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There is a subtext that runs through many items in this 
issue of  NewHorizon and it is the issue of  regulation.  
That regulation takes two forms.  On the one hand there 
are the financial authorities, who need to make sure 
that financial institutions are, for example being fair to 
customers and have sufficient capital and liquidity to 
withstand any adverse events.  On the other hand there 
is the supervision by the Shari’ah scholars, particularly 
those whose rulings influence decisions about which 
products and services are Shari’ah compliant.  

For the most part regulations by financial authorities and ruling by scholars 
work to the benefit of  the industry, its stakeholders and customers.  There are, 
however, sometimes consequences.  The Milliman 2017report on the takaful 
industry launched at the 12th annual World Takaful Conference in April in 
Dubai, U.A.E. suggests that the general tightening of  regulations will affect 
the growth of  the industry in the short term, although they expect it to be 
beneficial in the longer term.

There are, however, sometimes consequences from gaps in rulings/regulations.  
A Moody’s Investor Service report suggests that a new, stronger 
Shari’ah-compliance framework could have made it much more difficult for 
Dana Gas to cite Shari’ah  non-compliance as a reason for non-payment on 
their sukuk.  

The biggest issue is that regulations vary across different geographies.  We 
have noted that there is resistance in some quarters to the idea of  greater 
standardisation in the industry.  We would, however, suggest that this lack 
of  standardisation is likely to hold the Islamic industry back and damage its 
ability to compete with conventional finance.  It is often argued that Islamic 
finance should not seek to replicate the practices of  the conventional finance 
sector; that its strength is in its difference.  That is largely true, but the one 
area where it is manifestly not true is in its inability to do business seamlessly 
across borders, because what is acceptable in Malaysia may not be acceptable 
in Bahrain or Pakistan, for example.

Achieving standardisation will not be easy, because deeply held beliefs and 
the influences of  local practices are involved.  If  an accommodation can be 
reached, it will turbo-charge the Islamic finance industry.  In the new book on 
The Law of  Sukuk reviewed in this issue the author is open to new experiences 
and new ways of  thinking about Shari’ah compliance.
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Verdict on the Islamic Financial Services Industry – 
Satisfactory but Must Do Better 

NEWS

The Islamic Financial Services Board’s 
(IFSB) annual Islamic Financial 
Services Industry Stability Report 2017 
finds that despite subdued economic 
growth conditions and impact of  
new geopolitical developments, the 
global IFSI has been able to sustain 
its total assets value at approximately 
$1.9 trillion in 2016.  While the overall 
performance of  Islamic finance in 
2016 was satisfactory, the industry 
needs to build long-term resilience 
amidst the prevailing era of  weak 
growth and uncertainties.  The Report 
illustrates areas that could be further 
strengthened across the broad sectors 
of  the IFSI (banking, capital markets 
and takaful), many of  which will 
require measured efforts by national 
authorities to address the emerging 
risks.

Commenting on the release of  the IFSI 
Stability Report 2017, Acting Secretary-
General of  the IFSB, Zahid ur Rehman 
Khokher, said, ‘The issuance of  the 
Islamic Financial Services Industry 
Stability Report 2017 comes during a 
time of  growing external challenges 
for the financial system, including 
lower economic growth outlooks and 
global political uncertainties.  While 
the Islamic financial services industry 
has, in many respects, withstood the 
challenging operating environment, 

it has however 
moved away 
from the  
double-digit 
growth trajectory 
witnessed in 
previous years.  
This slowdown 
underscores 

the importance, more than ever, of  
strengthening the resilience of  the Islamic 
financial system and addressing internal 
weaknesses and vulnerabilities through 
appropriate policy responses.’

The IFSI Stability Report 2017 covers a 
number of  topics including:
• An overview of  the IFSI, 

providing updates on trends and 
developments in the three main 
sectors of  the Islamic financial 
services industry – the Islamic 
banking, Islamic capital market 
and takaful sectors.

• Assessment of  the resilience 
of  the Islamic financial system, 
which provides a technical analysis 
of  selected soundness indicators 
for the three sectors, which allows 
the identification of  main risk 
factors and vulnerabilities facing 
the Islamic financial services 
industry in the context of  current 
global economic conditions, 
and highlights the relevant 
issues for policy planning and 
remedial initiatives by the industry 
stakeholders.

• Initiatives undertaken by 
international standard-
setting bodies, highlights the 
initiatives and outcomes of  
work programmes undertaken 
by standard setters in the past 
year, as well as the implications 
of  such reforms on the Islamic 
finance sector.  It also reviews 
the progress of  Prudential 
Standards, Working Papers and 
the Standards Implementation 
Survey 2016 undertaken by the 
IFSB to enhance the supervisory 
framework in facilitating the 

stability and soundness of  the 
IFSI.

• Emerging issues in Islamic 
finance: The Report discusses 
two highly relevant issues 
that have attracted regulatory 
attention: (a) Stress testing 
for Islamic banks: Essential 
Perspectives and Preliminary 
Empirical Insights, and (b) 
Fintech and Islamic Finance, 
which focus on two areas that 
have attracted much attention 
– cryptocurrencies and crowd 
funding.

• Box Article Contributions: 
The Report also features 
box articles contributed by 
(a) Bank Indonesia, on its 
financial sector development; 
(b) the International Monetary 
Fund (IMF), on bank stress 
testing, evolving practices 
and work in progress; and 
(c) the World Bank, on 
Financial Inclusion and 
Fintech, providing insights 
on the potential of  financial 
technology in achieving the 
goal of  universal financial 
access.

A key feature of  this 2017 Report is 
that data from the IFSB’s Prudential 
and Structural Islamic Financial 
Indicators (PSIFIs) database is, for 
the first time, utilised for the Report’s 
Islamic banking sector analysis. The 
use of  this data has enriched the 
Report by providing:
• strengthened reliability of  data 

as it is sourced directly from 
regulatory and supervisory 
authorities;

Zahid ur Rehman Khokhe
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Bahrain Tightens Shari’ah Compliance Regulations
The Central Bank of  Bahrain (CBB) 
has released a new Shari’ah Governance 
(SG) module designed to improve 
Shari’ah compliance and governance 
standards among Islamic banks in 
Bahrain.  The new regulations will be 
applicable from 30th June 2018 on all 
Islamic retail and wholesale banks in 
Bahrain. 

For the first time an Independent 
External Shari’ah Compliance Audit 
(IESCA) has been made mandatory.  
The first IESCA report is to be issued 
in 2020 based on the transactions, 
structures and activities of  2019.  The 
intention is to provide independent 
confirmation that Shari’ah governance 
is embedded in the day-to-day 
functioning of  an Islamic bank. 

‘The Shari’ah Governance module 
sets higher standards of  transparency, 
governance and competence for Islamic 
banks in Bahrain.  It clarifies the roles 
and responsibilities of  the management 
and the Board of  Directors towards 
Shari’ah compliance.  Adhering to high 
standards of  Shari’ah governance also 
provides added protection to investors 

and other stakeholders’, stated Mr 
Khalid Hamad, Executive Director of  
Banking Supervision at the CBB.

The following are some of  the most 
important provisions of  the SG 
module:
• The Shari’ah governance 

structure of  an Islamic 
bank must consist of  four 
important components or 
elements – the Shari’ah 
Supervisory Board (SSB), the 
Shari’ah Coordination and 
Implementation function, the 
Internal Shari’ah Audit function 
and the External Independent 
Shari’ah Compliance Audit. 

• The module discusses the 
authority vested in the SSB and 
ensures their independence 
through various measures.  
It also discusses their 
eligibility criteria, roles and 
responsibilities and calls for 
more interaction with the board 
of  directors. 

• The SSB’s rulings on standard 
products and the jurisprudential 
or other bases of  such rulings 

must be made available for 
the customers and the general 
public by publishing it online 
and in the annual report. 

• The module requires both 
the Shari’ah Coordination 
and Implementation function 
and Internal Shari’ah Audit 
function to independently 
report to the SSB.

The CBB has said that it will clarify 
who would be qualified to conduct 
external Shari’ah audits at a later 
date.  It also plans to issue training 
and competency requirements for 
members of  Shari’ah boards and for 
Shari’ah auditors.

Interestingly, given the ongoing Dana 
Gas sukuk dispute, a Moody’s Investor 
Service report has commented that 
the new regulations will make it more 
difficult for issuers of  sukuk to cite 
Shari’ah non-compliance as a reason 
for non-payment.  The authorities 
in Bahrain express the hope that the 
new regulations will improve Shari’ah 
compliance not just in Bahrain but in 
the whole region.

• wider geographical coverage, 
with data covering 18 countries 
in comparison to 10 countries 
analysed in the 2016 Report;

• holistic coverage of  each 
jurisdiction as the PSIFIs 

data covers the aggregated 
domestic Islamic banking 
sector including data of  Islamic 
banking windows.  Previous 
Reports had used sample data 
from selected full-fledged 

Islamic banks
•          additional set of  financial 

indicators, e.g. the value of  
Shari’ah-compliant financing 
by economic sectors, that are 
included in the PSIFIs database.

S&P Sound a Cautious Note for 
Islamic Banks in the GCC
Asset growth in Islamic banks in 
the GCC declined to 5.3% in 2016 
from 10.7% in 2014.  The trend is 

expected to continue as banks are squeezed by 
the higher cost of  funds and more credit losses 
due to the prevailing economic conditions.

S&P expect banks to 
respond by cutting down 
operating expenses.  For 
example, S&P expect banks 
to cut back on branch 
expansion and indeed to 
close some branches.
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Dubai Islamic Bank Expand to Indonesia and Kenya

NEWS

Dubai Islamic Bank (DIB) has celebrated 
the opening of  Panin Dubai Syariah Bank 
(PDSB) in Indonesia.  In 2015, Dubai 
Islamic Bank successfully acquired almost 
40% in PT Bank Panin Syariah Tbk, which 
has been rebranded to Panin Dubai Syariah 
Bank (PDSB) as part of  the deal, marking 
DIB’s first entry into the Asia-Pacific 
region. 
 
Commenting on the acquisition and 
launch, Dr Adnan Chilwan, Group CEO 
of  DIB, said: ‘This acquisition is an 
important milestone for DIB.  As the 
world’s first fully-fledged Islamic bank, 
we not only established a new banking 
model four decades ago, but also took on 
the responsibility to grow and develop the 

global Islamic finance market.  One 
way we are doing this is through 
strategic partnerships and Bank Panin 
is a perfect partner for us in the 
Asia-Pacific region.  As an established 
player with years of  experience and 
local market knowledge, Bank Panin 
will enable us to progress our vision 
for Islamic finance in Indonesia and 
across the region.  Looking ahead, 
we will execute our strategy in Panin 
Dubai Syariah Bank just as we have 
consistently done over the past forty 
years in the UAE and in our other 
key international markets, and are 
confident that this partnership will 
ultimately get us one step closer to 
making Shari’ah-compliant banking 

the norm, 
rather 
than an 
alternative to 
conventional 
banking, 
around the 
world.’  

In early April 2017 DIB also 
received a licence from the 
Central Bank of  Kenya to begin 
operations.  (This follows a 
16-month moratorium on the 
licensing of  new banks in Kenya.)  
It will operate as the DIB Bank 
Kenya Ltd.  This will be the third 
Islamic bank in Kenya.  

Dr Adnan Chilwan

Nearly three quarters of  banking customers in 
the UAE would change banks because of  the 
digital experience offered.  This comment was 
made by Philip King, the head of  UAE retail 
banking at Abu Dhabi Islamic Bank (ADIB) at 
a recent conference organised by Asian Banker 
magazine, ‘The Future of  Finance.’

He said that recent research showed that bank 
customers valued simplicity and convenience 
over aspects such as competitive pricing of  
products and services or a bank’s international 
footprint.  Some 72% of  people said that they 
would be willing to change banks for a better 
digital experience.

‘Customers are finding it much easier now 
to migrate to other banks and the digital 
experience is likely to be the main driving 
factor.  We could see very rapid shifts of  
customers in the near future,’ King said. 

‘The financial services world 
is changing fast thanks to the 
deployment of  big data, social 
media, artificial intelligence, 
biometrics and blockchain 
(a revolutionary approach to 
storing and updating distributed 
databases) and with the entry of  
new players including fintechs, 
telcos and even hardware 
manufacturers.  Rather than 
a threat, I see this as a big 
opportunity for banks to create 
new opportunities for our 
customers’ he added. 

‘But there will be winners and 
losers.  There is no middle place 
anymore -- we adapt to change 
or we don’t.  The impact on our 
bottom line will be huge either 

way, positive or negative.  ADIB 
has embraced new technology 
and is incorporating social media 
into its platforms’ said King.

This year, ADIB launched a 
new breed of  automated branch 
called ‘ADIB Express’, which 
has reduced processes such as 
account opening to minutes while 
freeing branch staff  to provide 
high-value services to customers.  
It is also launching a new digital-
only bank where people can 
connect through a community 
platform.  The bank’s investment 
in technology has been well-
received by customers, with 
over 90% of  transactions now 
conducted through automated or 
digital platforms.

Simplicity and Convenience More Important Than 
Competitive Pricing
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The Board of  Directors of  the 
International Islamic Financial 
Market (IIFM) has approved a 
three year strategic plan to take the 
Islamic finance industry forward 
by expanding its standardisation 
initiatives and other services to 
new segments and areas.  The 
main recommendations include the 
standardisation of  new products 
and agreements, industry advocacy 
on an evolving regulatory landscape, 
strengthening the collaboration with 
international and regional bodies, 
organising roundtable discussions 
with regulators and market 
participants in key jurisdictions, 
organising IIFM annual conference, 
compilation of  IIFM standards 
and related information in a 
handbook for easy reference and 
the development of  educational 
programmes on IIFM standards.

‘IIFM is recognised as a market 
leader in the Islamic capital and 
money market, having published 10 
standards, it is well positioned to 
build on this track record to focus 
on bringing standardisation in other 
areas such as Islamic syndication 

documentation, 
gold related 
wholesale 
products and 
agreements 
and additional 
Islamic FX and 
commodity 
hedging/
investment 
products.  The 
new three-year 
strategy is a 
result of  assessing the industry’s 
requirements and comprehensive 
consideration and approval by the 
IIFM Board of  Directors,’ said 
Mr. Khalid Hamad Abdul Rahman 
Hamad, Chairman of  IIFM.

