21/ 09/ 2002

Tax break on PDS interest extended to short-term bonds

THE Governnment will inplement strategic neasures to develop the capita
market to ensure that the private sector has access to financing
resources.

In his Budget 2003 speech, Prime Mnister Datuk Seri Dr Mahathir
Mohamad, who is al so Finance M nister, proposed that tax exenption on
interest earned fromprivate debt securities (PDS) be extended to short-
termbonds. This is to pronote financing through the issuance of PDS

To further pronote financing through private debt securities, tax
exenption on incone frominterest earned from bonds by individuals, unit
trusts and listed cl osed-end funds has been proposed to include
debent ures.

G oss PDS issuance has increased to RVB7 billion | ast year from RML7
billion in 1996.

The rapi d devel opnment of the PDS market, he added, far exceeds the
increase in loan growh in the banking systemof only 3.8 per cent in the
second quarter of this year, conpared with nearly 29 per cent prior to the
financial crisis.

The Governnment will also accelerate efforts to further devel op the
Islami c capital market, especially by pronoting the issuance of Islamc
PDS.

"To pronote the issuance of Islamc PDS based on principles of
nmudhar abah, nusyarakah and ijarah, as well as to attract investors
especially fromthe Mddl e East, | propose expenditure incurred on
i ssuance of Islamc PDS be all owed as a deduction for inconme purposes for
5 years comrencing fromthe year of assessnment 2003," Dr Mahathir said.

He added that Islam c PDS has achieved rapid growh with its
contribution to total PDS i ssuance having nore than doubled to 36 per cent
| ast year, from 14 per cent in 1996.

Dr Mahathir said Malaysia's recent issuance of Sukuk Al -I1jarah papers
val ued at US$600 million (US$1 = RVMB.80) made it the first country in the
worl d to have successfully issued a global Islanic bond, which was tw ce
over subscri bed.

The Prime Mnister also proposed the streamining of stanp duty
treatment on I|slam c banking products.

At present, |slam c banking products require additional agreenments on
sal e and purchase of assets. This has caused hi gher stanp duty treatnment
on | slam c banki ng products.

"To streamine stanp duty treatnment on Islam c banking products, |
propose stanp duty be exenpted on additional instrunents for the foll ow ng
financing facilities, first, for restructuring or rescheduling of the
original financing facility, limted to the outstandi ng bal ance. Second,
for the renewal of Islamc revolving facility,” he said.
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