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This issue of NewHorizon comes out in the festive season 
of New Year with the warmest wishes to our readers 
from the staff at IIBI and NewHorizon.

2008 brings with it even greater challenges for Islamic
financial institutions gaining wider acceptance of
Shari'ah-compliant products and services. Islamic banking
still has some way to go and much more will need to be
done before it can claim to have mainstream relevance. 

However, there are signs of optimism. A New Year
symbolises a fresh start and new beginning for many, 
and the Islamic finance industry is expected to witness 
a lot of new developments, some of which at the highest
governmental levels. The UK government is considering
issuing sukuk (Islamic bonds) in 2008; and halfway 
across the world, the government of Japan also plans to
sell sukuk for the first time in the spring of 2008. The US
government is working on accommodating Shari'ah-
compliant banking in its finance market. 

On the ground, a new Islamic financial institution, Noor
Islamic Bank, opens its doors early this year in Dubai, but
is already eyeing European and Asian markets as part of
its expansion strategy. And one of the largest and oldest
banks in Sri Lanka, Bank of Ceylon, is embracing Islamic
finance by launching Shari'ah-compliant operations in
early 2008. IFSB (Islamic Financial Services Board) is
entering New Year with 150 members worldwide, 13 
of which are a new addition to this highly reputable
international organisation. The takaful (Islamic insurance)
industry is also anticipating a good year, with a positive
start having already been made – a new takaful company
in Bahrain has recently been granted a licence. 

IIBI is marking the New Year with the introduction of
two new Islamic finance modules and an updated Post
Graduate Diploma course starting from January 2008. 

EDITORIAL

Deal not unjustly,
and ye shall not be 
dealt with unjustly.

Surat Al Baqara, Holy Quran

This magazine is published to provide information on developments in Islamic finance, and not to provide professional advice. The views expressed in
the articles are those of the authors alone. The Publishers, Editors and Contributors accept no responsibility to any person who acts, or refrains from
acting, based upon any material published in the magazine. The Editorial Advisory Panel exists to provide general advice to the editors regarding
matters that may be of interest to readers. All decisions regarding the published content of the magazine are the sole responsibility of the Editors,
and the Editorial Advisory Panel accepts no responsibility for the content.

Mohammad Ali Qayyum
Director General, IIBI
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Bahrain and the UK are to take
their collaboration in the areas
of conventional and Shari’ah-
compliant finance to the next
level, says the Middle East
Association (MEA), a UK-based
organisation that promotes
trade and relations with the
Middle East, North Africa,
Turkey and Iran. 

MEA and the Bankers’ Society
of Bahrain jointly hosted a
reception in the City of London,
which was opened with a
keynote speech from His
Highness Shaikh Salman bin
Hamad Al-Khalifa, Crown
Prince of the Kingdom of
Bahrain (right). He was
speaking at the event as part of
his visit to London to meet with
business leaders to discuss
prospects for inward investment
in finance to Bahrain. He was
accompanied on his visit by
H.E. Shaikh Ahmed bin
Mohammed Al-Khalifa,
minister of finance of Bahrain,
and H. E. Rasheed Mohammed
Al Maraj, governor of Central
Bank of Bahrain (CBB).

Addressing the senior business
and City of London represent-
atives gathered at the reception,
he called upon the City to
capitalise on its links with the
Kingdom of Bahrain as a means
of maintaining its position as
the world's leading commercial
and financial centre.  

His Highness named London 
as ‘the largest financial capital
in the world today’ and Bahrain
as ‘the most established finance
centre in the Gulf’. He empha-

sised that Bahrain’s transparent
and strong regulatory frame-
work, knowledgeable and
experienced personnel, and
developed infra-structure are the
key factors in attracting the City
businesses that are looking to set
up operations in the Gulf and to
access wider markets from a
central, well-linked base.

‘Bahrain is growing at a
phenomenal pace… we are 
in the top five for all of Western
Asia for foreign direct invest-
ment and we are number eleven
in the world, figures we are
extremely proud of,’ His
Highness stated.

Michael Thomas, MEA’s direct
or general, commented that
foreign direct investment in
Bahrain grew almost three-fold
in the last year. ‘This is surely a
statement of confidence from the
world’s investors; with its well-
established focus on finance,
international trade and
investment and infrastructure,
Bahrain is a marvellous partner
and a very comfortable location
to do business from,’ he added. 

The governor of the CBB 
also stated that the country’s
financial industry is developing
rapidly, ‘in particular in funds,
banking, insurance and Islamic
finance’, and there is a keen
interest from City of London
institutions in doing business
with the Kingdom. ‘Bahrain
offers major prospects for City
businesses to locate and conduct
business throughout the Gulf
and broader Middle East
region.’  

City of London businesses
invest in Bahrain

FWU and Pak-Qatar tie up
for family takaful

FWU Group, a German
product designer for the
financial services sector, and
Pakistan-based Pak-Qatar
Family Takaful have signed an
agreement to jointly provide
takaful (Islamic insurance)
products through Pak-Qatar’s
branches. Under the terms of
the agreement, FWU will be
providing its technology
solution and distribution

experience, while Pak-Qatar
will bring its financial strength
and relationship network.
Pak-Qatar recently became 
the first family takaful
provider in Pakistan
(NewHorizon, July–Sept-
ember 2007). This agreement
will see family takaful
products becoming available
across the counter at branches
in Pakistan. 
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connected in an online regime.
However, during the first year,
access to Islamic products and
services will be limited to ten 
or twenty branches and then,
‘depending on the direction of
the learning curve’, the number
of branches offering Shari’ah-
compliant finance will increase. 

Initially, murabaha and ijara-
based asset products will be 
offered because of their simp-

licity and safety in the banking
context. The bank will focus
mainly on one or two estab-
lished clients to begin with 
and then move on to deposit 
mobilisation in order to ensure 
a competitive level of return.
Gold trading, sukuk issuance
and short-term Shar’iah-
compliant securities are also 
on the bank’s agenda. 

A notable feature of BoC is a
voluntary shadow committee
formed by the bank’s Muslim
Majlis – the formal representa-

Bank of Ceylon launches 
Shari’ah-compliant banking

tive body of around 300 Mus-
lim staff of BoC, which meets
on a weekly basis to discuss and 
decide the future shape of the 
Islamic banking unit. The bank
is very grateful for its input, 
commented Samarasinghe. 

During the first year of opera-
tions, the bank expects to 
acquire around $27 million 
in deposits, and around 85 per
cent of this sum will be utilised
for short-term Shari’ah-based
lending with a return of around
15–20 per cent. It is a fairly
moderate mark-up due to the
prevailing high inflation and 
interest rate scenario in which
the newly formed unit is going
to operate. The team is confi-
dent it can maintain or even 
surpass this level of profit 
sharing and other business 
initiatives thanks to its strong
footing.

Speaking of future challenges,
Samarasinghe cited ‘parallel 
cohabitation’ of conventional
and Islamic systems under one
roof as the main one. It will 
be vital not to violate Shari’ah
norms, he emphasized. To 
ensure this, BoC will put a
proper firewall in place to 
avoid any possible interming-
ling of funds. The bank will 
also make sure that relevant 
education is provided for its
cross-section staff.

‘Commitment and hard work
are two important factors’ if
BoC wants to achieve the 
desired results in this com-
paratively new field of finance,
stated Samarasinghe.

NEWS

State-owned Bank of Ceylon
(BoC), the largest Sri Lankan
bank ranked by assets ($3.9 
billion), is planning to launch 
Islamic banking operations in
early 2008, according to 
C Samarasinghe (below right),
deputy general manager at 
BoC.  

Islamic banking has been named
as a key area for development 
at BoC, which plans to capitalise
on the opportunities presented
by the booming industry by 
diversifying its product portfolio
and meeting the increasing 
demand for Shari’ah-compliant 
finance. 

Samarasinghe confirmed that
there is, indeed, a need for this
diversification and that the
bank’s preliminary estimates 
indicate that there is huge 
potential in the area of Islamic
finance. He hopes that BoC 
will contribute significantly to
the industry by providing bank-
ing services to ‘clientele who 
request Shari’ah-compatible
products’ both domestically 
and internationally. 

Community-based banking is
emerging rapidly in Sri Lanka.
So far, the country’s Islamic 
finance industry has tapped 
$45 million, while Samarasinghe 
estimates a potential market 
of $700–900 million. ‘The Sri
Lankan Islamic finance industry
has to be visited and explored,’
he noted. 

‘Our main strengths are our
dedicated team of staff mem-
bers, the backing given by big

conglomerates like Expo Lanka
Group and the enthusiasm
shown by the honourable 
members of the All Ceylon
Jamiathul Ulema – the highest
Muslim religious body of Sri
Lanka – who readily accepted 
to sit on our Shari’ah board,’
said Samarasinghe. 

BoC’s dedicated team of four
was trained ‘from A to Z on 
Islamic banking’ by Islami 
Bank Bangladesh (IBBL) from
July to August 2007. IBBL
showed remarkable hospitality
and boosted the enthusiasm 
of BoC’s team, recalled 
Samarasinghe.

In addition, the team visited
Dubai-based subsidiaries of
Citibank and HSBC Amanah,
where it also received a warm
welcome. ‘The support of the
global giants is imperative if 
the BoC is to retain its active 
international position,’ stated
Samarasinghe. In the long run,
the bank plans to ‘expand the
[Islamic banking] horizon from 
national to global’ by intro-
ducing Shari’ah-compliant 
operations firstly to its branch
in Malé (the capital of the 
Maldives) and then to other
overseas branches. At the 
moment, the bank has an 
overseas presence in the 
Maldives, India and the UK.

BoC’s Islamic banking distri-
bution channel is planned to be
centralised with a core banking
solution from global vendor 
Fiserv. The bank’s extensive 
domestic network of 303
branches will ultimately be 
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There is currently great
demand for Shari’ah scholars,
but a small supply of qualified
and experienced people. 

Kaleem has 16 years of
education and practical 
experience in the field. He
currently holds a number of
posts in Pakistan consulting at
Islamic banks and insurance
companies, as well as serving
on advisory committees for
the State Bank and the
Securities and Exchange
Commission.

Kaleem was drawn to work-
ing with Deloitte due to the
variety of financial products
he would be dealing with. His
remit will cover areas such as
tax and institutional issues,
and possibly government
sukuk issuance depending on
the outcome of the current UK
Treasury consultation on a 
UK Sovereign sukuk.
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Malaysia-based Islamic
Financial Services Board (IFSB)
has approved the membership
of 13 new financial
organisations. 

The new members include 
Bank of Mauritius (Associate
Member) and Hong Kong
Securities and Futures
Commission (Observer
Member). 

The Council of IFSB has also
admitted another eleven
Observer Members, among

New banks join IFSB

UK-based Deloitte has
become the first of the
country’s ‘big four’
accounting firms to appoint 
a Shari’ah scholar. Mufti
Hassan Kaleem (above) will
be the scholar for the firm’s
Islamic finance practice. In
this role he will be required to
ensure that products and
transactions are fully
Shari’ah-compliant.

Deloitte appoints 
Shari’ah scholar

New takaful company 
in Bahrain

Central Bank of Bahrain
(CBB) has granted a licence 
to a new takaful (Islamic
insurance) operator – T'azur
Company BSC. The company
has an authorised capital of
$500 million and offers
family (life), medical and
general takaful business lines. 

Bahrain-based Unicorn
Investment Bank BSC is one
of the founding investors in
T’azur, and spent over two
years researching and
planning the new entity.
Other financial institutions 
in Bahrain, Kuwait, Qatar
and Saudi Arabia have also
invested in the takaful
operator. T’azur will function
as an independent unit. 

Bernhard U Schluep has been
appointed the company’s
CEO. He comes with over 
15 years of experience in the
fields of life and general
insurance, including M&A
(mergers and acquisitions)
and business turn-around
activities. Prior to this
appointment, Schluep held a
senior management position
in Zurich Financial Services
Group in New York and
Switzerland. 

Majid Al Sayed Bader Al-
Refai, CEO and managing
director of Unicorn, stated
that there is a gap for a
‘major regional takaful player
able to meet the demands of
the marketplace’ and that
T’azur has set out to fill this
gap and will continue ‘to
grow in geographical span,

penetration level and sophis-
tication’.

T’azur has ambitious plans of
global presence, with its
expansion strategy focusing 
on both organic growth and
acquisitions locally and
internationally. The company
already has takaful licence
applications in the pipeline for 
a number of key markets,
although no details are being
disclosed at present. It is also
persisting in raising more cap-
ital to support its growth plans.  

'T'azur's vision is to become a
global leader in serving the vast
and largely untapped market
for Islamic insurance and
savings solutions,’ stated Omar
Clark Fisher, head of takaful
initiative at Unicorn. ‘The
company seeks to be a major
player in a presently fragmented
market that shows vast
potential.'

whom there are both new and
established financial market
players from across the globe,
such as Islamic Bank of Asia
(Singapore), Bank Asya
(Turkey), Dow Jones Indexes
(US), Sumitomo Mitsui Banking
Corporation (Japan), First
Habib Modaraba (Pakistan),
UM Financial Inc (Canada),
Venture Capital Bank BSC
(Bahrain) and  Al Rowad
Financial Services Co (Sudan).  

The IFSB members now total
150, comprising 37 regulatory

and supervisory authorities, 
five international inter-
governmental organisations 
and 108 market players and
professional firms operating in
31 jurisdictions. 

‘The continuous growth of 
the IFSB membership from
organisations across multiple
jurisdictions demonstrates the
interest and appreciation of the
industry in the work of 
the IFSB,’ said Professor Rifaat
Ahmed Abdel Karim, secretary
general of the IFSB.  
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Islamic finance comes to Japan

Kuwait-based Boubyan Bank
has completed the first Islamic
real estate finance deal in
Japan. The bank purchased
three office buildings in Tokyo
via its subsidiary Boubyan
Global Real Estate for $39.4
million using a Shari’ah-
compliant mode of financing.
Not only is this the fist deal of
its kind in Japan, but it is also
the first deal done out of
Kuwait to finance overseas
acquisitions. 

Two Japanese companies,
Atlas Partners Japan (a fund
and asset management firm
that specialises in Japanese real
estate assets) and Hypo Real
Estate Capital Japan
Corporation, participated in

the transaction. It took almost
two years to structure this deal,
noted Abdullah Al-Mulaifi,
executive manager for inter-
national real estate at Boubyan
Bank.

Boubyan Global Real Estate
acquired the property as a
finance lease structure and
obtained financing for 70 per
cent of the value of the purchase,
using special purpose vehicles 
to comply with Shari’ah law.
According to Al-Mulaifi, the
internal rate of return is estimat-
ed at around 14–15 per cent. 

‘As the world’s second largest
property market, we have
considered Japan a target
investment with great potential

for a long time,’ he said.
‘Despite the absence of Shari’ah-
compliant financing in Japan,
through our commitment to
innovation-driven products and
determination to penetrate the
Japanese market, we have
achieved this breakthrough.’ 

It is believed that nearly half of
Boubyan Global Real Estate’s
money is invested in property
across Europe and another 25
per cent in the US. The fund is
keen to invest more in real
estate in Japan and also in other
Asian countries, such as
Malaysia and Singapore. 

And at state level, government-
owned Japan Bank for
International Cooperation

(JBIC) has announced plans to
sell Islamic bonds for the first
time by May 2008. The sale 
will be backed by a state in 
the Group of Eight (G8)
countries. 

‘We are studying the possibility
of a sukuk issue in the Malay-
sian market or internationally,’
said Tadashi Maeda, JBIC’s
director general of energy and
natural resources. According to
Maeda, the five-year bonds will
be priced in ringgit (the Malay-
sian national currency) or US
dollars, and the funds raised 
will be used for financing
biomass projects in Malaysia.
Bank Negara Malaysia, the
country’s central bank, will 
be arranging the sukuk sale.

The government of Dubai has
set up a new Islamic bank,
headquartered in Dubai,
which is expected to open its
doors to the public in early
January 2008. Noor Islamic
Bank has ten branches and a
capital of $1.1 billion. Half
of the bank’s shares belong 
to the government. 

‘We aim to be global in
nature,’ Hussain al-Qemzi,
the bank’s CEO told the news
agency Reuters. ‘We will be
on the lookout for mergers
and acquisitions overseas.’
There are plans to make the
first acquisition in 2008,

however no details are
currently being disclosed. The
bank’s initial investments will
come from its capital and in
three years’ time it may start
selling shares to the public.
According to al-Qemzi, Noor
is considering buying both
Islamic and conventional
banks. In the case of the latter
they will be converted into
Shari’ah-compliant financial
institutions.

Noor is considering the
possibility of entering the
markets of Kuwait and Saudi
Arabia, although growing
competition has made the

GCC countries’ markets less
attractive, al-Qezmi admitted.
‘There are limited opportunities
in the Gulf,’ he said. Noor’s
main overseas interest lies
elsewhere – in the emerging
markets of Eastern and Western
Europe and South East Asia. 

And closer to home, Dubai’s
government is strengthening the
position of domestic banks and
Dubai’s role as a global centre
for Islamic finance. In order to
compete successfully with
foreign counterparts, the
government has merged two
banks to create the UAE’s
largest bank (ranked by assets) –

New Islamic bank in Dubai eyes 
European and Asian markets

Emirates NBD. It has also
bought into Deutsche Bank
and HSBC Holdings plc. 

Furthermore, it has launched
the Dubai International
Financial Centre (DIFC), a
self-regulating zone set up 
to capture financial services
business in the GCC as well as
to attract international capital. 

According to Omar bin
Sulaiman, governor of DIFC,
Dubai is planning to build two
of the world's ten largest
financial institutions by 2015.
It is quite likely that Noor is
part of this strategy. 



finance still remains one the
major issues that could hamper
British efforts to become a hub
for Islamic finance, cited FSA.
The shortage of appropriately
qualified scholars results in
individual scholars holding
positions on the Shari’ah
supervisory boards of a 
number of Islamic financial
organisations, which, according
to FSA, ‘raises concerns 
over the ability of Shari’ah
supervisory boards to provide
enough rigorous challenge 
and oversight’. 

NEWS
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UK Government considers issuing sukuk

The UK Government has set out
plans to become the first
Western government to issue
sukuk (Islamic bonds) in 2008.
There has been a lot of
discussion and preparatory
work done by the HM Treasury
specialists and various Islamic
finance experts from the City 
of London prior to this
announcement. 

London has already been named
as a leading financial centre in
regards to Shari’ah-compliant
finance and experts agree that 
it is currently the strongest
European centre for the industry
(a detailed report on the
development of Islamic finance
in the UK can be found in
NewHorizon, April–June 2007
issue). A number of major UK
Government organisations have
set up working groups to advise
on Islamic finance policy and
relevant activities at the highest
level. HM Treasury has
established the HM Treasury
Islamic Experts Group and HM
Revenue and Customs (HMRC)
has created the HM Revenue
and Customs Islamic Finance
Group. 

Issuing sukuk has been on the
agenda of the UK Government
for some time and the intro-
duction of new measures for
sukuk in the 2007 Budget
proves it. They enable sukuk, 
or ‘alternative bonds’ as the
Government calls them, to be
issued, held and traded in the
same way as corporate bonds.
Sukuk is already listed on the
London Stock Exchange and
London’s secondary sukuk
market is experiencing growth.
Deals are already structured out
of London and the chances are
that Islamic bonds will be 
issued out of London as well. 

Speaking on BBC radio, Kitty
Usher, Treasury minister, noted
that ‘there are a huge number of
international corporates who
are issuing these types of
securities’ and that ‘if we can
get to the bottom of how to do
it as a UK Government, that
will be great news for the City
of London’. 