‘IIFM has long-established links 
with international standard-setters 
and trade associations with ten 
years of  collaborative efforts with 
ISDA resulting in the publication 
of  the full suite of  Islamic hedging 
standards.  Going forward IIFM 
is looking to work closely with 
the World Gold Council, Borsa 
Istanbul, Islamic standard-setting 
organisations and other industry 

service providers,’ said Mr. Ijlal Ahmed 
Alvi, Chief  Executive of  IIFM.  

With regard to the continuation of  IIFM 
in its bid to develop the Islamic financial 
industry,  IIFM has started 2017 with the 
publication of  Islamic Credit Support 
Deed for Cash Collateral (Variation 
Margin) and is currently working with 
the industry to complete the standard 
Islamic Risk Participation Agreements for 
unfunded and funded transactions related 
to trade finance business. During the year, 
IIFM will also initiate the development of  
standard sukuk documentation and market 
guidelines and will be publishing the much 
awaited 6th edition of  the IIFM Sukuk 
Report in the near future.

IIFM Move towards Greater Standardisation
Board of Directors of IIFM

Turkish Participation Banks – A Work in Progress 
The latest official report on 
Participation Banks in Turkey, 
published by the Participation Banks 
Association of  Turkey, shows a 
growing sector, but perhaps not 
growing as fast it needs to if  the 
government target of  participation 
banks accounting for 15% of  
total banking assets by 2023 is to 
be achieved.  The sector’s best 
performance in the last five years 
was in 2013 when participation 

banks accounted for 5.5% of  total banking 
assets.  Since then their share has fallen 
each year to 4.9% in 2016.  The factor that 
affected participation banks, that did not 
affect the conventional banking sector, 
was the state takeover in 2014 of  Bank 
Asya (see NewHorizon January to June 2015).  
In 2013 Bank Asya had assets of  TL 28 
billion, nearly 30% of  total participation 
bank assets.  It takes time to fill a hole that 
size, even with two new participation banks, 
Ziraat Participation and Vakif  Participation, 

coming into the market.  The 
number of  bank branches also fell 
in 2016, due to branch closures 
related to the takeover of  Bank 
Asya.

S&P expect the Turkish banking 
sector as a whole to struggle for 
growth in the period from 2016 to 
2019, but participation banks are 
expected to experience stronger 
growth than conventional banks.
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Spot Gold Contract to be Launched in the Middle East
The Dubai Gold & Commodities 
Exchange (DGCX) and Ayedh Dejem 
Group, a conglomerate from the 
Kingdom of  Saudi Arabia, have agreed 
to develop and launch the Middle 
East’s first-ever Shari’ah-compliant 
Spot Gold contract to be traded 
on an international exchange.  The 
partnership enables both entities to 
increase their presence in the Saudi 
Arabian and wider GCC Islamic finance 
market and attract the interest of  
regional Islamic financial institutions 
and banks.

This development is reflective of  the 
growing potential of  the Saudi Arabian 
and wider GCC regions Shari’ah-
compliant gold markets.  According 
to the World Gold Council, Saudi 
Arabia’s gold demand, stood between 
60 and 85 tons.  This is the highest in 
the Middle East and ranked sixth in 
the world; representing almost 30% of  
demand across the region.  Shari’ah-
compliant gold investments are worth 
an estimated $2 trillion (US). 

Gaurang Desai, Chief  Executive 
Officer of  the DGCX, said, ‘We are 
looking at this product to develop 
local markets and unlock the potential 

of  gold trading 
in the region.  
We continually 
look to work 
with partners 
that allow us 
to capitalise 
on these 
opportunities.  
We are delighted 
to collaborate 
with the Ayedh 
Dejem Group 
as we believe 
the new Spot Gold contract will 
encourage new and existing institutional 
participants to invest and trade in 
Shari’ah-compliant products.  As the 
largest derivatives bourse in the Middle 
East, we are confident of  the product’s 
success and establishing more such 
partnerships and launching additional 
products in the future.’

Ayedh Dejem Group is known as 
one of  the largest oil transportation 
and storage platforms in the region, 
working closely with GCC producers.  
The group also manages numerous 
gold centres and is a key investor in 
the field of  fixed assets, including 
infrastructure and real estate, while 

developing new projects in Dubai and 
the wider UAE.

Ayedh Bin Dejem, Chairman for the 
Group, said: ‘We are committed to 
delivering high quality products and 
services to our customers and, in 
addition, this partnership is further 
evidence of  how we are contributing 
to the growth of  the Islamic finance 
market.  We believe our partnership 
with DGCX supports our vision to 
enhance cross-border collaboration 
as it offers access to the regional gold 
and commodities market, providing 
customers with improved hedging and 
investment solutions in compliance with 
Shari’ah law.

Gaurang Desai 

Pakistan Sets New Rules for Conversion to 
Full Islamic Bank Status
As part of  the ongoing drive to increase 
the market share of  Islamic banking 
in Pakistan, the State Bank of  Pakistan 
(SBP) has issued new guidelines for 
banks wishing to convert to full Islamic 
bank status.  Firstly, banks wishing to 
take this route must already have an 
Islamic window operation in place.  
Once a bank has been granted approval 

for the conversion, it must start 
the conversion process within 
six months of  approval being 
granted and it must be completed 
within three years.  The process 
is irreversible, i.e. once they have 
converted to full Shari’ah-compliant 
status, banks may not revert to 
conventional bank status.

Currently Pakistan has five 
fully-fledged Islamic banks and 
16 banks with Islamic window 
operations.  Presumably the SBP 
are hoping that more fully Shari’ah-
compliant banking facilities will 
encourage a proportion of  the 87% 
of  people that do not currently have 
a bank account to open one.
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Islamic Banking Customers in the UAE 
Only Somewhat Loyal
A new study released by Dr. John Ireland, 
Associate Professor of  Marketing at the 
Rochester Institute of  Technology Dubai, 
has found that whilst Muslim Islamic 
banking consumers in the UAE have a 
strong preference towards Islamic banks 
and products, 68% of  those surveyed were 
prepared to shift loyalty to conventional 
banking options if  a 2% better rate was 
offered.  The study also revealed that 44% 
of  customers would choose conventional 
banking offers if  the rate increased to 1%.

The research surveyed 300 current UAE 
Islamic banking customers.  It is claimed 
to be the first study to quantify the loyalty 
of  Islamic banking customers in terms 
of  price and demonstrate the existence 
of  price-sensitivity tiers.  The study used 
choice-based conjoint analysis and a market 
simulation to analyse customer preferences 

for Islamic and conventional 
investment, savings and car 
finance products offered by 
Islamic and conventional banks.

Commenting on the study, 
researcher Dr. John Ireland 
said, ‘Previous research and 
conventional wisdom would 
suggest that Muslim customers of  
Islamic banks are not willing to 
trade off  the benefits of  Shari’ah 
compliance for better rates.  
However, our research revealed 
that many Islamic banking 
customers were willing to switch 
to conventional products to avoid 
the high costs associated with 
Islamic banking.  Whilst it is key 
that the Islamic finance sector 
continues to remain focused on 

service, image, religious obligations and 
location, they must also be aware of  
price if  they wish to achieve a greater 
market share.  This research goes some 
way to explaining why Islamic banks 
in the UAE hold only 19% of  banking 
assets even though 76% of  residents 
and all citizens are Muslim, according to 
the UAE census of  2015.  However, it is 
not all doom and gloom for the Islamic 
finance sector: the study also showed 
that 32% of  Islamic banking consumers 
would remain loyal to Shari’ah products 
and banks even at a 2% disadvantage.’

The research is set to be published 
by the 
International 
Journal of  Bank 
Marketing in the 
autumn.  Dr John Ireland

Trials of a Controversial New Islamic Banking Model 
A new Islamic banking model is to be 
trialled in Bangladesh, Sri Lanka and 
Somalia.  It is understood that trials 
in Bangladesh will start imminently, 
with Sri Lanka and Somalia to 
follow later.  The two-year trials are 
being supported and supervised 
by the Islamic Corporation for the 
Development of  the Private Sector 
(ICD.

The model is called Biniog Sathi and is aimed 
at the microfinance sector of  the market.  It 
is based on banks forming a relationship 
with independent charity funds (zakat funds) 
that can be asked by the bank to provide 
assistance to borrowers who default on their 
loans.  Unsurprisingly, the model is being 
greeted with some degree of  scepticism by 
the banking world, which fears that such a 
scheme is open to abuse.  

ICD believe, however, that the 
system they have put in place will 
guard against such abuse.  Any 
institution reported for abuse will 
be investigated and if  the abuse is 
proven the zakat fund will be able 
to terminate the agreement with 
the bank, which in turn will be 
prevented by the ICD from using 
the new banking model again.  

Nigerian Central Bank Acts to Improve 
Liquidity for Islamic Banks 
At the end of  August Nigeria’s central 
bank introduced two new financial 
instruments – Funding for Liquidity 
Facility (FfLF) and Intra-day Facility 
(IDF).  FfLF is an overnight facility.  It 
requires borrowers to provide collateral 

in the form of  eligible securities; these must 
be a minimum 110% of  the value of  the 
facility.  While no interest is payable on the 
facility, the Central Bank will charge the 
costs involved in arranging the facility to the 
borrower.  These costs must ‘not contravene 

the principles of  non-interest 
banking as provided in the CBN 
guidelines.’

The IFD is a similar instrument, 
but as the title ‘Intra-day’ suggests, 
settlement must be within the day.  
The other conditions are the same 
as for FfLF instruments.
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Automated Investment Service for Shari’ah Investors
New York-based Wahed, which claims 
to be the world’s first automated 
investment service designed for Shari’ah-
standard, ethical investing, has launched 
a new online platform and lowered the 
minimum investment required to $500 
for clients in the United States.  Wahed’s 
annual management fee ranges from 

0.29% to 0.99%, compared to the 1%-2% 
annual fee typically charged by traditional 
advisors. 
 
The new Wahed platform helps clients 
choose an appropriate risk profile and 
then constructs a diversified portfolio that 
is automatically managed based on each 

individual’s unique profile.  Wahed 
is registered with the Securities 
and Exchange Commission, and is 
continually monitored by its Ethical 
Review Board.  Wahed is available 
now to retail investors in the United 
States and there are plans to expand 
to other global markets in 2017. 

Islamic Banking Growth Slows 
Published in late April 2017, the 
Global Islamic Finance Report 
(GIFR) estimates the global Islamic 
finance industry was worth $2.293 
trillion at the end of  2016, but for 
the third year in succession growth 
was in single figures at just 7%.  It 
is also the fourth year of  slowing 
growth.  The slowdown is attributed 
to geopolitical factors affecting the 
Middle East in particular, falling oil 
prices and the natural slowdown in 
mature markets such as Malaysia 
and the GCC, where Islamic finance 
is moving out of  the rapid growth 

phase and into levels more typical of  
maturing markets.

The report also identifies emerging 
issues that may challenge Islamic finance 
and one of  these is Fintech.  So far 
there are very few Fintech operations 
offering Islamic finance, but their 
number is expected to grow.  Fintech 
poses a number of  regulatory and 
Shari’ah issues, such as the use of  
cryptocurrencies, e.g. Bitcoin.  There 
are others including the use of  smart 
contracts and virtual investment vehicles.  
How does Shari’ah handle these?

At about the same time Standard 
and Poor’s published a report 
entitled ‘GCC Islamic Banks Stay On 
Course Through Glum Operating 
Conditions’, in which it forecast that 
the financial performance of  Islamic 
banks in the GCC is likely to remain 
subdued in 2017 and 2018, with a 
deteriorating liquidity position for 
both conventional and Islamic banks.  
It also cites the weak economic 
environment and the tail off  in the 
starry growth of  global commodity 
prices, particularly oil as the reasons 
for their caution.

In the past, Malaysian banks were 
required to set aside a percentage 
of  their profits as buffers (known as 
reserve fund) before any distribution 
of  dividends.  This buffer served as a 
prudential tool for banks to be used 
during period of  stress to ensure that 
banks could continue to provide financial 
services without any disruption.  

Since 2016, Malaysian banks, both 
conventional and Islamic, have begun 

a four-year phase in to maintain a 
capital conservation buffer based 
on the Basel standards.  With the 
phasing in of  the Basel capital 
conservation buffer, the need for 
banks to maintain the reserve fund is 
no longer necessary given that both 
requirements are intended for the 
same purpose. 
 
As a result from 3 May 2017 banks 
no longer have to maintain a reserve 

fund.  Bank Negara Malaysia (BNM) 
has said that it expects Islamic 
banks to exercise prudence before 
submitting an application to distribute 
the reserves as dividends.  Any 
application to distribute reserve funds 
as dividends will be subject to BNM 
being satisfied that the applicant 
bank does comply with the fully 
phased-in capital conservation buffer 
requirement and any other buffers 
that the BNM may specify.

Bank Negara Malaysia Remove Requirement for Banks 
to Maintain Reserve Funds
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The Secretary General of  the 
Islamic Financial Services Board, 
Jaseem Ahmed, retired in mid-April.  
Until the appointment of  a new 
Secretary General, Zahid ur Rehman 
Khokher has been appointed as 
Acting General Secretary.

The first Islamic bank opened in 
Morocco in May 2017.  Umnia Bank 
is a joint venture between Qatar 
International Islamic Bank and 
Moroccan lender Credit Immobilier et 
Hotelier S.A.  Umnia has opened three 
branches - two in Casablanca and one 
in Rabat.  Two more banks followed 
swiftly – Assafa Bank, a subsidiary of  
Attijariwafa Bank and Al Yousr.

IFAAS, (Islamic Finance Advisory & 
Assurance Services) has announced 
the opening of  its fifth office 
in Casablanca, Morocco.  The 
organisation also has offices in the 
UK, France, Pakistan and Bahrain.  
Their objective is ‘to harness a wide 
range of  opportunities in Islamic 
finance across North and West Africa.’

