Prospects for Islamic Securitization Bright
By Mushtak Parker
LONDON, 3 July 2006 — The global sukuk (Islamic bond) industry, which is currently estimated to be between $15 billion to $20 billion and rising fast, has received a major boost with the establishment of the first dedicated Islamic securitization company in the Gulf Cooperation Council (GCC) states and the closure of the first Shariah-backed securitization to originate out of the US.

The Rasameel Structured Finance Company is licensed in Kuwait as an Islamic finance company and regulated by the Central Bank of Kuwait (CBK). But it has a special provision to do securitization business (Tawriq), even though the legal framework for issuance of sukuk, securitization, and the establishment of trusts and special purpose vehicles (SPVs) is still in the process of being drafted, in consultation with Islamic finance market players. Issam El-Tawari, chief executive officer of Rasameel, is bullish about the prospects for Islamic securitization in the region, with the market for receivables alone in Kuwait estimated to be at $2 billion to $3 billion. 

Rasameel, established in January 2006, is already working on two deals — a $55 million securitization deal involving Kuwait Commercial Complexes issuing a sukuk against a pool of real estate assets; and a second deal for Bubiyan Bank which involves the securitization of a pool of leased vehicle assets such as cars and vans. 

Other companies in the Middle Eastern and North African (MENA) region that are establishing themselves as sukuk structurers and arrangers include the Bahrain-based investment bank, Liquidity Management Center (LMC) and the Beirut-based investment bank, BSEC. LMC has a number of sukuk under its belt including the innovative structure for the Bahrain Financial Harbor issued last year. BSEC similarly, structured the pioneering Caravan I sukuk for a Saudi corporate against a pool of leased vehicle fleet.

BSEC’s latest sukuk structure is also the first ever Shariah-compliant gas backed securitization, which underlines the new thinking in the market and the search for new classes of assets to be securitized. The $165.67 million sukuk originated from Houston, at the Texas-based East Cameron Partners (ECP), whose gas reserves are located in the shallow waters off the coast of Louisiana. BSEC is the deal Structurer and Merrill Lynch the Bookrunner.

The sukuk, according to Iad Georges Boustany, general manager of BSEC “is an innovative structure that breaks new ground in Shariah-structured finance”. 

“We have designed a two-tier structure, with a purchaser SPV located in Delaware to acquire the assets and an Issuer SPV located in the Cayman Islands to issue the sukuk to the capital markets and use the proceeds to invest in the Purchaser SPV by way of a Shariah-compliant Funding Agreement,” said Boustany. 

The structure, added Boustany, is also designed to mitigate the main risks: Reserves, production, price, off-taking and event risks. The appetite for sukuk was once again demonstrated by the fact that several large financial institutions pitched for the distribution of the deal. But according to BSEC, it decided to go with Merrill Lynch, mainly due to the US banking giant’s expertise in the commodities business.

This deal, claimed BSEC, also has two other “firsts” — it is the first ever Islamic securitization rated by Standard & Poor’s (S&P), the international rating agency; and the first securitization embedding Shariah-compliant hedges. 

The sukuk, stressed BSEC, will be issued at par and will be repaid from proceeds of the sale of hydrocarbons to offtakers pursuant to an Overriding Royalty Interest (ORRI) to be obtained from the originator in the related properties; an annual 11.25 percent return is expected to be paid to investors on a quarterly basis.

It may pave the way for other US corporate companies and counterparts in the UK, EU, Japan, and South Korea and elsewhere to follow the lead. 

Perhaps from a more immediate GCC perspective, it also opens the way for the local oil and gas players such Saudi Aramco, Saudi Basic Industries Corp. (SABIC), QGPC, KOC and others to explore the sukuk market. 

