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RETHINK, RESET
AND REBOUND AS A ;
PATHWAY TO RECOVERY

2020 has been a year like no other with COVID-19 changing the way we live, work and the
overall business landscape. It has accelerated the push for digitalisation with people purchasing
most of their items online, working from home and closing business deals through virtual
negotiations on platforms such as Zoom, Skype or MS Team.

Governments around the world have rolled out various measures and stimulus packages to
mitigate the difficulties faced by people and businesses. In Malaysia, the government has rolled
out its largest expansionary budget for 2021, various stimulus measures, and with the signing
of the Regional Comprehensive Economic Partnership (RCEP) free trade agreement, is creating
a path towards recovery. Wong Kee Hooi and Cheang Chee Kong of Zaid lbrahim & Co.
(a member of ZICO Law), shares their thoughts and hopes for Malaysia’s pathway to recovery
in 2021.
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To say 2020 has been challenging is an understatement. It has been
a very difficult year, and to some who have lost their loved ones,
jobs or businesses, a devastating one!

COVID-19 has changed the way we live and the landscape in which we
conduct our businesses forever! Where possible, we now purchase
most of our items online, work from home and close business deals
through negotiations on Zoom, Skype or MS Teams. A silver lining,
is that we are now able to work more expeditiously than we ever
could imagine possible due to digitalisation. We have also emerged
more resilient by overcoming the challenges of having to work and
operate businesses remotely.

HIGHLIGHTS OF BUDGET 2021

The key theme of Budget 2021 is to focus on driving economic
development and has been formulated to achieve three integral
goals, namely, the well-being of the people, business continuity, and
economic resilience.

2021 will be a transition year for the economic recovery phase with
revitalised growth and restored investor and consumer confidence.
Allocations will be made towards facilitating recovery through, among
others, reviving business activities, developing public infrastructure as
well as promoting upskilling and reskilling programmes.

Investments in primary sectors

including medical devices.

infrastructure and public transportation sectors.

Digital Connectivity Infrastructure

services.

Malaysia.

RETHINK, RESET AND REBOUND AS A PATHWAY TO RECOVERY

Governments around the world have been rolling out various
measures and stimulus packages in trying to mitigate the difficulties
that businesses and their citizens are going through. Malaysia is no
different. The Government passed its largest expansionary budget
for 2021 valued at RM322.54 billion, which is approximately 20.6%
of Malaysia’s GDP,! (“Budget 2021”), rolled out various stimulus
packages and together with 14 other nations, signed the Regional
Comprehensive Economic Partnership free trade agreement (“RCEP”)
on 11 November 2020.

Under Budget 2021, the Government has allocated RM69 billion as
development expenditure and a significant portion of the allocation
will be channelled towards programmes and projects with
high-multiplier impact to promote economic growth.

Notably, there are extensions of tax incentives until 31 December 2022
to encourage manufacturing businesses to relocate to Malaysia, and
undertaking of key infrastructure projects.

. KEY PROJECTS AND INFRASTRUCTURE DEVELOPMENT ALLOCATIONS UNDER BUDGET 2021

RML1 billion to encourage investments in technology, including R&D for the electronic and aerospace industries.
RM500 million to support companies involved in advanced technology and innovation.
RM1.4 billion to support the development of the domestic supply chain and increase the development of local products

RM3.7 billion to extend several schemes for maritime and logistics development, sustainable development, tourism

e RM?7.4 billion for the Malaysian Communications and Multimedia Commission (MCMC) to build and upgrade broadband

e RM500 million to implement the National Digital Network initiative (“JENDELA”) to ensure connectivity of 430 schools in

© RM42 million under JENDELA to improve connectivity in 25 industrial areas.

1 Ministry of Finance, ‘Budget 2021 Benefits’ <http://www1.treasury.gov.my/manfaat/index-en.html>.
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Transport Infrastructure Development

e RM15 billion to fund the Pan-Borneo Highway, Gemas-Johor Bahru Electrified Double-Tracking Project and Klang Valley
Double Tracking Project.

e RM3.8 billion to fund several large infrastructure projects such as the Second Phase of the Klang Third Bridge in Selangor,
Central Spine Project with the new alignment from Kelantan to Pahang, bridge across Sungai Marang in Terengganu, Federal
Road connecting Gerik, Perak to Kulim, Kedah, Phase 3 of the Pulau Indah, Klang Ring Road, Selangor and Cameron Highlands
Bypass road, Pahang.

