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New perpetual issues still likely
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SINGAPORE | CORPORATE BONDS
 New perpetual bond issues likely as issuers seek to manage gearing levels amidst
growing need for funding.
 Perpetual bond structures may be more accommodative to dampen investor adversity
to non-call risk. We provide an overview of various perpetual bond structures and how
they help mitigate non-calls.
New perpetual bond issuance still likely
Despite recent events of perpetual bonds increasing investor adversity to their non-call risk,
we believe that issuers will still look to issue perpetual bonds as a source of funding. While
funding costs will be higher than issuing non-perps, perpetual bonds are still considered a
viable source of funding as they are treated as equity on issuer balance sheets and help
manage or improve gearing ratios in times of growing need for funding.
Bond structure matters
For issuers to mitigate investor worry about non-call risk, we can expect new perpetual
bond issues to have structures that are more accommodating. We will touch on the various
structures that perpetual bonds that help reduce non-call risk.
1: Step-up coupon on first call date
Perpetual bonds with step-up clauses at their first call date help reduce non-call risk by
penalizing issuers with a coupon rate increase if they do not call. For example, CELSP 3.9%,
in Figure 1, has a 500bps step-up on the first call date of 19 October 2020. If CITIC
Envirotech Ltd, the issuer, decides not to redeem the bond at the first call date, the coupon
rate will be increased by 5% (in addition to a coupon reset based on the prevailing interest
rate environment). The coupon step-up will likely incentivise CITIC to call, or be subjected
to higher interest expense, thus helping reducing non-call risk.
Figure 1: Examples of perpetual bonds with step-up on call date
Bond
CELSP 3.9% Perpetual Corp
(SGD)
SPOST 4.250% Perpetual
Corp (SGD)
OLAMSP 5.5% Perpetual
Corp (SGD)
FPLSP 4.98% Perpetual
Corp (SGD)
WINGTA 4.48% Perpetual
Corp (SGD)
SPHSP 4.500% Perpetual
Corp (SGD)
SPHSP 4% Perpetual Corp
(SGD)
ARASP 5.6% Perpetual
Corp (SGD)
KITSP 4.75% Perpetual
Corp (SGD)
Source: Bloomberg

Issuer
CITIC Envirotech
Ltd

Structure
Call / Reset / Step-up

Call date

Step-up rate
(bps)

3/3/3

19/10/2020

500

10 / 10 / 10

02/03/2022

150

5/5/5

11/07/2022

200

5/5/5

11/04/2024

100

5/5/5

24/05/2024

100

5/5/5

07/06/2024

100

5/5/5

12/05/2025

100

7/7/7

04/09/2026

300

10 / 10 / 10

12/06/2029

100

Singapore Post Ltd
Olam International
Ltd
Frasers Property
Treasury Pte Ltd
Wing Tai Holdings
Ltd
Singapore Press
Holdings Ltd
Singapore Press
Holdings Ltd
ARA Asset
Management Ltd
Keppel
Infrastructure Trust

2: Step-up coupon on reset date, after first call date
This structure is somewhat weaker than step-up on first call date structure because the
step-up only kicks in some time after the first call date, thus the issuer incurs no step-up
coupon for not redeeming the bond at the earliest call date. For example, the HPLSP 4.65%
Page | 1 | PHILLIP SECURITIES RESEARCH (SINGAPORE)
MCI (P) 006/10/2019
Ref. No.: CA2020_0016

CREDIT COMMENTARY (BONDS)
Timothy Ang (+65 6212 1854)
Credit Analyst
timothyang@phillip.com.sg
What is non-call risk?
As a review, perpetual bonds have no
maturity dates, only call dates. This
means that issuers are not obligated to
redeem the bond at the call date, but
may extend the bond beyond the call
date at their discretion. Many
perpetuals, if not called, will have their
coupons reset based on the current
interest rate environment, potentially
leaving bondholders with a lower
coupon rate for a longer time. The risk of
issuers not redeeming the bond at call
date is defined as ‘non-call risk’.
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in Figure 2 has its first call date on 5 May 2022, but step-up coupon of 1% only on 5 May
2027. Thus the step-up does little to reduce non-call risk on the first call date.
Some of these perpetuals have reset dates after the call date as well. This helps to delay a
reset to lower coupon rates till some time after the first call date. In theory, a non-call is
less likely if it does not benefit the issuer with a lower coupon rate. An example would be
the SCISP 3.7% with first call date 22 June 2020 and reset date 22 June 2022. Should the
reset date be on the first call date, the bond would likely reset to a lower coupon – this is a
good deal for Sembcorp Industries, but a bad deal for bondholders.
Figure 2: Examples of perpetual bonds with step-up reset dates after first call date
Bond
SCISP 3.7% Perpetual Corp
(SGD)
WINGTA 4.35% Perpetual
Corp (SGD)
MAPLSP 4.5% Perpetual
Corp (SGD)
HPLSP 4.65% Perpetual
Corp (SGD)
STHSP 3.95% Perpetual
Corp (SGD)
WINGTA 4.08% Perpetual
Corp (SGD)
ARASP 5.2% Perpetual
Corp (SGD)
FPLSP 3.95% Perpetual
Corp (SGD)
MAPLSP 3.95% Perpetual
Corp (SGD)
FPLSP 4.38% Perpetual
Corp (SGD)
GUOLSP 4.6% Perpetual
Corp (SGD)
ARASP 5.65% Perpetual
Corp (SGD)
SINTEC 5% Perpetual Corp
(SGD)
CAPLSP 3.65% Perpetual
Corp (SGD)
HPLSP 4.4% Perpetual Corp
(SGD)
Source: Bloomberg

