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Abstract

Sukuk is the most popular Islamic financing instrument in the rapidly growing
Malaysia capital market. Since the first sukuk issuance, there have been a number
of sukuk default cases recorded which have tarnished the credibility of sukuk as a
practical and viable Islamic financing instrument. What are the causes of Islamic
sukuk defaults ? Are these sukuk defaults unique or similar to conventional bonds ?
What are the lessons that can be learned from sukuk defaults ? What are the impacts
of sukuk defaults to the capital market? These questions are important academic
and policy concerns for Islamic banking.

Key Words: Sukuk, Sukuk Defaults, Malaysian Capital Market
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Year Total defaulted Default rate Defaults with bank No. of issuer Adjusted
(by no. of guarantees defaults ex-bank default rate
issuers) guarantee (by no. of
issuers)
No. of No. of Amount of (%) No. of No. of (%)
issuers issues rated debt issuers issues
(RM million)

1997 1 1 30 0.6 1 1 - -
1998 16 20 3,820 8.8 11 12 5 2.8
1999 4 5 1.850 2.5 3 3 1 0.6
2000 6 12 1,875 3.6 4 9 2 1.2
2001 4 12 2,757 23 4 23
2002 - - - - -
2003 3 3 225 1.9 3 1.9
2004 2 2 98 1.1 1 1 1 0.6
2005 6 6 1,182 33 1 1 5 2.8
2006 - - - - -
2007 2 2 366 1.0 2 1.0
2008 2 4 300 1.1 - - 2 1.1
2009 3 5 394 1.6 1 1 2 1.1
Total 49 70 12,896 1.9 21 27 25 1.1

Note: No default prior to 1997.
Source: RAM Ratings (2010)
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Issuance

Rating Initial Issuer Type of Sukuk Amount Date of Final
Date Agency Rating® (RM mil) Default Rati
17 Apr 1997 RANM A2 Hualon Bai® Bithaman Ajil 150 21 Nov 2003 D
Ratings Corporation (M) Islamic Debt
Sdn Bhd Securitics (BalDS)
25 Jan 1999 RANM BBB3 Johor Corporation AMurabahah Islamic S00 27 Junc 2002 D
Ratings Decbt Securities
21 Sept 2000* MARC r— Europlus BalDsS 250 10 Mar 2006 Dir,
MARC- ‘Corporation Sdn
2m Bhd
11 Dec 2000 RAM BBB3 Moccis Trading BalDsS £ 3 June 2003 D
Ratings Sdn Bhd
22 Feb 2001* MARC Aun Maxiscgar Sdn BalDs 300 10 Mar 2006 Din
Bhd
24 July 2003 MARC MARC- Perspektif Perkasa Aurabakhakh 188 10 Mar 2006 Din
N Sdn Bhd Underwritten Notes
Issuance Facility
(MUNIF)
19 Sept 2003 MARC MARC- Stenta Films (M) MUNIF 90 20 Sept 2007 Din
3m Sdn Bhd
28 Nowv 2003 MARC A Malaysian BalDs 120 2 Apr2010 Dins
Merchant Marine
Berhad
30 Dec 2003 MARC ALDY Evermaster Berhad  BalDS & 50 & 31 Dec 2008 Din
MARC- Murabahah 40
2 Multi-Option Notes
Issuance Facility
1 Apr 2004 MARC At Pcsaka Astana (M)  BalDS 200 30 Scpt 2005 Dins
MARC- Sdn
lin Bhd
9 July 2004 MARC Atip Ingress Sukuk Swkuk fjarah 160 13 July 2009 Dis
Berhad
7 Oct 2004 MARC AIDY Oilcorp Berhad AMurabakak IMTN/ To 7 Oct 2009 Dy
MARC- MUNIF
)
19 Oct 2004 RAM A3P2 BSA Intcrnational AMurabakah CP/ 150 28 May 2008 D
Ratings Berhad MTN
4 Nov 2004 MARC AIDY Jana Niaga Sdn MUNIF 100 15 Nov 2007 Dy
MARC- Bhd
2in
12 Nowv 2004 RAM A2/ P2 The Royal Mmt of  Muwrabahah Multi- 55 8 Junc 2007 D
Ratings Malaysia Option Notes
Sdn Bhd Issuance Facility
15 Dec 2004 MARC Al PSSB Ship BalDs 40 15 Dec 2009 D
Management
Sdn Bhd
2% Jan 2005 MARC An Tracoma Holdings BalDs 100 29 Jan 2009 Dhn
Berhad
& Mar 2005 MARC MARC- M-Trex Murabahah 1CP 60 21 May 2009 Dy
2m Corporation Sdn
Bhd
29 Apr 2005 RAM Al(s) ‘Oxbridge Height Murabahah IMTN/ 104/ 6 Apr 2009 D
Ratings Pl(s) Sdn Bhd MUNIF 50
26 Sept 2005 MARC A Englotechs Murabahah MTN 50 27 Mar 2009 Dy
Holding Bhd
2R Oct 2005 RAM A2 Memory Tech Sdn BalDs 320 7 June 2007 D
Ratings Bhd
31 Jan 2006 MARC At/ Nam Fatt Murabahah 1CP/ 250 6 Apr 2010 Dy
MARC- Corporation IMTN
Iin Berhad
13 Apr 2007 MARC MARC- Straight A's MUNIF 200 11 Dec 2009 Din
I Portfolio Sdn
Bhd
17 May 2007 MARC A+p Malaysian BalDs 240 18 Nov 2009 Din
International

Tuna Port Sdn Bhd

Malaysian Ra- sRating Agency Malaysia (RAM ) Lauasy odlel Joazl I 1oLl
LW 3hedl Aa a)b (o deuall SlsbasYl Cwsg (ting Corporation Berhad (MARC
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