¢ The Federal Government of Malaysia will also continue several key projects such as the Rapid Transit System Link from Johor
Bahru to Woodlands, Singapore (RTS), and MRT-3 in the Klang Valley (MRT-3).?

Environment and social issues

e RM10 million for island waste management projects in Johor and Terengganu.
e RM400 million for the preservation of natural resources through the TAHAP initiative.

e RM100 million for NGOs involved in job creation, addressing social issues and environmental protection. This grant will be
matched with a RM100 million grant from Government Linked Companies (GLCs).

e RM2 billion to continue the Green Technology Financing Scheme 3.0.
e Government to build urban transformation centre in Lembah Pantai with the assistance of the private sector.

Other Infrastructure Development

e RM780 million for developments in five regional corridors of economic development (i.e. IRDA, ECER, NCER, SCORE and
=403
S

SDC).

e RM5.1 billion for development expenditure in Sabah and RMA4.5 billion for development expenditure in Sarawak for
upgrading of water, electricity, road infrastructure, health and education facilities.

e Employee Provident Fund (EPF) to proceed with RM50 billion Kwasa Damansara development, which includes commercial
and residential properties. It is expected to generate 100,000 jobs.

Infrastructure development expenditure would have spill-over manufacturing and construction sectors. When completed, such
effects across various industries boosting business and employment infrastructure projects will enhance logistical connectivity and benefit
opportunities in the tourism, hospitality, education, retail, transport, the manufacturing sector of Malaysia.

. IMPORTANCE OF PUBLIC-PRIVATE-PARTNERSHIP

In Malaysia, it is common for mega infrastructure projects to leverage on  The private sector has a strong track record, based on past mega
the private sector for funding. development projects, of coming up with innovative ideas to
implement projects in a more financially expedient manner.

Numerous mega infrastructure projects, have been fully or partially

funded by the private sector via the Public-Private-Partnership structure ~ We expect health care, digital development and green infrastructure
(“PPP”). Examples include expressways in Peninsular Malaysia such as  will be the main high potential areas for PPP implementation in
the North-South Expressway. Malaysia. There is a greater need to strengthen the country’s health care
system to ensure health security, accelerate technological adoption to
enhance resilience, and green growth to further the nation’s

Traditional PPP arrangements are where the private party sustainability and decarbonisation agenda.

raises funds to finance the whole or part of the assets that
will deliver the services based on agreed performances. Either The reality is that infrastructure spending is required as an economic
the public sector will compensate the private party for these stimulus measure and PPP is a means to deliver infrastructure. The

services, or the private party may recoup its investments Government would need to work towards putting in place more

from the users of such assets directly. resilient PPP and contractual frameworks going forward to ensure that
such PPP can be effectively procured and implemented in a constantly
fluid and evolving landscape.

It is during this unprecedented time that the collaboration between
the Government and the private sector becomes even more crucial to
support and revive and country’s economic activities.

2 While the High Speed Rail Project between Malaysia and Singapore (HSR) was originally included in the Budget, the Government subsequently announced the

cancellation of the HSR project on 1 January 2021.
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STIMULUS PACKAGES AND LOAN MORATORIUM

To weather the impact of COVID-19, the Government has rolled out direct and indirect tax measures, employment-related measures and economic

Z ZICO llaw

stimulus measures.

Measures introduced to date:

Economic
Stimulus Package

RM20 billion

National Economic
Recovery Plan
(PENJANA)

PRIHATIN Package
RM10 billion

Kita PRIHATIN Package
RM10 billion

Additional
PRIHATIN Package

RM10 billion

Perlindungan Ekonomi
& Rakyat Malaysia
Assistance Package

Tax incentives

e To encourage foreign manufacturing
companies to relocate to Malaysia,
the income tax rate will be capped
at a range between 0% to 10% for 10
years.

Non-resident individuals holding key
positions for strategic new investments
relocating their businesses to Malaysia
will get a special tax treatment of 15%

RM35 billion

Notwithstanding the above measures, there have been further calls for
the Government to consider introducing additional stimulus measures
to support the economy and private consumption.

This was particularly so when the reintroduction of the Movement
Control Order (“MCO”) 2.0 in 2021, to curb the spread of COVID-19,
exacerbated further the already weak business market conditions
resulting from the earlier lockdown in 2020.

