not yet issued) Green
Bonds and Sukuk immediately or as the need arises to fund
those projects.

Impact of COVID-19 formed an alliance as part of a government commitment and
are requesting PLCs and companies seeking for listing to
disclose their carbon emission information on their annual
report which will be made available to investors to form part of
their investing decisions. The SEC will be issuing disclosure
regulations that would form part of the criteria to issue Green
Bonds.

Most of the Philippines’ efforts revolve around the basis of
informing issuers and investors about the standards and
allowing them to make their own business decisions. As
commitment to a sustainable future, an inter-agency taskforce
was assembled within the government to create a common
understanding of the taxonomy of the Green products, Services
and standards for government building which embeds the
social responsibility criteria in the economic decision making.

In Malaysia, a paper on principles for taxonomy issued by Bank
Negara Malaysia is being circulated for industry feedback.
There are ongoing discussions (with Bank Negara) on how the
taxonomy should be put in place – whether mandatory or
voluntary – as awareness on Green Projects criteria can be
enhanced through taxonomy. However, the notion that
developments must be fit for Malaysia’s domestic purpose
must be maintained throughout.

SEC Thailand and Thailand Greenhouse Gas Organization have

Further Regulatory Support

To avoid deterrence of Green Bond issuance in Thailand, there
is provision of technical assistance to issuers during the initial
process. The next step would be to further educate investors on
the long term value creation of ESG. On a wider perspective,
there is a need of increased research (in ASEAN) in tracking the
correlation between green bond issuance and stock price
bounce; green bonds used as indicators to lower the risk of
investors’ portfolios.

Likewise, the Philippines is also emphasizing the provision of
guidance on green bonds criteria, disclosure requirements and
showcasing the business benefit to investors as well as the
provision of education to issuers and investors on the merits of
Green products.

Malaysia highlights the immense value of establishing of a
facilitative ecosystem. From an international perspective,
countries developing this segment should reflect on and
prioritize their own internal domestic needs whilst taking into
account factors that make local issuances internationally more
attractive. A further driving factor would be incentives as it does
help to kick start some relatively new market segments. A clear
message from Malaysia is that building an efficient ecosystem
is key.

Final Words

In March 2020, the chairs of all securities regulators in ASEAN
endorsed the Roadmap for the Sustainable Capital Markets in
ASEAN. The plan is to roll out a series of 15 recommendations
obtained from this Roadmap. Malaysia has identified and
prioritized 6 out of these 15 initiatives.

While the ASEAN Capital Market Green Bond Standards and
Sustainability Bond Standards sets an understanding of the
disclosure standards and provides a clear guide to Green,
Social or Sustainable bonds criteria in ASEAN, the
implementation of these standards is at the discretion of each
country’s domestic jurisdiction.

The ASEAN Capital Market
Forum's work on Green Finance