In November 2007, HM
Treasury published a
consultation document on
Government sterling sukuk

issuance. According to the
ministry, it is ‘seeking views 
on the advantages, disadvant-
ages and risks flowing from any
sukuk issuance’. 

The Government welcomes
opinions and comments on the
matters set out in the document.
Responses are invited until 
21st Feburary 2008. The
consultation document can 
be downloaded free from the
HM Treasury website 
www.hm-treasury.gov.uk 

Around the same time, UK’s
financial services regulator, FSA
(Financial Services Authority),
published a report on its role in
further development of the
Islamic finance industry in the
UK. The paper outlines the
social and economic reasons 
for the growth of the country’s
retail and wholesale Islamic
finance markets. It also talks
about the adopted regulatory
framework and gives the
outlook for future expansion 
of the industry in the UK. 

A lack of Islamic scholars and
global standards for Islamic

Malaysia-based RHB Islamic
Bank has donated a new
ambulance to Lembaga
Tabung Haji (LTH), the
Pilgrims Fund Corporation
founded by the government 
of Malaysia. The bank has
donated RM160,000

($48,000) to the Malaysian
Pilgrims Board, which will 
use the money to buy a GMC
Savana van and convert it 
into a fully functional
ambulance.

This is the first time RHB

RHB Islamic Bank buys ambulance for pilgrims

Islamic has supported the LTH,
and the bank hopes that the
new ambulance will mean it 
can provide an even better
service to Malaysian pilgrims. 
It comes as part of the bank’s
corporate social responsibility
programme. 

This programme has also seen
RHB Islamic undertake its
Missing Children – Reuniting
Families initiative, where it
works with the police to
disseminate information about
missing children to trace them
more quickly.

Big Ben,
London

NEWHORIZON Shawwal–Dhu Al Hijjah 1428
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Qatar Islamic Bank eyes UK and US

Qatar Islamic Bank (QIB),
Qatar’s largest Islamic lender 
by market value, is planning 
to launch Shari’ah-compliant
operations in the UK. The bank
is setting up a unit in the
country and expects to be
licensed by the FSA (Financial
Services Authority, UK’s
financial services regulator)
‘within weeks’, according 
to Middle East Economic
Digest. 

In due course, the unit’s shares
will be listed on the London
Stock Exchange. QIB wants to
access European markets
through London-based
European Finance House. It 
also plans to provide advice 

on Islamic finance matters to
European firms.

UK and Europe are not the only
regions that QIB is currently
eyeing up. Middle East Economic
Digest also reported on the
bank’s interest in the US market.
It has held initial talks with the
US Federal Reserve about setting
up operations there.

Meanwhile, closer to home, QIB
has launched two new Islamic
investment funds dubbed Al
Sanabel A & B, targeting Qatari
and international investors
respectively. It is hoped that the
funds will collectively mobilise
the maximum of $550 million,
and the minimum investment for

both categories is $14,000. Al
Sanabel A & B will invest in
Shari’ah-compliant Qatari
stocks under the supervision of
QIB's Shari’ah Supervisory
Board. This will be managed by
Global Investment House. With
QIB as founder and Global as
manager, the partnership
constitutes one of the main
features of this venture. 

Muhsen M Al Harbi, CEO of
Global Investment House
(Qatar), stated that a whole
range of factors, such as 'the
synergy between the new funds,
Global's in-depth experience in
managing investment funds and
assets’ and the company’s strong
presence in Qatar and the GCC

region ‘will create the perfect
vehicle to reach the funds'
strategic objectives'. Salah Al
Jaidah, QIB's CEO, added that
the funds will 'play a key role 
in expanding Islamic investment
activities and in consolidating
the national capital market'. 
The new funds will 'offer a great
opportunity to investors to enter
the strong and regionally active
Qatari market,’ he said. 

Facing tough competition from
other GCC countries, like Bah-
rain and the UAE, Qatar is keen
to promote itself and its finan-
cial centre, Qatar Financial
Centre, as a global hub for 
conventional and Shari’ah-
compliant finance. 

Maybank launches a new Islamic fund
Maybank (a trade name for
Malayan Banking Berhad), the
largest bank and financial
group in Malaysia, has
launched its first structured
Islamic deposit product, which
will invest in copper and wheat
as the two underlying
commodities. The bank offers
total capital protection on the
principal investment and
guarantees an annual payment
of 2.45 per cent over four
years or a return of 9.8 per
cent at maturity date. 

According to Ibrahim Hassan,
Maybank’s executive vice
president and head of Islamic
banking, ‘on a best-case
scenario, the Shari’ah-
compliant fund would deliver
potential upside earnings of up
to 39.6 per cent’. 

The RM300 million ($89
million) fund, dubbed Stride-i,
will invest in wheat futures on
the US-based Chicago Board of
Trade and copper futures on the
UK-based London Metal
Exchange. 

The fund offers its services to
Malaysian residents and
companies. It requires a
minimum initial investment of
RM50,000 ($15,000) and
subsequent investments of the
multiple of this sum and above.
Maybank will not charge any
exit fees, annual management
fees or service charges. 

Talking about the potential
upside profit, Hassan stated that
it is achievable due to the low
risk attached to the underlying
commodities. Limited supply

and increasing demand for
wheat and copper from
economically and demograph-
ically growing China and India
will drive prices up, he said.  

‘For copper, these two countries
have overtaken the US as the
largest copper consumer since
2002. They are expected to
absorb 41 per cent of the world’s
copper supply in 2009, from 36
per cent in 2006,’ Hassan
explained. 

‘For wheat, China and India are
already consuming more than
they produce especially since
they need to satisfy the appetite
of 2.4 billion people for noodles,
dumplings, bread, pastries and
all sorts of cookies. Today, these
two nations are estimated to
consume as much as 39 per cent

of the world’s wheat supply.’ 

Stride-i will enable Maybank 
to market at least RM600
million ($178 million) in
Shari’ah-compliant wealth
management products for the
bank’s fiscal 2008 and to 
offer these products outside
Malaysia, starting with
Singapore in early 2008.

Maybank has plans to
introduce more Islamic
structured deposit products
using different commodities 
as underlying assets, as well 
as ‘to explore other platforms 
for Shari’ah-compliant offer-
ings, among them private
investment funds, managed
portfolios, exchange-traded
funds, restricted investment
scheme and others’. 
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Dr Kamali, as well as being a professor 
of law, chairs a bank’s religious advisory
board. Although the issues of today’s
banking industry are rarely directly refer-
enced in the Shari’ah, he feels that there are
pointers that can be followed, examples and
similar situations that can be interpreted
and brought into context. Guidelines can
also be obtained from Hadith and ‘the
words of learned scholars’. But he shows a
certain pragmatism saying: ‘As for stalling,
for example, on an element of doubt about
a transaction that is otherwise a beneficial
concept – OK, we may fall short on a
certain requirement of morality or religion,
but that is it.’

This is not a dereliction of duty but instead
it is compliance with the concept of zann,
which means dominant probability in
Islamic jurisprudence. ‘We accept that even
the court decisions are not 100 per cent,’
says Dr Kamali. Zann is an overwhelming
probability that falls short of decisive
evidence. ‘In practical judicial matters,’ he
explains, ‘zann is accepted as the basis of a
decision. It is in the interests of justice that
you act on dominant probability.’

It is possibly this type of pragmatism that
has enabled the explosive growth of Islamic

Islamic banking and jurisprudence 
in practice: nit-picking or seeing 
the bigger picture?
Shari’ah advisory boards give religious guidance to their Islamic financial institutions.
They are generally expected to make the right decisions and to move Islamic banking 
forward while ensuring its integrity. But, with few quotations in the Shari’ah referring 
directly to the problems encountered in present day banking, what guidance can the
boards expect? What guides the guides? NewHorizon talks to Dr Mohammad Hashim 
Kamali, professor of law at the International Islamic University of Malaysia.

banking over the last few decades. Moving
Islamic banking along the road from
nothing just a few decades ago to the
current situation – where some countries,
including Pakistan, Iran and Sudan, are
advocating state-wide Islamic banking as
the standard – has necessitated bold
decisions. If the scholars go too slowly, then
the market may move without them; if they
move too quickly, then due consideration
and discussion may not be given to
important decisions.

In practice, the experience has been that the
theoretical aspects of banking and
commerce have fallen behind the practical
input. ‘There has been, on one hand, rapid
development in the practical scenarios –
Islamic banking emerging everywhere –
while the jurisprudential input to support
that development has not been rapid enough
to lead the way.’ 

So, in what ways does the Islamic
jurisprudence of ‘fiqh al mu’amalat’ (the
classical, Hanifite-derived Islamic law of
business transactions and commercial
contracts) differ from that of the
conventional West? And also, are there any
similarities between the two? Basically, fiqh
al mu’amalat and a Western contract are

POINT OF VIEW

Dr Mohammad Hashim Kamali,
International Islamic University of Malaysia
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very much alike, says Dr Kamali. ‘Both are
essentially civil agreements between two
consenting parties. Some are formed on this
basis; others may require documentation or
witnessing. Every contract has its essential
requirements and special conditions. Islamic
contract law has a great deal in common
with other legal traditions.’ 

The major difference, of course, is that
interest is prohibited. This simple statement,
now accepted throughout the Islamic world,
was for a great deal of time strongly
debated, even among leading Islamic
scholars. For a long time, following the age
of colonial rule, it was argued that interest
when used for commercial lending was
exempt from the Shari’ah prohibitions and
that it was only ‘loans for consumption’
(consumer loans) and excessive interest rates
(usurious) that constituted riba (interest) as
referred to in the Shari’ah. This reflected the
practicality of the times, when large foreign
commercial banks dominated international
lending operations and inter-government
exchanges were often conducted in a post-
colonial judicial infrastructure. It was not
until December 1985 that the Islamic Fiqh
Academy, consisting of the world’s most
recognised scholars, declared at a special
meeting held in Jeddah that riba in any form
was contrary to the Shari’ah.

It was this statement that led directly to the
creation of Islamic banking and its
departure from the conventional banking
world. It also gave religious leaders the
responsibility of ensuring that riba was
indeed removed from transactions – in
whatever form it might be disguised.

In the post-colonial period, Muslim
countries did not have Islamic banks,
observes Dr Kamali. There was only
conventional banking and people dealt with
it just as elsewhere, although religiously
minded people tried to avoid it because of
its ‘riba’ factor. So, in order to carry out
financial transactions according to their
beliefs, people ‘would start a small business
or form some kind of partnership or make
arrangements of those sorts’. As the capital
in the oil-rich countries of the Arab world
has grown, Islamic banking has gathered

momentum. These countries have
contributed to the awareness ‘that people
value so much in Islamic banking’ – the idea
of sharing, the idea of profit and loss
participation. ‘This is a concept that really
lies at the bottom of this appeal,’ states Dr
Kamali. 

It is this participation that replaces interest
at the heart of Islamic banking and
jurisprudence. The Shari’ah points out that
although riba is prohibited, trading is
encouraged. Partaking in the business risk 
of an enterprise gives rise to the acceptable
generation of profits. Banks are able to
generate profits through equity participation
in a business venture instead of depending

on charging interest on the principal of a
loan granted to fund the business. 

Dr Kamali believes that some of the earlier
products, ‘ones that have often imitated
conventional banking products and have
found very close equivalents to an exchange
of interest’ have now come up against
resistance from the general market. There is
a more general awareness now, developed
over the years, that the ideas and
jurisprudential principles are sometimes
distorted.

‘I am told that this is a general criticism,’
says Dr Kamali, ‘that we have just mimicked
so many things in Islamic banking that we
might be a very close parallel to
conventional banks.’ Of course, it is
important to emphasise that this criticism
does not apply in every case. He goes on:
‘The basic meaning of the jurisprudential
principle is that we have a partnership
transaction or a contract over a variety of
sales – murabaha (a mark-up sale) or a
deferred sale or a future sale or a forward
sale and so on.’ In either case, Islamic banks
should be taking a position with the asset.

‘The seller should first own it, assume the
responsibility and then sell it,’ explains Dr
Kamali. The banks, however, tend to speed
up the exchange to the extent that they sign
the sale and purchase all in the same session,
thus transferring all the risk to the customer.
‘This is the kind of distortion that is ram-
pant and people are growing critical of it.’ 

These problems arise due to a number of
factors, but there is a common acceptance
that one of the key reasons is the shortage 
of sufficiently trained specialists in Islamic
jurisprudence, who are at the same time in
tune with financial and commercial
transactions. Any Shari’ah advisory
committee or Shari’ah board of a financial

institution has to include members who 
are experts in Islamic jurisprudence. The
industry’s demand for Shari’ah advice 
and supervision at present significantly
outweighs the supply. ‘This is one
shortcoming,’ says Dr Kamali. Although
there are sufficient Shari’ah specialists, there
is still ‘a very, very pronounced shortage 
of trained jurists to really undertake the
responsibility of providing sound advice –
holistic Shari’ah-compliant and basically
learned advice’ that is tempered with the
knowledge of banking and contemporary
commerce.

Nevertheless, the march of Islamic banking
goes onwards. Sometimes, as Dr Kamali
concurs, short-term compromises must be
accepted in order for society to move
forward. These are seen as a temporary
measure until such time as they can be
replaced. ‘Often, I have qualms about the
decisions I make,’ admits Dr Kamali, ‘and I
do see grey areas. But I also see that you
must be aware of the bigger picture – what
it means for Muslim society to own its own
banks in harmony with its religion and
values.’ 

There has been, on one hand, rapid development in the practical
scenarios – Islamic banking emerging everywhere – while the
jurisprudential input to support that development has not been
rapid enough to lead the way.

NEWHORIZON Shawwal–Dhu Al Hijjah 1428
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2007 was a big year for the United
Kingdom in terms of moving ahead of other
Western countries in the competition to
attract Shari’ah capital. With the launch 
of the third fully Islamic bank in the UK 
this year, combined with its present rank 
of tenth in the world for holding Shari’ah-
compliant assets, the UK is certainly a front
runner among Western countries to take the
crown in the Shari’ah capital race. 

2008 promises to be still more interesting
for the industry as all eyes turn to the US,
the UK’s usual financial competitor, to see
how this country will react. To date, many
analysts and bankers have been critical and
somewhat pessimistic about the develop-
ment of Islamic banking and finance in the
US. The US government and its banking
sector have been criticised for being ‘less
willing to embrace Islamic finance’ than
their counterparts in the UK. Some have
suggested that the US is ‘Islamophobic’ or
tends to assume that Islamic finance is
related to terrorism. A prominent Gulf
banker even once jokingly commented that
the US needs to ‘open its eyes’ to see the
benefits to be gained by being receptive to
Islamic finance.  

The reality is that the US government has
been receptive to Islamic banking and
finance activities and has been involved 
in approving Shari’ah-compliant products
since 1985, when the industry was still in its
infancy. While the US may take a different
approach to other Western countries when it
comes to embracing Islamic banking and

finance, there should be no doubt among
bankers that the US will accommodate the
needs of the market if presented with the
opportunity. 

The first series of US regulatory approvals
for Islamic financial products was granted
by the Federal Reserve Board of Governors
(Federal Reserve) between 1985 and 1997,
when major US banks submitted
applications to engage in murabaha and
ijara products through their foreign
branches and subsidiaries. In 1985, the
Federal Reserve granted approvals to
Citibank, Chase and Bank of America,
allowing them to offer Islamic products in
Sudan and Pakistan. While the US banks in
these applications were under a mandate to
offer Shari’ah-compliant products in these
countries, the applications submitted by
Citibank in 1987 and 1997, on the other
hand, were a result of Citibank’s voluntary
business decision to offer such products in
countries where demand was present and
rising, such as Saudi Arabia, Bahrain,
Indonesia, Malaysia and the UK.  

In reviewing these applications, the Federal
Reserve’s test came under the US
International Banking Act, which generally
permits US banks to engage in certain non-
conventional activities outside of the US, 
so long as such activities are usual and
related to the business of banking in such
countries and are consistent with the US
Federal Reserve Act and Bank Holding
Company Act. By granting these approvals,
the Federal Reserve, under the first part of

Bullish on US Islamic banking
In the light of criticism of the United States for its seeming reluctance to embrace Islamic
finance, Abdi Shayesteh, associate with the King & Spalding law firm in New York and a member
of the Middle East and Islamic finance practice group, takes a realistic view of the situation. He
reports that US regulators have in fact been accommodating the growth of Islamic banking
activities for a number of years and concludes that it is up to the bankers now to make or take
the US market.
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the test, became one of the first Western
regulators to recognise the growth of
Islamic financial products at an early stage.
More importantly, under the second part of
the test, the Federal Reserve confirmed for
the first time that, under US banking law,
the risks associated with offering murabaha
and ijara products were no different from
those risks associated with conventional
financing products. For example, the
murabaha products proposed in these 
applications related to the financing of com-
mercial goods whereby the bank would
purchase goods or inventory and resell them
to its customers at ‘cost plus mark-up’ on 
a deferred basis. Such activities are typically
inconsistent with US banking law, as US
banks are not permitted to engage (whether
in the US or abroad) in the buying and
selling of wares, goods, or certain com-
modities. By taking a ‘substance over form’
approach, however, the Federal Reserve
found that the risks associated with these
murabaha and ijara products were
essentially credit risks, similar to the risks
faced by such US organisations in the course
of their normal banking business, meaning
that they had considerable expertise in
assessing and managing them.  

The next series of US regulatory approvals
for Islamic financial products was granted
in the period from 1997 to 2001, where
regulators gave approval to US licensed
banks to offer such products within the US.
In 1997 and again in 1999, the Office of 
the Comptroller of the Currency (OCC),
through interpretive letters, approved on a
case-by-case basis the offering of ijara wa
iqtina and murabaha mortgage products.
The New York State Banking Department
also approved similar products in 1999 
and in 2001. In all of these approvals, the
central issue for US regulators was the fact
that a retail commercial bank would be
acquiring and holding title to real estate
property as part of the proposed
transactions. In the US, banks are restricted
from owning real estate property unless
ownership is related to foreclosure activities
or the operations of the bank itself. These
restrictions were designed to prevent banks
from becoming involved in the risks arising
as a result of speculative real estate

investment activities. Nevertheless, US
regulators were accommodating in their
review of these proposals and focused on
the economic substance of the transaction,
rather than the form. In its final approval
the OCC concluded that the risks assoc-
iated with these products were not the 
type of risks that the statutes were 
originally designed to prevent and, as a
result, it permitted the offering of such
products.

In addition to these formal regulatory
approvals, since 1996 US regulators have
taken several informal steps towards the
accommodation of Islamic banking and
finance in the country. They have hosted
and participated in Islamic finance
conferences around the world in an effort to
learn more about Islamic banking and to
build stronger relationships with the Islamic
banking industry. In an effort to ease any
public misconception as to their position,
these activities increased significantly after
9/11, to the extent that in 2006, a US inter-
agency group was formed. This was made
up of various federal and state banking
regulators and had as an aim to address
regulatory issues around the provision of
Islamic banking products in the US. Most
notably this group held a special forum in
2006, hosted by the Federal Reserve Bank
of New York, and attended by repres-
entatives from a number of financial
institutions in the US and abroad, in an
attempt to address some of the outstanding
and challenging issues. 