The six months blanket loan moratorium, which ended on 30 September
2020, was further extended for targeted groups (depending on
borrowers’ situations and at the banks’ discretion) by an additional

(PERMAI) .
o for five years.
RM15 billion
three months. This provided a breather to businesses and borrowers
alike in overcoming this challenging period.

According to the Association of Banks in Malaysia (ABM) and the
Association of Islamic Banking and Financial Institutions Malaysia
(AIBIM), as at 31 December 2020, over 1.3 million applications for
repayment assistance had been received, with an approval rate of
95%.% The associations in a joint statement made on 17 January 2021,
announced that the banking industry stands ready to assist borrowers/
customers in light of the reintroduction of the MCO in a number of
states and federal territories, including an extension of the repayment
assistance for victims of recent floods in several states.

REGIONAL COMPREHENSIVE ECONOMIC PARTNERSHIP (RCEP)

Even before COVID-19, ASEAN is already seen as a force to be reckoned,
with great potential for robust growth. Members of the Association of
Southeast Asian Nations (ASEAN) made up almost half of the world’s

best performing developing economies with growth average of about
5% over the last 20 years.

-

RCEP Member States N

O 0P @ =0

China South Korea Japan Australia New Zealand Brunei Cambodia
Indonesia Laos Malaysia Myanmar Philippines Singapore Thailand Vietnam

RCEP is the world’s largest free-trade pact, encompassing 29.7% of
the world’s population and 28.9% of the world’s GDP.* To put matters
into perspective, the new free-trade bloc conceptualised by the RCEP

and the European Union combined. By 2030, RCEP is expected to add
a further USD186 billion to the world economy through improved
regional trade.®

is even larger than both the United States-Mexico-Canada Agreement

3 Tan Siew Mung, ‘Banks continue to offer repayment assistance, including extending existing moratorium, say ABM and AIBIM’, The Edge Markets, (18 January 2021).
4 Malaysia’s Free Trade Agreements, ‘RCEP’ <https://fta.miti.gov.my/index.php/pages/view/rcep>.

5 Alex Wolf, Julia Wang, Yuxuan Tang, ‘Who will benefit the most from the RCEP?’ (J.P. Morgan, 23 November 2020) https://privatebank.jomorgan.com/gl/en/insights/
investing/who-will-benefit-the-most-from-RCEP.
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The RCEP  contains  provisions on intellectual property,
telecommunications, financial services, e-commerce and professional
services. Essentially, it seeks to harmonise barriers and procedures in
regional trade and eliminate a range of tariffs on imports. The “rules of
origin” of the RCEP which defines where a particular product comes from
is the key feature of the RCEP. Parts or raw materials from signatories
used in a product would be treated equally which may encourage
businesses to relocate its supply chain into the region.

RETHINK, RESET AND REBOUND AS A PATHWAY TO RECOVERY

As a signatory to RCEP, it is anticipated that Malaysia will have: (i)
access to a larger market, (ii) the ability to source raw materials within
the region at a more competitive price, and (iii) a potential influx of
new investors seeking to relocate and integrate its supply chain within
the region. Therefore, it is important for Malaysia to enhance its
foundation in anticipation of the coming into effect of the RCEP.

“The signing [of the RCEP] will also send a positive signal to the world that Malaysia, together with the other RCEP countries, has chosen
to open our markets instead of resorting to protectionist measures during this difficult time. ... We strongly believe that viewed holistically,
RCEP will be able to attract even greater investments that will benefit the region as a whole. Malaysia is also confident that RCEP
can be used as one of the economic recovery tools against COVID-19. The implementation of this agreement [the RCEP]
will help to ensure opening of markets as well as uninterrupted supply chain.”

Press release of the honourable Minister of International Trade and Industry of Malaysia, Dato’ Seri Mohamed Azmin Ali®

In a recent study, Malaysia ranked 4th among 17 economies in
an assessment comparing the economy’s competitiveness as a
manufacturing hub. Evaluating a total of 23 cost factors that impact
the cost of doing business, the study validates Malaysia’s aspirations
to become a global supply chain hub in the region.” With the
objectives of RCEP in mind, it is hoped that the expansionary Budget
2021, together with the business support measures committed by
the Government, will create a conducive and attractive investment
environment to encourage more businesses, particularly the
manufacturing sector, to relocate its supply chain to Malaysia.