The first Shari’ah-compliant fintech 
company in the UK, Yielders, 
received FCA (Financial Conduct 
Authority) approval in April.  The 
company is an equity-based, crowd 
funding platform for property 
investment.  Investors can start with 
just £100.

The International Monetary Fund 
(IMF) has warned that Islamic banking 
in Kenya is going ahead without 

adequate protection for depositors.  The 
report states, ‘The legal framework exhibits 
some gaps, prudential frameworks have not 
been adapted to the specificities of  Islamic 
banking and there are also remaining gaps 
in the Shari’ah governance framework, 
consumer protection framework, liquidity 
management, resolution and safety nets.’

Indonesia has established the National 
Committee for Shari’ah Finance (KNKS) 
as part of  a push to accelerate the 
development of  the Islamic finance 
industry in the country.  Although the 
KNKS is not a government agency, it 
will have a government advisory role and 
is empowered to supervise and evaluate 
programmes in the industry.  

Malaysia Building Society Bhd (MBSB) 
has received approval for its takeover of  
Asian Islamic Bank Bhd, a subsidiary of  
Qatar Islamic Bank.  This will effectively 
turn MBSB into a fully-fledged Islamic 
bank.  MBSB is owned by the Employees 
Provident Fund.

Malaysia’s Maybank has confounded 
expectations with a larger than expected 
increase in profitability in the first half  of  
2017.  The increase was ascribed to cheaper 
loans and improved returns on investments.  
The company, however, warned that it 
expected to see some contraction in the 
second half  of  the year.  They have denied 
that they are planning to spin off  their 
Islamic window operation into a separate 
unit.

The UAE’s Al Hilal Bank has been 
working with corporate clients in 
Kazakhstan for the past seven years.  In 
August they opened their first retail branch 
in the country’s capital Almaty.

Kazakhstan’s Zaman Bank 
has become the second Islamic 
bank in the country, following 
the granting of  a licence by 
the central bank in mid-August 
2017.  It plans to focus on retail 
banking and SMEs.

Canada’s banking regulator 
has reported it has received two 
applications to set up Islamic 
banks in the country.  These 
would be the first Islamic banks 
in Canada.  The process of  
approval is, however, likely to be 
fairly lengthy.  It takes about six 
months for conventional banks 
to gain approval, but in the 
case of  Islamic banking where 
the instruments and mode of  
operation are unfamiliar to the 
regulator, it will almost certainly 
take longer.

The Algerian government 
has announced that two state 
banks will begin offering Islamic 
banking services before the end 
of  2017.  The other four state 
banks are expected to offer 
Islamic banking services in 
2018.

The number of  employees in 
the Islamic banking sector in 
Abu Dhabi has fallen by 900 in 
the year to June 2017, compared 
to the year to June 2016.  It 
is believed that much of  this 
fall may be attributable to the 
merger between the National 
Bank of  Abu Dhabi and First 
Gulf  Bank to create the First 
Abu Dhabi Bank.  

In Brief
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cuts in subsidies.  The Kingdom’s foreign 
reserves are said to be at a six-year low.  

Another First for the Islamic 
Development Bank
The Islamic Development Bank (IDB) 
issued the largest global sukuk worth 
$1.25 billion by a supranational in April 
2017.  This is a five-year bond with a yield 
of  2.393%.  The IDB has chosen to list 
the sukuk on the London Stock Exchange 
(LSE).

Speaking about the choice of  the LSE 
for the listing, Dr. Ahmet Tiktik, Vice 
President Finance & CFO, Islamic 
Development Bank, said, ‘Our choice of  
London as the location to list our new 

Sukuk Market Rebounds in 
2016
According to the Malaysia International 
Islamic Financial Centre (MIFC) the sukuk 
market rebounded in 2016 following three 
years of  decline from its 2012 peak.  It 
showed a 13.2% increase over 2015, 
reaching $74.8 billion.  This is the best 
performance since 2010.

The market was dominated by corporate 
issuances, mainly from the financial services 
sector, which accounted for 63.2% of  the 
total.  Malaysia accounted for nearly 47% of  
total issuances with $34.7 billion and GCC 
countries were second with $19.6 billion.  
The report is slightly less bullish about 
the prospects for 2017 forecasting a total 
issuance of  between $60 billion and 
$70 billion.

Saudi Arabia Raises $9 
Billion in First Global 
Sukuk
In early April Saudi Arabia raised $9 
billion in its first global sukuk issuance.  
This is the largest sukuk ever issued.  
The sukuk was more than three-and-a-
half-times times oversubscribed at $33 
billion.  The issue will be divided into 
two $4.5 billion tranches – a five-year 
tranche maturing in 2022 and a 10-year 
tranche maturing in 2027.  The five-
year tranche was priced at 100 basis 
points above mid swaps and the 10-
year tranche at 145 basis points above 
mid swaps.  Both issuances have been 
listed in the Irish Stock Exchange.

The Kingdom raised $17.5 billion in 
conventional bonds in October 2017, 
another first and these bond issues are 
designed to address the Kingdom’s 
budget deficit.  Estimates for 2017 put 
the deficit at $53 billion, which follows 
an even bigger deficit in 2016.  The 
problems have stemmed from the fall 
in oil prices and have resulted in major 
projects being put on ice, as well as 

$1.25bn sukuk is driven by the 
continuous support that London 
Stock Exchange has for both the 
Islamic Development Bank and for 
Islamic finance.  We look forward 
to continuing this partnership in 
developing Islamic Finance.’  The 
listing affirms the LSE’s position 
as one of, if  not the, key centre for 
Islamic finance outside the Muslim 
world.

Qatar Islamic Bank Make 
a Successful Return to 
the Sukuk Market
Qatar Islamic Bank (QIB) issued 
a $750 million five-year RegS only 
sukuk in mid May 2017, their first 

Qatar Islamic Bank
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foray into the public capital debt 
markets since a similarly sized issue 
in October 2015.  The issue was 
nearly three times oversubscribed.  

The sukuk was issued at par with 
an annual profit rate of  3.251% 
(payable semi-annually), representing 
a spread of  135bps over five-year 
mid-swaps.  Citi, Emirates NBD 
Capital, HSBC, Noor Bank, QInvest 
and Standard Chartered Bank acted 
as joint book runners and joint 
lead managers on the transaction.  
The issuance took place against 
the background of  a number of  
emerging market issuers pricing 
transactions on the same day and 
other GCC organisations actively 
marketing potential transactions.  

Oman Raises $2 billion 
Sukuk
Oman’s late May sukuk offering 
was more than three times 
oversubscribed, with an order book 
totalling in excess of  $6.9 billion.  
This is a seven-year sukuk with a 
profit rate of   4.397%.  The success 
of  this issuance was despite a recent 
downgrading in Oman’s credit rating 
and an increase in the country’s 
debt.   Oman like many Gulf  States 
is being hit by the fall in oil prices 
and needs to raise finance to meet 
its needs.  Standard Chartered Bank 
has estimated that Oman’s debt 
will reach 35% of  GDP this year, 
compared to 4.5% in 2014.  (An 
additional $3.6 billion is being raised 
through a syndicated loan to be 
provided by Chinese banks.)  

Emirates NBD Launches 
Sukuk Index
Emirates NBD has launched the 
Emirates NBD Markit iBoxx 
USD Sukuk Index (The Index), 
covering global USD denominated 
sukuk (Islamic bonds).  The Index 
will contain 98 sukuk from 61 

issuers with a current market value 
of  over $90 billion.  The Index 
captures sovereign, sub-sovereign and 
corporate sukuk from emerging and 
developed markets and will contain 
investment grade, sub-investment 
grade and unrated securities, which 
offer a broad representation of  the 
global sukuk universe.  The Index 
aims to provide an accurate and 
objective benchmark for Islamic 
finance investors.

Developed by Emirates NBD 
Group in collaboration with IHS 
Markit, a provider of  fixed income 
and macroeconomic indices, the 
Emirates NBD Markit iBoxx USD 
Sukuk Index is a market-cap weighted 
index dedicated to capturing the 
performance of  the sukuk market.  It 
will be used for benchmarking, risk 
and performance analysis and as an 
underlying for tradable products.  In 
order to meet the growing demand 
for Shari’ah-compliant solutions, it 
is envisaged that the Index will be 
utilised by a range of  institutions 
including asset managers, banks, 
pensions and sovereign wealth funds 
and ETF issuers. 

Commenting on the launch of  the 
Index, Ahmed Al Qassim, Chief  
Executive Officer of  Emirates NBD 
Capital said: ‘Demand for sovereign 
and corporate sukuk has increased 
significantly over the last few years 
attracting significant international 
capital.  With the launch of  the 
Emirates NBD Markit iBoxx USD 
Sukuk Index, we aim to provide 
investors with world-class analysis 
tools and standardised performance 
measurement to enable them to make 
the best investment choices.  The 
Index will also enable the creation of  
products that will pave the way for 
greater access to the sukuk market for 
retail investors who have historically 
been underserved by opportunities to 

invest in this asset class.  Synergising 
the bank’s long-standing expertise 
in Islamic capital markets with IHS 
Markit’s expertise in creating and 
providing indices, the Index will be a 
catalyst for advancing the global Islamic 
finance economy.’ 

Al Baraka Sukuk Five Times 
Oversubscribed
In late May the Bahrain-based Al 
Baraka Banking Group announced 
the successful completion of  its first 
Islamic sukuk issue in the amount of  
$400 million.

The issue was well received in the GCC, 
Asian and European markets, and was 
five times oversubscribed, receiving 
subscriptions of  $1.6 billion against 
the initial requirement of  $300 million.  
As a result of  the high subscription, it 
was decided to raise the issue size to 
$400 million.  The sukuk issue is an 
Additional Tier 1 Perpetual Sukuk that 
is compliant with Basel III as per the 
Central Bank of  Bahrain rules. The 
sukuk structure is a Shari’ah-compliant 
mudarabah, with a profit rate for an 
initial five-year term set at an expected 
return of  7.875% p.a., with five year 
resets thereafter.  The issue will be 
listed on the Irish Stock Exchange 
plc.  Standard Chartered Bank was 
appointed as the Global Coordinator 
and the Joint Lead Manager syndicate 
comprised of  Bank ABC, Dubai 

Adnan Yousif, 
President & Chief 

Executive, 
Al Baraka Banking Group
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Islamic Bank PJSC, Emirates NBD 
Capital, KFH Capital, Noor Bank, 
QInvest and Standard Chartered 
Bank. 

Commenting on this transaction, 
Mr. Adnan Ahmed Yousif, Member 
of  the Board of  Directors and 
President & Chief  Executive of  Al 
Baraka Banking Group, said, ‘As 
part of  our strategy to expand our 
capital base, to grow in our existing 
and new markets and to strengthen 
the business of  our banking units, 
we successfully completed the 
first sukuk issuance of  Al Baraka 
Banking Group, which is the first 
ever Tier 1 sukuk issuance from the 
Kingdom of  Bahrain and the first 
of  its kind in terms of  size to be 
issued by a private sector institution 
from the Kingdom of  Bahrain.’  

First Green Sukuk in 
Malaysia
At the end of  July the Securities 
Commission Malaysia (SC) 
announced the issuance of  
Malaysia’s first green sukuk under 
its Sustainable & Responsible 
Investment (SRI) Sukuk framework.  
Tan Sri Ranjit Ajit Singh, Chairman 
of  SC said, ‘We believe that there 
is a significant opportunity arising 
from strong global interest in 
green financing where innovative 
fundraising instruments like green 
and SRI sukuk are a viable solution 
to address global needs for green 
and other forms of  sustainable and 
responsible financing.’  

To complement the SRI Sukuk 
framework and promote greater 
utilisation of  green sukuk as 
a fundraising channel, several 
incentives are in place to attract 
green issuers including:
• Tax deduction until year of  

assessment (YA) 2020 on 
issuance costs of  SRI sukuk 

approved or authorised by or 
lodged with the SC;

• Tax incentives for green 
technology activities in energy, 
transportation, building, waste 
management and supporting 
services activities 

• Financing incentives under the 
Green Technology Financing 
Scheme (GTFS) with total funds 
allocation of  RM5 billion until 
2022.

To be eligible for tax deductions under 
SRI sukuk incentives, issuers utilising 
the SRI sukuk framework towards green 
projects must ensure that proceeds raised 
are used to fund eligible SRI projects in 
the natural resources, renewable energy 
and/or energy efficiency sectors.  In 
accordance with international practices, 
issuers are also encouraged to appoint 
independent experts to undertake an 
assessment on the eligibility of  the 
project prior to issuance of  the green 
sukuk.

The framework underlying this first 
green sukuk is the result of  collaboration 
between SC, Bank Negara Malaysia and 
the World Bank Group, in an effort to 
develop an ecosystem to facilitate the 
growth of  green sukuk and to introduce 
innovative financial instruments to tackle 
global infrastructure needs and green 
financing.

‘With the successful development of  
the framework for the first green sukuk, 
Malaysia is playing a pioneering role 
in harnessing capital markets and, in 
particular, Islamic finance for climate 
friendly investments,’ said Faris Hadad-
Zervos, World Bank Representative to 
Malaysia.  

This first green sukuk has been raised 
by Tadau Energy Sdn and is worth the 
equivalent of  $58.9 million.  The funds 
will be used to finance two solar power 
plants in the state of  Sabah.  

Algeria plans to issue its first sukuk in 
2018.  The move has been prompted 
by falling energy prices.  The Algerian 
economy has been heavily dependent 
on state spending, which in turn has 
been dependent on revenues from the 
hydrocarbon sector.  (Hydrocarbons 
account for 60% of  the state budget 
and 95% of  exports.) Algeria had 
previously set its face against Islamic 
finance following the civil war with 
Islamist movements in the 1990s. 

In Brief
According to a report in Iran’s 
Financial Tribune at the end of  
August, the Central Bank of  Iran 
has stopped the trading of, Iranian 
treasury bills, dubbed ‘Sakhab’, by 
banks and credit institutions and 
delegated them to the Securities and 
Exchange Organisation.  Sakhab 
are one-year bonds worth the 
equivalent of  $26.1, which are used 
to pay government contractors.  The 
secondary market has developed 
because contractors are unable to wait 
12 months for cash and have been 
selling bonds at discounted rates to 
what the Financial Tribune describes 
as’ shady dealers’.  The market was 
becoming chaotic and the move is 
intended to restore some order.

