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Sover ei gn bonds may be tined to take advantage of US rate cut (HL)

| shun P. Ahmad

THE Gover nnent' s next soverei gn bond i ssue, believed to be between US$1
billion and US$2 billion (US$1l = RMB. 80) in size, will likely betimedto
take advantage of a widely anticipated further cut in USinterest rates.

Borrowi ng costs have fallen in the past nonths but the prospect for
further savings is nudgi ng Mal aysia towards firm ng up plans to go to the
gl obal capital market, sources said.

Deal ers said the US Federal Reserve (Fed), which has been steadily
cutting interest rates, will likely continue to do so by between 50 and
100 basis points each tine in the near term

The US central bank has reduced short-terminterest rates five tines so
far this year, to 4 per cent from6.5 per cent, as part of efforts to
bol ster a fast decel erating econonmy. And there is strong talk that the Fed
woul d announce another cut at its nmeeting tomorrow.

The demand for Mal aysi an soverei gn bonds has neanwhil e i nproved and wil |
likely continue to see favourable trading in the com ng nonths, sources
said, adding that the newissue is now"a matter of timng".

"It is all about betting that spreads will narrow further on the back of
declining US interest rates, while yields and i nvestor sentinment renmain
stable," an anal yst said.

Mal aysi an sover ei gn bonds' spreads have becone attractive, with the
yield for debts maturing i n 2009 now standi ng at 7. 23 per cent, or about
205 basis points over US treasuries.

And wi th i nproved i nvestor sentinment in Mal aysi an papers, newi ssues
will likely be cost-effective, he added

Prime M nister Datuk Seri Dr Mahat hir Mohamad had on Friday said the
Governnent plans to issue international bonds to hel p fund vari ous
proj ects.

It would be Malaysia's first offering since Novenber 2000 when it sold
650 million euros of five-year bonds, and also the first US dollar
denom nat ed i ssue si nce 1999. Asked about the size of the i ssue yesterday,
Dr Mahat hir woul d only say:

"W borrow every year... | have been told that there is a need for us to
borrow, and I assunme we will be issuing bonds again."

It is understood that the bonds' proceeds will go towards buil ding
school s and col | eges, and al so part finance the construction of two ports
and a power project.

Deal ers noted that whil e cheaper funds m ght be avail abl e at home, a
sovereign i ssue woul d hel p inject fresh capital into the econony and al so
set a benchmark for future issues.

In addition, foreign funds inflow woul d ease pressure on donestic
capi tal and keep borrow ng costs | ow for domestic borrowers.

As for the domestic debt narket, at |east a couple of billions of
ringgit worth of corporate bonds will likely be offered in the next few
nont hs, sources said.

The potential issuers include Mal aysia M ning Corp Bhd (MVC), Perlis
Power Sdn Bhd and Sepang Power Sdn Bhd, which are believed to have pl ans
to i ssue about RML billion worth of bonds each. KFC Hol di ngs Bhd i s al so
said to be | ooking at the bond narket.

MMC woul d be seeking funds to finance its stake in Port of Tanjung
Pel epas, and Perlis Power and Sepang Power for their power generation
proj ects.



New i ssues woul d al so i ncl ude exercises to restructure | oans and
refinance existing bonds, dealers said, with Johor Corp Bhd being a likely
candi dat e.

The Cor porat e Debt Restructuring Commttee (CDRC) is currently going
t hrough t he conpany's books.

Formerly known as Johor State Econonic Devel opnent Corp, Johor Corpis
saddl ed with debts totalling RV6.4 billion and has sought CDRC s help to
wor k out a deal with about 50 | ocal and foreign | enders.
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