RETHINKING THE NEW NORMAL

The current pandemic has been seen as a wakeup call. It has taught
us the need to be aware of the fragility of our environment if we
do not take good care of it. We note a growing momentum on
environmental, social and governance (“ESG”) initiatives by Malaysian
clients last year as companies, shareholders and financiers place more
focus on ESG factors.

With clients becoming more ESG aware, we have received a lot more
instructions to review contractual terms and company policies to
ensure that ESG considerations are duly incorporated and reflected.
Companies’ corporate performance and executive compensation are
now being considered based on the ability of the company in meeting
its ESG priorities.

The signing of the RCEP, as well as the drive to implement the ASEAN
Power Grid, with Singapore embarking on a pilot project to import
100MW renewable energy from Malaysia, mark the commencement of
more collaborations in ASEAN. This paves the way for ASEAN to emerge
much stronger as an economic caucus, leveraging on each other’s
complementary strengths and contributions to the overall value chain.

ZICO Law can attest to the dynamism that can be created through the
collaborations across the ASEAN nations as we are in a better position to
assist our clients navigate their business investments seamlessly across
the ASEAN nations with our presence in all 10 ASEAN countries.

ESG factors such as environmental compliance, corporate values and

reputation are also increasingly seen as essential drivers for mergers

and acquisitions, as a lot more emphasis is put on the sustainability

of the business in the long run. As such, legal due diligence will more

deliberately involve assessing if the target company:

e has put in sufficient procedures to ensure compliance with
environmental requirements, climate change adaptation and
reduction in greenhouse gas reduction measures;

e operates without unsafe or abusive labour practices;
¢ has a satisfactory human rights and community engagement record;

¢ has sufficient data protection, privacy and anti-corruption practices in
place; and

e generally has a reputation of satisfactory legal and regulatory
compliance.

& Ministry of International Trade and Industry, ‘Regional Comprehensive Economic Partnership (RCEP) Ministerial Meeting’ (11 November 2020) <https://www.miti.
gov.my/miti/resources/Media%20Release/Press_Statement_Regional_Comprehensive_Economic_Partnership_(RCEP)_Ministerial_Meeting,_11_November_20201.

pdf>.

MIDA, ‘Malaysia Continues to be a Vibrant Manufacturing Hub, Recording RM65.3 Billion of Approved Investments in the Manufacturing Sector for Jan — Sept 2020,

(9 November 2020) <https://www.mida.gov.my/media-release/malaysia-continues-to-be-a-vibrant-manufacturing-hub-recording-rm65-3-billion-of-approved-
investments-in-the-manufacturing-sector-for-jan-sept-2020/#:~:text=to%20Agency%20Partners-,Malaysia%20Continues%20t0%20be%20a%20Vibrant%20
Manufacturing%20Hub%2C%20Recording%20RM65,Sector%20for%20Jan%20%E2%80%93%20Sept%202020&text=0%20billion%20in%20669%20projects,per%20

cent%20in%20capital%20investments>.
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There are requirements for covenants on detailed reporting and disclosure
of any new ESG issues that may arise with indemnity arrangements being
demanded for known ESG issues.

The ability of businesses to access capital is increasingly being linked
to their ESG ratings and performance. Large institutional asset
managers such as BlackRock, a global investment company with
around USD7 trillion in assets under management, announced that its

THE PATHWAY FORWARD

More than three-quarters of people around the world are optimistic
that 2021 will be a better year than 2020.° According to a Bloomberg
study that gauges the outlook of some developing countries for 2021
based on 11 indicators of economic and financial performance, Malaysia
is ranked fifth among 17 other developing countries.*®

“For 2021, our economy [Malaysia’s economy] is expected to recover
and expand at a rate between 6.5% to 7.5%. This is in line with
the proactive measures undertaken by the Government through
the economic stimulus packages, the Budget 2021 initiatives and

supported by recovery of the global economy, which is forecasted
to rebound by 5.2%".

Tengku Dato' Sri Zafrul Tengku Abdul Aziz, Budget 2021
Parliamentary Speech

As the Chinese saying goes, in every crisis, there are opportunities.

Going forward, there are opportunities from the ESG areas, particularly
environmental and sustainability-driven opportunities. Green growth
opportunities are abound across massive sectors such as energy,
mobility, and clean agricultural technology. The use of renewable energy
is on the rise with increased awareness of climate change. The
implementation of the ASEAN Power Grid will also open the door for
more opportunities in Malaysia. Opportunities are also abound in
electric vehicles and battery manufacturing, given that our neighbouring
country, Indonesia, has raw materials available for such development.