In July the Kingdom of  Bahrain 
issued a mix of  conventional bonds 
and sukuk designed to bolster the 
Kingdom’s finances as it struggles 
with lower energy revenues.  The 
sukuk element of  the issuance was a 
three-year, ijara sukuk worth BD 125 
million and a fixed 
annual rate of  4.2%. (The 
conventional bonds were five-year 
bonds worth BD 200 million with a 
coupon rate of  5.35%.)

According to a Reuters report the UK 
government plans to reissue its sukuk 
when the current sukuk, issued in 
2014, matures.

SUKUK UPDATE
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Takaful Grows 12% in 2016
In its Islamic Financial Services Stability 
Report 2017, the Islamic Financial Services 
Board reports that takaful premiums 
worldwide grew 12% in 2016.  Although 
this outstrips the 4% growth in the 
conventional insurance sector, the industry 
remains small with contributions of  $25 
billion.  The biggest market is the GCC 
with a 47% share, followed  by MENA 
with 33% and Asia with 22%.  There are a 
total of  305 takaful and retakaful operators 
and windows.

The report identifies one of  the main 
problems as the large number of  small 
operations that cannot achieve economies 
of  scale.  It suggests that the market is 
ripe for mergers and acquisitions to create 
larger units.

Standard and Poor’s, however, report 
that growth rates in the GCC slowed 
significantly in 2016.  This result is 
attributed mainly to the Saudi Arabian 
market, resulting from an increase in 
premiums and a general economic 
slowdown due to the turbulence in the 
oil and gas market.  On the plus side 
the increase in premiums has resulted in 
increased profitability for operators in 
the region, with pre-tax profits more than 
doubling from $274 million in 2015 to 
$685 million in 2016.  

Orient UNB Takaful Ready to 
Start Operations
In November 2016 Abu Dhabi’s Union 
National Bank formed a joint venture 
with the Orient Insurance Company, 
Orient UNB Takaful.  In January 2017 the 
company’s Initial Public Offering of  30% 
of  the shares was 13 times oversubscribed.  
Operations are due to start in July 2017.

The company has a paid up capital 
of  AED 200 million, which is twice 

the required minimum capital.  Mr 
Omer Elamin, President of  the Orient 
Insurance Group, has said that the 
company is expected to generate 
contributions of  AED 300 million in 
the first year of  operation.

UAE Central Bank 
Responds to Mis-selling 
Complaints
In May 2017 the UAE’s Central 
Bank instituted a moratorium 
on the approval of  new ‘savings 
and investment’ and ‘non-capital 
guaranteed or protected’ insurance 
products, affecting both conventional 
insurers and takaful.  The moratorium 
will remain in place until the Central 
Bank has drafted new guidelines, 
which are expected to include 
greater transparency, guarantees of  
proper training for staff  selling these 
products and a methodology for 
settling complaints.  The action taken 
by the Central Bank is believed to 
be in response to the rising tide of  
complaints that have claimed staff  do 
not understand and cannot adequately 
explain the products they are selling or 
the need to screen out customers who 
are not suitable for such products.

It is understood there will also be fines 
for banks that contravene the new 
guidelines.  Banks have apparently 
been given 90 days to resolve all 

outstanding complaints relating to 
such products in a mutually agreeable 
way.

This moratorium follows actions taken 
by the UAE’s Insurance Authority 
similarly aimed at curbing misselling.  
Their remit, however, does not cover 
banks selling insurance-type products 
under their own name, hence the 
separate action. 

Takaful Malaysia 
Restructures
Syarikat Takaful Malaysia Bhd is 
changing its name to Syarikat Takaful 
Malaysia Keluarga Bhd (STMKB) 
and establishing a new wholly-
owned subsidiary, Syarikat Takaful 
Malaysia Am Bhd (STMAB).  This 
effectively separates the family takaful 
and general takaful businesses, with 
STMKB handling family takaful and 
STMAB the general takaful business.  
This change has been approved by 
Bank Negara and the necessary new 
licences issued.

Although the establishment of  two 
separate entities is likely to lead to 
an increase in operating expenses in 
the short term, local analysts believe 
that the restructuring will have a 
positive outcome in the longer term.  
The restructuring is expected to be 
complete by the second quarter of  
2018.

GCC – Conventional 
Insurance to Outpace 
Takaful
According to S&P premium growth 
in conventional insurance will outpace 
takaful this year.  They ascribe the 
better performance of  conventional 
insurance to its more diversified 
income streams.  

Omar Elamin, 
President,

Orient Insurance Group
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S&P suggest that takaful operators 
in the UAE tend to write less 
profitable lines of  business and 
their premium income struggles to 
meet fixed operating costs.  They 
also face additional pressures from 
new regulations designed to mitigate 
risk, due to their lack of  product 
diversification and tight capital 
buffers.  These new regulations will 
be fully implemented by the end of  
2018.

Although S&P believe that part of  the 
solution lies in industry consolidation 
to create larger, better resourced 
takaful operations, they see little 
prospect of  any really significant 
mergers in the near future.  

In Brief
Malaysian press reports suggest 
that foreign insurers have expressed 
interest in buying BIMB Holdings’ 
60% share in Syarikat Takaful 
Malaysia Bhd, the longest-
established takaful operator in 
Malaysia.  The reports are credible 
given that BIMB Holdings 
are currently going through a 
restructuring exercise.

Turkey is reported to be in the 
final stages of  developing takaful 
legislation.  Currently there are 
eight companies in Turkey offering 
participation/takaful insurance.  The 
aim is boost takaful so that by 2023 
it will account for 10% of  total 
insurance premiums in the country or 
an estimated $8.4 billion.

The Moroccan Association 
for Participatory Finance 
Professionals has warned that the 
success of  takaful in the country 
could prove to be disappointing.  The 
model chosen by the legislators is 

wakala, in which fees are deducted 
from premiums.  The implication is 
that takaful insurance will, therefore, 
be more expensive than conventional 
insurance.  In addition providers will 
be limited to family takaful products, 
at least initially.

The UAE is understood to be 
reviewing regulations relating to life 
insurance and family takaful products.  
It has been suggested that these new 
regulations could have a significant 
impact on the way these products are 
sold.  Proposals will limit the level of  
indemnity commissions and require 
greater transparency on fee structures.

RAM Ratings Services have forecasted 
a slight moderation in the growth of  
takaful in Malaysia for 2017.  They 
expect growth to be between 4% and 
5% in 2017, compared to 4.7% for 
general takaful and 11.8% for family 
takaful in 2016.

Sri Lanka’s Amana Takaful published 
improved results for the half  year 
to June 2017.  The company made 
a profit of  93 million Sri Lankan 
rupees (RS) compared to a loss of  42 
million RS in the same period in 2016.  
The improvement is attributed to 
operational cost savings and improved 
investment income.

Egypt’s first state-owned takaful 
operation is expected to commence 
business by late 2017 or early 
2018.  The company, Misr Takaful 
Insurance, will have authorized 
capital of  $28.1 million

Bahrain’s Al Ahlia insurance company 
has applied to the central bank to 
convert from conventional insurance 
to takaful and to acquire the business 
of  Solidarity General Takaful.  There 

will be a three-month consultation 
period during which any objections 
to these applications may be lodged.  
Shareholders of  both the companies 
involved have approved the move.  The 
new company, if  approved, will be 
known as Solidarity Bahrain and will 
become the largest takaful operator in 
the Kingdom.

Jaiz Takaful Insurance has commenced 
operation in Nigeria.  They have 
promised all policy holders will be paid 
at the end of  each financial year either 
through claims or profit sharing.  They 
have further promised that all claims will 
be settled in seven days following the 
filing of  all the required documents.

Omani sources report that the takaful 
market grew 8.4% in 2016 and now 
accounts for 9% of  the insurance market 
in Oman.  Total premiums for the year 
stood at 42 million rials.

Local family takaful operators in 
Malaysia began to offer commission-
free, direct products to consumers 
in mid 2017.  The products, part of  
an industry-endorsed scheme, will be 
available online or from the branches 
of  participating takaful operators.  The 
first products offered under the scheme 
were death and permanent disability 
cover.  The scheme is in line with Bank 
Negara’s drive to encourage new cost-
efficient distribution channels.  The 
Malaysian Takaful Association hope 
that the scheme will help to increase 
the penetration of  family by reaching 
younger segments of  the market.

Takaful Brunei has launched online 
and mobile apps to allow customers 
to pay new or renewal premiums for 
comprehensive motor and fire takaful.  
Takaful certificates will be delivered 
within the same day or next day.
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DANA GAS SUKUK: WHAT DOES IT ALL MEAN?
By: Umera Ali

Umera Ali is a partner at Michelman & Robinson, LLP, a law firm with offices in Los Angeles, Orange County (California), San Francisco, 
Chicago and New York City.  A global finance attorney and specialist in Islamic finance law, Ms. Ali represents domestic and foreign financial 
institutions in a wide range of  credit and debt-issuance transactions, among other things. 
Dana Gas SJC announced that two 
sukuk it issued are no longer Shari’ah 
compliant under the laws of  the United 
Arab Emirates, rendering them unlawful 
and unenforceable.  The company 
has argued that since the sukuk have 
become unlawful under UAE (United 
Arab Emirates) law, they need to be 
restructured with Shari’ah-compliant 
instruments.  In the meantime, Dana 
Gas has obtained an injunction from 
the Sharjah Federal Court of  First 
Instance, which prohibits all financial 
institutions and sukuk holders from 
taking any action ‘inside and outside’ 
the UAE in relation to the sukuk until 
the court considers the question of  
their legality and unenforceability.  
Further, Dana Gas has been granted an 
injunction by the Commercial Division 
of  High Court of  Justice in the British 
Virgin Islands, also restricting actions 
against the assets of  the entity that 
issued the sukuk until the decision 
of  the Sharjah Federal Court of  First 
Instance. 

The sukuk holders, acting through 
Deutsche Bank, have argued in the 
High Court of  England that asserting 
the sukuk are illegal is an ‘event of  
default’ allowing the sukuk holders to 
demand repayment.  The English Court 
will hear the case in September and 
has ordered Dana Gas to seek a stay 
in proceedings in Sharjah.  Notably, 
Dana Gas has not provided any details 
about the ‘evolution and continual 
development’ that has rendered the 

sukuk unenforceable.  What does this 
all mean?

Both sukuk issued by Dana Gas are 
based on a mudarabah structure, where 
the issuer (rabb-ul-maal), in its capacity 
as the trustee for the sukuk holders (the 
‘Issuer’), has entered into a ‘partnership’ 
with Dana Gas (mudarib).  The 
company is required to invest money in 
certain assets (mudarabah assets), which 
are to earn a profit to be distributed 
to the sukuk holders.  Further, on the 
maturity date, Dana Gas would buy the 
mudarabah assets at a pre-agreed price, 
a part of  which would be paid to the 
sukuk holders (as essentially a return on 
their capital). The sukuk are governed 
by English Law. 

Several commentators have drawn 
comparison between Dana Gas’s 
position and the case of  The Investment 
Dar Company KSCC v Blom Developments 
Bank Sal [2009] EWHC 3545 (Ch)
(TID Case).  Indeed, a similar argument 
was made in the TID Case in relation 
to an agreement that was used for 
taking deposits (i.e. it was not Shari’ah 
compliant; its constitutional document 
prohibited it from entering into 
transactions that were not Shari’ah 
compliant and the transaction between 
TID and Blom Developments Bank 
Sal was ultra vires).In the TID Case, the 
court held:

(a) TID’s argument that the 
agreement in question was 

not Shari’ah compliant was 
a ‘lawyer’s construct’ as the 
transaction had been reviewed 
by the Shari’ah board of  TID, 
who had confirmed it to be 
Shari’ah compliant.

(b) The court held that the ultra 
vires argument put forward by 
TID was arguable and could be 
a defence.  However, the issue 
of  whether a company has the 
power and authority to enter 
into a transaction is a matter for 
the country of  incorporation 
of  a company. 

Dana Gas’s argument does not fall 
squarely within the court’s reasoning 
in the TID Case, as the company is 
not challenging the correctness of  
the original determination that the 
sukuk were Shari’ah compliant.  More 
particularly, Dana Gas is arguing that 
it is the ‘evolution and development 
in interpretation’ of  Shari’ah that has 
made it non-Shari’ah compliant.  If  the 
company is to succeed in this argument, 
then it can rely on the judgement in the 
TID Case to argue that it does not have 
the capacity to perform its obligations 
under UAE law – a matter, which 
according to TID would be determined 
by the Sharjah court (a court of  the 
country of  incorporation of  Dana 
Gas).  Therefore, Dana Gas has filed 
proceedings before the Sharjah Federal 
Court of  First Instance in the UAE to 
determine whether it has capacity to 
perform its obligations. 
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The constitution of  the UAE states 
that ‘Islam is the official state religion, 
Islamic Shari’ah the primary source of  
legislation.’  Therefore, arguably if  a 
transaction is against the principles of  
Islamic law then it would be against 
the laws of  the UAE and Dana Gas 
as a company would not be able to 
perform its obligations there under 
(i.e.it will not have the capacity to 
perform its obligation under the sukuk 
documents). 

Notwithstanding the factual 
differences between the decision in the 
TID Case and Dana Gas’s argument, 
in order for Dana Gas to succeed it 
needs to show that there has been a 
seismic shift in the interpretation of  
Islamic finance principles since the 
date of  its issuance of  the sukuk, 
which is simply not the case.  The 
relevant proclamation was issued 
by scholar, Maulana Taqi Usmani, 
in relation to the musharakah and 
mudarabah sukuk, by which he opined 
that guaranteeing the principal in such 
sukuk was not acceptable.  Notably, 
that proclamation was already in place 
at the time of  issuance of  the Dana 
Gas sukuk.  That being said, further 
guidance has been issued by the 
Accounting and Auditing Organisation 
for Islamic Financial Institutions 
(AAOFI) in relations to musharakah 
and mudarabah sukuk.  Yet it was not 
envisaged that the guidance would 
have a retrospective effect as such an 
action would be against the principle 
of  the sanctity of  contract, which is a 
cornerstone of  Islamic jurisprudence.  
Further, it would also go against the 
UAE Civil Code, which states that 
‘the contract must be performed in 
accordance with its contents and 
in a manner consistent with the 
requirements of  good faith’ (Article 
246(1) of  the U.A.E. Civil Code).

