My friend's comment based on Malaysia market:
 
1-     I don’t really get the question, but the situation is like this:
a.     Some Shariah scholars allow asset value of as low as 34% of the issue size
b.    In Malaysia:
-       the SC allow issue size to be 0.67 to 1.33 times of the asset value for Sukuk Ijarah
-       the SC allow no asset for BBA / Murabahah / Inah (underlying asset is for execution stage, after that, the sukuk only represent receivables)
c.     At the end of the day, investors look at credit, regardless the coverage of asset as security / underlying asset, it may be no asset at all
d.    If the credit (rating) of the sukuk rely on the asset as source of payment / security (like the case of ABS), then it should be re-assessed at each rating anniversary, but not the value of asset, but its cash generating capacity
 
2-     Pricing goes back to credit, where investors would expect certain yield / return:
a.     good credit - low yield
b.    average / worse credit - higher yield
c.     even in ABS, yield is based on rating of the classes of investors eg Class A: AA2, Class B: AA3, Class C: A1 and so forth
d.    fixed vs floating, it goes back to investors’ appetite, normally it is fixed, so it entice issuer to tap to the capital market
e.     again, I couldn’t get the question, sukuk value are not the concern by the investors
-       moreover most sukuk do not have underlying asset
-       if it does have, the concerns is more towards source of payment, even for ABS
-       even for project financing, when the project completed, perhaps rating could be better, but doesn’t matter since the full amount has been issued before that, the pricing has been fixed earlier
 
3-     <I’ll try to come back later> (on options; callable & convertible)
 
4-     Yes, it happens in ABS structure, different class of investor entitle for different yield, it doesn’t happen in non-ABS as investors’ concern is more towards source of payment instead of the value of the asset
 
At the moment, the approach is like conventional since sukuk is an alternative to conventional bond, the issuers and investors are also having conventional mentality, sukuk has yet to emerge as a new asset class.
 
I could see the questioner tries to make ‘asset value’ as an element for investors consideration, in which it is not, at least at the moment, even though in ABS, the asset value drop, but the asset still able to generate cash flow to serve the sukuk, such situation should be fine from rating perspective.
 
 
From his reply, I can wrap up 3 things:
 
1) In terms of bond calculation/pricing, it is the same with the conventional bond pricing. The precise calculation can be found from anyCorporate Finance book which is basically based on Times Value of Money, risk associated with the bond which will rely back on credit rating and ability of sukuk to generate cash (secondary market demand @ liquidity).
 
2) Receivables (bank asset in accounting report) deemed as asset in Malaysia. So, it may be traded in secondary market. But Malaysia secondary market is not really active due to regulatory restriction. Malaysia apply safe market. You may refer to Euromoney book of Islamic Bonds: Your Guide to Issuing, Structuring & Investing in Sukuk by Nathif Adam page 48 & Ali Arsalan Tariq's MA thesis - Managing Financial Risks of Sukuk Structure (can download it online - really enjoy reading his paper).
 
3) Asset value is not an important subject in sukuk except for Malaysia Shariah Committee (SC) allow "issue size to be 0.67 to 1.33 times of the asset value for Sukuk Ijarah". Control still exist to make sure the underlying asset is in existence. I'll try to search for theRegulatory Guidelines on this.




Thank you brother Lukman,
Will definitely wait for your findings.
 
Actually the ideas come out when reading news saying - Islamic Finance can still stand during financial crisis, will not be badly affected by the turmoil etc. But if the way we price Sukuk have no different with conventional bonds, the impact will still be the same.
 
The standard method of rating agencies rated financial papers have no different between conventional & Islamic, the company (that require financing) financial assessment will also provide same result (based on credit spread). There maybe a different in tradibility of the papers in secondary market. Will find out. But basically it will be based on the investors acceptability of Sukuk as compared to bonds.
 
However, I'm aware that the market require sukuk to be rated before it can be traded. Many more regulatory restrictions have to be considered.
 

W'Salam Sis,
 
 
                   It’s somehow tedious to give straight answer. Most of the knowledge shared by the Muslims now on Islamic finance is theoretical. This problem you are trying to resolve by going through the available literatures, have not been taking to consideration by any previous research (this is to my best knowledge). if the Islamic finance will achieve its aims and objectives then this problem of pricing in Islamic financial activities must be giving highest attention. Equity begins from charging right price on commodity which is the basis of prohibition of riba.
                   However, to your questions insha Allah I will try to provide you some sound clues but I need some time to go through textbooks because for now my area of research is quite far from Sukuk pricing.
   
Lukman
IIUM.
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Salam all,
 
I'm also searching for literature on Sukuk Pricing but til date still can't find the standalone (not relying on bond pricing) mechanism. But I always have these issues in my mind.
 
1) Real asset value shall represent sukuk value?
    How frequent does issuer need to value their sukuk to avoid over/undervalued?
 
2) Current sukuk pricing; floating & fixed. Does it really determine sukuk value?
    Floating = LIBOR + spread - LIBOR doesn't represent assets value for sure.
    Fixed - As the value of a land will appreciate quite fast, a 5 yrs sukuk shall not be fixed.
                   On logical thought basis only. Shall rely back on 1 ques?
 
3) If option embedded; with callable @ convertible features.
    Talking about bond pricing, whenever there're callable & convertible features:
    (i) issuer may exercise option - for sure at the advantage of the issuer.
                                                   - exercise when interest rate increase & price drop for lower
                                                            redemption payable amount.
    (ii) investor may exercise option - issuer will factor in additional premium in pricing.
    How does Nakheel price their option?
 
4) Shall the pricing mechanism be different for different type of underlying assets?
    Risk associated for different type of assets will be different.
 
At the moment trying to access to a few local banks (Malaysia) but perhaps I haven't find the suitable experts yet. Answers given are, it's very complicated to explain @ same as conventional bond @ do you think it should be different.. Haha.. just sharing..
 