What COVID-19 has demonstrated is the need to operate with
speed and agility. To stay ahead of the competition, particularly
when countries are all vying for investors, Malaysian regulators
have to respond with speed, creativity and nimbleness, establishing
clear guidelines and promote thoughtful collaboration with the
private sectors.

RETHINK, RESET AND REBOUND AS A PATHWAY TO RECOVERY

investment decisions will be driven by ESG performance. Commercial
lenders are also increasingly considering ESG factors in their lending
decisions.

BlackRock has stated in its 2021 Global Outlook that, “contrary to past
consensus,” it expects that the shift to sustainability will “help enhance
returns” and that “the tectonic shift towards sustainable investing is
accelerating”.®

While uncertainty remains as COVID-19 continues to affect us,
Malaysians have displayed resilience and fortitude in typical Malaysian
BOLEH spirit. From the full lockdown of 47 days from 18 March
2020, which caused the shutdown of many businesses and near total
standstill of the economy, we have learnt how best to cope and deal
with MCO 2.0 with 80% of the economic sectors being allowed to
operate, albeit with certain limitations. With the availability of the
vaccine in the near horizon, we believe that positioning for a post-
pandemic scenario should remain the key focus and be optimistic
that there is a light at the end of the tunnel.

While we have shifted to remote working, only returning to office
when absolutely necessary, we have emerged more effective, efficient,
resilient and nimble. We certainly hope to be able to return to office
soon and when the time comes, we will surely not take for granted
even the simple joy of enjoying a catch up with our colleagues and
friends over a cup of coffee!

If the vaccines are proven to be effective, we could expect a rebound
in the economy. With the Government’s continuing strong fiscal and
monetary support, it will keep the business activities going.

As the saying goes, life needs to go on. To continue Malaysia’s growth
trajectory, we need to accept and embrace the reality that we would
never be able to go back to where we were but instead need to march
on to chart a better pathway ahead for ourselves.

We have proven that we can adapt to extraordinary circumstances.
We need to adjust and plan forward to shape a better country, society
and community, as well as more efficient and nimble organisations
to work in. Above all, we aspire to emerge as stronger and more
resilient individuals.

With the start of a brand new year, we ought to rethink, reset, rebound
and recover - here’s to a better 2021!

8 Philipp Hildebrand et al., 2021 Global Outlook A new investment order), (BlackRock, 2020) <https://www.blackrock.com/us/individual/insights/blackrock-

investment-institute/outlook>.

9 ‘Three in four people are confident 2021 will be a better year’, The Star (16 January 2021).

10 ‘Malaysia ranks highly among emerging markets’, The Star (23 December 2020).
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If you have any questions or require any additional information, you may contact Wong Kee Hooi, Cheang Chee Kong or the Zaid Ibrahim

& Co. partner you usually deal with.

Wong Kee Hooi
Partner

kee.hooi.wong@zicolaw.com
t.+603 2087 9862

Cheang Chee Kong
Senior Associate

chee.kong.cheang@zicolaw.com
t. +603 2087 9959

This article was edited by ZICO Knowledge Management.

Kee Hooi heads the Projects, Infrastructure & Utilities practice group. She provides
strategic and legal advice to sponsors, foreign investors, financiers and Government
bodies on structuring the development, construction and financing of major projects
across all sectors, from utilities, energy, infrastructure, construction to manufacturing.
She regularly advises clients across many industry sectors by providing insight into
the drivers, challenges and financing aspects of the sector including assisting with the
structuring of the clients’ commercial arrangements for participation and financing
of their projects and issues relating to compliance with legislative and regulatory
requirements.

Chee Kong is with the Projects, Infrastructure & Utilities practice group. He provides
legal advice to sponsors, foreign investors, financiers and Government bodies on
projects, infrastructure and utilities related matters. He regularly advises domestic

and foreign clients on the development, construction, operation and maintenance of
projects in the private power generation, manufacturing and renewable energy sectors.

All rights reserved. No part of this document may be reproduced or distributed in any form or by any means, or stored in a database or retrieval system, without

our prior written permission.

This article is updated as at 18 February 2021. The information in this article is for general information only and is not a substitute for legal advice. If you require

any advice or further information, please contact us.
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