Finance Company Limited (Malaysia)


The following pages illustrate how an asset-backed structure might be implemented.

A hypothetical finance company, Finance Company Berhad, has RM 500 million of automobile hire purchase receivables that are currently financed by bank borrowing. Because the finance company is not a top credit, it does not have access to the public debt market on favorable terms. Also, because its balance sheet is debt-heavy, FCB cannot raise additional funds for expansion without issuing new equity.

At the same time, certain institutional investors in Malaysia are suffering a shortage of high-quality paper with attractive returns.

Bank Utama proposes to securitize a substantial portion of FCB's HP receivables. The receivables will be transferred to a newly formed company that will issue asset-backed securities. The securities will be structured in such a way as to obtain a top rating from RAM.

How can this be done?
Characteristics of the assets


Total Portfolio
As of January, 1995, FCB HP receivables amount to RM 555,458,000. 

Schedule of Payments
The following charts show the scheduled principal and interest payments, and outstanding balances, month-by-month for the next 18 months.
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Portfolio Diversification of Collateral
Loans are broken down into four main categories: commercial vehicles (representing 22% of the total amount), heavy machinery and equipment (24%), passenger cars (31%), and consumer goods (21%). Commercial vehicles and passenger cars represent the largest number of loans (respectively, 29% and 48% of the total).

Geographical and Borrower Diversification
Loans are broken down into 15 branches. The largest are Kuala Lumpur (40% of the total loan amount), Johor Bahru (25%), Melaka (19%) and Kota Kinabalu (11%). The composition of borrowers is: companies (60% of the total amount), businessmen (17%), firms (12%) and some 25 other categories sharing the remainder. No loans represent more than 0.15% of the portfolio amount.

Loan Size
Commercial vehicles and passenger cars' average loan size are RM 56,000 and RM 21,000 respectively. Machinery and equipment have the highest average loan size (RM 112,000) followed by consumer goods loans with an average size of RM 52,000.

Interest Rates
Rates range from 10.10% to 19.7%. The weighted average rate is 12.6%.

Delinquencies
Overdue amounts as a percentage of total balances outstanding are: 6.3% for West Malaysia and 7.8% for East Malaysia.

Defaults and Recoveries
Defaults comprise less than 0.7% of outstanding amounts, of which approximately 40% is recovered within 1.5 years.

History of the Portfolio and Sensitivity to Economic Conditions
The evolution of the portfolio over time and its correlation with general economic factors is contained in a separate table.

Sample Term Sheet


The following is a sample "term sheet" showing a summary of the terms of a typical asset-backed issue that might be done in Malaysia.

FCB 1995-A Asset Backed Securities
Issuer
FCB 1995-A, a special-purpose trust

Seller
Finance Company Berhad

Servicer
Finance Company Berhad

Securities offered
RM200 million auto hire-purchase receivable asset-backed certificates Series 1995-A due 1 June 1999.

Structure type
Pass-through certificates issued by a Trust evidencing claims on assets held by the Trust

Legal structure
Sale of assets from FCB to the Trust

Collateral assets
Retail automobile hire-purchase contracts originated 

Trustee
Price Waterhouse

Lead underwriter
Bank Utama (Malaysia) Berhad

Data on the asset pool
The pool of assets held by the Trust consists of RM220 million of HP receivables

Weighted-average annual contract rate: 12.6%

New autos: 87%

Geographic distribution: Selangor 53%, Johor 16%, Negiri Sembilan 11%, Kelantan 9%, Other 11%

Weighted-average remaining maturity: 29 months

Loss and delinquency experience: below average (see table)

Credit enhancement
A 5% limited guaranty by FCB to cover losses.

Rating
AAA rating by Rating Agency Malaysia

Illustration of the Structure


In the following diagrams, a pass-through structure is used to show how Bank Utama could arrange for a new Private Debt Security be issued by a Special Purpose Vehicle (SPV) set up to buy the hire purchase receivables. 

•
Figure 4 shows the initial stage when the assets are sold to the SPV, called FCB 1995-A.

•
Figure 5 illustrates the ongoing flow of cash payments.

•
Figure 6 shows how the total level of assets is kept at the PDS principal amount, plus a cushion to protect investors against default risk, by replenishment of the pool until the end of 2 years, after which the debt is paid down in accordance with the paydown of HP contracts in the pool. 
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Finance Company Berhad
Please evaluate the proposed asset-backed security and advise on the optimal structure for this deal.

Look at the proposal from the following points of view:

· SELLER/BORROWER (FCB)

· What can FCB achieve by financing through such an asset-backed security?

· What are the financial benefits and costs? (If you cannot quantify them precisely, please list them.)

· Would you advise your board to go ahead with the deal?

· INVESTOR (EPF)

· How does this compare with other investments available?

· Based on the available information, how good is the credit?

· What additional information or protection would you want?

· SERVICER/ADMINISTRATOR

· What are your duties?

· What resources would you require to accomplish these duties?

· BANKER/ARRANGER

· What benefit can you get from arranging this deal?

· What are your responsibilities before, during and after the issuance of this deal?

· What changes would you suggest to get this deal done, i.e., to satisfy both investor and issuer?

· What legal and other issues must you resolve to get such an issue completed? 


Asset-Backed Securities
Prof. Ian Giddy

