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The current slow prop-
erty market and rising 
interest rate environ-
ment may not bode 
well for property 

developers, already facing chal-
lenging sales and margin com-
pression. 

As such, property players are 
looking for ways to improve their 
cash flow. Being able to monetise 
project billings is one way to help 
ease the developers’ cash liquid-
ity.  

This is now possible via a new 
Islamic financing structure that 
uses a combination of Sukuk 
Musharakah and Sukuk 
Murabahah, where the underlying 
asset is the progress billings of a 
development project. 

NewParadigm Capital Market 
Sdn Bhd recently introduced this 
innovative Islamic financing 
structure especially for unlisted 
property developers. 

Sukuk Musharakah is a part-
nership structure where partners 
share profits and losses and is 
used largely to fund large-scale 
construction projects.  

Sukuk Murabahah is a finance 
structure that involves the sale of 
an asset or commodity, where the 
intermediary retains ownership 
until the loan is fully paid. 

Among the benefits of such 
financing structures is that inves-
tors could mitigate revenue, con-
struction and liquidity risks, as 
well as consolidate investors’ 
exposure to the project itself 
rather than the credit profile of 
the developer. 

As such, investors are not 
exposed to the developer’s long-
term franchise risk but against 
specific short-term project devel-
opment risk itself. This comes as 
each project will be separately 
rated. 

NewParadigm managing 
director Charanjeev Singh tells 
FocusM that such financing struc-
ture will mainly benefit developers 
with multiple projects, especially 
in the current slow property 
market and high interest rates, as 
the financing structure will facili-
tate issuance relating to the con-
struction cash flow. 

 
Savings 
In December 2017, SkyWorld 
Development Group established a 
RM1 bil sukuk where the first 
tranche was to fund its ongoing 
project - SkyAwani Residences. It 
comprises RM600 mil medium-
term notes under Sukuk 
Musharakah and RM400 mil 
Sukuk Murabahah. 

Despite SkyWorld being a 
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• Coupon rate for the 
new financial 
structure is below 
5% per annum

Despite SkyWorld being a rather new property company, its sukuk was rated AA3 by RAM Holdings Bhd

Charanjeev says such financing 
structure will mainly  
benefit developers

relatively new property company, 
its fixed rate sukuk was rated AA3 
by RAM Holdings Bhd, and has a 
coupon rate of 4.75% per annum, 
compared with a traditional loan 
interest of an average 7% per 
annum. 

A Johor-based property devel-
oper tells says the interest rate for 
a traditional bank loan for the 
construction of a property project 
is 7% to 8%. “The interest rate for 
the acquisition of land is lower, at 
about 4%,” he adds.  

He says a company will only 
launch a project if it is confident 
it could sell more than 70% of the 
units, failing which it could poten-
tially face liquidity issues. 

“Normally, if a developer is 
confident of the sales, chances 
are it will not have cash flow 
issue, as it can claim from the 
buyer as the construction pro-
gresses,” he says. 

He adds that on average, 
developers tend to borrow up to 
20% of a project’s gross develop-
ment value (GDV) to facilitate the 
construction phase. 

Besides interest savings, 
Charanjeev says with such a 
financial structure, developers are 

able to monetise their progress 
billings upfront. Moreover, with 
the sukuk tied to the project, a 
company can channel its cash 
flow into other projects and not 
have to tap its shareholders for 
additional funds. 

 
Biggest beneficiaries 
“Cost of equity is the most expen-
sive (type of funding). It’s always 
double digit; as long as develop-
ers achieve their projected sales, 
they are able to monetise their 
progress billings upfront and con-
solidate it into their next projects 
without tapping more money 
from shareholders. That is the 
biggest savings for me,” 
Charanjeev explains. 

He says the biggest benefici-
aries of this financing structure 
are unlisted and unrated develop-
ers as their financing resources 
are limited. As for listed develop-
ers, he says the structure enables 
them to reduce finance costs and 
limit the need for equity fund 
raising exercises. 

“All they need to do is go out 
there and achieve the sales num-
bers,” Charanjeev adds. 