What does this mean for the 
future of  Islamic Finance? 
It is possible that the Sharjah Federal 
Court of  First Instance may never 
hear the arguments in this case on the 
‘Shari’ah compliant’ issue if  the High 
Court in England determines that the 
sukuk are, in fact, illegal, resulting in an 
‘event of  default’ allowing the sukuk 
holders to demand repayment (as has 
been alleged by the sukuk holders, 
acting through Deutsche Bank).  Also, a 
number of  commercial commentators 
assert that this is not an Islamic finance 
issue but a credit issue for Dana Gas, 
which is using the arguments to delay 
payments of  its obligations under the 
sukuk or force the creditors to reschedule 
them. 

No doubt, there is an understandable 
anxiety in the Islamic finance world 
about the arguments raised by Dana 
Gas.  If  the court accepts the suggestion 
that any change in interpretation of  
Shari’ah can have a retrospective effect 
on a transaction and make it illegal for 
the company to perform its obligation, 
then this would drastically undermine 
the confidence that parties can place 
in Islamic finance.  More to the point, 
this would mean that any party in an 
Islamic finance transaction can rescind 

its obligations if  it can argue that the 
interpretation has changed and it cannot 
now perform. 

However, it needs to be remembered 
that both the lack of  capacity and change 
of  law are risks that are inherent in all 
financial transactions, conventional and 
Islamic. In finance transactions, the 
parties usually include a representation 
that the relevant party has the power and 
authority to enter into the transaction and 
perform its obligation.  This is a repeating 
representation and breach of  it allows 
another party to terminate the transaction 
and demand repayment of  all amounts 
owed under the transaction documents.

The Dana Gas matter further underscores 
the need for countries to streamline the 
process of  issuance of  proclamation in 
relation to Islamic finance transactions.  
This means that central banks and 
regulators need to get involved in 
regulating this part of  the industry. 

What should parties do while 
the case is res judice?
The practices developed in relation to the 
incorporation of  principles of  Islamic 
finance in transaction documents remain 
the same and parties should continue to 
follow them; namely:

The Dana Gas matter further 
underscores the need for countries 
to streamline the process of issuance 
of proclamation in relation to Islamic 
finance transactions.  This means that 
central banks and regulators need to 
get involved in regulating this part of the 
industry.
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(a) the principles of  Shari’ah 
should be incorporated in 
the drafting of  any relevant 
agreement and not merely 
referred to in the transaction 
documents; 

(b) representations and warranties 
should be included that the 
parties are satisfied that any 
transaction documents comply 
with Shari’ah;

(c) a provision whereby each party 
agrees that it will not seek to 
challenge the enforceability 
of  transaction documents 
in the future for reasons of  
non-compliance with Shari’ah 
principles should be included; 
and

(d) a governing law clause that 
provides for transaction 
documents to be governed only 
by the laws of  a specific country 
(without reference to Shari’ah).

It is important to note that inclusion of  
such provisions would not reduce the 
risk that a party to a transaction may not 
be able to perform its obligation and the 
transaction may need to be terminated.

Editorial Note
It may be of  use to reiterate the sequence 
of  events to date in relation to the 
Dana Gas situation.  At the end of  
2012 Sharjah-based Dana Gas missed 
repayment of  the $920 million still 
outstanding on their five year $1 billion 
sukuk and won the dubious honour of  
being the first UAE company to fail to 
redeem a sukuk on time.  Threatened 
with the seizure of  its Egyptian assets, 
the company managed to negotiate a 
restructuring of  its debt involving a mix 
of  cash payments and new bonds, split 
between sukuk and convertibles.  The 
broader sukuk market barely blinked 
at the time and it seemed as though an 
unfortunate situation had been resolved 
in a timely and acceptable way.  Now, the 
company apparently has cash flow issues 
again.  It has $1 billion of  debt owing 
from Egypt and the semi-autonomous 
Kurdish region of  Northern Iraq and by 
coincidence or design has discovered at 
the same time that the sukuk issued to 
resolve the earlier problem are, in fact, 
‘unlawful’.  In consequence the company 
stated that it would be unable to make 
payments due on the sukuk in July and 
October 2017.

Dana Gas announced that they planned 
to replace the ‘unlawful’ sukuk with 
four-year bonds that ‘confer rights to 
profit distributions at less than half  of  
the current profit rates and without a 
conversion feature.  Such new profit 
payments will comprise a cash and PIK 
(payment in kind) element.’  Bloomberg 
reported that an ad-hoc committee 
representing the sukuk holders has said 
that it will not exchange the sukuk for the 
new instruments on the proposed terms 
that are materially less favourable.

Following Dana Gas’s application for an 
injunction in the Sharjah Federal Court 
of  First Instance to have the sukuk 

declared unlawful and the granting of  
an injunction blocking claims until the 
court reached a decision, the sukuk 
holders applied to the High Court 
in London to have the injunction 
overturned.  In early July the High 
Court in London upheld an interim 
injunction preventing the sukuk holders 
from enforcing claims against Dana 
Gas.  The conditions of  the injunction 
stop Dana Gas from selling any 
assets, raising further debt or paying 
dividends.  It also required Dana Gas 
to cancel the injunction imposed by the 
Sharjah court and refrain from further 
proceedings there.  The case in the 
High Court in London is scheduled for 
September.  Dana Gas has apparently 
agreed to lift the Sharjah injunction, 
but believe that they can still reinstitute 
proceedings there after the September 
hearing in London.  

The sukuk market was further rattled 
when Dana Gas released its second 
quarter 2017 results.  These included a 
statement, which reads as follows: 

‘The final outcome of  the ongoing 
litigation in the UAE courts would 
likely result in a significant liability for 
the sukuk holders to repay the company 
excess ‘on account profit payments’ 
based on a lawful reconciliation of  the 
matter.  The company up to 30 April 
2017 has made total on account profit 
payments of  USD635 million to the 
sukuk holders since January 2008.’

In late August 2017 Iraq’s Kurdistan 
region agreed to pay Dana Gas $1 
billion to try to settle a dispute that is 
the subject of  legal action in the UK 
courts.  Dana Gas had been asking for 
$2.24 billion.  Dana’s sukuk holders will 
be watching closely to see whether this 
has any effect on the disputed $1 billion 
sukuk situation.

Umera Ali
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The Vexed Question of Derivatives and Swaps in Islamic 
Finance
By: Abdulkarim Ramadhan

The following article is a composite of  two pieces authored by Abdulkarim Ramadhan.  Our decision to incorporate both into a single piece is 
based on the fact that both instruments discussed are ones that are particularly controversial within Islamic finance.

What Are Derivatives, 
Options and Futures?
A derivative is a financial instrument, 
whose value depends on an underlying 
asset.  Derivatives are mainly used to 
mitigate risk for one party and ensure 
potentially high profits to another.  
They derive from the expected future 
performance of  underlying assets.  
Derivatives are very complex and 
risky contracts that can cause a serious 
collapse of  the financial system.  They 
generally have a bad reputation, due to 
their misuse and abuse by speculators 
who intend to make huge profits from 
non-productive activities, at the expense 
of  the well-being of  society.

The multitude of  possible underlying 
assets and profit options has 
contributed a massive assortment 
of  derivatives based on different 
types of  assets such as commodities, 
currencies, price of  equities (stocks), 
bonds, interest rates, credit obligations 
-including indices and, sometimes, even 
weather conditions. 

The most well-known types of  
derivatives are forwards and swaps, 
but also futures and options.  A 
futures contract is defined as ‘a legally-
binding commitment to deliver at a 
future date, or take delivery of, a given 
quantity of  a commodity, or a financial 
instrument at an agreed price.’  It has 
commonalties with a forward contract 
between two counterparties, whereby 
one party consents to buy a certain 

quantity of  goods or commodities at 
a pre-determined price from another 
party, the latter agreeing to sell them, 
for delivery at an agreed future date; 
however it is transacted via a futures 
exchange.  Futures can be traded for 
any type of  underlying asset.  A futures 
contract is binding and the contract 
must be fulfilled under the terms of  the 
agreement, unlike options.

An option is a right to purchase or 
sell specific securities or commodities 
at a stated price within a specified 
time.  It is exercised at the exclusive 
discretion of  the buyer who is not 
obliged to do so.  In fact, while selling 
options, individuals create a security 
that did not exist previously, i.e. they 
‘write’ an option; neither the associated 
company nor the financial markets 
issue options.  When a buyer pays 
the price for an option to a seller, it 
reflects as a premium that is intended 
to compensate the latter for his or 
her willingness to grant the option.  
Options are used as risk-management 
devices by hedging the risk.  Even 
though they contain the risk of  losing 
the entire investment amount, they can 
yield very high profits for speculators 
if  the prices move drastically in the 
expected way.  Generally, options are 
either call or put options giving a buyer 
the right to respectively purchase or sell 
an underlying asset at the stated strike 
price, on or before the expiry date.  The 
put option holder can make a profit if  
prices decline, while limiting any loss 

to the money paid as a premium if  the 
asset increases in value. 

Futures, options and other derivatives 
used in conventional financial 
contracts involve riba, excessive gharar 
(uncertainty/risk) and elements of  
gambling, which are prohibited in 
Shari’ah.  Scholars do not consider 
them as genuine transactions since 
derivatives are in fact settled through 
price differences without delivery 
or ownership transfer.  Parties often 
reverse the transaction and clear the 
price difference only, hence altering 
a derivative contract into a paper 
transaction, without the element of  a 
real sale. 

Shari’ah Concerns
Areas of  concern with regards to the 
Shari’ah compliance of  derivatives arise 
from the assortment of  reference assets 
that are fictional at the time of  contract, 
the exigency of  taking possession of  an 
item prior to resale (qabd), the mutual 
postponement by both sides of  the 
bargain and the extreme uncertainty or 
speculation intrinsic to the transaction.

As a general rule, trading in futures is 
not considered acceptable in Shari’ah, 
based on the statement of  the Prophet 
Muhammad (pbuh) that agricultural 
produce and food items cannot be sold 
without first having possession, but also 
because they do not comply with the 
requirements of  salam.  Furthermore, 
since the buyer of  a futures contract 
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does not have to put up the full 
price of  the contract at the time of  
purchase, the difference between the 
margin and the full price is viewed 
as a loan, which is not permissible in 
Shari’ah.  Additionally, the primary 
purpose of  futures trading is not to 
receive or deliver the contracted goods 
but to minimise risks; the futures sale 
consists merely of  an exchange of  
promises made for the sole rationale of  
speculative profit purposes, where one 
party gains to the other’s detriment and 
there is no benefit for the country’s real 
economy; where tawarruq (commodity 
murabaha) is practiced, the two sales 
contracts can replicate a conventional 
loan exactly. 

Most Shari’ah scholars also forbid the 
trade of  options as both the delivery 
and the settlement of  the full price are 
deferred and it can lead to speculation.  
An option being a right, i.e. an abstract 
object, it is not an actual sale or 
purchase; the payment of  any premium 
for the option is prohibited.  The 
Islamic Fiqh Academy in Jeddah has 
disapproved options.

Derivatives, however, may be used 
appropriately and reduce uncertainty 
from the Shari’ah perspective as well 
as warrant the Shari’ah principle of  
public interest (maslahah).  Shari’ah 
necessitates accounting for a wide 
public interest in financial dealings 
thus compatible instruments that 
facilitate lessening uncertainty and risk 
must be compliant with this Islamic 
principle.  In fact, futures and options 
can be well matched with Islamic law 
only if  their use entails indisputable 
hedging demand on asset performance 
linked with explicit ownership interest; 
rejects mutual postponement without 
genuine asset transfer and avoids 
escapable uncertainty (gharar).  Another 
condition is the prohibition of  sinful 
activity (haram), in the quest to build 
a fair system of  distributive justice, to 

the ultimate benefit of  public interest 
(maslahah). 

Shari’ah-Compliant 
Solutions
Islamic financial services providers 
try to surmount the challenges 
surrounding conventional derivatives 
through the use of  Shari’ah-compatible 
transactions.  For instance, specific 
types of  murabaha contracts traded 
between two parties can be the basis for 
Islamic swaps, where the actual transfer 
of  underlying assets is specified and 
the sale price is paid on a precise future 
date.  In such cases, a premium related 
to the payment timeframe is included. 

Arboun is another type of  derivative 
that is a kind of  option contract usually 
offered in combination with murabaha, 
where the provider purchases the asset 
for the client with an agreement to 
sell it at a specified price on a future 
date.  In return for a non-refundable 
deposit, the investor has the option (but 
not the obligation) to buy the asset at 
a specified price at any time, until the 
contract matures. 

The Shari’ah Advisory Council of  
the Securities Commission Malaysia 
considers that the trading of  
commodities in futures’ instruments 
is allowed if  the underlying asset is 

permissible (halal).  Other scholars also 
support their acceptability provided 
that they do not entail riba and involve 
the possibility of  both profit and 
loss.  Additional requirements are that 
the margin money does not earn any 
interest; they are good-faith deposits 
which are returnable to the depositors 
in case of  no loss and there is an 
existing market mechanism for futures 
trading with operational procedures and 
clearing house guarantees.  

Lastly, tawarruq could be used to 
manage bank assets and liabilities, 
should there be no other alternative, 
however many Shari’ah scholars dislike 
this approach.  Some of  them allow 
options on the basis that these imply 
a right of  purchase or sale, while 
others include the condition that the 
obligations inherent in the contract for 
both parties cannot be transferred to 
a third party, so as to successfully limit 
the possibility of  speculation.