Issuer
Sembcorp
Industries Ltd
Wing Tai Properties
Finance Ltd
Mapletree Treasury
Services Ltd
Hotel Properties
Ltd

Structure
Call / Reset / Step-up

Call date

Step-up rate
(bps)

3/5/5

22/06/2020

100

3 / 10 / 10

24/08/2020

100

5 / 10 / 10

19/01/2022

100

5 / 5 / 10

05/05/2022

100

5 / 10 / 10

16/06/2022

100

5 / 5 / 10

28/06/2022

100

5/7/7

19/07/2022

300

5 / 5 / 10

05/10/2022

100

5 / 10 / 10

12/11/2022

100

5 / 10 / 10

17/01/2023

100

5/7/7

23/01/2023

100

5 / 10 / 10

14/03/2023

300

5 / 10 / 10

17/01/2024

100

5 / 5 / 10

17/10/2024

100

5 / 5 / 10

22/10/2024

100

StarHub Ltd
Wing Tai Holdings
Ltd
ARA Asset
Management Ltd
Frasers Property
Treasury Pte Ltd
Mapletree Treasury
Services Ltd
Frasers Property
Treasury Pte Ltd
GLL IHT Pte Ltd
ARA Asset
Management Ltd
Singapore
Technologies
Telemedia Pte Ltd
CapitaLand
Treasury Ltd
Hotel Properties
Ltd

3: ‘Fixed for life’ perpetuals
This rare structure keeps perpetuals coupon rates fixed without any reset. This is a
particularly useful feature in a low or declining interest rate environment, preventing
coupon rates from resetting to lower rates. Non-call is then less attractive for issuers in
such circumstances. This structure, however, works against bondholders when interest
rates are high or rising, preventing coupon rates from resetting higher. ‘Fixed for life’ bonds
are usually senior in ranking.
Figure 3: Examples of ‘fixed for life’ perpetuals
Bond
CKHH 5.375% Perpetual
Corp (USD)
DBSSP 4.7% Perpetual
NCPS (SGD) - Retail
Source: Bloomberg

Issuer
Cheung Kong Bond
Securities 03 Ltd

Structure
Call / Reset / Step-up

Call date

5/-/-

24/01/2018

10 / - / -

22/11/2020

DBS Bank Ltd
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Definitions
Please note that Bond Recommendations and Issuer Profile Ratings are based on both quantitative and qualitative factors as of the publishing of this report. They may
not be relied upon depending on changes to the bond's price, underlying risk free rates and implied credit spread based on the issuer's credit profile.
Bond recommendation:
Overweight (“OW”) – We expect the issuer's specific bond to outperform the issuer's other bonds, bonds of issuers operating within the same sector, or bonds with
similar tenors but from different sectors over the next six months.
Neutral (“N”) – We expect the issuer's specific bond to perform in line with the issuer's other bonds, bonds of issuers operating within the same sector, or bonds with
similar tenors but from different sectors over the next six months.
Underweight (“UW”) – We expect the issuer's specific bond to underperform the issuer's other bonds, bonds of issuers operating within the same sector, or bonds
with similar tenors but from different sectors over the next six months.
Issuer profile rating:
Positive (“Pos”) – We view the issuer's credit profile as strong or expected to become strong over the next six months.
Neutral (“N”) – We view the issuer's credit profile as fair or expected to become fair over the next six months.
Negative (“Neg”) – We view the issuer's credit profile as weak or expected to become weak over the next six months.
Important Information
This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s licence under the
Financial Advisers Act, Chapter 110 in Singapore.
By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in part,
for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.
The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from public
sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or implied
that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in this report is
subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or to supply any
corrections, updates or releases in connection therewith.
Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time without
prior notice. Past performance of any product referred to in this report is not indicative of future results.
This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made available
constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or appropriate for
the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be suitable for all
investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an independent
determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be
considered to be a disclosure of all risks or a complete discussion of such risks.
Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this
report should take into account existing public information, including any registered prospectus in respect of such product.
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons
involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but not limited
to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading activities. Phillip
Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons
involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this report, and may have
performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip Securities
Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or investment services
to such companies and investments or related investments, as may be mentioned in this report.
Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons
involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or options, purchase
or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing. Investments
will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between US dollars and Euro or
foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the investment.
To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers,
directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise hold an
interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly, information may
be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors,
employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons associated with or connected
to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may, to the extent permitted
by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or persons associated with or connected to
Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of this report, may have issued other material
that is inconsistent with, or reach different conclusions from, the contents of this report.
The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any registration
or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.
This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a
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professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the
specific investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.
This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities
Research may determine in its absolute discretion.
IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report contains research analyses or reports from a foreign research house, please note:
(i)
recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North Bridge
Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection with, the
analyses or reports; and
(ii)
to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor, expert
investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports.
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