Similarly, Paramount Corp 
Bhd group CEO and executive 
director Jeffrey Chew views the 
financial structure positively, 
saying it will benefit small and 
medium property developers.  

However, he believes that 
bigger players such as Paramount 
are unlikely to benefit from such a 
financing structure as financing 
from their panel of banks is 
already efficient and low in cost. 

“Property players that are in 
the top tier can borrow using 
bank overdraft to finance the pro-
ject,” he explains, adding that the 
interest rate for overdrafts is 
about 5%. 

In addition, Chew says, lead-
ing developers, which usually 
have high sales, could turn around 
their liquidity position in a shorter 
time than smaller players. “Our 
sales take-up rate is quite high 

and therefore the progress billing 
can ease cash flow very quickly,” 
he points out. 

Another benefit of using 
NewParadigm’s financing pro-
gramme is that developers can 
draw down to reduce the risk of 
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MOST property developers 
opt for traditional bank-
ing facilities to fund their 

projects. However, there are 
other financial structures that 
listed players can use to improve 
their liquidity. 

Generally, listed companies 
have chosen to raise funds via 
private placement, and rights or 
warrant issues. Among those 
going for private placement are 
Encorp Bhd and Ewein Bhd, 
aiming to raise up to RM16.44 
mil and RM16.69 mil, respec-
tively. 

In June 2017, SP Setia Bhd 
proposed a rights issue of 
shares valued up to RM1.2 bil, 
renounceable rights issue of 
new class B Islamic redeemable 
convertible preference shares 
(RM1.2 bil) and private place-
ment (RM1.2 bil) mainly to fund 
the acquisition of I&P Group 
Sdn Bhd for RM3.65 bil. 

In 2017, Mah Sing Group Bhd 
raised RM650 mil in nominal 
value of unrated senior perpet-
ual securities, with 6.9% 
coupon rate a year for the initial 
five years, with the proceeds 
earmarked for landbanking and 
working capital, as well as to 
speed up work for projects with 
good take-up. 

On Jan 10, property devel-
oper Tiger Synergy Bhd pro-
posed an issuance of redeem-
able convertible notes, at the 
rate of 1% a year, with an aggre-
gate principal amount of up to 
RM150 mil.  

In 2017, seven property 
companies established or 
raised funds via Islamic financ-
ing worth some RM3.5 bil in all.  

They are Bina Darulaman 
Bhd (RM100 mil), IOI Properties 
Group Bhd (RM100 mil), LBS 
Bina Group Bhd (RM500 mil), 
Matrix Concepts Holdings Bhd 
(RM250 mil), OSK Holdings Bhd 
(RM1.8 bil), Titijaya Land Bhd 
(RM150 mil) and UEM Sunrise 
Bhd (RM600 mil). 

Country Heights Holdings 
Bhd, facing some liquidity 
issues, has sought a loan exten-
sion for the amount owing to its 
lenders. As of Dec 31, 2017, its 
borrowings stood at RM229.3 
mil versus its cash and cash 
equivalent of RM16.18 mil. 

TA Global Bhd, Tropicana 
Corporation Bhd and Selangor 
Dredging Bhd have been 
monetising or unlocking their 
assets to raise funds for ongo-
ing property developments, 
acquisition of new assets as 
well as to pare debts.

Other financial  
structures

cost overruns and address timing 
mismatches between progress 
billing receipts and ongoing con-
struction cost. 

 
Break even 
Despite the benefits of such a 
financial structure, Charanjeev 
cautions that developers will have 
to ensure that the development is 
able to achieve the required sales 
and is able to mitigate project-
related risks. 

“Not everybody can do it. (But) 
once you achieve it, it will benefit 
investors because you are telling 
them that you have contained (the 
construction) risk. The only risk is 
on that development, which has 
achieved a high level of sales,” 
Charanjeev explains. 

Compared with bank financ-
ing, developers using 
NewParadigm’s sukuk structure 
have to achieve at least a break 
even in sales to construction, 
which usually translates to 65-70% 
of projected sales. 

Hence, such financial struc-
ture may not be suitable for all 
developers, especially in the cur-
rent challenging property market 
where potential purchasers face 
high loan rejection rates.FocusM