Futures and Options 
Summary
To summarise and as mentioned above, 
futures and options may be compatible 
with Islamic law in principle, under 
the main conditions that they are 
used to address real hedging demands 
on asset performance coupled with 
straight ownership interest; they reject 

The Shari’ah Advisory Council of 
the Securities Commission Malaysia 
considers that the trading of 
commodities in futures’ instruments 
is allowed if the underlying asset is 
permissible (halal).  Other scholars also 
support their acceptability provided that 
they do not entail riba and involve the 
possibility of both profit and loss.
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reciprocal postponement without 
genuine asset transfer and they avoid 
unnecessary uncertainty (gharar) as 
well as proscribed immoral activity 
(haram).  This allows for the building 
of  an equitable system of  distributive 
justice, which considers public interest 
(maslahah). 

What Are Swaps?
A swap is a financial instrument 
through which two parties agree to 
eventually exchange payments flows, 
in accordance with a predetermined 
rule applying to both of  them.  All 
notional principal amounts, payments, 
termination (maturity), as well as terms 
of  default are specified in this type of  
transaction. 

The typical categories of  swaps are 
interest rate swaps, foreign exchange 
or currency swaps, commodity swaps 
and credit default swaps (CDS) across 
which the credit risk of  a third party 
is transferred from one to another and 
insured through regular payments, just 
as with an insurance premium.  The 
excessive use of  the latter, for quick 
returns, is considered by many as having 
aggravated the financial crisis of  2008 
and this view is shared by Shari’ah 
scholars.

Under a credit default swap financial 
agreement, the CDS’ seller, called 
the protection seller, will compensate 
his counterparty buyer for any loss 
contingent upon a future credit event 
if  that event takes place, for a specific 
duration agreed between the parties.  
The protection buyer makes a regular 
stream of  premium payments, to 
‘deserve’ this protection, until a credit 
default or maturity happens, whichever 
occurs first.  In other words, a CDS is a 
swap contract in which the buyer makes 
a series of  payments to the seller and, in 
exchange, receives a payoff  if  a credit 
instrument, typically a bond or a loan, 
goes into default.

Credit events can take the form of  
the bankruptcy of  the protection 
seller, restructuring of  his debt under 
disadvantageous terms to the lender 
or the inability to pay the scheduled 
debt.  In so doing, the credit loss 
can be totally or partially covered, in 
accordance with the default, depending 
on the amount involved in the credit 
swap. 

In fact, a CDS is a way for two parties 
to exchange the credit risk associated 
with a reference security or portfolio, 
without transferring the security itself.  
The net transfer from one party to 
the other credit risk exposure of  the 
reference entity’s debt, representing 
the loss, is equivalent to the difference 
between the face and the market values.  
It can happen that the protection seller 
pays off  the entire amount and takes 
over the defaulted loan. 

The Downside of  Credit 
Defaults Swaps
The non-transfer of  the security is 
questionable in Islamic finance and it 
is one of  the reasons that many people 
agree with the scholars’ objection 
regarding the justification of  using 
Credit Default Swaps to manage 
credit risk.  Given that there is no 
requirement to transfer the referenced 
security while investing in a CDS, 
any speculator has the possibility of  
purchasing one without holding the 
underlying security or debt instrument 
and since there is no limit to the 
notional amount of  CDSs that can be 
traded, the number of  CDS contracts 
linked to a company’s debt can possibly 
exceed the number of  bonds available 
to settle the contracts.

As a result and in reality, instead of  
being an instrument used to hedge 
and manage credit risk, CDSs became 
damaging to financial stability and 
played a significant role in amplifying 
the recent financial crisis.  Indeed, 

their initial supposed aim to protect 
lenders against default risk disappeared 
and they provided, on the contrary, 
an artificial sense of  protection that 
helped propagate the credit crisis to the 
extent that they led, for instance, to the 
bankruptcy of  Lehman Brothers, the 
collapse of  AIG and the sovereign debt 
crisis of  Greece. 

Banks, along with other creditors, turn 
out to be less cautious and concerned 
about credit quality and risk once they 
hedge their credit exposures using CDS 
contracts, which, in the end, reduces 
welfare.  Even worse, empty creditors 
(holders of  debt and CDSs), who do 
not have any further interest in the 
continuance of  the borrower, may force 
the latter into bankruptcy or liquidation; 
hence an investor may push a firm into 
failure and prompt payments under the 
CDS contract, rather than think out a 
restructuring plan.

In addition, the majority of  CDSs 
payouts go to ‘naked’ counterparties, 
i.e. they hold a short position that is 
not hedged by the underlying credit risk   
naked counterparties being those who 
do not have a direct insurable interest 
in the debt obligation.  In such case, 
payment from the protection seller is 
offered to the protection buyer, even 
when the latter is not a holder of  the 
debt referenced in the CDS contract.  
This can drive up the cost of  borrowing 
for firms, as more and more optimists 
cut their positions in the corporate debt 
market to speculate in CDSs. 

As with other over-the-counter (OTC) 
derivatives, CDSs are exposed to 
counterparty risk and they facilitate 
speculation involving negative views 
of  a firm’s financial stability, whereas, 
and according to a European Central 
Bank report (2009), some of  the 
structural lineaments in the CDS market 
contribute to transforming counterparty 
risk into systemic risk. 
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For these reasons, CDSs should be 
treated with great care as they may be 
drivers of  potential loss.  It is, however, 
worth to mentioning that Islamic banks 
also face credit risk exposing them 
to potential loss as credit risks arise 
once they pay money, e.g. in a salam or 
istisna contract or deliver assets, e.g. in 
a murabaha contract, before receiving 
their own assets or cash.  In other 
situations, banks using profit-sharing 
modes of  financing (such as mudarabah 
and musharakah), face credit risk 
represented by the non-payment of  
the bank’s share from the entrepreneur 
when it is due. 

A series of  10 reported defaults in 
relation to Islamic sukuk in 2009, 
which were considered to be poorly 
designed bonds, made some experts 
on the Islamic finance industry call 
for Credit Default Swaps to protect 
investors against the risk of  default on 
sukuk, through a ‘partnership’ between 
the takaful (Islamic insurance) industry 
and sukuk, leading to the development 
of  new takaful instruments, capable 
of  providing ‘protection’ for investors 
against losing the funds that they had 
invested in such Islamic instruments. 
 
Shari’ah-Compliant 
Alternatives to CDS
In light of  the foregoing, it is crucial to 
consider Shari’ah-compliant alternatives 
that could be adopted by Islamic banks, 
whose lending is traditionally secured by 
collateral and backed with real assets, to 
secure an event of  credit default.  This 
can be achieved in several ways.

First, there is a need for proper risk 
management.  Islamic Banks should 
try, to the best of  their abilities, to 
favour transactions closely linked to 
real assets and not engage in highly 
speculative trading.  This requires the 
availability of  compliant and adequate 
risk management tools that generally 
include rahan (collateral), personal 

guarantee, pledge, hamish jiddiyah 
(security deposit), promise, agency, 
khayyārāt (option to rescind any 
contract), parallel forward transactions 
such as salam, takaful, shart al jaza’i 
in istisna’, etc.  The approach can be 
furthermore softened by ensuring 
cost effectiveness, providing requisite 
training to the practitioners, resorting 
to suitable takaful policies, choosing 
good clients, adopting suitable capital 
budgeting and by applying prudent 
and Shari’ah-compliant liquidity 
management policies.  In addition 
cooperative risk management measures 
should be promoted. 

Islamic Banks will also need to adopt 
better management practices and 
operational systems to mitigate the risks 
of  losses in their business and reach 
effective regulation, implementation, 
clarity and surveillance, enabling 
them to prevent defaults.  In order to 
properly address the dichotomy existing 
between the objectives of  Shari’ah 
compliance and the need to compete in 
a conventional system, some consider 
that Islamic banks should develop an 
active secondary market for Islamic 
financial instruments and exchange 
funds on the basis of  mudarabah rather 
than tawarruq, which strengthens the 
interest-based system, with the strong 
support of  the regulators and global 
structural institutions such as IDB, 

AAOIFI, IFSB as well as Shari’ah 
advisory and consultancy firms 
operating at broader levels.

Nader Naifar, Associate Professor of  
Finance, College of  Economics and 
Administrative Sciences at Al-Imam 
Mohammad Ibn Saud Islamic proposes 
a financial instrument for hedging 
default-risk via a credit-default sharing 
solution based on a combination of  
the most important characteristics 
of  CDSs (hedging default risk) with 
the principles of  Islamic cooperative 
insurance (takaful) and the laws and 
regulations governing the protection of  
many of  the world’s financial markets 
(clearing house or central counterparty).
 
Conclusion
To conclude, even if  Islamic finance, 
based on asset-backed transactions and 
rejecting usury, uncertainty, gambling 
and speculation, is a perfect approach 
to avoid crises unlike the conventional 
system, Islamic banks so far have 
come up with limited responses to 
providing alternative products that 
can efficiently replace CDSs or other 
derivatives.  Shari’ah scholars and 
professionals in the sector should, 
perhaps, try to upgrade and further 
develop Shari’ah-complaint alternatives 
to CDS, otherwise the fragility of  the 
conventional system could seriously 
impact the Islamic one. 
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Commercial Bank of  
Africa, based in Nairobi, 
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Islamic Finance in Bangladesh
Introduction
When India achieved independence in 
1947 the largely Muslim areas in the 
Punjab and East Bengal were hived off  
to form part of  a single state named 
Pakistan, albeit that the two elements of  
the new state were separated by 3,000 
kilometres of  Indian territory.  West 
Pakistan became the more powerful 
member of  the partnership and was 
perceived by East Pakistan to be getting 
more than its fair share of  resources, 
as well as dominating government, the 
civil service and the army, despite the 
fact that East Pakistan was the more 
populous region at the time and was 
the major source of  income.  Unrest in 
East Pakistan increased on account of  
this disparity and imposition of  Urdu 
as the national language in Bengali 
speaking East Pakistan until, in1971, 
civil war broke out.  In December 1971 
East Pakistan ceased to exist and the 
independent nation of  Bangladesh was 
born.  

Bangladesh remains a majority Muslim 
country; 90% of  its population of  
approximately 165 million is Muslim.  
It ranks as the fourth largest Muslim 
country in the world after Indonesia, 

Pakistan and India.  It is also a seriously 
under-banked country with just 33% 
of  its people having a bank account 
according to the World Bank.  A large 
section of  the rural population avoids 
placing their monies in conventional 
interest-based banks.

The banking sector in Bangladesh in 
2016/17 is, according to the Independent 
Review of  Bangladesh’s Development, 
‘dealing with a number of  depressing 
trends.’  Private sector credit growth 
fell in the second half  of  2016; 
there is excess liquidity in the system 
and non-performing loans (NPLs) 
have continued to rise.  (The worst 
performers in terms of  NPLs are the 
state-owned banks.  These banks are 
responsible for around 19% of  loans, 
but in late 2016 they recorded a rate of  
around 46% of  NPLs.)

Islamic Banking in 
Bangladesh
There are religious as well as economic 
reasons, which have contributed to 
the emergence of  profit and loss 
sharing banking as an alternative to 
its conventional counterpart.  Islamic 
banking came to Bangladesh in 1983 

with the 
establishment of  
the Islami Bank 
Bangladesh Ltd 
by investors 
from Saudi 
Arabia and 
Kuwait.  Today 
the country has 
eight fully-
fledged Islamic 
banks with a 
number of  

conventional banks operating Islamic 
branches.

Nearly 35 years after the foundation of  
the first Islamic bank in Bangladesh, 
there is no comprehensive framework 
in place for the regulation of  the 
Islamic banking sector.  The industry 
operates under amendments made 
to the Banking Companies Act 1991 
and a guideline issued by the central 
bank in 2009.  (The approaches to the 
regulation of  Islamic banking vary 
from country to country.  Malaysia and 
the UAE, for example, have enacted 
Islamic banking regulations that 
operate in parallel to the regulations 
for conventional banks, while countries 
such as Saudi Arabia and Qatar use the 
same set of  regulations for both Islamic 
and conventional banks.)

Interestingly, in a study conducted 
by Dr. Muhammad Z Mamun, 
Professor in the Institute of  Business 
Administration, University of  Dhaka, 
Bangladesh, bankers believe that 
the lack of  a supportive legislative 
framework is holding back the growth 
of  Islamic banking in the country.  
Other factors cited are the ‘lack of  
supportive and link institutions and 
absence of  an inter-bank money market 
in the country.’

While not having a separate and/or 
parallel legislative framework for Islamic 
banks, Bangladesh does, however, 
have a central Shari’ah board, which 
was established in 2001. The lack of  a 
separate legislative framework should 
not be a particular problem as a number 
of  countries have demonstrated, but a 
lack of  enthusiasm for Islamic banking 

Khan Mohammad Mirza Mosque in Dhaka, Bangladesh 
constructed during 1704–05 AD
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is a more worrying issue.  An article in 
The Economist in August 2017 reported 
that the Bangladeshi central bank has 
been sitting on applications from eight 
banks to convert to an Islamic model 
‘for years’.  Furthermore it asserts that 
there is opposition to Islamic banking 
from both the political and financial 
establishment in Bangladesh.  Mamun-
Ur-Rashid, managing director of  
Standard Bank, however, has a more 
prosaic explanation.  In an article in 
the Daily Star in September 2017 he 
suggested the foot dragging was due to 
Bangladesh’s Central Bank not having 
the resources or manpower to regulate 
the Islamic banking industry.

Islamic banks account for 
approximately 22% of  all banking 
deposits in Bangladesh, with Islami 
Bank totally dominating the league table 
of  Islamic banks with a share of  nearly 

40% of  Islamic banking business.  
Islami Bank Bangladesh Limited was 
placed among Top 1000 world banks 
on the 2012 list.  UK-based, century-
old financial magazine The Banker 
published this list analysing in-depth 
data and industry performance.

Islamic Bank Customers
An article published in the Journal of  
Islamic Economics, Banking and Finance 
in 2015 profiled the customers of  
Islamic banks in Bangladesh.  It found 
that the majority of  customers (58%) 
fell into the 25-35 age group and 
predominantly educated to university 
level (29% had a Bachelor’s degree, 

while 44% had either 
a Master’s degree or 
PhD).  When asked 
why they had chosen 
to use an Islamic bank, 
the most important 
reason was that Islamic 
banks adhered to 
Shari’ah principles.  
The second reason was 
for the convenience 
of  the bank’s location.  