As a result of these formal and informal
activities, many US financial institutions 
are currently offering Shari’ah-compliant
products and services. University Bank
located in Ann Arbor, Michigan, started
offering Shari’ah-compliant finance
products in 2003 and by 2005 it had
launched the first US Shari’ah-compliant
banking subsidiary exclusively to sell
Shari’ah-compliant home financing
products, profit-sharing deposit accounts,
and shares in Islamic mutual funds. Devon
Bank, located in Chicago, Illinois, offers
Shari’ah-compliant home, construction, and
small business financing products (the full
Devon Bank story can be found in the ‘Case

Abdi Shayesteh,
King & Spalding LLP

The reality is that the US
government has been receptive
to Islamic banking and finance
activities and has been involved 
in approving Shari’ah-compliant
products since 1985.
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Study’ section of this issue, p18). LARIBA
American Finance House and Guidance
Financial Group, two non-banking
institutions, are also offering a variety of
home, automobile and business finance
products in various states throughout the
US. To access more liquidity, some of these
institutions are reported to be selling their
Shari’ah-compliant mortgages to Freddie
Mac and Fannie Mae.

Given these early signs of US regulatory
support and positive market traction, it is
somewhat strange that analyst forecasts 
for the future of US Islamic banking look
bearish. Could it be that the demand for
such products in the US is not as developed
as it is in the UK? If the analysts are look-
ing for more direct or heavily promoted
invitations by US government officials, they
should consider that the US government
may be taking a different approach to that
of other Western countries. As public
servants, US regulators have been involved
in accommodating Islamic banking
products, in part because of their duty
under the US Constitution to prevent any
discrimination against any group that has
banking practices based on their religious
beliefs. The flip side of this constitutional
requirement, however, is that the US
government cannot be seen to promote 
any particular religion. What this means 
in practice is that making direct and
promotional statements could be viewed 
as crossing the limit, but analysing bank
proposals to ensure that the legal and
regulatory restrictions do not discriminate
against any protected group would not. In
this context, the forecast for the success of
Islamic banking in the US will depend very
much on market-driven initiatives and
demand.

This is not to say, however, that there is no
work to be done on the legal and regulatory
approval side to ensure the success of the
industry in the US. Issues pertaining to
Islamic deposit products, the tax treatment
of Islamic financial products and the
application of US supervisory and risk
management standards on such products
have yet to be resolved.

By way of example, at this stage the only
Islamic deposit products available in the 
US are products in which the customer
shares in the profits of the investment but
not in any of the losses as required under
Shari’ah principles. As with UK regulatory
restrictions, US banking regulations (under
the Federal Deposit Insurance Act) require
that the principal must not be at risk and
that deposit insurance must apply to such
deposits. In order to fit within this
regulatory regime, University Bank has
constructed its deposit product in such a
way that the principal is guaranteed, and
the deposit holders share only in the bank’s
profits, not in its losses. In the UK, cus-
tomers at the Islamic Bank of Britain 
are entitled to full repayment on their
deposits, but have a right to turn down 
such deposit protection after the event on
religious grounds and to choose instead to
be repaid under the Shari’ah-compliant risk
sharing and loss bearing formula. This may
be one way to resolve the issue in the United
States. Another could be to structure the
deposit programme (and the bank’s
obligation to the deposit holder) through
back-to-back murabaha commodity
transactions. 

Although this approach may be
controversial among Shari’ah scholars, 
US regulators may be receptive to giving
approval for such a deposit product, given
their experience and past approval history
with murabaha products. Some US
regulators have informally suggested

treating profit and loss sharing deposit
products as non-deposit investment
products regulated by the Securities and
Exchange Commission. While this approach
would avoid the need to guarantee and
insure the depositor’s investment, it is the
least preferred approach by bankers as such
funds would have to be treated as off-
balance sheet funds.

In summary, while the implementation of
Shari’ah-compliant banking is still relatively
new in the US as an industry, it is not a new
topic for US regulators, who have been
accommodating the growth of Islamic
banking activities for a considerable period
of time. Given their approval track record
and the commitment they have demon-
strated, the industry is expected to continue
to flourish with US regulatory support.  

While there are still unanswered questions
as to how regulators will react to a deposit
product which has more of a risk-sharing
profile, or how bank supervisors and tax
authorities will ultimately evaluate Islamic
banking products, none of these questions 
is insurmountable given that carefully
thought-out legal solutions can be put in
place.  

Given the different approach taken in the
US towards the accommodation of Islamic
banking and finance, compared to that of
other Western countries, the burden at this
stage should really be on the bankers to 
step up and make or take the US market.
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Issues pertaining to Islamic deposit products, the tax treatment of
Islamic financial products and the application of US supervisory
and risk management standards on such products have yet to be
resolved.





that this was something the bank should
look into. There had been early moves
towards developing a solution for these
customers but it wasn’t going very quickly,
says Loundy. He was a lawyer and joined
the bank at about this time; the bank is
family-owned and David is a family
member. Given his legal background, the
Shari’ah finance challenge was handed over
to him. Early and subsequent assistance has
come from the Shari’ah Supervisory Board
of America, which is conveniently placed
just two blocks up the road from the bank.

One of its founders helped Devon Bank to
get started and also took a keen personal
interest as he has a real estate business. At
that stage, the Supervisory Board was going
to banks to try to attract interest. ‘We were
already interested,’ says Loundy.

As the initial products began to take shape,
so the enquiries started to multiply. People
began asking whether the bank could

provide finance for houses and cars, could
help with lines of credit, could ‘help their
sister in Connecticut’, says Loundy. At first,
Devon Bank’s emphasis was on its own
neighbourhood, with this having been its
sole area of activity prior to the Islamic
Finance initiative, but it was quickly pulled
into other states and now provides Shari’ah
products across more than 35 US states
finding itself one of the top providers in the
country.

So what have been the challenges? The bank
was trying to ‘mesh two legal systems and
two financial systems together in a way that
made sense’, says Loundy. Other dimensions
to the complexity involved were ensuring
that the products were correct from a
religious perspective while also, of course,
commercially attractive. There has been a
lot of education required – of the regulators,
title companies, attorneys, tax authorities
and other relevant parties. With obvious
exasperation, he admits that practically
everything about every transaction requires
explanation.

The banking regulators have been very
supportive,’ says Loundy. In part, this is
because they see the initiative as helping to
bring unbanked individuals into the banking
system. ‘They see it as a valuable community
service.’ Less positive has been the response
at the individual state level. ‘The Secretaries
of State are the bane of my existence,’ he
sighs. It is hugely difficult to register to do
business in each state. This is often nothing
to do with Islamic banking per se but rather
that the request does not ‘tick any box’, by
virtue of being unfamiliar.

Despite these issues, the bank has been able
to develop a wide range of home finance
products, with these including the
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The bank in the US that has a solid case for
claiming pioneer status in Shari’ah finance
in that country is to be found in Chicago,
Illinois. Perhaps, at first glance, not the
obvious place to look for such innovation.
However, Devon Bank resides in one of the
most ethnically diverse neighbourhoods in
the country. The move into Shari’ah
financing basically stemmed from customer
demand, explains the bank’s corporate
counsel, David Loundy. There have been
plenty of challenges along the way, as is
always the case with pioneers in any walk
of life, and there are a fair few still
outstanding. But what is clear, as the story
unfolds, is that Devon Bank has been pretty
good at finding ways around issues or, as
Loundy puts it, forcing square pegs into
round holes.

This ethnic diversity is reflected in the fact
that the bank’s employees are conversant in
some 33 languages. The neighbourhood is
often a first staging post for immigrants,
many of whom ultimately move on. There
are large Indian and Pakistani communities,
with others from Africa, central Europe
and elsewhere. 

The first approach to the bank regarding
Shari’ah finance came six or seven years
ago. This was from a customer who wanted
to buy a store front up the street but did
not want to pay interest. The customer
wanted to know if the bank could help. At
that point, the answer was ‘no’. In fact, the
only bank in the US that could help at that
time was United Bank of Kuwait.

After United Bank of Kuwait was bought
out, the customer came back to Devon
Bank and asked the same question again.
There were beginning to be other enquiries
along the same lines as well, so it was felt

Pioneering Islamic banking in the US
Chicago-based Devon Bank is a true pioneer when it comes to Shari’ah finance but it has had
to overcome plenty of hurdles along the way, with others still to be crossed.

David Loundy,
Devon Bank



offshore investment company but this is an
uphill task, exacerbated by the subprime
meltdown. Any potential investor, says
Loundy, can ‘pick up a newspaper and read
the headlines’. In reality though, in four and
a half years, Devon Bank has had no
foreclosures and no write-offs. ‘We have an
exceptional portfolio performance.’ The
plan is to set up an independent entity called
Devon Islamic Ventures Offshore (DIVO) to
try to expand the bank’s Islamic financing
programme through the creation of a
Shari’ah-compliant investment vehicle and
the provision of an investment conduit for
other Islamic financing ventures. ‘We have
got pretty much everything set up and ready
except the money,’ he says. DIVO has close
ties with the bank but is an independent
entity so will have a wider remit, beyond the
reach of an Illinois bank. The vision is for a
portfolio of Shari’ah-compliant businesses,
provided either directly by DIVO or an
affiliate, but mostly through equity in-

vestments in other providers of such services
or in funds operated by such providers.
There is already a Devon Real Estate Asset
Management company which will event-
ually have DIVO as a parent and which is
focused on real estate-only finance business.

There is a final interesting twist to the story:
the Loundys are a prominent Jewish family.
The bank itself has been operating since
1945, set up by local merchants, and owned
by the Loundy family since 1953. While it
might seem a huge leap from the bank’s
origins to today’s faith-based banking
activities, the latter are in keeping with the
caring community bank envisaged by its
founders. As the bank says itself within its
marketing: ‘There’s no one size fits all when
it comes to banking services from Devon
Bank.’ Nowhere can that ethos be seen
more clearly than in its pioneering Shari’ah
finance activities.

to Devon Bank. If they are in Texas, they
will turn to a bank there. But if they are in
Texas and want a Shari’ah mortgage, then
they are likely to turn to Devon Bank,
explains Loundy. ‘The telephone is a
wonderful device,’ he says. The bank has
not made its Shari’ah products available via
online banking largely because of technical
reasons, particularly an inability to make
the displays Shari’ah-compliant. Indeed, the
bank has had an issue with technology as a
whole, so there is more manual effort here
than in the rest of its activities. It has
developed some software itself but has
struggled to find Shari’ah-compliant
applications.

Of course, the competition has increased. In
some ways, this is good for Devon Bank,
because it builds the awareness and
maturity of the market. Some areas have
become highly competitive, some less so,
says Loundy. Residential financing is in the

former category, which is one reason for
Devon Bank’s broader product set. The
‘800-pound gorilla’ is Fannie Mae, the
shareholder-owned entity with a Federal
remit to ensure that mortgage bankers and
other lenders have enough funds to lend to
home buyers at low rates in support of
home ownership and rental housing. Fannie
Mae has decided to make this a focus area
as part of its commitment to minority home
ownership and is seeking to roll out a
uniform product. When this has happened
and such finance is available to everyone,
then Devon Bank’s differentiators will need
to be breadth of product, backed up by
quality of service, as the mover benefits 
will be no more.

One challenge that Devon Bank is
particularly trying to overcome at present
besets everyone in this space – lack of
liquidity. The bank is trying to launch an
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equivalent of fixed rate, bridge financing and
so on. However, tax continues to be an issue.
It has been an ongoing battle to persuade the
IRS (Internal Revenue Service) to respond to
the questions being posed, says Loundy.
‘Essentially, they are refusing to answer.’ He
says: ‘They know there is an issue, there is
probably $1 billion of Islamic paper in the
market’. However, for the time being at least,
there is no sign of resolution. He feels there
is a logical regulatory fix waiting to happen
but there currently appears to be insufficient
public outcry to bring about the change.

The situation is not as bad at the local tax
level. There is the equivalent of the UK’s
stamp duty (which needed adapting to pave
the way for viable Shari’ah mortgages in the
UK; see the interview with Lord Eddie
George, NewHorizon, April–June 2007
issue) to contend with. ‘Fortunately, in many
states, there are ways around it,’ says
Loundy. However, where this is not the case,
it just adds the basic expense of incurring the
duty twice (this stems from the nature of the
transaction under Shari’ah principles, which
involves initial ownership by a financier).

Education is also needed on the customer
side. This encompasses a broad spectrum:
some customers have already had
conventional mortgages but many have not.
‘A lot have never thought they would be
buying a house so have never learnt about
the process or about mortgage financing,’
says Loundy. The bank finds that, unlike
with many mortgage applicants, the
prospective customers will often come in,
spend a considerable time talking to the
bank, and then disappear for six months.
The first point of contact comes not because
they have a property in mind to buy but
rather because they are exploring whether or
not such a thing is feasible. Even on the
commercial side, which constitutes a good
part of the bank’s Shari’ah business, while
the customers are typically ‘savvy business
people’, Shari’ah finance still usually falls
outside the reach of their expertise.

There has also been the challenge of how to
reach a much wider geographical customer
base. If a customer is in Chicago and wants a
conventional mortgage, they may well turn

CASE STUDY

‘The banking regulators have been very supportive’... In part, this
is because they see the initiative as helping to bring unbanked
individuals into the banking system. ‘They see it as a valuable
community service.’
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The author is Dean at the School of Islamic
Banking and Finance, International Islamic
University, Islamabad, Pakistan. Before
taking this position, he served as the chief of
research in Islamic Banking and Finance at
the Islamic Research and Training Institute
of the Islamic Development Bank in Jeddah,
Saudi Arabia. He has a long and
distinguished career as an academic
economist specialising in Islamic banking
and finance. However, apart from serving as
an economic adviser to Al Rajhi Banking &
Investment Corporation in Saudi Arabia, his
biography does not mention any private
sector roles.

The book provides a short basic
introduction to Islamic finance, and assumes
no prior knowledge. After a six page
glossary of Arabic terms, it commences with
the objectives and sources of Islamic law
and the principles of business contracts in
Islamic law before going on to discuss the
Islamic banking model. It then
systematically covers the main types of
contract used by Islamic bankers along with
a theoretical exposition on how to develop
new Islamic banking products.

A survey covering the experiences of
Pakistan, Iran, Sudan, Bahrain, Malaysia
and Indonesia is followed by the chapter
that comes closest to looking at the actual
practice of Islamic banking. The author
takes the accounts of a number of Islamic
banks from a range of countries: Al Rajhi
Banking & Investment Corporation, Saudi

Arabia; Kuwait Finance House, Kuwait; Al
Baraka Islamic Investment Bank, Bahrain;
Bahrain Islamic Bank, Bahrain; Shamil
Islamic Bank, Bahrain; Faisal Islamic Bank,
Egypt; Dubai Islamic Bank, UAE; Jordan
Islamic Bank, Jordan; Qatar Islamic Bank,
Qatar; Islami Bank, Bangladesh; Bank Islam
Malaysia Berhad, Malaysia; and Al Baraka
Turkish Finance House, Turkey.

The author summarises the accounts of
these banks from 1990 to 2004 and then
proceeds to evaluate them on a number of
criteria as revealed by their financial ratios
such as capital-to-assets, liquidity, cost-to-
income, return on assets and return on
equity. Some of the return on equity ratios
would be regarded as outstanding by any
bank. They show the extent to which some
Islamic banks benefit by having large

current account deposits on which no
returns are paid to depositors.
A short chapter on fund management is
followed by one on Islamic insurance. Here,
the author examines a number of religious
arguments raised against commercial
insurance but concludes that commercial
insurance is permissible in Islam provided
that the insurance company does not invest
its assets in interest-bearing or other
prohibited investments. However, he points
out that his opinion is a minority one
among Islamic jurists. Finally, he considers
the future of Islamic finance.

The great strength of the book is its clarity
of exposition, which has obviously benefited
from the author’s long and distinguished
academic career. Conversely, the author’s
academic background is also the book's
greatest weakness. Apart from the accounts
analysis mentioned above, there is very little
connection between the coverage and the
day-to-day practical experience of Islamic
bankers.

The book will be useful to corporate
executives who are new to Islamic finance
and seek a short introduction to the subject
that is properly rooted in the religious
foundations. University students, however,
are likely to find the cost of the book
prohibitive in relation to its content.
Practitioners already engaged in Islamic
finance will be familiar with the basic
coverage presented here and are unlikely to
benefit from reading it.
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BOOK REVIEW

‘A Guide to Islamic Finance’ 
by Munawar Iqbal
Mohammed Amin MA FCA AMCT CTA (Fellow), tax partner at PricewaterhouseCoopers LLP
and head of the firm’s Islamic finance practice in the UK, reviews ‘A Guide to Islamic Finance’
by Munawar Iqbal, published in 2007 by Risk Books (ISBN 978-1-904-339-85-4). The book is
118 pages long including bibliography and index. It is priced at £249.00.
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Two economic shifts in the financial markets
are causing bankers to take a long look at
emerging markets and Islamic finance. First,
amidst the global sub-prime meltdown,
emerging markets have been seen to be far
more resilient than was previously believed.
Secondly, for the first time, emerging
markets are exporting investment capital to
other parts of the world. What is clear from
its role in these two economic developments,
Islamic finance is emerging as a viable
alternative for investment and credit. As a
source of consumer credit, the Islamic
finance market is presenting banks with new
opportunities for generating revenue. One of
the most challenging aspects of Islamic
finance is understanding the socioeconomic
evolution of consumer credit. 

Globally, the nature of how consumers are
using credit is changing so rapidly that
lenders cannot invent new products fast
enough to keep up with customer demand.
In Europe, lending innovations such as
‘interest only mortgages’, ‘interest offset
relationships’ and ‘low interest for the life of
a balance credit cards’ are the results of
banks reacting to customer demand, playing
an endless game of follow the leader.
Consumers in the UK have new options for
borrowing from non-bank companies that
are emerging, such as Zopa.com, which
matches consumers who wish to borrow
with other consumers who want to lend,
eliminating all financial intermediaries.
Although these lending innovations are not a
direct threat for providers of Shari’ah-based
finance today, they are an early sign of what
is to come. 

What Shari’ah-based lenders are learning,
just as their conventional counterparts, is
that today’s consumer credit behaviour
starts at early adulthood and extends well
into the retirement years. Understanding
customer behaviour and personal lifestyle
choices is the key to developing a
relationship with customers that is
profitable but with less overall risk. That
said, how customers use credit in their daily
lives, and more importantly how these
behaviours are changing, is a growing
concern of Shari’ah finance lenders as
markets are redefining themselves with
greater frequency.

Regional views: a brief look at Europe and
the Middle East

To understand the impact of changing
consumer attitudes towards credit on
institutions that provide Shari’ah-compliant
financial products, one must look at both
the conventional and Islamic lending
markets together, simply because there is
not sufficient data on Islamic credit
behaviour to make credible assumptions.
Given that many Muslims have been using
conventional finance for a long time, we can
gain some insight into their overall attitudes
towards consumer credit, keeping in mind
that as more Shari’ah-compliant products
come to the market their attitudes will
change over time. Therefore, looking at the
socioeconomic implications of consumer
credit from a regional perspective, it is
important to consider the similarities and
differences in consumer trends in European
and Middle Eastern markets. 

In the UK, for example, consumer lending
has risen to unprecedented levels in the last
ten years. One might say that, in the past
five years, individuals in the UK have
become so debt-favourable that they use
credit cards as a means of ‘living beyond
their means’, in the sense that they are
consuming products that they normally
would not be able to afford. The mortgage
industry is booming, as are car loans.
However, the products which get most
attention from the UK banks are credit
cards, in particular those with zero per cent
introductory rates, as they encourage a large
amount of spending and indebtedness which
quickly turns into high interest-based profit
margins. 

In Germany, a cultural aversion towards
credit has traditionally meant that
individuals are less likely to use credit cards
and to keep high balances. Instead, the
German system works on negotiated
overdrafts, whereby individuals can have an
overdraft at a low interest rate (sometimes
the overdraft can reach three times an
individual’s salary). Store cards, especially
those with loyalty points, have been the star
of the German consumer credit industry, but
recently KarstadtQuelle, Germany’s biggest
retailer, has converted its store cards into
revolving MasterCard, encouraging
customers to spend now and pay later. 

