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the pandemic continues. Its group CEO Tan
Sri Tony Fernandes has said that the airline
has raised over RM2.5 billion to date.

“We have plans to raise up to RM400
million in additional capital this year. This
will ensure sufficient liquidity to ride out
the effects of the pandemic in 2022,” he said.

However, this reassurance failed to prevent
the recent selldown in Capital A shares.“On
a balance of probabilities, the investors did
not want to take the risk because the one-
year time frame [to regularise its financial
condition] is fast approaching,and prefer to
move their investments elsewhere,” MSWG's
Devanesan says.

In a Jan 17 report, CGS-CIMB Research
aviation analyst Raymond Yap estimated that
Capital Awill need a RM7.385 billion boost to
its shareholders’ funds on a pro forma basis
as at Sept 31,2021, in order to be removed from
the PN17 classification, which he thinks will
be extremely challenging to achieve.

Still, Devanesan does not expect shares
of other companies facing PN17/GN3 status
to witness heavy selling pressure like that
of Capital A “given that the market has al-
ready factored this into their share price”.

Etiga Insurance and Takaful chief strate-
gy officer Chris Eng Poh Yoon concurs. “For
stocks that don’t have a large institutional
following,I don’t think their share price will
react so much.”

He says in the case of Capital A, the PN17
classification has negative implications for
its share price because some institutional
investors have mandates that prevent them
from investing in such companies.

“For example,some funds are not permit-
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ted to invest in ACE Market-listed companies
even though the fund managers may think
highly of the stock. And this investment
mandate differs from one fund to another.

“It is like a company dropping out from
the shariah-compliant list. If that happens
to a stock in a takaful fund, they would have
to sell off the shares even though they think
six months later the stock will be back on
the shariah-compliant securities list. They
still have to sell off the shares first because
the investment mandate says so,” Eng says.

“Also, some retail investors probably
thought Capital A would be able to get the
appeal accepted while some might be una-
ware that there was a risk of it being clas-
sified under PN17,” he adds.

An investment banker, who asked not
to be named, believes the recent selldown
in Capital A shares is just retail investors’
knee-jerk reaction. He says aviation stocks
like AirAsia will remain volatile, influenced
by news flow on travel.

While some quarters believe 2022 will
be a recovery year for the travel and tour-
ism sector, the International Air Transport
Association has said that a full recovery to
2019 levels will only happen in 2024.

Sleving through companies

In financial distress

“There are basically two types of PN17 com-
panies: Those on the way to becoming insol-
vent,and those, like Capital A, that primarily
triggered the PN17 criteria because of certain
parameters that Bursa has set,but still have
a viable future. Capital A just needs time to
regularise its financial condition. It is a func-

tion of how fast it can rebuild its business,”
the investment banker says.

A check on the local bourse reveals that
Malaysia Pacific Corp Bhd has been the
longest-standing PN17 listed issuer since
November 2014, when its external auditors
had expressed a disclaimer opinion in its
audited financial statements for the finan-
cial year ended June 30, 2014. After several
extensions, the property firm has yet to
submit its proposed regularisation plan to
Bursa. Last Friday, it was granted more time
— until June 30 — to do so.

“For Capital A, it still has a solid underly-
ing business. Financially, it is still not out of
the woods.It wants to be the No 1 ride-hailing
and food delivery company in Asia. To me,
1 give it a fair shot at being able to rebuild
its business,” the investment banker adds.

According to CGS-CIMB Research’s Yap,
Capital A has until the end of 2022 to submit
a regularisation plan to Bursa for approval,
afterwhich it will have six months to execute
the plan. It will then need to apply to Bursa
to lift the airline from its PN17 status.This
comes with the condition that the airline
registers net profit for two consecutive quar-
ters immediately after the completion of the
implementation of the regularisation plan.

Is there hope for distressed companles
without rellef measures?
Meanwhile,PN17 companies whose 12-month
deadline to submit their regularisation plan
is coming up soon include in-flight cater-
ing service firm Brahim’s Holdings Bhd and
public bus operator Konsortium Transna-
sional Bhd (KTB).

Brahim’s has until Feb 27 to submit its
regularisation plan, or face delisting. In its
latest filing with the exchange on Feb 3, it
warned that it is unlikely to be able to fi-
nalise and submit its regularisation plan to
Bursa for approval within this time frame
and hence, it intends to seek an extension
of time from the regulator.

Likewise, all eyes are on KTB to see if it
can submit its plan to address its financial
condition by April.

It also remains to be seen whether Alam
Maritim Resources Bhd, Marine & General
Bhd, Ireka Corp Bhd, Impiana Hotels Bhd
and Sarawak Cable Bhd can avoid becom-
ing PN17 companies. All except for Ireka
have until 2023 to rectify their financial
condition.

Ireka’s PN17 relief period ends on Feb 26,
but it announced on Feb 8 that it had sought
an extension to the waiver from Bursa.The
group triggered the financially distressed
company status in August 2020 after its au-
ditor flagged a material uncertainty related
to its ability to continue as a going concern
regarding its accounts for the financial pe-
riod ended March 31,2020.1ts shareholders’
equity of RM77.51 million fell to less than 50%
of its share capital of RM181.29 million as at
March 31,2020,owing to the loss recorded by
its associate Aseana Properties Ltd, whose
business had been significantly affected by
the pandemic.

Nevertheless, Ireka’s latest results for the
quarter ended Sept 30, 2021, show that its
shareholders’ equity has fallen to RM32.44
million — representing 17% of its share cap-
ital of RM192.35 million. a




