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MERIS (MIDDLE EAST RATING & INVESTORS SERVICE) ASSIGNS NATIONAL SCALE RATINGS 

(NSR) TO THE 1
st
 MUDARABAH SUKUK TRANSACTION ISSUED BY SARWA SUKUK COMPANY 

S.A.E. 

MERIS (Middle East Rating & Investors Service) has assigned the national scale rating of "A-" (sf) to the first Mudarabah 

Sukuk transaction, issued by Sarwa Sukuk Company S.A.E.. The assigned rating is considered investment grade on the 

National Rating Scale. “A” rated issuers or issues are considered Above Average in Creditworthiness relative to other 

domestic issuers or issues. The (+/-) signs denote relative status within each rating category and the (sf) insertion stands 

for structured finance. 

The Sukuk rating is a relative ranking of risk and address the expected loss posed to investors by the Sukuk maturity. In 

MERIS's opinion, the transaction structure allows for timely payment of the Sukuk expected return and ultimate repayment 

of principal with respect to the Sukuk maturity.  

This is the first Sukuk issue by Sarwa Sukuk Company S.A.E.. It is the first Mudarabah Sukuk to be issued in the 

Egyptian market. The Mudarabah Sukuk proceeds will be used to finance auto receivables portfolios, which will be 

originated by Contact Credit Company and its subsidiaries and sister companies (Originators). The 7-year 

Mudarabah Sukuk will be issued on one tranche in the total size of EGP 2.5 billion, and will be callable from the 25
th
 month 

after the date of Sukuk issuance. The Sukuk will yield a variable rate of return for the Sukuk holders, which is to be paid on 

a monthly basis starting from the closing date of the Sukuk subscription.   

The Sukuk is the first structured finance instrument in the Egyptian market to feature a prefunded account and a revolving 

period. The transaction is based on a fully prefunded structure, whereby the Sukuk proceeds will be kept with the 

custodian and will be disbursed on tranches to finance portfolios of auto receivables with predetermined characteristics, as 

per the Sukuk transaction documents. Furthermore, the Sukuk has a two-year revolving period, during which any monthly 

collections from the acquired portfolios will be used to finance new portfolios of auto receivables, instead of being returned 

to the Sukuk holders.  

The ratings of the Mudarabah Sukuk is based on the following strengths: 1) the strict underwriting, collection/servicing and 

monitoring policies and procedures of the Originators; 2) the credit enhancement in the form of default reserve account in 

the size of 3.6% of the price of each portfolio, (which is the present value of each portfolio at the time of acquisition), to be 

used to cover any delinquencies and/or defaults of the clients over the tenor of each portfolio; 3) With every new 

disbursement (new portfolio to be financed by the Sukuk Company), the legal and auditor advisors to the transaction will 

issue due diligence reports on this portfolio and the auditor will verify that the new portfolio meets the credit criteria 

specified in the transaction’s legal agreements; 4) Sarwa Investment Management Company will assume the role of the 

calculation agent in the Sukuk issue; 5) the Servicer/Project Manager, Contact Credit Company, has built up a significant 

experience over the past 20 years; 6) the appointment of the back-up project manager for the Sukuk transaction.   

The assigned ratings also take into consideration the following weaknesses of the transaction: 1) the generally greater 

uncertainty associated with unrated Originators, mitigated, however, by the Originators’ experienced management teams 

and strict adherence to its underwriting policies and procedures, which assure high quality receivables pools; 2) the Sukuk 

structure is fully prefunded, which entails greater risks of uncertainty related to portfolio performance compared to 

transactions with already existing and fully identifiable portfolios. This risk is mitigated, to some extent, by having the legal 

and auditor advisors produce due diligence reports on each portfolio before it is assigned to the Sukuk company, in 

addition to the auditor verification that the portfolio meets the pre-determined set of characteristics, as per the transaction 

documents; 3) the Sukuk issue has an initial two-year revolving period, MERIS considers revolving/dynamic pools to be 

riskier than static/fixed portfolios of receivables; 4) the limited recourse on the originator, (who is acting as the 

servicer/project manager), due to its obligation to ensure that the default reserve will equal, at any point of time during the 
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Sukuk tenor, 3.6% of the present value of the outstanding portfolios; 5) the purchased auto receivables portfolios can have 

up to 30% of portfolios related to the sale of used vehicles. In general, used cars are associated with a greater probability 

of default due to the perceived higher credit risk of the buyers. Nevertheless, the originators have a conservative policy 

towards used vehicles, as it is mainly focusing on premium brands, which will indicate high creditworthiness of the buyers; 

6) the auto receivables portfolios to be transferred to the Sukuk Company may have a very low seasoning, with a minimum 

of only one monthly installment. Younger pools exhibit relatively higher frequencies of default as compared to more 

seasoned portfolios; 7) Legal uncertainties exist, given that this is the first Mudarabah Sukuk transaction in Egypt and it 

relies on key legal concepts that remain largely untested in judicial proceedings or in practice in Egypt, mitigated by the 

legal opinions provided by the transaction’s legal advisor on issues such as true sale, separateness of accounts, 

commingling and consolidation risk. 

 

MERIS will monitor the transaction on an on-going basis and will issue regular performance reports. 
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