In Italy, consumer lending in terms of credit
cards did not take off until very recently.
This is mainly because Italian banks created
credit cards which were difficult to
understand, and to which charges applied

Socioeconomic implications 
of consumer credit
Joseph DiVanna, the author of ‘Understanding Islamic Banking: The Value Proposition that
Transcends Cultures’ and managing director of Maris Strategies, a strategic think-tank for
financial institutions worldwide, explores the issue of socioeconomic implications of consumer
credit in Europe and the Middle East.

www.newhorizonislamicbanking.com



IIBI  23

NEWHORIZON Shawwal–Dhu Al Hijjah 1428 ANALYSIS

which were not clear on the contracts. As
such, Italian consumers were frightened of
using credit cards, preferring to use cash as
a means of payment. Vehicle loans, which
were the most popular form of non-
mortgage borrowing until five years ago,
have now dropped to fourth, after
mortgages, personal loans and credit cards
with revolving credit. Mortgages are also
popular but growth in the mortgage market
has been slow, as Italians live with their
parents for a long time, and the age at
which Italians marry and have children
continues to increase. 

Spain and Portugal are the fastest growing
markets for consumer credit in Europe,
followed by the UK and France, the latter
having the benefit of Cetelem, Europe’s
leading consumer credit specialist. Thus, we
can see that consumer credit in Europe must
be viewed on a country-by-country basis;
one could make the same case for the
Middle East and Africa.

The credit marketplace in the Middle East
presents banking institutions with a
multiplicity of problems, as Muslims and
non-Muslims coexist in financial
environments ranging from purely Islamic
to Islamic–conventional hybrid economies
to inherently conventional banking
environments. The complexity of the
regional market is magnified by the diversity
of societies within nation states, the
intermingling cultures, the process of
economic development, and to some extent,
several countries who present a unique set
of challenges to credit markets, such as
illiteracy, lack of technological
infrastructure and poverty.

The challenge for Islamic bankers is to
engage credit customers not as targets for
selling products, but as individuals who can
use credit to facilitate their lifestyles and
enrich their lives. Opportunities such as
offering affordable housing mortgages,
ending traditional street-based micro-
lending, providing lending services to the
increasing numbers of unbanked population
and extending credit as a mechanism of
building trust in customers and the
community, present the chance to aspire to

much more than the traditional lenders. To
meet these challenges is to understand how
customers of all cultures across national
boundaries use money, pay bills, save, invest
and, in some cases, simply survive. In short,
Shari’ah-based lenders must provide credit
services as a basic economic toolset to
consumers to foster economic growth. Like
any tool, credit, when used wisely, provides
consumers with the ability to leverage their
financial position without endangering 
long-term financial goals. Herein lies the
challenge for Islamic lenders to make
consumer education a priority in order 
not to replicate the numerous consumer
credit problems found in Europe and
America. 

A projection into the future of consumer
credit  

To shift briefly to look at the future of
Islamic consumer credit, we see that as
global markets for consumer credit continue
to grow, lenders must be mindful of their
role within society as the supplier of
economic means and personal financial
success. During the past several decades, we
have seen a dramatic change in what is
socially acceptable in non-Muslim markets
when it comes to consumer credit and debt
accumulation. The social behaviours of
yesterday, when people who defaulted on
loans were called ‘deadbeats’, have given
way to a new financial lexicon where
today’s banking institutions use the same
term for customers that pay their balances
off in full every month.

As credit markets in all parts of the world
continue to evolve with more consumers
demanding higher limits of credit and more
ways of acquiring debt, one can predict that
there will be no sudden return to the social
behaviour of saving for a rainy day. ‘Rate
surfers’ or ‘gamers’ are the customers who
shift usage between credit cards based upon
interest rates; ‘revolvers’ are those who roll
credit card balances over month to month,
never paying in full. This is becoming a
dominant behaviour by American and more
recently European consumers, so lenders
must become more adept at managing risk
using technological tools to predict the 

next generation of consumer credit
behaviours.

In the Middle East, we have seen the
introduction of Islamic credit cards and
other Shari’ah-compliant credit instruments
that in most cases mirror their interest-
bearing counterparts while preserving
Muslim values. With a foundation of a
greater sense of social values, one could
argue that under the emerging economic
conditions consumers in the region offer
lenders a higher degree of credit quality.
However, this has yet to be substantiated 
by any empirical evidence.   

What is clear is that consumer credit
markets will continue to grow along a
predictable trajectory as we have seen across
global markets. Muslim and non-Muslim
consumers will continue to demand new
credit instruments and will challenge our
ability to deliver a wider range of credit
products catering to numerous lifestyles and
supporting the financial events in their lives.
Islamic providers of banking and financial
services should look forward to the
challenges for the industry as they
continually express a sense of higher
purpose and a general concern for the
socioeconomic implications of the products
they provide to customers.

www.newhorizonislamicbanking.com

Joseph DiVanna,
Maris Strategies



Musa is new to the bank – he has worked 
at Emirates International Bank, Abu
Dhabi Commercial Bank and Dubai
Commercial Bank.

UK-based European Islamic Investment
Bank (EIIB) has appointed Sheikh
Mubarak Abdullah Al-Mubarak Al-Sabah
to its board of directors as a non-
executive director. He has significant 
experience in managing investment port-
folios in Kuwait, GCC and internationally,
and also holds the position of group vice
chairman at Action Group Holdings Co
(KSCC), an investment company in
Kuwait. The company has a minor 
stake at EIIB.

Dubai Gold and Commodities Exchange
(DGCX), the first international com-
modities derivatives exchange in the 
Middle East, has named Ahmed Bin
Sulayem as the new chairman. He moves
to his new position from being director of
DGCX and executive chairman at Dubai
Multi Commodities Centre (DMCC). 

The position of director of DGCX has
been taken by Colin Griffith, who was
chairman of DGCX and executive
director, gold and precious metals,
DMCC, prior to this appointment. 

Usman Ahmed
(right) has been
appointed CEO at
Citi Islamic
Investment Bank
(CIIB). He joined
the bank in 1996
and has held
various positions
at the bank’s
London, Bahrain and Pakistan sites. His
most recent role was as deputy CEO for
Citi’s Global Islamic Banking business.

in Dubai. Chahine has been with Credit
Suisse since 2000. He has over 20 years’
experience of working in the area of Islamic
finance in the Middle Eastern region. 

Bahrain-based Islamic investment bank
Global Banking Corporation has appointed
Ahmed Al Khan as head of investment
banking. Al Khan has over ten years’
experience in conventional and Islamic
investment banking.

Ahmed Abdulla Al Noaimi has been named
as head of real estate development. Prior to
joining the bank, he headed the investment
department at General Organisation of
Pension Funds in Bahrain.

Dr Ahmad Rufai Muhammad has been
named as new head of Shari’ah at the
Bahrain-based IIFM. Prior to joining the
IIFM, he was Shari’ah advisor with Crescent
Financing Company in New Zealand, and
before that he held the same position at
Crescent Risk and Wealth Management
Consultancy in Malaysia.

Bank of London and the Middle East
(BLME), a new standalone Islamic bank 
in the UK, has appointed Allan Griffiths
as head of property finance in corporate
banking. Prior to this, he was head of
property finance at Landesbank Baden
Württemberg.  

Dubai Islamic Bank (DIB) has opened two
new branches in Sharjah and one in Abu
Dhabi, thus increasing its UAE branch
network to 44. Shomais Hassan Shomais
has been appointed branch manager of 
the new Abu Dhabi branch, and Souad
Mosbih and Nawaf Musa have been named
as branch managers of the new Sharjah
branches. Shomais and Mosbih previously
held various positions within DIB, while
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On the move

APPOINTMENTS

Bahrain-based
Ithmaar Bank has
made a number of
new appointments.
The bank’s CEO
Michael P Lee (left)
has joined its board
of directors. Lee
commenced
working at Ithmaar

at the beginning of 2007. His previous
positions included deputy chairman and
managing director of Emerging Markets
Partnership (Bahrain), and general
partner and manager of the Islamic
Development Bank Infrastructure Fund. 

Carolyn Prowse was named as managing
director for M&A (mergers and
acquisitions) and transportation sectors.
She is a corporate finance specialist and
joins Ithmaar from British Airways plc,
where she held the position of senior
manager for investment and joint
ventures. 

Shaikh Salman bin Ahmad Al Khalifa
was named as managing director, group
business development at Ithmaar. He
joined the bank as managing director 
of private banking in early 2006. His
other positions have included director 
of banking services at the Central Bank
of Bahrain and vice chairman of the
International Islamic Financial Market
(IIFM).

Masood Tyabji was appointed managing
director for Islamic finance. Tyabji has
over 15 years’ experience in the banking
industry, having worked for HSBC,
Citibank and Gulf International Bank,
where he was head of Islamic banking
prior to joining Ithmaar. 

Credit Suisse has appointed Michael
Chahine as global head of Islamic
banking distribution. He will be based 
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Although the first Islamic banking
‘experiment’, albeit unsuccessful, took 
place in the 1960s in Egypt, it is the 
Middle East that was central in laying the
foundations for Shari’ah-compliant finance
as we know it today. Dubai Islamic Bank,
the first commercial bank to operate in
compliance with Shari’ah law, was
established in the UAE in 1975 – a take-off
point for modern Islamic finance. Later 
the same year, another Islamic financial
institution – Islamic Development Bank
(IDB), a multilateral development financing
institution – was launched in neighbouring
Saudi Arabia, in the city of Jeddah. The
theoretical ideas of banking according to
Shari’ah had been turned into practice.
Other GCC (Gulf Cooperation Council)
countries followed, including Kuwait, 
with the opening of Kuwait Finance House
in 1977, and the Kingdom of Bahrain 
with Bahrain Islamic Bank, launched in
1979. 

Today, over three decades later, the world 
is experiencing ever increasing demand 
for Shari’ah-compliant finance, and its
influence has long since spread beyond 
the Middle East. 

South East Asia, namely Malaysia, is
currently a strong global Islamic finance
hub, and other Asian states are also
expressing keen interest in this 
type of industry. Singapore established the
first Islamic bank in the country, Islamic
Bank of Asia, in 2007 and has announced 
a strategy to become the region’s leading
centre for Shari’ah-compliant finance.
Indonesia, Thailand, and even Japan (see
the ‘News’ section of this issue, p8), have
embarked on various Islamic finance

projects. And further afield, a number of
European and North American countries
have also taken up the issue of Islamic
finance at the highest government levels. 

The Middle East, however, remains a
pioneer and a trendsetter in the
development of banking in accordance 
with Shari’ah law. ‘Historically, Bahrain 
has been the regional centre for Islamic
banks, whilst Dubai has always been a
trading centre,’ explains Trevor Norman,
director of Islamic and Middle East group,
Volaw Trust & Corporate Services Limited.
Dubai’s growth as a financial and banking
centre is a relatively new phenomenon, 
but is gathering momentum rapidly. ‘The
establishment of branches in Dubai by
banks previously solely in Bahrain points 
to Dubai becoming the regional centre for
both conventional and Islamic banking,’ he
notes.

Although Dubai’s economy was built on 
the back of the oil and gas industries, at
present revenue from these natural resources
accounts for less than three per cent of the
emirate’s gross domestic product (GDP) of
$46 billion (according to 2006 figures). The
lion’s share of income comes from tourism,
business and service industries (IT in
particular), and finance, all of which are
booming.  

Without doubt, Dubai is a city of
superlatives. It hosts the first indoor ski
resort in the Middle East; it is currently
erecting the world’s tallest freestanding
building (rising 585.7 metres), Burj Dubai;
it boasts the only seven-star hotel in the
world, Burj Al Arab; and it is home to the
world's first luxury underwater hotel,

Hydropolis. It will also host the planet's
largest amusement park (twice the size of
Disney World in the US) and the largest
shopping mall – both of these projects are
currently underway – as well as the first
rotating skyscraper and also offshore
artificial islands shaped like palm trees 
and the map of the world. Not to mention
life-size replicas of world wonders,
including the Great Pyramid of Giza, the
Eiffel Tower and the Taj Mahal. And this 
is only the tip of the construction ‘iceberg’
that is taking place in Dubai. An estimated
15–25 per cent of the world's 125,000
construction cranes are currently operating
there, continually transforming the
geographical landscape. 

The financial landscape is being
transformed too. Islamic banking is coming
on strong and fast in Dubai’s financial
market. There are currently five fully-
fledged Islamic banks in operation there
with two more in the pipeline for 2008. In
addition, there are a number of Islamic
finance companies and conventional
financial institutions offering Shari’ah-
compliant products and services through
dedicated Islamic windows. 

The importance of Dubai is reflected 
in HSBC Amanah having based its
headquarters there. The global Islamic
financial services division of HSBC was
established in 1998 ‘to serve the particular
financial needs of Muslim communities’, 
the bank states. Today, it offers a wide 
range of Shari’ah-compliant products and
services to customers worldwide, including
personal and corporate finance, wealth
management, investment and takaful
(Shari’ah-compliant insurance). 

Dubai, home to the world’s first commercial Islamic bank, is fully committed to positioning itself
as the leading global centre for Shari’ah-compliant finance. Tanya Andreasyan, NewHorizon’s
editor, explores the achievements and the potential of this cutting-edge Middle Eastern oasis. 
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HSBC Amanah has acted as sole arranger 
of a $5 billion trust certificate programme
for Abu Dhabi Islamic Bank (ADIB) and
sole lead manager and sole bookrunner 
for the debut $800 million five-year sukuk
issue under the programme, which was
considered the largest bank sukuk ever
issued. 

Standard Chartered, an international
banking conglomerate, also launched 
its global Islamic banking initiative out 
of Dubai in 2003. A decade prior to this, 
in 1993, Standard Chartered had 
pioneered the Islamic finance market 
of Malaysia, becoming the first
conventional bank to set up an Islamic
window there. But the bank’s global
Shari’ah-compliant operations really 
took off in 2003, ‘with the bank’s Islamic
initiative both in the consumer and
wholesale banking’, says Afaq Khan, 
CEO, Standard Chartered Saadiq (Saadiq 
is a brand name for the bank’s Islamic
financial products and services). ‘We are
now in Pakistan, Bangladesh, the UAE,
Malaysia and Indonesia, where we are
offering consumer banking, wholesale
banking and global market types of
banking, such as capital markets, structured
finance and syndication,’ he states. ‘It all
depends where the customer needs help. 
For each geography the business is slightly
different.’ 

So why was Dubai chosen to host the
headquarters of Standard Chartered’s
Islamic banking initiative? ‘A lot of activity
is happening in Dubai,’ says Khan. And,
very importantly, it is ‘a convenient hub 
to recruit people’. It is a fact that there is 
a shortage of specialists in the industry 
and this is a problem for Islamic financial
institutions across the globe, but Dubai’s
long tradition in finance distinguishes it
from other financial centres and offers 
more opportunities to recruit knowledge-
able personnel. Furthermore, its developed
infrastructure, modern amenities and
continual demand for experienced
specialists in Islamic finance make Dubai 
a popular destination for those seeking
work in the industry. ‘Recent population
growth statistics show a monthly increase

of 32,000 people,’ observes Norman. ‘And
whilst many of these will be transient
construction workers, a significant number
will be professionals moving to Dubai to
work in financial services.’ 

Volaw, a Jersey-based provider of fiduciary
services, is itself a relative newcomer in
Dubai – it received its licence to provide
trustee and fund administration services in
Dubai International Financial Centre (DIFC)
in April 2007 (although the company has
had a representative office in Dubai since
2004 and was granted an ancillary services
licence in March 2006). Norman explains
Volaw’s choice of location: ‘From a macro
perspective, the Dubai Strategic Plan [a
strategic plan to develop the emirate’s most
dynamic economic sectors, launched by
Dubai’s government in early 2007] seeks 
to establish the emirate as a centre for
finance, IT, media and professional services,
a leading tourist destination, and a regional
transportation hub, so it is not solely reliant
on finance for its future.’ From Volaw’s
business perspective, he adds, the facilities
and opportunities of Dubai in general, and
DIFC in particular, suit the company’s
business model and plans for expansion 
into the Middle East. 

As the demand for Shari’ah-compliant
modes of financing is increasing steadily
both within the GCC region and outside it,
the number of Islamic banks is growing as
well. ‘Without any doubt, a lot more new
banks are opening, plus new Islamic
windows, Islamic finance companies and 
so on,’ says Khan. ‘But the market is also
growing, so it is not that the growth of
supply is outweighing the growth of 
demand in the market.’ 

People of various faiths across the world 
are now banking according to Shari’ah law.
Some are doing it to comply with their
religion; others are attracted by the ethical
nature of the transactions, the transparency
of the operations and/or competitive profit
rates. ‘Many non-Muslims actively
participate in socially responsible investing
(SRI) or other “green” style investing,’
observes Norman. ‘Islamic finance is a 
form of SRI, possibly one of the oldest
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forms.’ He cites Dubai Ports sukuk as an
example – most of the major investors in 
the world’s largest sukuk to date are
conventional institutional investors. 

In return, the banks are also enjoying high
yields. One of the new players in the Dubai
financial market, Emirates Islamic Bank
(EIB), which opened its doors three years
ago, has been showing impressive growth
rates year on year. The results of the third
quarter of 2007 alone indicated a staggering
net profit increase of 88 per cent compared
to the same period in 2006! The bank
reported a net profit of AED144.4 million
($39.5 million). EIB’s total income grew by
82 per cent and reached AED654 million
($178.9 million), while its total assets
increased by 34 per cent, standing at
AED14 billion ($3.8 billion). 

‘The banking environment in Dubai in
particular, and in the UAE in general,
provides several enabling factors for Islamic
finance,’ says Dr Mabid Ali Al-Jarhi, head
of training and financial expert, Shari’ah
department at EIB. ‘High development and
a good performance’ of Dubai’s convent-
ional banks provides Islamic finance ‘a 
good measure of challenge against which it
must compete’. Furthermore, the number 
of Islamic financial institutions in Dubai 
is growing, which Dr Al-Jarhi sees as a
positive factor for the industry’s progress.
‘Such a competitive environment has served
as an added incentive for Islamic banks to
excel,’ he notes. The emergence of new
players results in the creation of more
awareness of Shari’ah-compliant finance,
price competition, more transparency and
innovation. All these factors are clearly
beneficial for the customer. ‘There is a lot 
of focus on product development, so that
you can differentiate your solution from the
other guy’s,’ says Khan. The customer in
Dubai has a ‘true choice’ now. ‘Five to seven
years ago, if you wanted, for example,
Islamic car financing there was less than a
handful of places you could actually go and
ask for it. Now there are 17 or 18 players
that are able to offer this service to you.’   

Such vigorous development of Shari’ah-
compliant finance in the region has an
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impact on the regulatory framework in
which the Islamic banks are operating. The
industry’s regulator, Central Bank of the
UAE, is ‘gradually recognising the special
needs of Islamic banks’, says Dr Al-Jarhi. 
As a member of the Islamic Financial
Services Board (IFSB), an international
organisation that issues global prudential
standards and guiding principles for the
industry, Central Bank of the UAE ‘can do 
a lot in serving the Islamic banking
community’, he notes. At the moment, the
same regulatory rules apply to conventional
and Islamic financial institutions operating
in the UAE (the country’s central bank does
not have a Shari’ah department per se yet).
Of course, due to their nature, Islamic
banks would be better served with a
regulatory framework that recognises their
specifics, however they ‘have no problem
complying with the current standards’. 

