Manulife Investment Management

Downgrade of SDEB’s Sukuk

What happened?

On 9 December 2021, Malaysia Rating Corporation
Berhad (MARC) downgraded the credit rating of
Senai-Desaru  Expressway Berhad's (SDEB)
RM1.89  billion Islamic Medium-Term Notes
programme (Restructured Sukuk) to BBis from BBB.is
due to SDEB's tight liquidity position, which has
heightened the risk of the company not being able to
address its upcoming financial obligations on a timely
basis. According to MARC, the company's
considerable challenges to address its current
predicament have been compounded by the
declining traffic levels that was made worse by the
pandemic-induced closures and limited visibility on
traffic recovery on Senai-Desaru Expressway.

SDEB is the concessionaire of the Senai-Desaru
Expressway in Johor. SDEB had issued a RM1.46
billion Sukuk to part-finance the construction of the
expressway in 2005. Given various construction
delays and cost overruns, the Sukuk was first
restructured in 2010. Due to slow traffic volume
growth, the Sukuk was subsequently restructured
again in 2014 resulting in the present Restructured
Sukuk.

As a result of the downgrade, SDEB’s Restructured
Sukuk were repriced downwards by 51%-67%, with
the longer dated ones the worst hit.
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Our thoughts

The downgrade of SDEB’s rating did not come as a
surprise given its weak credit profile but the quantum
of yield increase/price drop for the sukuk was larger
than that for recent comparable downgrades. SDEB
is likely to require remedial measures to address the
company’s financial obligations as its weak liquidity
and expected poor performance made debt servicing
an extremely challenging task.

Our position

Manulife Investment Balanced Fund (MABLF) has
approximately RM9.3 million exposure to SDEB as of
30 November 2021 (~11% of Fund’s NAV). The price
drop of SDEB’s Restructured Sukuk following the
downgrade was the primary reason behind the
7.16% drop in MABLF fund price from RM0.3825 on
9 Dec 2021 to RM0.3551 on 10 December 2021.

Our investment team has been trying to dispose of
all SDEB exposures since 2014 but had been unable
to do so as SDEB’s Sukuk has very poor liquidity,
which was caused by its weak credit profile and the
multiple restructuring history of the Sukuk. We will
continue to monitor development pertaining to this
Sukuk and provide updates should there be further
development.
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Disclaimer

The above information has not been reviewed by the SC and is subject
to the relevant warning, disclaimer, qualification or terms and conditions
stated herein. Investors are advised to read and understand the contents
of the Master Prospectus dated 7 February 2020, its First Supplemental
Master Prospectus dated 13 November 2020, its Second Supplemental
Master Prospectus dated 5 April 2021, its Third Supplemental Master
Prospectus dated 13 September 2021 and its Fourth Supplemental
Master Prospectus dated 29 November 2021 and all the respective
Product Highlights Sheet(s) (collectively, the “Offering Documents”),
obtainable at our offices or website, before investing. The Offering
Documents have been registered with the Securities Commission
Malaysia (SC), however the registration with the SC does not amount to
nor indicate that the SC has recommended or endorsed the product.
There are risks involved with investing in unit trust funds; wholesale funds
and/or Private Retirement Schemes. Some of these risks associated with
investments in unit trust funds; wholesale funds and/or Private
Retirement Schemes are interest rate fluctuation risk, foreign exchange
or currency risk, country risk, political risk, credit risk, non-compliance
risk, counterparty risk, target fund manager risk, liquidity risk and interest
rate risk. For further details on the risk profile of all the funds, please refer
to the Risk Factors section in the Offering Documents. The price of units
and income distribution may go down as well as up. Investors should
compare and consider the fees, charges and costs involved. Investors
are advised to conduct own risk assessment and consult the professional
advisers if in doubt on the action to be taken.

A widespread health crisis such as a global pandemic could cause
substantial market volatility, exchange trading suspensions and closures,
and affect portfolio performance. For example, the novel coronavirus
disease (COVID-19) has resulted in significant disruptions to global
business activity. The impact of a health crisis and other epidemics and
pandemics that may arise in the future, could affect the global economy
in ways that cannot necessarily be foreseen at the present time. A health
crisis may exacerbate other preexisting political, social, and economic
risks. Any such impact could adversely affect the portfolio’s performance,
resulting in losses to your investment

Investing involves risks, including the potential loss of principal. Financial
markets are volatile and can fluctuate significantly in response to
company, industry, political, regulatory, market, or economic
developments. These risks are magnified for investments made in
emerging markets. Currency risk is the risk that fluctuations in exchange
rates may adversely affect the value of a portfolio’s investments.