Third was the personal 
recommendation/experience of  
friends and family (particularly 
important among customers with 
lower income levels) and in fourth 
place were higher rates of  return.

Interestingly one of  the conclusions 
reached by the authors of  the study was 
that the lack of  awareness of  Islamic 
banking products beyond the more 
straightforward banking products such 
as current and savings accounts was due 
to the Arabic terms used to describe 
these, e.g. murabaha, mudaraba, etc.  It 
was suggested that these Arabic terms 
may play a part in customers’ relative 
unfamiliarity with these products 
and services.  They point out that in 
a non-Arabic speaking country, this 
may be a barrier. The authors also 
suggest that given the importance 
of  recommendations from friends 
and family, Islamic banks should pay 
particular attention to ensuring that 
customer satisfaction is maintained and 
enhanced.

Another article in the Journal of  Islamic 
Economics, Banking and Finance in 2015 
concludes that the attitude of  Islamic 
banking customers is more positive 
than conventional bank customers on 
a range of  measures from convenience 
through reputation to benefits and 
services.

The Curious Case of  Islami 
Bank Bangladesh
The progenitor of  Islamic banking in 
Bangladesh, Islami Bank Bangladesh 
Ltd, is the largest and by far the most 
successful of  the Islamic banks in 
Bangladesh.  It has enjoyed exceptional 
growth, tripling in size every five 
years since 1983.  By mid 2016 it had 
assets of  $9.3 billion and 10.7 billion 
depositors, but 2016 saw some of  
the shine come off  this very high-
performing bank.  Its dividends had 
historically been an average of  21%; 
in 2016 this fell to 10% and the level 
of  non-performing loans (NPLs) 
rose.(Historically Islamic banks have 
performed better than conventional 

At the end of  2016 Islamic banks had 1,069 
branches split as follows:

Islami Bank Bangladesh Ltd   329
First Security Islami Bank Ltd   158 
Al-Arafah Islami Bank Ltd   140
Social Islami Bank Ltd     131
EXIM Bank Ltd    113
Shahjala Islami Bank Ltd   103
Union Bank Ltd     62
ICB Islami Bank Ltd     33

Islamic Bank Opens Its 328th Branch
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banks on the issue of  NPLs.  The 
level of  NPLs in conventional banks 
stands at 9.2% compared to 4.4% in 
Islamic banks.)  The bank attributed 
this performance glitch to prevailing 
economic conditions, but more 
critically the bank has been unable to 
completely shake off  the charge of  
being involved in terrorism-related 
activities and in 2015 hired a US-
based lobbying group to help change 
perceptions of  the bank.  

Following allegations raised that 
the bank was involved in terrorist 
financing and funding political violence 
the Bangladesh Bank (central bank) 
imposed special control over Islami 
Bank to protect the public interest 
and the depositors.  Anwarul Haque, 
a senior researcher at Inter Press 
Network, said the government’s strong 
focus on Islami Bank indicated that it 
wanted to take control of  the bank.  He 
also said, ‘But whatever the case, clients 
must not lose their trust in the bank. 
We must remember what a big bank it 
is.’

The immediate effect of  this was the 
Islamic Development Bank’s decision 
to reduce its stake from 7.5% to 
2.1%.  Half-year results to June 2017 
also showed an approximately 16% 
fall in net profits compared to the 
same period in 2016.  While income 
continued to rise in this period, 
expenses had also increased   notably 
salaries and allowances.

Social Islami Bank - A 
Different Banking Model
Social Islami Bank was founded in 
1995.  In 2016 it had total assets of  228 
billion taka, up 27% on 2015; operating 
income of  19.2 billion taka, up 11% on 
2015 and net profit of  2.3 billion taka, 
up 10% on 2015.

At first sight Social Islami Bank might 
appear to be less successful in terms 
of  profitability than other Islamic 
banks in Bangladesh.  Their operating 
model is, however, somewhat different.  
The bank has three elements.  There 
is the traditional commercial bank 
operating on Shari’ah principles and 
then there is what they describe as 
a non-formal banking sector with 
an informal finance and investment 
package that empowers and humanises 
poor families and creates local income 
opportunities and discourages internal 
migration (essentially microfinance).  
For example in 2015 they launched a 
scheme called ‘Family Empowerment 
Islamic Microfinance Programme’ 
(FEIMP), which is based on group 
lending to those elements of  society 
unable to provide collateral for more 
conventional loans.  The sums available 
under this scheme range from 20,000 
to 80,000 taka, repayable on a bi-weekly 
basis. 

In addition there is another sector to 
monetise the voluntary sector and the 
management of  waqf  and mosque 
properties, plus it has introduced a cash 
waqf  system claimed to be for the first 
of  its kind in the history of  banking.

The bank has also adopted a Green 
policy, both in its own operations, by, 
for example, reducing the production 
of  paperwork and also in lending to 
Green enterprises.  In 2016 Green 
financing increased to almost 20 billion 
taka, an increase of  120% over 2015.

Other Banks
First Security Islami Bank converted to 
be a fully-fledged Islamic bank in 2009, 
having been set up as a conventional 
bank in 1999.  In 2016 it had an 
operating income of  8.14 billion taka 
up 27% on 2015 and net profits of  1.45 

billion taka up 71% on 2015.  Assets 
were 301 billion taka.

Al-Arafah Islami Bank Ltd was founded 
in 1995 and has grown steadily over the 
last five years.  In 2016 it had total assets 
of  273 billion taka, up 19% on 2015; 
operating income of  11.7 billion taka, 
up 17% on 2015 and net profits of  3.4 
billion taka, up 36% on 2015.

EXIM Bank was founded in 1999.  In 
2016 it had assets of  291 billion taka, 
up 10 on 2015; operating income of  
11 billion taka, up 1% on 2015 and a 
net profit of  3 billion taka, up 46% on 
2015  (In 2015 net profit was somewhat 
depressed by unusually high provisions 
for assets and investments.)

Shahjala Islamic Bank Ltd was founded 
in 2001.  In 2016 it had assets of  167 
billion taka, up 22% on 2015; operating 
income of  13 billion taka, up 7% on 
2015 and net profit of  1.6 billion taka, 
up 21% on 2015.

Union Bank Ltd was founded in 2013.  
In 2016 it had assets of  84 billion taka, 
up 21% on 2015; operating income was 
3.2 billion, up 52% on 2015 and net 
profit was 0.9 billion take, up 50% on 
2015.

ICB Islamic Bank Ltd began 
operations in 1987.  In 2016 the bank 
had assets of  12.3 billion taka, down 
4% on 2015; operating income was 0.2 
billion taka, down 34% on 2015 and the 
bank made a loss of  0.3 billion taka, a 
92% greater loss than in 2015.  The loss 
in 2016 was put down to a reduction in 
investment income and to a requirement 
to pay out on some frozen deposits.

Takaful
As with banking, takaful in Bangladesh 
operates under the general insurance 
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regulations that apply to both 
conventional and Islamic insurance.  
The first Bangladeshi takaful operations 
were non-life-Islamic Insurance 
Bangladesh Ltd and Takaful Islamic 
Insurance Ltd set up shop in late 1999.  
Islami Commercial Insurance Company 
Ltd followed in early 2000.  The largest 
life insurance operations are Fareast 
Life Insurance Company Ltd set up 
in May 2000 and Prime Islamic Life 
Insurance Company Ltd set up in April 
2002.

Performance has been rather up and 
down in the last five years.  Their best 
year was 2012 when gross premium 
income reached nearly 436 million taka; 
in 2016 gross premium income was 
nearly 388 million taka.

Sukuk
Bangladesh’s central bank has had a 
sukuk programme since 2004.  Initially 
issues were on a six-monthly basis, 
but in 2015 they initiated a weekly 
programme to boost short-term 
liquidity in response to the needs of  
the growing Islamic banking sector.  
In the first half  of  2017 the central 
bank ramped up its issuance (39 sukuk 
between January and the beginning 
of  June 2017, compared to 31 in the 
same period in 2016).  Excess liquidity 
has been a longstanding problem for 
Islamic banks in Bangladesh and this 
latest move reduced liquidity from just 
over 8% in the first quarter of  2016 to 
7.18% in the same period in 2017.  

So far, however, there has been no 
sovereign sukuk issued in Bangladesh.  
Corporate sukuk have also yet to take 
off  in the country.

Future Prospects
Misuhiro Furusawa, Deputy Managing 
Director of  the IMF (International 

Monetary Fund) in February 
2017 noted that the Bangladeshi 
economy had achieved a remarkable 
transformation in the last two decades 
with sustained per capita income 
growth, a halving in poverty and 
good progress on financial inclusion.  
Progress towards the goal of  becoming 
a middle-income country seems to be 
on track.  He also identified the need 
for higher levels of  public and private 
investment to sustain the growth 
the economy has enjoyed in recent 
decades, as well as capital market 
development to channel savings into 
long-term investments.

Clearly, there 
is a role 
for Islamic 
financial 
institutions 
and 
instruments 
in the pursuit 
of  sustained 
growth, but 
there are 
obstacles to 
empowering them to fulfil this role.  At 
the banking level the banks themselves 
and the government need to take 
action.  For example, the government 
and central bank need to work towards 
providing more Shari’ah-compliant 
instruments that will allow Islamic 
banks to reduce their high levels of  
liquidity.  The banks, in turn, need 
to provide more education for their 
customers about the range of  Shari’ah-
compliant products and services that 
are currently not well understood 
despite the fact the profile of  their 
customers is primarily young, well 
educated individuals.  

On the issue of  investment, the 
Bangladeshi government might do 

well to consider a sovereign sukuk, 
which would not only help Islamic 
banks with their excess liquidity 
problem, but also help to attract 
foreign investment.

The Islamic finance sector also 
has room for improvement in the 
microfinance sector.  Currently, 
although four of  the Islamic 
banks – the largest Islami Bank 
and three mid-range banks – Exim, 
Social Islami and Shahjalal, have 
microfinance programmes, only 
1% of  the 8 million borrowers 
in the microfinance category are 
using Shari’ah-compliant schemes.  
The recovery rate on the Shari’ah-
compliant microfinance schemes 
is excellent – 99.2%, so why is the 
take-up so low in a predominantly 
Muslim country?  Is the recovery 
rate so high, because Islamic banks 
are being exceedingly cautious 
about granting such loans or 
are potential borrowers simply 
less aware of  the Islamic bank 
offerings?  It does seem that there 
is an opportunity here, because a 
proportion of  today’s microfinance 
borrowers will certainly turn 
into tomorrow’s middle-income 
customers.

Overall, despite a few hiccups, 
Islamic finance in Bangladesh 
seems to be a growing sector.  It 
could probably do even better if  
the government and central bank 
of  Bangladesh got fully on board 
with Islamic finance.  Currently 
they seem to be overly cautious 
about Islamic finance.  This attitude 
needs to change, if  Bangladesh is to 
realise the full potential of  Islamic 
finance and what it can do to help 
promote economic growth and 
financial inclusion in the country.

Misuhiro Furusawa, 
Deputy Managing 

Director, IMF
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IIBI Monthly Lecture Series
May: Our Common Future: Sustainable Development and 
Maqasid Al Shari’ah – A Synthesis
Introduction
The subject of  this lecture has become 
very topical over the last couple of  years, 
but it is riddled with issues.  In the late 
1980s the World Bank’s NGO Committee 
was trying to identify the problems that 
NGOs had.  The World Bank’s executive 
always said its objective was poverty 
reduction, so the committee asked what 
contribution the World Bank had made 
to poverty reduction, the answer was less 
than clear.  Over the following 10 years the 
committee pushed the World Bank and the 
UN (United Nations) system to adopt the 
eight MDGs (Millennium Development 
Goals).  After every project plan the World 
Bank was asked to put down which of  the 
MDGs were being addressed in that plan 
and by how much.  The result was that the 
World Bank had to change and refocus on 
deliverables in this space.

Similarly, Islamic finance will claim 
to be ethical.  Just as with the World 
Bank 10 years ago, the time has come 
for the industry to show what it means 
by being ethical.  Recently there have 
been demands for the industry to show 
how and to what extent it has advanced 

Maqasid al 
Shari’ah, but 
so far nothing 
much has 
happened.  
Professor 
Asaria said 
that the time 
had come to 
take this more 
seriously and to 
start to do 
something.

Millennium Goals to 
Sustainable Development 
Goals
The MDGs were not vague 
aspirations.  Each goal had a date and 
a figure attached to it.  For example, 
by 2015 the goal was to reduce 

Millennium Development Goals

1. Eradicate extreme poverty and hunger
2. Achieve universal primary education
3. Reduce gender inequality and empower women
4. Reduce child mortality
5. Improve maternal health
6. Combat HIV/AIDS, malaria and other diseases
7. Ensure environmental sustainability
8. Develop a global partnership for development

Sustainable Development Goals
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extreme poverty by 80%.  The goals 
were not reached and so the MDGs 
have now evolved into 15 Sustainable 
Development Goals (SDGs), which are 
essentially the same as the MDGs, plus 
additions as shown in the diagram.

Most of  these SDGs seem to be 
compatible with Shari’ah and, indeed, 
would seem to be desirable.  The 
question is how are these goals going 
to be funded, planned for and made 
to work.  The World Bank is currently 
producing plans and if  Islamic finance’s 
claim that it is ethical and equitable is 
true, then it should be participating 
enthusiastically in these initiatives.  

The SDGs have a target achievement 
date of  2030.  They are very realistic; 
they are not asking for anything 
extraordinary.  For example, extreme 
poverty is defined as $1.25 per day and 
at least 30% of  the global population is 
still below that.  Much of  this poverty 
is driven by environmental factors such 
as deforestation, driving people out of  
their homes and this in turn leads to 
conflicts as people seek better lives in 
new areas.

One of  the initiatives to prevent 
deforestation and thus alleviate poverty 
is called the Great Green Wall, which 
runs across Africa and is designed to 
prevent further deforestation.  To make 
that and other similar initiatives work 
a co-ordinated strategy of  renewable 
resources, water management, irrigation 
and agriculture is needed and each 
element of  the strategy needs funding.  
If  that strategy and the funding can 
be put in place, the problem can be 
managed.