Specialists throughout the industry agree
that making AAOIFI (Accounting and

Auditing Organisation for Islamic Financial
Institutions) accounting standards and IFSB
regulatory requirements mandatory for all
Islamic banks operating in the UAE will
benefit the industry. ‘This recognises the
special needs of Islamic banks and ensures
fair treatment in the UAE Islamic banking
market,’ thinks Dr Al-Jarhi. 

As for anti-money laundering (AML) and
know your customer (KYC) rules and
regulation, they have been set by the Central
Bank of the UAE and ‘are strictly observed
by both Islamic and conventional banks’. 

Central Bank of the UAE and the country’s
government have already done a fair
amount of work to facilitate the
development of the Shari’ah-compliant
financial industry. ‘The government is
responding [to the market needs] and is
saying that if that’s what the population
demands, then so be it, we’ll give you a
platform and the opportunity to service the

customer,’ says Khan. ‘The job of the
government is to provide a level playing
field, and let market forces determine the
market share, and competition determine
what the customer wants to buy. And Dubai
has done an excellent, excellent job,’ he
adds. 

The emirate’s banking market is equally
open to conventional and Islamic financial
institutions. ‘Dubai is a multicultural
society,’ states Norman. ‘In order to attract
and retain appropriate people to live and
work in Dubai, it needs to have both types
of banks.’ 

The banks are also benefiting from this
tandem. ‘The Islamic banking world is 
still too small to isolate itself from the
money transfer and other requirements 
of international banking operations,’ notes
Norman. ‘Conversely, many Western banks
have opened Islamic windows and are
offering Shari’ah-compliant products, 
e.g. Islamic mortgages, in order to attract
Muslim clients.’ 

‘There are many places where we
cooperate,’ agrees Khan. For example,
Standard Chartered did the debut sukuk 
of Dubai Islamic Bank. ‘There is absolutely
no conflict between conventional and
Islamic banking coexisting in one financial
centre.’ 

Dr Al-Jarhi also thinks that the presence 
of both types of financial institutions in 
one centre is a beneficial experience.
‘Coexistence does not preclude competition.
Competing with conventional finance has
had a positive effect on the profitability and
efficiency of Islamic banks,’ he comments.    

In order to further capitalise on the region’s
flourishing financial industry, in 2004, the
government of Dubai set up DIFC – the
world’s newest global financial hub, which
it says, ‘aims to develop the same status 
as New York, London and Hong Kong’.
Located over 110 acres, this fully-fledged
onshore capital market (and DIFC is very
clear in stating that it is not an offshore tax
haven), was established ‘for the benefit of
the UAE and the wider region as a whole’,
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says Nik Norishky Thani, executive director
of Islamic finance at DIFC. It is a federal
financial free zone, which has authority to
self-legislate in civil and commercial areas,
but is subject to the UAE’s criminal
legislation, including AML and counter-
terrorist financing laws. DIFC’s own legal
system is based on common law, influenced
by the UK legal system. 

The Centre focuses on several sectors of
financial activity, including banking services
(investment, corporate and private), capital
markets, asset management and fund
registration, insurance and reinsurance,
Islamic finance and professional service
providers. Developing a global centre for
Shari’ah-compliant finance is one of the
centre’s key objectives. ‘It is bridging the 
gap between the world’s leading financial
markets and the highly liquid Middle East,
making it the most attractive centre for
Islamic finance in the region for inter-
national investors,’ states Thani. DIFC has
been well received by the global financial
industry players and, despite the strong
competition from other GCC countries, the
Centre has been growing at a phenomenal
pace. It has been ranked as the world’s
fastest emerging financial centre by the City
of London Global Financial Centres Index.
It is currently home to over 300 companies,
both domestic and international.

The Centre’s achievements since its
inception three years ago include the
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founding of the Dubai Financial Services
Authority (DFSA), an independent regulator
of the industry within DIFC; the creation of
the DIFC Islamic Finance Advisory Council
(IFAC), which tackles ‘the real issues and
impediments facing the Islamic financial
services industry’; and the launch of Dubai
International Financial Exchange (DIFX) –
the world’s largest market for sukuk in
terms of value to date. The UK, Ireland, 
the Netherlands, Switzerland and, as of
November 2007, Germany are the first five
Western European countries to authorise
brokers there to trade directly on DIFX.

Recently, DIFX has joined forces with HSBC
to launch a group of indices, which track
price movements of conventional Middle
Eastern bonds and international sukuk
(more information on this initiative can 
be found in the ‘Analysis’ section of 
this issue, p34–35). 

Among other initiatives undertaken by
DIFC was the purchase of a 2.2 per cent
stake in Deutsche Bank worth nearly $2
billion, thus making the Centre the bank’s
fifth largest shareholder. The deal was
carried out by DIFC Investment, a part 
of DIFC that conducts non-public
administration activities, such as
commercial operations. In November 
2007, DIFC Investment also acquired a 
UK-based software vendor Smartstream 
for $407 million. The company will help 
the Centre to build a platform for data
management and trade processing. There
are plans to make further strategic
investments in other businesses, such as 
real estate, and the gas and oil industries, 
as well as to continue to fuel Islamic finance
development and product innovation.   

‘DIFC is a key catalyst to position Islamic
finance in the global arena, not just through
the creation of an international financial
centre, but through its commitment to
Islamic finance,’ emphasises Thani. ‘DIFC
has provided an impressive infrastructure
for developing human capital in the field 
of Islamic finance with its introduction of
training programmes for Islamic finance
practitioners, including Cass MBA [Cass 
is one of Europe’s leading business schools 
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and is a part of City University, London],
and is at the forefront of new initiatives 
to benefit Islamic finance, such as the
pioneering waqf project of the DIFC, 
and the Hawkamah Institute, which is
promoting good governance across the
region in conventional and Islamic financial
institutions,’ explains Thani. The afore-
mentioned waqf project is one of DIFC’s
most recent initiatives. Together with Dubai
Islamic Bank, DIFC Investment has set 
out to establish the world’s first Islamic 
trust services provider, Waqf Trust Services.
The company, naturally, will operate from
DIFC. 

‘Islamic banking is one of the DIFC’s 
main pillars and it is working very hard to
position itself as a global Islamic finance
hub,’ says Khan. ‘Sukuk listings and trading
have been done here [DIFX has now
acquired 44 per cent of the world’s sukuk 
by listed value]; when the futures exchange
and the commodity exchange come, 
they will be done here. All the Islamic
derivatives, everything we hope, will be
done here. We’ll probably be the first
market to do it.’ It is the most logical 
choice of place for all of the above activities,
he thinks, as DIFC has all the necessary
attributes: customers, laws, a strong
regulatory framework and the support 
of the regulator. 

The regulatory framework for Islamic
financial institutions and organisations

Trevor Norman,
Volaw Trust & Corporate

Services Limited

Nik Norishky Thani
DIFC



done’. More and more universities around
the world are now offering degrees in
Islamic finance; Malaysia is working on an
Islamic education centre; DIFC is ‘taking
Islamic education as a priority’ – overall,
‘the governments are taking the right steps’.   

For Dubai, ‘taking the right steps’ is very
important. It has far-reaching plans in 
the field of financial and economic
development, stipulated in the Dubai
Strategic Plan. In addition to establishing
itself, as Dr Al-Jarhi puts it, ‘as a first-rate
urban centre with a high standard of living
and all the amenities that come with high
technology’, it also wants to play an
important role in the development of the
UAE, the GCC region and ‘the Arab world
as a whole’. Shari’ah-compliant finance is
an integral part of this strategy. Islamic
banking is ‘a more effective tool to finance
development’ and, therefore, Dubai must
view it as ‘an extra edge in financing
development locally and beyond’, says 
Dr Al-Jarhi. 

Overall, the industry players give a
definitely positive outlook for the industry
in the region, and this view has been best
summed up by Khan: ‘The future of Islamic
banking in Dubai and the UAE is very
bright.’
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operating in DIFC is set by the DFSA and 
is often referred to as the Shari’ah System. 
It obliges Islamic entities to implement
‘adequate systems to ensure compliance
with Shari’ah’. The regulator provides
details on what these systems should 
include and also makes sure that AAOIFI’s
governance standards, known as GSIFI
(Governance Standards for Islamic Financial
Institutions) are applied from the outset. 

Thani thinks that this model is
advantageous from two perspectives: firstly,
the financial institutions operating in
accordance with the international regulatory
standards are able ‘to transfer their business
and compliance models into the DIFC with
relative ease’ by implementing the Shari’ah
System as ‘an overlay to the compliance and
risk management infrastructure commonly
used in conventional finance’. Secondly,
those financial institutions that operate in
‘key Islamic jurisdictions, where regulatory
requirements stipulate Shari’ah oversight
requirements, can easily adapt their
compliance models to meet the DFSA’s
requirements’. 

There is a degree of flexibility that DIFC
offers to Islamic banks as regards their 
own guidelines. Furthermore, Shari’ah-

compliant financial institutions in DIFC
have the opportunity ‘to be autonomous
and develop their own working frame-
works’, says Thani. At the same time, 
the regulatory requirements devised by
DFSA have integrated all of the main
international regulatory standards ‘with
detailed Shari’ah oversight requirements’,
utilising the established standards of IOSCO
(International Organisation of Securities
Commissions), Basel, FATF (Financial

Action Task Force), IAIS (International
Association of Insurance Supervisors) 
and AAOIFI. 

However, there are still challenges remain-
ing and the afore-mentioned shortage of
experienced personnel is still a topical issue.
The growth of Islamic banking is by far
outpacing the training of staff. ‘It takes
time,’ states Khan. ‘Even if you take the 
best commercial banker, it will take a 
couple of years to convert him into a good
Islamic banker – he has to understand
Shari’ah, he has to do a couple of deals to
get the confidence, interact with the scholars
and face the ongoing development of
Shari’ah finance and understand how it 
is evolving.’ 

There is also a ‘dire need’ for Shari’ah
scholars that specialise in finance (more
information on this subject can be found 
in the ‘Point of view’ section of this issue,
p12–13). Any new entity gauges its
credibility by its Shari’ah board (every
Islamic financial institution is required to
have a Shari’ah supervisory board to advise
on Shari’ah compliance issues), explains
Khan. So, a handful of top Shari’ah scholars
are in ‘tremendous demand’ and have to 
sit on an increasing number of boards.

Another problem is the lack of scholars 
who can converse in English, as the Shari’ah
education is in Arabic and the mother
tongue of the overwhelming majority of
Shari’ah scholars is also Arabic. ‘It is very
inefficient to translate back and forth from
Arabic and English, it is very expensive and
opens banks up to litigation if something is
misinterpreted. It takes time and delays the
process,’ says Khan. However, the situation
is being addressed and ‘good work is being

Afaq Khan,
Standard Chartered Saadiq

The job of the government is to provide a level playing field, and
let market forces determine the market share, and competition
determine what the customer wants to buy. And Dubai has done
an excellent, excellent job.

Afaq Khan, Standard Chartered Saadiq
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At the end of October 2007, HSBC and the
Dubai International Financial Exchange
(DIFX) launched a new family of indices 
to track the price movements of
international sukuk, and conventional
Middle East bonds. The indices are broken
down into three categories: international
sukuk; Middle Eastern conventional bonds;
and Middle Eastern aggregate. According 
to DIFX’s MD for innovation and
development, Armen V. Papazian, ‘the
indices have been launched to provide
investors with credible benchmarks to 
track the performance of sukuk and
conventional bond markets’.

Since its inception two years ago, the DIFX
has become the ‘leading exchange in terms
of value of listed sukuk’, claims Papazian.
‘We strive to expand our scope and
contribute to the development of Islamic
finance in general and Islamic capital

markets in particular.’ He sees the new
indices fitting into this plan as they will help
Dubai with its aim of becoming a ‘strategic
hub’ for Islamic finance, and ‘serve the
Islamic investors at large’.

The decision to partner with HSBC for 
this new index was ‘a natural choice’, 
says Papazian. ‘HSBC is one of the most
reputable global banking institutions and 
is very active in the Middle East sukuk
structuring and placement business,’ he
explains. The data on the listing come from
the bank’s bid-prices at the Middle Eastern
close.

Both the sukuk and conventional bond
markets are active and growing in the
Middle East. The establishment of these
indices has been designed to overcome an
apparent lack of credible measures of the
performance of these asset classes. It is

hoped that these new measures will ‘provide
investors with analytical tools to gauge and
track the performance of the sukuk and
Middle East bond markets’.

The three main categories consist of 28
smaller indices. This is in order to allow
investors to track various sub-sectors 
within the larger indices, thus providing
more transparency to the market. The
reason for splitting the indices into Shari’ah-
compliant bonds and conventional ones 
was down to the differences between the
two investment classes. ‘It is quite 
natural to assume that they [sukuk and
conventional bonds] could be put together.
However, they are different in many ways
and their structural characteristics warrant 
a distinct set of indices.’ Papazian does
however note that it has also launched
aggregate indices which look at both 
asset classes.

The sukuk index is aimed at being a
‘credible source of information for investors
with regards to the sukuk as an important
asset class’, says Papazian. ‘The index
analytics provide the investors with real
measures on the sukuk and hence assist in
investment and trading decisions.’

The indices include over 100 issues from 
the Middle East, with data going back to
31st December 2004. In order for a sukuk
to be included in the index it has to be
considered Shari’ah-compliant by at least
one Middle East-based Shari’ah scholar, 
and have a minimum issue size of $100
million. The sukuk index publishes figures
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HSBC and DIFX team up 
for sukuk index

After the launch of new indices from HSBC and DIFX looking at sukuk and conventional bonds
in the Middle East, NewHorizon spoke to the Dubai Exchange’s head of innovation, Armen V.
Papazian, and takes a look at what the indices can tell us about the state of the sukuk market.
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for total return, duration, yield, spread, 
life, clean price, liquidity adjusted 
market capitalisation, and total market
capitalisation. These figures are published
on a daily basis to track the performance 
of the various sukuk that make up the index
(see table below). Within the larger sukuk
index, the smaller indices that make it up
are sovereign, corporates, financial services,
HSBC Amanah, DIFX listed, GCC, GCC
corporates, GCC financial services, and the
UAE. As with the larger index, these can 
be tracked against the same measures on a 
day-to-day basis.

The index shows a generally positive trend
in the total returns for 2007 to date. This
peaked around the index’s official launch 
at the end of October 2007, reaching
114.075. For the following month the index
recorded a largely downward pattern for the
total returns, hitting a low on 28th
November of 112.804, its lowest level since
August. However, this figure is notably
higher than for the same period in 2006,
and there were signs of recovery at the start
of December.
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Over the last year, the sukuk index has
shown some activity in terms of the yield
from sukuk. The index showed a steep rise
in yield until around the middle of 2006
when it seemed to level out. In the second
half of 2007 this activity started again,
peaking at the start of September. The index
then had a mini fall losing much of the
ground it had made up from August. This
did not last, and after hitting a low at the
end of October, it has again shown a
generally upward trend, rising close to the
levels achieved in September.

The total market capitalisation has provided
some interesting results over the course of
the year. This measure multiplies the share
price by the number of shares available to
give a measurement of economic size. For
the sukuk index it is based on the gross
prices of all the constituent bonds. This
value has shown a series of sharp rises
throughout the year. At the end of January 
it was hovering around the high 49s. It
stayed around this level until the end of the
financial year (March) when it jumped to
63.860. This again stayed at a similar level

gradually rising until another sharp jump 
in June to 73.820. June was fairly flat but
again there was a steep rise at the beginning
of July, taking the total market capital-
isation over 105. August once more saw 
a strong rise, taking it to 119.340. Since
then there have been no sharp changes. The
figures rose to just over 122 at the end of
October but have gradually drifted down 
to the 120 level by the end of November.

Overall, the figures for the sukuk listed 
on this index show positive signs for the
industry. Since the start of the indices 
there has been a general pattern of growth.
This is good news for the sukuk industry,
and shows that it is being viewed as a
serious asset class. With the support of 
one of the largest banks in the world and 
a significant exchange in the Middle East, 
this new family of indices should provide
useful information, and a good view of 
the sukuk market. This is something that
Papazian is hoping for. ‘I am confident that
these will be industry benchmarks, and 
will become yardsticks of valuation in due
time.’

www.newhorizon-islamicbanking.com

Date
Total 

Return
Duration Yield Spread Life Clean Price Coupon

Liquidity 

Adjusted MCap
Total MCap

30 Nov-07 112.89 3.823 6.845 174.786 4.624 97.178 6.202 120.34 120.34

28 Nov-07 112.804 3.827 6.83 175.503 4.629 97.137 6.202 120.3 120.3

27 Nov-07 112.831 3.832 6.796 173.949 4.632 97.178 6.202 120.32 120.32

26 Nov-07 112.955 3.836 6.765 169.53 4.635 97.303 6.202 120.46 120.46

23 Nov-07 113.089 3.848 6.701 163.884 4.643 97.472 6.202 120.6 120.6

21 Nov-07 113.159 3.856 6.66 159.792 4.648 97.568 6.202 120.67 120.67

20 Nov-07 113.181 3.856 6.643 158.03 4.651 97.604 6.202 120.7 120.7

19 Nov-07 113.131 3.859 6.638 158.621 4.654 97.577 6.202 120.64 120.64

16 Nov-07 113.257 3.873 6.566 153.911 4.662 97.74 6.215 120.78 120.78

15 Nov-07 113.432 3.877 6.48 148.07 4.665 97.906 6.248 121 121

14 Nov-07 113.808 3.884 6.38 138.314 4.668 98.252 6.248 121.61 121.61

13 Nov-07 113.961 3.896 6.324 134.894 4.67 98.403 6.248 121.77 121.77

12 Nov-07 113.878 3.898 6.342 136.046 4.673 98.348 6.248 121.68 121.68

9 Nov-07 113.781 3.905 6.361 137.062 4.681 98.315 6.248 121.58 121.58

8 Nov-07 113.955 3.908 6.329 131.667 4.684 98.484 6.248 121.77 121.77

7 Nov-07 113.983 3.909 6.332 129.129 4.687 98.527 6.248 121.8 121.8

6 Nov-07 113.946 3.911 6.34 129.715 4.689 98.511 6.251 121.76 121.76

5 Nov-07 113.963 3.917 6.309 130.791 4.692 98.543 6.293 121.79 121.79

2 Nov-07 114.045 3.913 6.265 126.099 4.7 98.667 6.305 122.18 122.18

1 Nov-07 114.018 3.909 6.288 124.377 4.709 98.661 6.307 122.28 122.28

Sukuk index
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investors do not give rise to any tax relief.
Those payments to the investors are not
interest; they are simply paying on to the
investor the fractional entitlement to the
rent or the fractional entitlement to the
income of the mudarabah. There is no
reason why the SPV should get tax relief 
for those payments under basic UK tax law.
So tax arises in the SPV. 

Even if the sukuk-issuing SPV tried to 
argue that this payment to the investors
should really be treated like interest, it 
still wouldn’t get tax relief. There is a very
specific provision in our tax code, in the
Income and Corporation Taxes Act (ICTA)
1988 section 209(2) (e) (iii). If you issue
securities, in other words debt instruments,
under which the interest payable on those
securities is dependent upon the results of
the company’s business, then that interest
doesn’t get tax relief. Instead it is treated 
as a distribution, like a dividend. It is not 
a tax-deductible expense. 

We now have some new legislation in the
Finance Act (FA) 2007. However, if you
search FA 2007 for the word ‘sukuk’, 
you will not find it. The rules for sukuk
introduced in 2007 follow the same 
overall approach as the 2005 rules for
murabaha transactions or mudarabah
transactions. HM Treasury simply created 
a definition, a new concept in UK tax law;
something called an ‘alternative finance
investment bond’ (AFIB). If the definition 

Diagram 1 illustrates an ijara sukuk. The
owner has a building and decides to raise
money using that building. It sets up a
special purpose vehicle (SPV) and sells the
building to that SPV, and then rents it back.
The SPV pays for that building by issuing
sukuk. Those sukuk are not a debt owed by
the SPV; instead they are a direct legal claim
on a proportionate share of the building 
and of the rent it generates. 

