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Tal am Europl us successfully inpl enment BAI DS

Zoe Phoon

TALAM Cor por ati on Bhd and Europl us Bhd have successful ly inpl emented

I slami c bonds following their nove to tap the bond market to match their
| ong-termproperty devel opnent projects with [ong-termfinancing

i nstrunents.

That makes them anong the first few property devel oper clients of Abrar
Di scounts Bhd to inmplenent the Islamc debt facility, an innovative
financial instrunent for property devel opers.

In the Islamic capital market, the Bithaman Ajil |slanic Devel opnent
Securities (BAIDS) or Islamc bonds are fast catching up as an innovative
financial instrunent for funding property devel opnent in Ml aysi a.

This type of financing is inline with Prine Mnister Datuk Seri Dr
Mahat hir Mohamad's call to introduce innovative banki ng and hi gh-end
products.

According to Abrar Discounts Bhd nanagi ng director Wan Abdul Rahim
Kam |, the enphasis of Islanm c bond funding structure is to ensure al
risks are mninised and interests of financiers safeguarded while at the
same tine offering flexibility to the property devel oper.

Essentially, the risks involved in property devel opnent conprise sal es
ri sks, construction risks and conpl etion risks.

On sal es risks, Wan Abdul Rahi m Kanmi| explained that the bonds are drawn
down based on the | ocked-in sales of the devel oper which are assigned to
the financiers. That neans no | ocked-in sales, no draw down on the bond
proceeds. As such, financiers are not exposed to future sales risks.

In raising their bonds, Talam and Europlus have RML.8 billion | ocked-in
sales. Inline with the Securities Comm ssion (SC)'s guidelines, the bond
proceeds are used to finance the construction cost of residential units
costing | ess than RVR50, 000 each.

In addition, at |east 90 per cent of the | ocked-in sales have end-
financi ng by banks in place which mtigates the risks of collection. Wth
these criteria, the | ocked-in sales of Talam and Europlus therefore serve
as col l ateral

On construction risks, the Abrar Discounts MD said construction funding
risks for the devel opnent are m nim sed by the additional nonitoring and
control function of a security agent, which is Abrar D scounts itself.

The security agent, which is joint signatory to all the operating
accounts, serves to ensure that funds are di sbursed only for the intended
pur poses of the construction and bond repayment via the creation of a
si nki ng fund nmanaged by an approved trustee, thus ensuring that the bonds
will have a self-liquidating feature.

On conpletion risks, the devel opers' capabilities, including financial
strength or whether they have strong financial partners as well as a sound
track record, are crucial in deternmining their ability to conplete
pr oj ect s.

Tal am and Europlus, in this instance, have a group of reliable
contractors which they have been associated with for 10 to 15 years. These
contractors include sonme public |isted conpani es.

The conbi ned Tal am and Europl us group has conpl eted sone 68,000 units
with a sales value of RMWZ billion in its nunerous townships. The npst
wel | -known is the 1, 000-acre Bandar Pandan Triangl e conpri si ng Pandan
| ndah, Pandan Perdana and Pandan Jaya.

On the statutory requirenents, Wan Abdul RahimKami| said the SC s



approval is required and that includes a mininumrating by a recognized
rati ng agency. To make bonds sal eabl e on the secondary bond market,

i nvestors of bonds will |ook at the bonds' rating which indicates the
quality and security of repaynent of the conpany.

Mal aysi a Rating Corporation Bhd (MARC), including other procedures,
woul d deternmine the strength of the issue structure and the | ocked-in
sales fromspecific property devel opnent projects which have been
earmarked for the bond repaynent. The risks inherent in the issue
structure and neasures adopted to mitigate such risks are al so exam ned by
MARC.

However, MARC s rol e does not stop there and its continued invol venent
i ncl udes conducting periodic verifications and reviews of the performance
of the bond issue and to nmake sure that the terns of the bond structure
bet ween Abrar Di scounts as well as Talamand Europlus is well nmaintained
and conduct ed.

Wth all this, you not only have Abrar Di scounts but also MARC, as the
third party, to nonitor the entire process. At the end of the day, that
makes bonds in general a very safe node of financing property devel opers
on the part of financial institutions as well as bond investors,
particularly those bonds issued by devel opers who are able to sell
construct and conpl ete.

Table A and Table B summarise the ability and capability to sell
construct and conpl ete based on the track record of the conbi ned Tal am and
Eur opl us group, thus naking the proposed nerger of their property business
one of the largest property players in the country.
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