The information provided does not take into account the suitability,
investment objectives, financial situation, or particular needs of any
specific person. You should consider the suitability of any type of
investment for your circumstances and, if necessary, seek professional
advice.

This material, intended for the exclusive use by the recipients who are
allowable to receive this document under the applicable laws and
regulations of the relevant jurisdictions, was produced by, and the
opinions expressed are those of, Manulife Investment Management as
of the date of this publication and are subject to change based on market
and other conditions. The information and/or analysis contained in this
material has been compiled or arrived at from sources believed to be
reliable, but Manulife Investment Management does not make any
representation as to their accuracy, correctness, usefulness, or
completeness and does not accept liability for any loss arising from the
use of the information and/or analysis contained. The information in this
material may contain projections or other forward-looking statements
regarding future events, targets, management discipline, or other
expectations, and is only as current as of the date indicated. The
information in this document, including statements concerning financial
market trends, are based on current market conditions, which will
fluctuate and may be superseded by subsequent market events or for
other reasons. Manulife Investment Management disclaims any
responsibility to update such information.

Neither Manulife Investment Management or its affiliates, nor any of their
directors, officers, or employees shall assume any liability or
responsibility for any direct or indirect loss or damage or any other
consequence of any person acting or not acting in reliance on the
information contained herein. All overviews and commentary are
intended to be general in nature and for current interest. While helpful,
these overviews are no substitute for professional tax, investment, or
legal advice. Clients should seek professional advice for their particular
situation. Neither Manulife, Manulife Investment Management, nor any of
their affiliates or representatives is providing tax, investment, or legal
advice. This material was prepared solely for informational purposes,
does not constitute a recommendation, professional advice, an offer, or
an invitation by or on behalf of Manulife Investment Management to any
person to buy or sell any security or adopt any investment strategy, and
is no indication of trading intent in any fund or account managed by
Manulife Investment Management. No investment strategy or risk
management technique can guarantee returns or eliminate risk in any
market environment. Diversification or asset allocation does not
guarantee a profit or protect against a loss in any market. Unless
otherwise specified, all data is sourced from Manulife Investment
Management. Past performance does not guarantee future results.

Manulife Investment Management

Manulife Investment Management is the global wealth and asset
management segment of Manulife Financial Corporation. We draw on
more than a century of financial stewardship to partner with clients across
our institutional, retail, and retirement businesses globally. Our specialist
approach to money management includes the highly differentiated
strategies of our fixed-income, specialized equity, multi-asset solutions,
and private markets teams, along with access to specialized, unaffiliated
asset managers from around the world through our multimanager model.

These materials have not been reviewed by and are not registered with
any securities or other regulatory authority, and may, where appropriate,
be distributed by the following Manulife entities in their respective
jurisdictions.  Additional information about Manulife Investment
Management may be found at manulifeim.com/institutional.

Australia: Hancock Natural Resource Group Australasia Pty Limited,
Manulife Investment Management (Hong Kong)
Limited. Brazil: Hancock Asset Management Brasil
Ltda. Canada: Manulife Investment Management Limited, Manulife
Investment Management Distributors Inc., Manulife Investment
Management (North  America) Limited, Manulife Investment
Management Private Markets (Canada) Corp. China: Manulife
Overseas Investment Fund Management (Shanghai) Limited
Company. European Economic Area and United Kingdom: Manulife
Investment Management (Europe) Ltd., which is authorized and
regulated by the Financial Conduct Authority; Manulife Investment
Management (Ireland) Ltd., which is authorized and regulated by the
Central Bank of Ireland Hong Kong: Manulife Investment Management
(Hong Kong) Limited. Indonesia: PT Manulife Aset Manajemen
Indonesia. Japan: Manulife Investment Management (Japan)
Limited. Malaysia: Manulife Investment Management (M) Berhad
200801033087 (834424-U). Philippines: Manulife Asset Management
and Trust Corporation. Singapore: Manulife Investment Management
(Singapore) Pte. Ltd. (Company Registration No. 200709952G). South
Korea: Manulife Investment Management (Hong Kong)
Limited. Switzerland: Manulife IM (Switzerland) LLC. Taiwan: Manulife
Investment Management (Taiwan) Co. Ltd. United States: John
Hancock Investment Management LLC, Manulife Investment
Management (US) LLC, Manulife Investment Management Private
Markets (US) LLC, and Hancock Natural Resource Group,
Inc. Vietnam: Manulife Investment Fund Management (Vietnam)
Company Limited.

Manulife Investment Management, the Stylized M Design, and Manulife
Investment Management & Stylized M Design are trademarks of The
Manufacturers Life Insurance Company and are used by it, and by its
affiliates, under license.
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