Diagram 2 illustrates a mudarabah sukuk,
based upon an actual example. XYZ trading
company has a collection of business assets
and wants to raise $500 million to use in its
business. It sets up an SPV, here XYZ Sukuk
Ltd, which raises $500 million to buy the
assets. That $500 million comes from the
investors as payment for sukuk certificates.
Next the assets, which are now owned by
XYZ Sukuk Ltd on trust for the investors,
are contributed to a mudarabah whereby 
99 per cent of the profits of the mudarabah
will go to the trust for payments to investors
subject to a maximum limit, in this case of
six per cent, i.e. six per cent of $500 million
= $30 million p.a. Again, the investors are
not receiving interest but a share of the
business profits. 

Before this year’s tax law, what happened 
if a sukuk was issued? The basic problem
was that tax costs arose in the issuing SPV
company. The SPV is receiving something
that is clearly taxable income. However 
the payments that the SPV makes to the

The new UK tax law on sukuk

Mohammed Amin MA FCA AMCT CTA (Fellow), tax partner at PricewaterhouseCoopers LLP
and head of the firm’s Islamic finance practice in the UK, explores the new UK tax law on
sukuk. This article is based on the presentation given by the author at IIBI’s monthly lecture in
London, July 2007. 

is met, certain tax consequences follow. 

The definition of an AFIB

The legislation requires one or more persons
to pay money to a bond issuer. The bond
issuer is going to acquire some assets which
will generate income or gains. 

There has to be a fixed period of time when
the arrangements will end. A sukuk that is
perpetual won’t qualify. As part of the legal
agreements, the issuer has to undertake that
at the end of the sukuk it will dispose of any
bond assets that are left.

The issuer will also make other payments 
to the investors, which are called 
additional payments. In diagram 1, the
additional payments come from the rent 
and in diagram 2 from the business profits.

The additional payment must not exceed 
a reasonable commercial return on a loan
equal to the amount of the capital. One of
the things that the UK Government was
most concerned about was ensuring that 
it did not give a tax deduction for payments
on sukuk instruments which had equity
characteristics, i.e. which were equivalent 
to ordinary shares. The law does not
stipulate what is a reasonable commercial
return; that would depend upon the facts
and circumstances.  

The bond issuer is going to manage the
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International Financial Reporting Standards
(IFRS), the sukuk would be treated as a
financial liability. 

After all the strict definitions there are a few
relaxations: 

❏ The issuing entity can acquire the bond
assets either before or after the sukuk itself
is issued.

❏ Bond assets can be any kind of property
and can be secondary rights in property. For
example, it could be that instead of owning
a building the asset could be a lease over a
building.  

❏ A declaration of trust is permitted but
not mandatory.

❏ Bond holders may be given the right to
terminate early. 

❏ The additional payment, the economic
return to the bond holder, can be either
fixed or variable. However, if the payments
are not fixed then the test of whether they
represent only an amount equivalent to a
normal commercial return on the capital is
made by looking at the maximum amount
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bond assets. In other words, the bond assets
are not managed by the investors. Of course,
the bond issuer can delegate management. In
diagram 2, once the bond assets have been
contributed to the mudarabah, XYZ
Trading Company as the mudarib is going 
to manage that mudarabah.

The sukuk, the bond, has to be transferable.
This doesn’t mean it has to be physically
transferred. The sukuk could be issued and
the same people may hold it for its entire
five- or ten-year life, which is actually very
common with sukuk. There is relatively little
secondary trading in practice, but the critical
thing is that they have to be transferable.

The AFIB has to be listed on a recognised
stock exchange. There is a provision in the
Income Tax Act 2007 section 1005 which
details what a recognised stock exchange 
is and there is a provision in the legislation
to recognise a stock exchange purely for 
the purpose of the AFIB rules. As well as a
long list of fully recognised stock exchanges, 
HM Revenue & Customs (HMRC) lists
seven exchanges which are recognised only
for the purposes of the AFIB rules. (See
www.hmrc.gov.uk/fid/rse.htm)

If issuing a sukuk from the UK, it is
important to make sure that it is listed on 
a fully recognised stock exchange within 
the Income Tax Act 2007 definition to avoid
paying withholding tax. If a sukuk is listed
on a fully recognised stock exchange, then
the consequence of the 2007 rules is that it 
is treated for tax purposes as if it were a
debt instrument and the exemption for listed
eurobonds should apply. Interest on listed
eurobonds can be paid without withholding
tax.

If a UK-based sukuk is created and listed on
a stock exchange which is only recognised
for the purpose of the AFIB rules and not
recognised for any other purposes, then the
eurobond exemption would not apply. The
eurobond exemption looks specifically at
stock exchange designations under Income
Tax 2007, not at the extension for sukuk.
Finally, there is an accounting test. If the
issuer were to prepare accounts under
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of the additional payments. To ensure that
the additional payments cannot exceed a
reasonable commercial return, it may be
worth including a numerical cap in the
documentation, as in diagram 2.

❏ Finally, the redemption payment can be
satisfied by the issue or transfer of shares.
This caters for convertible or exchangeable
sukuk, corresponding to convertible or
exchangeable bonds. 

Tax consequences of qualifying
as an AFIB

From the issuing company’s perspective, 
the AFIB is treated as a loan relationship. 
In other words, it is treated as if it were
debt and all the tax rules for corporate 
debt apply to the AFIB. The Government 
is not saying that this is a debt instrument
or that the issuer is paying interest, it is 
merely saying that it is going to apply the
same tax law that would have applied if
there had been a debt instrument.

The additional payments are treated as 
if they were interest for tax purposes. This
potentially makes them tax-deductible, 
and there is an express override of section

Charity

Special Purpose 
Vehicle (SPV)

Owner

Investors

Issue sukuk

Pay issue price

Periodical payments 
representing SPV’s 

profits

Pay rent 
periodically

Pay priceSell buildingLease

Diagram 1 Ijara sukuk



and individual investors, sukuk are treated
exactly as equivalent conventional debt
would be treated for tax purposes, both for
the taxation of income payments and for the
taxation of gains or losses from buying and
selling sukuk. 

Areas where further change 
is needed

In diagram 1, the first thing the owner does
is to sell the buildings to the SPV. That sale
is a taxable sale. If the building has gone 
up in value, the company will pay tax on 
the gain. If the company had issued a
conventional eurobond it would not have
sold the building or transferred the building

anywhere and therefore it would not have
paid tax. 

There needs to be some mechanism designed
to stop tax arising on the gain when the
building is sold, perhaps by deferring it as
long as the building eventually reverts to 
the entity which sold it to the SPV. 

Similarly, that sale of the building will give
rise to stamp duty land tax. Again, that is 
an extra cost which does not arise if a
conventional debt instrument is issued. 
The sale may also give rise to value added
tax consequences. These are areas where the
law needs to go further to put sukuk issuers
into an equivalent position to conventional
bond issuers.
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209 (2) (e) (iii). The issuer is taxed as if it
beneficially owned the assets, which means
that it is entitled to any capital allowances
(tax depreciation) the assets qualify for.

To a limited extent the issuer is treated as 
a financial institution. The existing tax law
for Islamic finance in FA 2005 and FA 2006
applies only if one party to the transaction 
is a financial institution, broadly speaking 
a bank, a building society, a wholly owned
subsidiary of a bank or building society, or
an overseas recognised deposit taker. The
issuer of an alternative finance investment
bond is treated as a financial institution but
only for two specific categories of asset.
These are purchase and resale assets, in
other words assets which are used in a
murabaha transaction, and diminishing
shared ownership assets.

The reason for these two choices is that
when drafting this legislation HM Treasury
primarily saw sukuk as an equivalent to
conventional securitisation. Conventional
banks lend conventional mortgages and
often securitise them. Islamic banks typically
provide mortgages by purchase and resale 
of property or proportional ownership of
property. Accordingly, the AFIB rules enable
Islamic banks to securitise their Islamic
mortgages.

Taxation of buyers and sellers 
of AFIBs

Buyers and sellers of sukuk are legally
buying and selling a fractional ownership
interest in assets. Before FA 2007, this gave
rise to many technical questions. Was the
purchase and sale of the assets subject to
stamp duty; was it subject to capital gains
tax or income tax; and was it subject to 
VAT or stamp duty land tax? If a sukuk 
paid rental income, was that rental income
taxed in the UK if you were non-resident?
Most of these questions are actually
unresolved because sukuk were quite
unfamiliar in a UK tax context.

The situation now is that for both corporate

Investors
Charity

Mudarabah
Agreement

Shareholders

XYZ Trading 
Company

XYZ 
Sukuk Ltd

Trust

Sukuk 
Certificates

$500m
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Mudarib 1%
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Trading Company’s business
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Diagram 2 Mudarabah sukuk
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laws and regulations were enacted to deal
specifically with conventional bonds, where
the investors do not own an interest in the
underlying assets that generate the required
cash flows. The UK Government has
recently made a number of changes to the
tax legislation to address some of these
issues.

De Belder then presented three case studies.
The first concerned the Dubai Civil Aviation
(DCA) sukuk. This provided an example of
an asset-based sukuk (ijara sukuk). In this
case, the assets, which consisted of various
airport assets, were sold to an SPV. The SPV
then leased them, through an ijara, to the
Government of Dubai and the DCA, with
the lessee agreeing to maintain and insure
them as a servicing agent, under the terms
of a separate servicing agreement. From a
credit analysis perspective, however, the key
document was the ‘purchase undertaking’
from the DCA which agreed to purchase
those assets in the event of a default. De
Belder explained that this ijara-based
model, combined with a ‘purchase
undertaking’, was initially the most
commonly used structure.

An example of a more recent transaction
was provided by the Aldar convertible
sukuk. This was the issue by Aldar Funding
Limited of $2.53 billion convertible trust
certificates, due November 2011. Aldar
Funding Limited issued the sukuk and the
proceeds are provided to Aldar Properties,
as the mudarib (manager). The funds are
invested in accordance with a Shari’ah-
compliant investment plan, which includes,
among other matters, the investment in real
estate development projects undertaken by
Aldar Properties, but with legal title to the
underlying properties not being transferred.
There is a ‘purchase undertaking’ from
Aldar Properties, with its obligations under
this secured by a mortgage over real
property, granted by Aldar Properties. This
is therefore an asset-based sukuk. The

November: Recent
innovations in the Islamic
sukuk market

Promoting Islamic finance

Richard T de Belder and James Curtis,
both partners with Denton Wilde Sapte
LLP, gave their views on some of the
key issues and recent developments in
the sukuk market, including the recent
groundbreaking Tamweel
securitisation.

Richard de Belder has recently
returned to the UK after heading up
Denton Wilde Sapte LLP’s Abu Dhabi
office. He has over ten years’
experience in Islamic finance and was
the lead partner in the Tamweel sukuk.
James Curtis is the head of the Capital
Markets Group in the company’s
London office and was also involved in
the Tamweel sukuk.

The lecture was chaired by Salman
Khan, senior product manager at BMB
Islamic, a Shari’ah advisory firm.

De Belder began by outlining some of the
key Shari’ah principles that must be applied
when structuring Shari’ah-compliant
products, including sukuk. Among these is
the avoidance of riba, speculation or gharar,
unjust enrichment and prohibited activities
or investments. He explained that a
Shari’ah-compliant financing structure
underpins a sukuk and the most common
forms of these used to date have been ijara,
murabaha, musharakah (both shirkatulaqd,
or partnerships, and shirkatulmilk, or co-
ownership), mudarabah and salam. 

Curtis then explained that a sukuk was
often referred to as the Shari’ah-compliant
equivalent of a conventional bond. There
were differences, however, notably that the
sukuk holders must own the assets, not just
a debt.  

Until very recently the credit focus on most
sukuk issues has been on the ‘purchase
undertaking’ by the originator or a third
party. This is basically a promise to
purchase the sukuk assets in the event of a
default. This is more of an ‘asset-based’
sukuk. In many ways a sukuk should follow
a true securitisation structure in which the
investors are solely reliant on the assets that
are purchased and are offered no obligation
by the originator or a third party to
repurchase those assets, except in very
limited circumstances such as
misrepresentation relating to the initial sale
of the assets.  

Curtis also explained that with some of the
initial sukuk a special purpose vehicle
company (SPV) was set up as a subsidiary of
the originator. This practice has fallen away
as there are potential conflicts of interest
and occasional bankruptcy issues. Instead,
the SPV follows the classic market practice
of being a new company, owned by a
‘widows and orphans’ charity (one that is
acceptable under the Shari’ah), whose sole
purpose is to participate in that specific
sukuk transaction. To negate any potential
conflict of interest when the SPV was a
subsidiary of the originator, some sukuk
that adopted this structure also employed a
transaction administrator whose function
was essentially to direct the issuer to do or
not to do certain things.

As the certificates issued for a sukuk
represent the interests of the holders of the
assets, certain regulatory issues have arisen
in the UK. These have been mainly around
withholding tax issues, stabilisation
activities and selling restrictions as the UK
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interesting element is that the sukuk holders
can convert their sukuk certificates into
shares of Aldar Properties or into cash. The
ability to convert may be constrained by
restrictions on Aldar as to the level of
foreign ownership that is permitted under
UAE laws. 
The final case study reviewed was the
Tamweel sukuk, which closed in July. De
Belder explained that Tamweel was an
Islamic finance company in the UAE which
provided financing, primarily for residential
properties. It acquired title to the property
and then entered into an ijara (lease) with
the customer. The customer paid fixed rent,
this being the amortised amount of the
purchase price paid by Tamweel, together
with a variable rent. If the customer paid all
of the rental amounts required by the ijara,
Tamweel would transfer title to the
customer.

De Belder explained that the transaction was
the first securitisation of residential
financing to be carried out in the UAE. It
was also ‘multi-classed’, which had not been
done before with a sukuk, and it was rated.
The combination of these factors led to a
huge amount of legal research and analysis
being done by de Belder and his team, as
well as by Dr Hassan Hussain, the Shari’ah
adviser, into a range of issues such as the
ability to have different classes of sukuk and
a Shari’ah-compliant currency exchange
mechanism. The rating agents were also
keen to understand all of the legal
ramifications and risks in the UAE, bearing
in mind that this was the first transaction of
its type to take place in that market.

The instrument was a true asset-backed
sukuk in that Tamweel sold title to the
properties along with the leases to an SPV
formed within the Dubai International
Financial Centre. That SPV then passed on
the various rights to those assets to another
SPV formed in the Cayman Islands, which
issued the sukuk. In this instance, the sukuk
holders could look only to the properties
and the ijara with the underlying customers
(and associated rights, such as the insurance
proceeds) to generate the revenues needed
for the return of their investments and the
profit return.

Curtis then mentioned the Shari’ah-
compliant exchange rate mechanism that
had been used. This was based on the 
ISDA master agreement, amended to 
delete references to provisions that might 
be repugnant to the Shari’ah. The
confirmation issued under the master
agreement contained a mechanism whereby
the beneficiary (the Cayman Islands issuer)
could issue a notice of exercise on specific
dates through the life of the sukuk in 
which it would ask the exchange bank to
exchange UAE dirhams for US dollars at a
pre-agreed rate. The notice of exercise had
to be signed and returned to the issuer to
evidence a sale agreement, as this is a
Shari’ah requirement.

The speakers concluded that, once market
conditions have settled down, we will be
more likely to see a greater number of
sukuk structured as securitisations that are,
in their opinion, more in tune with what is
required under the Shari’ah.

December: An overview of
takaful ta’awuni (family/life
takaful)

Dawood Yousef-Taylor, head of takaful
ta'awuni at Bank Al Jazira, presented
an overview of the range of products
and issues facing family/life takaful. 

Dawood Yousef-Taylor has been at
the forefront of Islamic life insurance
development in the Middle East for the
past nine years, heading up the team
which developed and introduced the
first such programme in the Kingdom
of Saudi Arabia. He is a frequent
speaker at conferences on Islamic and
conventional banking and insurance
matters, and has published a number
of articles on takaful ta'awuni in the
local and international press (for an in-
depth interview with Yousef-Taylor on
Bank Al Jazira’s takaful ta’awuni

The lecture began with a brief history of
takaful and explained the features of the
business that ensure that it is Shari’ah-
compliant compared to conventional life
insurance. Yousef-Taylor pointed out that
there are similarities between takaful and
conventional mutual insurance, in particular
the fact that takaful has cooperative
principles, as do conventional mutual
insurance companies. The key feature of
modern takaful business is that it combines
the cooperative principles for risk
protection with a stock-holding operator
running the business under regulatory
conditions.

Yousef-Taylor then highlighted the variety
of personal and group family takaful
products that Bank Al Jazira offers to the
public and to corporate clients. He also
described how wakala (a fee model) and

programme see NewHorizon,
January–March 2007).

The lecture was held in cooperation
with International Financial Services,
London, and was chaired by
Mohammad Khan, director of takaful
and retakaful services at
PricewaterhouseCoopers LLP.

Dawood Yousef-Taylor,
Bank Al Jazira
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January lecture preview: 
Exploring opportunities within the
Islamic private equity market

The speaker for IIBI’s January 2008
lecture will be Omar Shaikh who
currently works in Ernst & Young’s
Private Equity team, with the
Transaction Advisory Services. 

Whilst the principles of musharakah
require that loss must be shared in
proportion to capital invested whereas
profit share can be set at agreed levels, in
general, the Islamic model for business
financing encourages profit and loss
sharing through equitable financial and
contractual arrangements. The private
equity model on the face of it seems to
provide a natural musharakah-based
solution with a proven track record of
success in the conventional financial
system. 

The lecture will provide an overview of
the key principles of private equity, the
key developments in the private equity
market and the impact of Middle East
liquidity, and will explore trends within
the Islamic private equity arena – a
natural musharakah solution?

mudarabah (a profit and loss sharing
model) works for a family takaful product
within a Shari’ah-compliant structure. One
obvious point of difference between
conventional life insurance products and
family takaful products is that family
takaful products are one-year products with
renewal, whereas conventional life
insurance can be multi-year long-term
products.

The risks involved for shareholders were
then explored as this area can often be
misunderstood by outside observers.
Although policyholders bear the
underwriting risk within a takaful business,
the operating capital, regulatory capital 
and operating expense risks are borne by
the shareholders. Also, the shareholders 
and their managers are responsible for the
strategy, and therefore the possible future
viability, of the takaful entity. 

The major issue with Shari’ah compliance
for many Islamic financial institutions
around the world is the availability of
Shari’ah-compliant investments. This is
proving to be a factor in the GCC and
Asian countries, not just Europe and the
US. In the medium term, this may not be 
a problem though with the growing
availability of Shari’ah-compliant
investments including sukuk and Islamic
investment vehicles. 

Yousef-Taylor then touched on the subject
of retakaful. Retakaful is the Islamic
insurance of a takaful company. It is often
used by takaful companies to enable them
to write more risk. For example, if a takaful
company wanted to insure a large factory
Islamically but could not cover all of the
losses if the factory burnt down, it could
pass on some of this risk to a retakaful
company in return for a donation to the
retakaful company. If the factory burnt
down, the retakaful company would then
contribute to part of the loss. The current
issue facing many takaful insurers is the
shortage of retakaful companies and
therefore retakaful capacity. 

