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Optimizing Debt Restructuring: Exploring a New Debt Financing Instrument in Debt Overhang
Entity Risk Management
RONG Xi' FAN Zeyu’
(1.Shenwan Hongyuan Securities Co., Ltd.; 2.China Merchants Securities Co., Ltd.)

Abstract It is difficult to achieve optimal benefits for both debtors and creditors in the process of debt restructuring.
In order to protect the interests of creditors, debt restructuring financing instruments can be used to manage the risk
of debt overhang while preventing the "undervaluation" of assets and ensuring protection of the regional financial
environment. The structure, terms and management of debt restructuring financing instruments draw on some of the
advantages of various financial instruments such as covered bonds, sustainability-linked bonds, and TLAC (total
loss absorption capacity) bonds. Debt restructuring financing instruments are initiated by the actual controller with
disposal capacity over the debtor's assets. They are created and issued by special purpose vehicles. The feasibility of
using debt restructuring financing instruments, requires careful attention and further discussion, particularly as to bond
ratings, the impact on local government debt, and the alignment with existing legal procedures and regulations.
Keywords Debt Restructuring, Special Purpose Vehicle, Asset Evaluation and Disposal, Financing Instruments
JEL Classification G24 G32 G34
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