The question of surpluses and deficits
within the policyholders’ fund was then

discussed. Yousef-Taylor highlighted many
of the current issues facing takaful oper-
ators around this. For example, if a takaful
company were to be wound up, what 
would happen to the surplus? Would it be
distributed to current policyholders only 
or would past policyholders who had
contributed to the surplus also be included?
Yousef-Taylor concluded the lecture by
touching on the hard work that was
required to build the Al Jazira brand and its

The lecture will take place on 
18th January at 6.00pm at: 
British Bankers’ Association
Pinners Hall
105–108 Old Broad Street 
London
EC2N 1EX

There is no charge to attend the lecture
but you must register. To register, please
visit: www.islamic-banking.com

plethora of innovative family takaful
products.

At the end of the presentation there 
was an extensive Q&A session; the
participants raised questions about the
investment of funds, cooperation between
takaful and conventional reinsurance
companies, and harmonisation and
standardisation of takaful practices across
different countries.

Omar Shaikh,
Ernst & Young
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Mohammad Qayyum, IIBI director
general, accompanied by Mohammad
Shafique, programme development co-
ordinator at IIBI, called on Dr
Shamshad Akhtar, governor of
Pakistan’s central bank, the State Bank
of Pakistan (SBP), on the 7th December
2007 at the Pakistan High Commission
in London. Qayyum briefed the
governor on the activities of the IIBI
and areas of mutual interest were
discussed. IIBI and SPB agreed to
explore working together on the
development of courses, training
programmes and research in Islamic
finance.

Dr Akhtar has recently been named as
the chairperson of the Malaysia-based
Islamic Financial Services Board (IFSB)
Council for one year as of 1st January
2008.

IIBI meets 
with governor 
of State Bank 
of Pakistan

Islamic Finance modules 
accredited by QCA

The Association of Business Executives
(ABE), in partnership with the Institute of
Islamic Banking and Insurance (IIBI) has
developed two optional modules within the
existing Business Management
qualification. ‘Concepts and Principles of
Islamic Economics’ will be available at
Diploma level (level 5), and ‘Islamic
Finance’ will be available at Advanced
Diploma level (level 6). Both modules are
accredited by the UK regulatory authorities
for qualifications – QCA (Qualifications
and Curriculum Authority).

This is a landmark development in
advancing the understanding and

Updated Post Graduate Diploma
course launch in New Year

IIBI is to offer its updated Post Graduate
Diploma course in Islamic banking and
insurance in early 2008. It will now 
include an additional sixth module. The
scope of the course has been broadened 
to incorporate the developments in the 
Shari’ah-compliant finance industry in
recent years.  

Durham University in the UK has already
accorded recognition to the Institute’s 
Post Graduate Diploma course as an 
entry qualification to its research MA, 
as well as its modules on Islamic economics
and Shari’ah-compliant finance. 

The Open & Distance Quality Council
(ODL QC), the UK guardian of quality 
for the sector, has accredited IIBI as a
provider of open and distance learning.

applications of Shari’ah-compliant
economics and finance in the mainstream
educational framework; ABE is a UK-based
organisation and has approximately 35,000
students in over 70 countries and 500
accredited colleges; the ABE will be offering
these two optional modules from January
2008.

Students who pass these two units will be
eligible for exemptions from certain units of
the IIBI’s Post Graduate Diploma course
subject to meeting the entry criteria and,
subsequently, IIBI students can go on to a
Masters programme at the University of
Durham, UK.

State Bank of Pakistan



Q&A

In murabaha and/or ijara-based
mortgage finance, financial insti-
tutions give loans to customers
and add interest to the capital as
do conventional banks. So, how
are such products Islamic? 
It is incorrect to say that in murabaha
and/or ijara-based mortgage finance, finan-
cial institutions give loans to customers and
add interest to the capital as do conven-
tional banks. Conventional financial institu-
tions lend money and charge interest. Their
receivables continue to add up until the cus-
tomer repays the amount along with the in-
terest accrued up until the payment date.
This is not the case with banks engaged in
Islamic mortgage services. Lending is not
their regular function since Shari’ah does
not allow the receipt of a return on lending.
Instead, the banks must either sell or lease
the property after first purchasing and own-
ing it. Hence, the banks have to bear the
risk and also the expenses related to owner-
ship as long as this remains with them. 

In murabaha-based mortgages, the bank
purchases a property and then sells it to the
customer on credit at a 'cost+profit' price.
As soon as the murabaha contract is exe-
cuted, the asset risk is transferred to the
buyer who has to pay the debt in any case.
Banks are not allowed to increase their
murabaha receivables, as the profit along
with the repayment schedule is determined
for the whole contract when it is executed.
This differentiates it from interest-based
lending where the receivable amount de-
pends upon the time of actual payment. In
case of default, conventional banks continue
levying interest to increase their income, but
Islamic banks’ murabaha receivables cannot
increase to become part of their income. If
any penalty is levied in order to discipline a

customer, the penalty amount must be do-
nated to an approved charity. 

In ijara-based mortgages, banks must own
the property and bear the risk associated 
with the property in order to entitle them 
to rentals. Conventional banks, on the other
hand, have nothing to do with what happens
to the property since it is owned by the cus-
tomer while the bank holds a charge over 
the property. Unlike murabaha, the rentals 
in ijara can be changed with mutual consent 
of the parties during the currency of the lease.
At the end of the ijara contract, the property
can be acquired by the customer through a
separate sale contract. 

Another important aspect to be highlighted in
this regard is that adding profit to the cost (in
murabaha) or charging rental on leased assets
(in ijara) using any benchmark does not ren-
der the transaction 'interest-based' provided
the respective Shari’ah essentials are taken
care of. 

What is the Shari’ah basis of
permissibility of an istisna contract? 
Istisna is one of the two kinds of forward
sales allowed by the Shari’ah subject to fulfil-
ment of certain conditions. It is an order to
manufacture to the seller for purchase of an
asset to be delivered at a future date. It has
been a valid contract and a common transac-
tion in human societies since ancient times.
The holy Prophet (PBUH) is reported to have
ordered the manufacture of a finger-ring and
a platform for preaching (Sahih Bukhari/
Sahih Muslim). In traditional Islamic ju-
risprudence, its rules have been discussed by
jurists of the Hanafi Fiqh. As istisna does not
contain any prohibitions, all contemporary
jurists accept its permissibility. As a financing
mode in the emerging Islamic finance indus-
try, it has been unanimously legalised by

Questions & Answers
Muhammad Ayub, IIBI’s director of training, development and Shari’ah aspects, answers 
readers’ questions on various issues of Islamic finance. If you have any questions you would 
like answered, please contact the IIBI; details can be found on page 4.
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scholars on the basis of istihsan (the concept
of public interest) and also because it does
not involve any prohibition (see Resolution
No. 65 (3/7) of Islamic Fiqh Council of the
OIC and AAOIFI Standards, 2004–2005; 
p. 191). The great contemporary scholar, 
Dr Wahbah Zuhayli, has discussed it in de-
tail along with its potential. (Al Fiqh al Is-
lami wa Adillatohu in Arabic or its English
translation, ‘Financial Transactions in Is-
lamic Jurisprudence’ by Dr Mahmoud Amin
El-Gamal; Dar al Fikr, Damascus, Syria,
2003 A.D. Vol.1; pp. 267–279).

What could be the potential uses 
of istisna contracts within Islamic
banking and finance? In how many
ways can istisna financing be
used? 
Istisna has vast potential in modern 
Shari’ah-compliant finance, particularly 
for financing overhead, infrastructural and 
construction sector development projects.
Both unique as well as homogeneous types 
of assets can be financed through istisna 
provided their specifications are agreed at
the time of the order/contract. Items of
unique description that have no regular 
market, no substitute in the market, and 
for which each unit is normally of a different
value, are especially covered by istisna. Is-
lamic financial institutions (IFIs) can use 
istisna for financing the manufacturing of
high tech- nology goods like aircrafts, ships,
etc or for the construction of buildings,
dams, highways, etc. It can also be used for
housing and export financing, meeting work-
ing capital requirements in industries where
purchase orders are received in advance. It
can also be efficiently used for providing liq-
uidity, for which murabaha cannot be used,
enabling manufacturers to meet their work-
ing capital requirements. 
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In 1991, the unified country of Somalia de
facto ceased to exist. The civil war, which
had broken out three years earlier, had led
to the break up of the state into three
separate areas: Somaliland, Puntland and
Somalia.

At the time one could hardly call the former
British colony and then province of Somalia
– Somaliland – a country. It was virtually 
a bare territory with its infrastructure
completely destroyed by the war. 

The world community did not rush to
recognise the new state and hardly anyone
would have predicted that the country
would survive. But 16 years on, Somaliland
continues to exist as a state despite
international political isolation and weak
central government. 

The main source of welfare for Somaliland's
citizens is not international aid, but money
sent by their relatives from abroad. Because
of the underdevelopment of the financial
sector, money transfer operators have
practically taken on the role of banks. 

The situation within the country’s banking
sector presents a paradox. Officially, there
are two banks in Somaliland – Bank of
Somaliland and Commercial Bank of
Somaliland. The paradox is that the first
bank, which is nominally a central bank,
plays the role of a commercial financial
institution, while the latter is more of a 
state treasury than a fully-fledged com-
mercial bank. 
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Somaliland: Interest-free but not yet
Shari’ah-compliant economy

Having survived a civil war and living in international isolation, Somaliland, a de facto
independent state in the territory of Somalia, is gradually developing its financial sector. The
banking services are interest-free in this entirely Muslim republic. But does it mean they are
Shari’ah-compliant? Renat Bekkin, PhD in Law, senior researcher at the Institute for African
Studies of the Russian Academy of Sciences, reports.

Sarraffs (money changers) at work,
Somaliland



undermine the existing balance – people
would withdraw their accounts from banks
and quasi-banks that don’t pay interest and
take their money to the Islamic banks,
which offer profit, albeit not guaranteed. 
In effect, the Bank of Somaliland and its
governor consider Islamic financial
institutions to be competitors at present. 
In this respect, the Bank of Somaliland is

acting like a commercial bank rather than a
central bank. 

In addition to the two banks and a number
of hawaladars operating in the country, the
population’s financial services requirements
are also met by cooperatives. 

Consumer loans on a cooperative basis 
have profound roots in the country. People
who do not have enough money for large
purchases form a group and regularly make
contributions into a mutual fund. The
group elects a treasurer who manages the
fund. When the required sum has accu-
mulated, it is given to a member of the
cooperative who needs it. This goes on 
until all the members’ needs are met. 

Another source of loans, mostly for small
and medium-sized enterprises (SME), are
microfinance organisations. Strictly
speaking, there is only one company that
specialises purely in SME – Amaah Kalkaal
(translated as Loan Helper from the Somali
language). Other organisations treat
microfinance as a sideline business.  

Amaah Kalkaal was created in 1998 thanks
to a grant from the European Union. It has
the status of a non-commercial organisation
and therefore does not pay any taxes. The
organisation is located in Hargeisa and
there are 76 groups, comprising 2300
customers (including those who have 
taken repeated loans) registered with the

home (the recipients). In fact, it is
Dahabshiil and not the Bank of Somaliland
which functions as a central bank in the
country. 

Today, Dahabshiil is more than just the
engine of Somaliland’s financial sector; it
also drives the country’s economy as a
whole. Dahabshiil does not limit its

activities to providing banking services
(interest-free current accounts), but also
participates in projects such as creating new
banks. A few years ago, it was involved in
an attempt to set up the first Islamic bank in
the country. Yemen-based Saba Islamic Bank
was Dahabshiil’s partner. The new entity
was to be called Dahab Saba – to reflect 
the involvement of both founders. But the
government decided that establishing an
Islamic bank in the country was not
expedient at that time and the project was
moved to Djibouti, where it was supported
by the government and personally by that
country’s president. 

However, Somaliland did succeed in
cooperating with Islamic Development Bank
(IDB). IDB supports a number of projects
connected with land improvement and
public health services in the country, but
there is no talk as yet of creating a Shari’ah-
compliant banking system in the country.
IDB offers assistance with projects that 
are supported by the government. But as
Somaliland’s government is not keen on 
the development of Islamic banking in the
country, the collaboration with IDB does
not involve issues of developing a Shari’ah-
compliant financial sector in Somaliland.
Abdourahman Dualeh Mohamoud,
governor of the Bank of Somaliland, thinks
that at the moment the bank does not
support the development of Islamic banking
within the country. It is believed that the
introduction of this type of bank would
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The main task of the Bank of Somaliland is
to support the national currency and fight
inflation. In order to do so, the bank carries
out currency interventions, buying
considerable sums in local currency
(shillings) for US dollars. 

The US dollar is the main currency in
Somaliland, while the shilling is used mostly
for small purchases. The state does not
obstruct the activity of private traders –
sarraffs (money changers) – and considers
them to be of assistance rather than
competition at this stage in the develop-
ment of the country’s currency market. 

Apart from supporting the national
currency, the Bank of Somaliland acts
mainly as a commercial bank. It offers
current and deposit accounts, both of which
are interest-free. But this does not mean that
the bank operates according to Shari’ah –
the real reason for the operations appearing
to be halal is that the bank just doesn’t 
have enough capital to open and maintain
accounts that accrue interest. 

The main problem for the country’s banking
sector is the absence of sufficient capital 
and guarantees. If banks require capital, the
Bank of Somaliland is not able to provide it.
The ineffectiveness of the regulation of the
banking system is manifested first of all in
the absence of relevant legislation. The
government is currently drawing up a
Banking Act and it is hoped that this will
attract foreign banks into the country’s
banking market. 

Meanwhile, there are no fully-fledged
commercial banks in Somaliland. The main
bulk of banking services is provided by
money transfer operators (hawaladars),
chiefly by Dahabshiil, the largest provider 
of money transfer services in the country. 

Dahabshiil was created in 1970 and today 
it is the richest financial structure, not only
in Somaliland but throughout the entire
Somali territory. Officially, Dahabshiil is 
a money transfer organisation with the
majority of its customers being represent-
atives of the Somali community living
abroad (the senders) and Somalis living at

The main source of welfare for Somaliland's citizens is not
international aid, but money sent by their relatives from abroad.
Because of the underdevelopment of the financial sector, money
transfer operators have practically taken on the role of banks.
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company. Until recently, Amaah Kalkaal
offered two types of loan: individual and
group. Both types have been given for
further development of already existing
businesses but not for starting up new 
ones. Individual loans are now no longer
available, but the organisation continues 
to work with borrowers who already have
them. There are only a handful of individual
loan takers (just 30), less than one per cent
of the total number of borrowers. The main
reason for such a low rate is the strict
requirement of property ownership (a car,
house etc) in order for the applicants to
prove their solvency. 

Amaah Kalkaal’s customers have to pay a
fixed charge on the loans they take out. The
company claims that this is not riba, which
is forbidden according to Shari’ah, but
rather a fixed commission for services
provided. For example, the first group loan,
which is limited to $500, has a nine per cent
commission for six months (or 18 per cent
per annum). If the debt is paid off in full
and on time, a borrower can then apply for
$1000, then $1500 and so on. If the
borrower cannot pay off a loan in time,
there is no fine or penalty. The individual

loan sum varies from $1000 to $11,000,
with a 16 per cent commission. As in the
case of group loans, there are no extra
charges for delayed payments. 

Still, not everybody is willing to take out a
loan from Amaah Kalkaal. Many prefer to
turn to their relatives, clan members and
friends for financial support. The fact that
the company makes a fixed charge for its
services concerns greatly the 100 per cent
Muslim population of Somaliland. In its
defence, the company refers to the view of
some scholars that a fixed commission for
financial services is not considered to be
riba. Such an argument clearly doesn’t
withstand critical examination; nor does 
the statement of Amaah Kalkaal’s
representatives that the activity of the
organisation is somewhere in the middle
between halal and haram. 

It is fair to say, however, that in order to
expand its customer base, Amaah Kalkaal
did attempt to lay a Shari’ah-compliant
foundation to its financing activities. The
company invited Shari’ah scholars from
Kenya to develop its Islamic loan scheme.
The scheme proposed by the scholars did

not suit Amaah Kalkaal though, as it
disrupted the main principle of the company
(a simplified loan granting system without
any excessive paperwork involved), as
Islamic methods of financing require a 
more rigid attitude towards checking the
applicant’s solvency. 

A new group of Shari’ah scholars is
currently working at Amaah Kalkaal in
order to develop SME products based on
murabaha and mudarabah. The company
has plans to move to purely Islamic
financing in due course.

All in all, despite the underdevelopment 
of the banking sector in Somaliland, some
financial institutions do exist and operate 
in the country’s banking market. Insurance
companies are a completely different matter
though. 

There are no insurance providers in
Somaliland at the moment. The role of
insurer rests with the clan, tribe, well-off
relatives and friends. Thus, a member of 
a clan can claim compensation without
paying regular insurance contributions.
Later, he/she has to repay the sum to the
insurer (whether this is a group or an
individual), although repayment is subject
to availability. Mutual insurance exists in
Somaliland, although in its primordial form.
People form groups and each participant
contributes a sum; a member of the group
receives compensation when he/she needs it. 

In its current form, Somaliland’s financial
sector is far from being the country’s main
source of revenue. Its key income comes
from customs duties and harbour dues, as
well as entry and exit taxes. Tax collection
of other types of duties is considerably
hampered by the weakness of the fiscal
system and the lack of an established
method of taxation. For example, income
tax, the rate of which is frequently stated 
at will, can be lowered based on an oral
agreement between a tax-payer and the
government. The absence of a common
inland revenue system affects the collection
and distribution of taxes; even the collection
of zakat (an obligation on Muslims to pay a
prescribed percentage of their wealth to

Bank of Somaliland,
Somaliland



compliant methods of financing at Amaah
Kalkaal inspires hope of unfolding the
principles of Islamic finance among wider
sections of the population in Somaliland. 

Today, the banking system of Somaliland 
is not yet ready for the appearance of fully-
fledged commercial banks. Passing the
relevant legislation is an important, but not
the only, necessary step towards creating a
fully-fledged banking system. The ending 
of international isolation will also surely 
be a breakthrough in establishing a stable
financial sector in Somaliland. This,
however, is still a long way off. 

Meanwhile, money transfer operators take
on the role of more than just mediators of
providing Somaliland with financial means
from abroad – they substitute for the
country’s underdeveloped banking sector. 
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specified categories in society when their
wealth exceeds a certain limit) is affected
due to the lack of a proper collection
mechanism. Zakat is not an official tax in
Somaliland and is often combined with the
lump sum charity payment – sadaqah. 
In addition to paying zakat and sadaqah,
well-to-do Somalis also donate land and
funds for the building of mosques in the
country, although officially this type of
endowment – waqf – is absent in Somali-
land. At the moment, the waqf institution in
the country is being used only for building
mosques and not as yet being applied for
resolving other important social and
economical tasks. 

An analysis of the country’s current
economic situation draws the conclusion
that the absence of Islamic financial
institutions in the country is the result of 
the underdevelopment and weakness of 
the country’s financial sector. Absence of 
a legislative base and the position of the
central bank brought attempts to introduce
the first Islamic bank in Somaliland to
nothing. 

At the same time, the experience of existing
financial institutions has shown that the
population tries to avoid operations
involving riba (interest). So much so that 
the major microfinance organisation in 
the country, Amaah Kalkaal, had to turn 
to Shari’ah scholars for assistance in
developing Shari’ah-compliant products. 
It is important to emphasise that the
majority of the population of Somaliland
does not have enough knowledge to under-
stand the particulars of whether a certain
banking product or service complies with
the Shari’ah. Almost certainly this is 
an area that requires assistance from IDB – 
the development of specific educational
programmes to explain the advantages 
of Shari’ah-compliant economy to the
country’s population. At the moment, this
function rests with Amaah Kalkaal, which
specialises in microfinancing, although the
experience of Amaah Kalkaal shows that
this organisation does not itself always
interpret correctly the issue of riba
prohibition by Islamic law. The develop-
ment and introduction of Shari’ah-

Mosque,
Somaliland
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RATINGS & INDICES

Eurekahedge Islamic fund indices
Below is the performance of the Islamic fund indices monitored by Eurekahedge,
an independent data provider focusing on alternative investment funds, with a 
coverage of over 16,000 funds across the globe. For more information about 
Eurekahedge indices, please visit www.eurekahedge.com/indices

Fund Name Rank Manager Domicile October Return 2007 YTD Return Annualised Return

Zajil - Service & Telecommunications Fund 1 Kuwait Middle East/Africa -6.06 67.91 38.48
DWS Noor China Equity Fund (Class A) 2 Singapore Asia Pacific 7.37 66.83 60.39
Al Fursan Fund 3 Saudi Arabia Emerging Markets 15.25 66.24 78.08

CMS Islamic Fund 4 Malaysia Asia Pacific 10.28 56.73 13.73

TRIM Syariah Saham 5 Indonesia Asia Pacific 13.47 54.92 60.42

Al Rajhi India & China Equity Fund 6 Saudi Arabia Asia Pacific 6.38 53.20 39.63

GCC Al-Raed Fund 7 Saudi Arabia Middle East/Africa 5.99 52.80 30.39

Al Danah GCC Equity Trading Fund 8 Saudi Arabia Middle East/Africa 6.80 51.23 20.20

Danareksa Indeks Syariah 9 Indonesia Asia Pacific 15.61 48.78 54.03

IPB Syariah 10 Indonesia Asia Pacific 11.43 47.97 38.41

SBB Dana Al-Ihsan 2 11 Malaysia Asia Pacific 6.85 47.18 17.89

TRIM Syariah Berimbang 12 Indonesia Asia Pacific 12.78 46.95 51.58

DWS Noor Asia-Pacific Equity Fund (Class A) 13 Singapore Asia Pacific 6.14 46.01 41.82

SBB Dana Al-Ikhlas 14 Malaysia Asia Pacific 6.24 45.33 23.06

Al-Bashaer GCC Equity Fund 15 Bahrain Middle East/Africa 11.95 44.03 14.99

Al Naqaa Asia Growth Fund 16 Saudi Arabia Asia Pacific 6.65 43.52 31.83

Mega Dana Syariah 17 Indonesia Asia Pacific 12.14 43.32 42.35

Amanah GCC Equity Fund 18 Saudi Arabia Middle East/Africa 8.52 41.56 0.29

AlAhli Emerging Markets Trading Equity Fund 19 Saudi Arabia Emerging Markets 9.61 41.22 49.96

Mandiri Investa Syariah Berimbang 20 Indonesia Asia Pacific 10.25 40.43 26.10
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Eurekahedge Asia Pacific Islamic Fund Index

Eurekahedge Europe Islamic Fund Index

Eurekahedge Global Islamic Fund Index

Eurekahedge Middle East/Africa Islamic Fund
Index

Eurekahedge North America Islamic Fund
Index

Eurekahedge Islamic Fund Indices – Oct 07 Returns

The above league tables are based on 95.19% of the funds reporting their Oct 07 returns as at 03/12/2007.
Ranks are based on 2007 YTD returns.        
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8–9: Islamic Financial Planning & Asset
Management (IFPAM 2008), Kuala Lumpur
Conference to discuss principles, issues and
avenues of Islamic financial planning and
asset management.
Tel: +60 321 636 990
Email: info@globalpro.com.my
www.globalpro.com.my

13–15: Islamic Finance in the Middle East,
Dubai
Conference to address various challenges
that Islamic banks are facing today,
including derivatives, securisation, sukuk,
GCC laws vs Shari'ah law and project
finance.
Contact: Ms Natasha Dullaway
Tel: +44 (0) 20 7691 6868
Email: natasha.dullaway@int-bar.org
www.ibanet.org

15–16: Seminar on Islamic Finance, 
Hong Kong
Seminar jointly organised with the Hong
Kong Monetary Authority to create
awareness of Islamic financial services in
Hong Kong.
Contact: Ms Farrah Aris
Tel: +60 326 984 248 ext 116

Email: farrah@ifsb.org
www.ifsb.org

21–22: Islamic Finance Forum,
Dubai
Forum to explore the key to

success in the Islamic finance industry and
to establish where the opportunities lie.
Tel: +971 4 221 3452
Email: info@ievents.ae
www.ievents.ae

21–24: 3rd Annual Islamic Finance IQ,
Singapore
Conference to focus on the current state of
play and future prospects for Islamic
finance in Asia and globally.
Tel: +65 6722 9388
Email: enquiry@iqpc.com
www.iqpc.com

24: Seminar on Islamic Capital Markets,
Maldives
Seminar jointly organised by the Islamic
Financial Services Board (IFSB) with the
Maldives Capital Markets Development
Authority.
Tel: +60 326 984 248
Email: Ifsb_sec@ifsb.org
www.ifsb.org

30–1 February: 8th CEO Insurance
Summit, Jakarta
Summit to focus on conventional insurance
and takaful and challenges facing the
industry’s CEOs.
Tel: +65 6224 5583
Email: conference@asiainsurancereview.com
www.meinsurancereview.com

CALENDAR

January February

4–7: 7th Annual Islamic Finance Summit,
London
Summit to cover the industry’s latest deal
activity and structures to emerge, regulatory
frameworks, innovative financial products,
current challenges and further developments. 
Contact: Jason Coles
Tel: +44 (0) 20 7779 8999
Email: registrations@euromoneyplc.com
www.euromoneyseminars.com

5–6: Global Islamic Trade Finance
Conference (GITFC2008), Kuala Lumpur
Conference to cover the key issues and
challenges of Shari’ah-compliant trade
finance.
Tel: +60 321 636 990
Email: info@globalpro.com.my
www.globalpro.com.my

12–13: Takaful Conference on Islamic
Investment Management, Dubai
Conference to discuss the issue of meeting
the dual challenge of Shari’ah-compliance
and optimal returns.
Contact: Ms Loga Sinnadurai
Tel: +65 6224 5583
Email: loga@meinsurancereview.com
www.asiainsurancereview.com

10–14: Middle East Mortgages & Home
Financing Forum, Dubai
Forum to focus on mortgage and home
financing opportunities (conventional and
Islamic) in the GCC region and outside it.
Tel: +971 4 335 2437
Email: info@iirme.com
www.iirme.com

11–12: MEFTEC, Manama
Conference to address various banking and
financial technology issues, with a special
focus on the Middle East, Africa and South
Asia (MEASA) region.
Tel: +44 (0) 1423 524 545
Email: info@meftec.com
www.meftec.com

Kuala Lumpur
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17–21: Wealth Management Forum 
Middle East, Dubai
Forum to discuss the latest developments,
opportunities and future prospects of
conventional and Islamic wealth
management.
Tel: +971 4 335 2437
Email: info@iirme.com
www.iirme.com

18: The World Islamic Finance &
Investment Conference, Kuwait
Conference to discuss how industry
expansion, regionalisation and the emerg-
ence of international players and markets
can provide a new impetus for growth.
Contact: Ms Sophie Shah
Tel: +971 4 3431200
Email: sophie@megaevents.net
www.megaevents.net

18–20: 3rd Annual Middle East Retail
Banking Forum, Dubai
Forum to address the changing landscape 
in conventional and Islamic retail banking
in the Middle East and global markets.
Contact: Ms Regina Bauzaite
Tel: +971 4 361 6111
Email: regina.bauzaite@fleminggulf.com
www.fleminggulf.com

18–20: Middle East Alternative
Investments Summit 2008, Dubai
Summit to address the key issues of the
industry, including aligning Islamic finance
with alternative investments to reveal new
profit opportunities. 
Contact: Ms Lilly Pavlou
Tel: +357 22 849 321
Email: LillyP@marcusevanscy.com
www.meai-summit.com

20: Seminar on Ratings of Institutions
Offering Islamic Financial Services and
Islamic Financial Instruments, Kuala
Lumpur 
Seminar to give an overview of rating
assessment in the Islamic financial services
industry, and discuss challenges and issues
in rating. 
Tel: +60 326 984 248
Email: puteri@ifsb.org
www.ifsb.org

March

6–7: 7th Bancassurance 
Excellence Asia, Bangkok  
Conference to focus on the key 

aspects of business model suitability, prod-
uct development and distribution strategies
as well as competitive sales strategies. 

Contact: Ms Lee Chew Wan
Tel: +60 327 236 748
Email: LeeC@marcusevanskl.com
www.marcusevans.com

10–12: Islamic Funds Asia 2008, Kuala
Lumpur
Conference to focus on the developments in
Islamic funds and investments globally and
specifically in Asia (Malaysia, Singapore, 
Indonesia, Brunei, Pakistan and India).
Contact: Ms Elin Tan
Tel: +65 6322 2700
elin.tan@terrapinn.com
www.terrapinn.com

11–12: 3rd Conference Takaful in Asia,
Singapore
Conference to discuss the industry’s current
developments and future challenges in Asia.
Tel: +65 6224 5583
Email: conference@asiainsurancereview.com
www.asiainsurancereview.com

11–12: Seminar on Corporate Governance
Issues in Islamic Finance, Manama
Seminar organised by the IFSB jointly with
The World Bank and Global Corporate
Governance Forum, hosted by the Central
Bank of Bahrain.
Tel: +60 326 984 248
Email: puteri@ifsb.org
www.ifsb.org

16–19: 3rd Middle East IPO Summit, 
Abu Dhabi
Summit to cover the fundamental IPO issues
and the latest developments within the sec-
tor in the Middle East. 
Tel: +971 4 335 2437
Email: info@iirme.com
www.iirme.com

16–19: Securitisation World MENA, Dubai
Conference to provide practical insight into
securitisation concepts, instruments and
structures, both conventional and Islamic.
Contact: Ms Margarita Novakova
Tel: +44 (0) 20 7827 4156
Email: margarita.novakova@terrapinn.com
www.terrapinn.com

24–25: 2nd Annual Fraud & Financial
Crimes Forum, Manama
Forum to focus on the fraud and financial
crimes prevention strategies at the business
and technology levels.
Contact: Ms Bernardine Michael
Tel: +60 327 236 604
Email: bernardinem@marcusevanskl.com
www.marcusevans.com

25–26: Mergers & Acquisitions
Conference 2008, Singapore
Conference to focus on the key

issues of the industry, its current
developments and future challenges.
Tel: +65 6536 8676
Email: admin.sin@abf.com.sg
www.abf-asia.com

27–28: The Inaugural Dubai Cup 
of Securitisation, Dubai
Conference to address the key issues and
developments of the industry (conventional
and Islamic) in the Middle East.
Tel: +1 212 768 2800
Email: mail@imn.org
www.imn.org

Bangkok

52 IIBI



NEWHORIZON Shawwal–Dhu Al Hijjah 1428

www.newhorizon-islamicbanking.com

CALENDAR

Events endorsed by the IIBI

April

1–3: 7th International Conference on 
Islamic Economics, Jeddah
Conference to commemorate the passage 
of thirty years since the commencement of
modern academic research in the field of 
Islamic economics.
Tel: +966 2 695 1768
Email: ierc.7iecon@kaau.edu.sa
www.iaie.net

14–15: The World Takaful Conference,
Dubai
Conference to discuss practical issues,
strategies and plans of the industry on the
global scale.
Tel: +971 4 343 1200
Email: info@megaevents.net
www.megaevents.net

15–17: MEFX, Dubai
The Middle East International Banking, Fi-
nancial Technology and Services Exhibition
and Conference to focus on financial tech-
nology, banking products and professional
services for the finance industry. 
Contact: Aleks Duric
Tel: +971 4 308 6597
Email: mefx@dwtc.com
www.mefxevent.com

May

13–14: 5th IFSB Summit: Financial 
Globalisation and Islamic Financial 
Services, Amman
Seminar held under the patronage of Her
Majesty Queen Rania Al-Abdullah and
hosted by the Central Bank of Jordan.
Contact: Ms Farrah Aris
Tel: +60 326 984 248
Email: farrah@ifsb.org
www.ifsb.org

18–21: Cards Middle East 2008, Dubai
Conference to focus on practical issues of
payments in the Middle East and globally. 
Contact: Ms Sarah Pegden
Tel: +44 (0) 20 7827 4171
Email: sarah.pegden@terrapinn.com
www.terrapinn.com

19–20: Islamic Finance Forum,
Dubai
Forum to explore the key to suc-

cess in the Islamic finance industry and to
establish where the opportunities lie.
Tel: +971 4 221 3452
Email: info@ievents.ae
www.ievents.ae

19–22: Islamic Finance World North 
America 2008, New York
Conference to focus on the key industry 
issues, including the opportunities in the 
region, development of Shar’iah-compliant
products and the future of Islamic finance 
in North America.
Contact: Michael Weinberg
Tel: +1 212 379 6320
Email: michael.weinberg@terrapinn..com
www.terrapinn.com

Jeddah

19–20: Eighth Harvard University Forum 
on Islamic Finance, Cambridge, USA
Forum to focus on the latest innovations
and developments in the Islamic finance in-
dustry and the long-term impact, scope and
authenticity of these ideas in the context of
an Islamic community and way of life. 
Tel: +1 617 496 2296
Email: ifp@law.harvard.edu
ifp.law.harvard.edu

24–25: 3rd International Confer-
ence on Islamic Banking and 
Finance: Risk Management, 

Regulation and Supervision, Karachi
Conference organised by the IFSB together
with the State Bank of Pakistan and Islamic 
Development Bank/Islamic Research and
Training Institute, Jeddah.
Tel: +60 326 984 248
Email: Ifsb_sec@ifsb.org
www.ifsb.org

27: 5th International Seminar on 
Challenges Facing the Islamic Financial 
Services Industry, Karachi
Seminar held in conjunction with the IFSB
Annual Meetings 2008.
Tel: +60 326 984 248
Email: Ifsb_sec@ifsb.org
www.ifsb.org

30–31: Takaful 2008, Manama
Conference to discuss takaful and retakaful
opportunities, product innovation, ban-
catakaful and mitigating risk.
Contact: Ms Reena Dhamecha
Tel: +971 4 210 8304
Email: reena.dhamecha@itp.com
www.itp.net

30–2 April: Infrastructure Finance Forum
2008, Dubai
Forum to assess the Middle East’s infra-
structure needs, challenges and opportuni-
ties and to discuss the role and future of
Islamic infrastructure finance. 
Tel: +971 4 335 2437
Email: info@iirme.com
www.iirme.com

31–2 April: 2nd Annual HR Strategies in
Banking & Finance, Dubai
Conference to discuss human resource
strategies in the dynamic financial sector 
of the Middle East. 
Contact: Ms Maria Luminita
Tel: +971 4 361 6112
Email: maria.luminita@fleminggulf.com
www.fleminggulf.com
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fatwa

A ruling made by a competent Shari’ah scholar on a
particular issue, where fiqh (Islamic jurisprudence) is
unclear. It is an opinion, and is not legally binding.

fiqh

Islamic jurisprudence. The science of the Shari'ah. This is
an important source of Islamic economics. 

gharar

Lit: uncertainty, hazard, chance or risk. Technically, sale
of a thing which is not present at hand; or the sale of a
thing whose consequence or outcome is not known; or a
sale involving risk or hazard in which one does not know
whether it will come to be or not.

halal

Activities, which are permissible according to Shari’ah.

haram

Activities, which are prohibited according to Shari’ah.

ijara

A leasing contract under which a bank purchases and
leases out a building or equipment or any other facility
required by its client for a rental fee. The duration of the
lease and rental fees are agreed in advance. Ownership of
the equipment remains in the hands of the bank.

ijara sukuk

A sukuk having ijara as an underlying structure. 

ijara wa iqtina

The same as ijara except the business owner is
committed to buying the building or equipment or
facility at the end of the lease period. Fees previously
paid constitute part of the purchase price. It is commonly
used for home and commercial equipment financing. 

istihsan  

In Islamic jurisprudence, it refers to departure from the
application of a ruling on an exceptional basis by taking
a lenient view of an act that may otherwise cause
unfairness or distress.

istisna

A contract of acquisition of goods by specification or
order, where the price is fixed in advance, but the goods
are manufactured and delivered at a later date.
Normally, the price is paid progressively in accordance
with the progress of the job. 

maysir 
Gambling – a prohibited activity, as it is a zero-sum
game just transferring the wealth not creating new
wealth.

mudarabah

A form of business contract in which one party brings
capital and the other personal effort.  The proportionate
share in profit is determined by mutual agreement at the
start.  But the loss, if any, is borne only by the owner of
the capital, in which case the entrepreneur gets nothing
for his labour.

mudarabah sukuk

A sukuk having mudarabah as an underlying structure. 

mudarib

In a mudarabah contract, the person or party who acts
as entrepreneur.

murabaha

A contract of sale between the bank and its client for the
sale of goods at a price plus an agreed profit margin for
the bank. The contract involves the purchase of goods by
the bank which then sells them to the client at an agreed
mark-up. Repayment is usually in instalments.

musharakah

An agreement under which the Islamic bank provides
funds which are mingled with the funds of the business
enterprise and others. All providers of capital are entitled
to participate in the management but not necessarily
required to do so. The profit is distributed among the
partners in predetermined ratios, while the loss is borne
by each partner in proportion to his contribution.

rab-al-maal

In a mudarabah contract the person who invests the
capital.

retakaful
Reinsurance based on Islamic principles. It is a
mechanism used by direct insurance companies to
protect their retained business by achieving geographic
spread and obtaining protection, above certain threshold
values, from larger, specialist reinsurance companies and
pools.

riba

Lit: increase or addition. Technically it denotes any
increase or addition to capital obtained by the lender as
a condition of the loan. Any risk-free or ‘guaranteed’
rate of return on a loan or investment is riba. Riba, in all
forms, is prohibited in Islam. Usually, riba and interest
are used interchangeably.

sadaqah

Charitable giving.

salam
Salam means a contract in which advance payment is
made for goods to be delivered later on.

Shari’ah

Refers to the laws contained in or derived from the
Quran and the Sunnah (practice and traditions of the
Prophet Muhammad (PBUH).

Shari’ah board

An authority appointed by an Islamic financial
institution, which supervises and ensures the Shari’ah
compliance of new product development as well as
existing operations. 

shirkatulmilk 

Partnership by ownership, which could be automatic as
in the case of inheritance by eg two brothers, or optional
such as two persons purchasing a property jointly (not
for a commercial purpose).

shirkatulaqd 

A contract between two or more persons who launch a
business or financial enterprise to make profit. Generally
it is termed as ‘shirkah’. Specifically, it has to be
distinguished from shirkatulmilk, in which two or more
persons become partners in the ownership of an asset not
for business.

sukuk

Similar characteristics to that of a conventional bond
with the key difference being that they are asset backed;
a sukuk represents proportionate beneficial ownership in
the underlying asset. The asset will be leased to the client
to yield the return on the sukuk. 

ta’awuni

A principle of mutual assistance.

takaful

A form of Islamic insurance based on the Quranic
principle of mutual assistance (ta’awuni). It provides
mutual protection of assets and property and offers joint
risk sharing in the event of a loss by one of its members.

wakala

A contract of agency in which one person appoints
someone else to perform a certain task on his behalf,
usually against a certain fee.

waqf

An appropriation or tying-up of a property in perpetuity
so that no propriety rights can be exercised over the
usufruct. The waqf property can neither be sold nor
inherited nor donated to anyone.

zakat

An obligation on Muslims to pay a prescribed percentage
of their wealth to specified categories in the society,
when their wealth exceeds a certain limit. Zakat purifies
wealth. The objective is to take away a part of the
wealth of the well-to-do and to distribute it among the
poor and the needy. 