Professor Zamir Iqbal, who works 
for the World Bank, did an analysis 
of  OIC (Organisation of  Islamic 

Cooperation) countries to show how 
they ranked compared to the global 
picture.  The answer was that they lagged 
behind.  Globally 30% of  the population 
or 836 million people are living in 
extreme poverty; in OIC countries that 
figure is 45%.  (Most of  the people 
living in extreme poverty are in South 
Asia and Sub-Saharan Africa and are 
overwhelmingly Muslim.) 

Given that Muslim countries control 
about 80% of  the world’s oil resources, 
as well as considerable amounts of  
mineral and agricultural resources, that 
makes no sense at all.  As a result the 
task of  meeting the target is going to be 
even harder for OIC countries.

Maqasid Al Shari’ah
Maqasid Al Shari’ah has five objectives:
1. Protection of  self  (or life)
2. Protection of  faith
3. Protection of  wealth
4. Protection of  intellect
5. Protection of  progeny

The Jubilee 2000 campaign was designed 
to see if  the debt of  the poorest 
countries (approximately $80 billion at 
the time) could be written off.  Some 
Muslims were initially put off  the idea 
of  supporting the campaign on the 
grounds that it was a Christian construct, 
celebrating 2000 years since the birth 
of  Jesus Christ.  It has to be pointed 
out that Jesus Christ is also a Muslim 
prophet and that 70% of  the countries 

the campaign was designed to help are 
Muslim countries.  Furthermore the 
objectives of  the campaign are part of  
the Maqasid.

The Global Financial Crisis
The global financial crisis exposed the 
existing financial system as a fantasy.  
Lord King, the Governor of  the Bank 
of  England prior to Mark Carney, has 
written a book, The End of  Alchemy.  In 
it he equates the packaging of  sub-
prime mortgages into triple-rated 
instruments as the equivalent of  the 
medieval alchemists trying to turn base 
metals into gold, a quest that was bound 
to fail.  

While the problems created by the 
global financial crisis were nearly 
disastrous, what it did do was open up 
opportunities for risk sharing, which is 
what Islamic finance is all about.  The 
point, however, is that Islamic finance 
must be ready to grasp this opportunity.  
It is not enough merely to say Islamic 
finance is ethical.  

The Challenges for Islamic 
Finance
Form Over Substance
The biggest challenge for Islamic 
finance is form over substance.  Taking 
the commonest product structures 
such as tawaruq, essentially the form is 
Shari’ah compliant, but the substance 
is very similar to an interest-based 
loan; there is no link to the asset.  It 

While the problems created by the 
global financial crisis were nearly 
disastrous, what it did do was open up 
opportunities for risk sharing, which is 
what Islamic finance is all about. 
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is a jurisprudential fiction.  Similarly 
sukuk are asset based and not asset 
backed, where the insolvency risk is 
borne by the corporate, not the asset, 
but the definition of  sukuk is undivided 
ownership of  the underlying asset.  This 
means that sukuk holders cannot realise 
the asset if  the corporate defaults.  

Corporates do not like to carry debt on 
their balance sheets, because it increases 
the risk of  bankruptcy, but scholars are 
saying that Islamic financial institutions 
can have some conventional debt, e.g. 
up to 30%, with Islamic debt on top of  
that, because the latter does not count 
as debt in technical terms.  This, of  
course, compounds the bankruptcy risk.

Risk sharing is very limited.  A recent 
analysis of  the balance sheets of  Islamic 
banks and financial institutions shows 
that 80% of  transactions are murabaha, 
tawaruq and ijara, of  which maybe 5% 
are risk sharing.  

Benchmarks such as LIBOR (London 
Interbank Offered Rate) do impact 
Islamic banks.  There has been an 
attempt to introduce an Islamic 
benchmark, but LIBOR still dominates.
Basel III wants to introduce loss-
bearing, non-equity capital structures, 
which means that debt must also be 
loss bearing, especially in Tier 1.  The 
Islamic finance industry has none of  
these.

From Halal to Halal and Tayyib
Everyone understands that halal means 
permissible.  So, why does Allah 
sometimes say ‘halal and tayyib’?  Is 
tayyib (wholesome) a redundant word?  
Can something be halal but not tayyib 
and therefore not halal?  The answer is 
yes.  Professor Asaria described what he 
called his ‘junk food test’.  If  you go to 

a scholar and say that you want to open 
a fast food chicken shop, where the 
chicken, the oil, etc. are all halal and the 
money will be raised from an Islamic 
bank, what is the scholar going to say?  
He is going to bless the enterprise.  If, 
however, everyone decides to open 
such shops, there is a risk to society, 
i.e. obesity, so when does this become 
haram?  From the scholars’ point of  
view the answer is never, because each 
scholar is looking at each individual 
element; nobody is looking at the 
whole.

Another example, those who have 
been to Mecca or Medina in the last 
five years will have seen a complete 
change with five star hotels surrounding 
the compound housing the Masjid al 
Haram; there are no longer any stalls 
for cheap food.  Pilgrims from the 
poorer areas of  the Muslim world, 
often elderly, who have saved all their 
lives to go on the hajj, have to stay 
further away.  They are, therefore 
unable to come to pray in the Masjid 
al Haram five times a day; they have to 
bring food with them as there are no 
affordable facilities near the site and 
the guards are moving them on when 
they sit on the ground to eat.  All the 
five star hotels are financed by Islamic 
banks, so they have contributed to this 
new problem.  Whether they have done 
this deliberately or unwittingly, it does 
not matter.  It is very painful to see.  
Does the responsibility for this problem 
lie with the institution providing the 
finance institution or not?

Murabaha financing has been 
controversial, but it is at least linked to 
an asset.  Tawaruq on the other hand 
gives money and the borrowers can do 
what they like with it.  It is not linked 
to the real economy in any way, because 

borrowers can, for example, choose to 
gamble with it if  they want to.  This 
moves away from the original intention 
of  being as close as possible to the real 
economy.

Furthermore, we have not yet addressed 
the issue that a lot of  Islamic finance’s 
money comes from fossil fuels, which 
are a problem in themselves.  The 
question is how can this and similar 
problems be overcome?

A Wider and Bigger Problem
The first thing that is needed is to 
develop a framework for public policy 
that embodies Maqasid.  We also 
need to empower the development of  
environmental and social governance 
and ethical capital markets.  Professor 
Asaria said Islamic finance should 
always be mindful of  his ‘junk food 
test’ and look at the wider Maqasid Al 
Shari’ah implications.

Professor Asaria gave an example.  In 
Malaysia 40 years ago 70% of  the 
population was rural and 30% urban; 
today that ratio has reversed, i.e. 70% 
urban and 30% rural.  Moving to the 
cities has had an impact on diet.  Urban 
dwellers eat a lot more convenience and 
pre-prepared food, which is higher in 
salt than food prepared from scratch 
in the village environment.  This 
involuntary increase in salt intake is 
killing 40 million people a year.  The 
WHO (World Health Organisation) is 
trying to persuade manufacturers to 
reduce salt in their products, but the 
manufacturers are saying that will result 
in reduced shelf  life and increases in 
price.  The Islamic finance industry 
can have an impact by not backing 
companies that are refusing to adopt 
the advice given by the WHO.  These 
are difficult problems to solve, but if  
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the Islamic finance industry chooses to 
back the imaginative solutions that try 
to address the problems, it is moving in 
the right direction.

Financial Inclusion
Bankability
Some 66% of  the population is 
unbanked, so Islamic banking cannot 
talk to these people.  On the other 
hand, 66% of  the world’s population 
has access to a mobile phone – the 
opposite of  banking.  Banking 
through mobiles would make a lot 
of  sense.  In Kenya, for example, 
the M PESA platform has been very 
successful by offering banking via 
mobiles.  Islamic banks are largely 
absent from these platforms and yet 
it enhances bankability for poor and 
rural communities, providing it is done 
mindfully, e.g. basic mobile phones that 
retain a charge for a longer time than 
3G and 4G, the provision of  charging 
points in rural areas, etc.

Develop Wider Risk-Sharing 
Capital Market Instruments
One of  the challenges for Islamic 
banking currently is that there are no 
risk-sharing capital market instruments.  
For example, in takaful, and indeed 
insurance as a whole, there are always 
times when the market goes through a 
bad experience such as a major flood 
and there is a need for additional 
short-term capital.  In the conventional 
market catastrophe bonds have been 

developed to meet this need, but 
takaful has no access to such a 
resource.

Salam and istisna contracts were 
originally developed to facilitate 
risk-sharing.  Salam was designed for 
farmers to bridge the gap between 
buying seed, planting it, nurturing the 
crop, harvesting and finally realising 
the cash from selling it.  The contract 
agreed a fixed price for the crop at 
the time of  sale.  Islamic finance is 
now using salam in the options and 
futures market, which is not really 
consistent with the original intention.  

Istisna was designed for construction 
or manufacturing, for example.  A 
fixed price and delivery date are 
agreed in advance and payments 
usually made on a staged basis.  
Shari’ah normally frowns on things 
that do not exist at the time of  
contract; salam and istisna are the 
only two exceptions, but they are 
tightly circumscribed to prevent 
abuse.

Innovative Use of Technology
Going back to the example of  
M-PESA, the financing of  solar 

energy to provide charging facilities 
would be one innovative use of  
technology.  Morocco has instigated 
a programme of  renewable energy 
production and the first of  three sites 
has been completed – the biggest solar 
farm in the world.  The second farm 
is 80% completed.  It is estimated that 
54% of  Morocco’s energy needs will be 
met by these three solar farms.  This is 
completely sustainable energy, no longer 
dependent on fossil fuels and they will 
be supplemented by some wind power.  
Not a single Islamic finance institution 
is involved in the financing of  these 
projects and yet the wider financial 
world and society are acutely conscious 
of  the need to increase the financing of  
such projects.  

A recent UN survey discovered that 
91% of  millennials would not invest in 
non-ESG-compliant projects and 90% 
will not work for any organisation that 
is non-ESG-compliant.  Another survey 
has demonstrated that, perhaps against 
what would be expected, in the last 
10 years of  austerity, ethical/fair trade 
food sales have increased, although they 
are slightly more expensive.  Society, 
particularly the younger members, is 
buying into ethical and sustainable 
values.

Where to Begin
Microtakaful and Zakat
The basis of  safe and sound investment 
is takaful.  Imagine someone in a poor 
country has a crop, which is about ready 
to harvest and their child falls ill; they 
have to take them to a hospital in the 
nearest city and perhaps spend a week 

One of the challenges for Islamic 
banking currently is that there are no 
risk-sharing capital market instruments

A recent UN survey discovered that 
91% of millennials would not invest in 
non-ESG-compliant projects and 90% 
will not work for any organisation that is 
non-ESG-compliant. 
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there.  The crop is going to spoil; their 
microfinance loan will go into default 
and they are finished for the rest of  
their life.  Who is going to give them 
another loan?  If  a way can be found to 
provide insurance to protect them from 
the loss, the first thing they will say is 
they do not have the money for the 
premium.  The answer is to pay from 
zakat.

There is a lot of  Shari’ah thinking 
to be done to see whether zakat 
can be allowed for such situations, 
but, if  the loan is strengthened, the 
microfinance institutions’ default rate 
will go down; they can fund more and 
the people will survive and thrive.  In 
Muslim countries, everybody wants 
to pay zakat and so it is a ready-made 
solution.  Furthermore, if  it can be 
demonstrated that the zakat is doing 
some real good rather than disappearing 
into some anonymous government 
department, zakat contributions are 
likely to increase.  For example, in part 
of  Malaysia they have started to do this 
and zakat contributions have rocketed.  
It is not a shortage of  resources 
that holds back zakat, it is a lack of  
imaginative uses.  Islamic financial 
institutions have the potential to play a 
big role in this.

Empowering the Islamic 
Development Bank
The World Bank is made up of  
two elements.  One is the IBRD 
(International Bank of  Reconstruction 
and Development), which is a 
commercial organisation that lends 
on favourable commercial terms.  
The other, the IDA (International 
Development Association), is not a 
commercial institution; it is designed to 
increase human capacity and is funded 
by grants from member countries.  

Can you name an Islamic financial 
institution that would lend on the 
following terms – 50-year loan, 10-year 
grace and no interest?  It is, however, 
only for specific things that enhance 
life such as schools hospitals, roads, 
communications systems, etc.  The IDA 
was set up out of  self  interest after the 
Second World War.  The Americans 
appreciated that if  they helped to 
rebuild Europe, they were also creating 
a potential market and that would be 
their reward.  The most recent iteration 
of  investment to promote trade is 
being led by China with the ‘the belt 
and road initiative’, designed to mirror 
the old Silk Road.  Similarly, banks 
need to become involved in projects to 
develop human capital; map Maqasid to 
SDGs, thus empowering communities 
through targeted funding and develop 
benchmarks and targets.

Before it fell into disrepute the 
Co-operative Bank had one policy 
whereby, if  they had five equally good 
proposals for funding, but they could 
only fund three, they had a mechanism 
for selecting those three.  They had 

developed a matrix showing the carbon 
footprint of  their lending portfolio, so 
they would select those proposals that 
did not increase their carbon footprint 
or, even better, would reduce it.  These 
are the types of  benchmarks that 
Islamic institutions needs to develop 
– measurable and demonstrating how 
they are contributing to any particular 
Maqasid or objective that has been set.

Currently Muslim countries are not 
doing particularly well in meeting such 
targets.  The Islamicity Index looks at 
how well different countries, Muslim 
and non-Muslim, do in meeting the 
requirements of  Maqasid and the best 
performing Muslim country, Malaysia, 
only appears at number 37 in the list.  
The best performing GCC country is 
Kuwait at 57 and Saudi Arabia is at 100.  
This is a disturbing result and indicates 
there is a lot of  thinking to be done.

Furthermore the whole investment 
model needs to change.  Currently it is 
skewed to short-term investment and 
when it comes to sustainability, long-
term investment is what is needed. 

M Iqbal Asaria, a qualified economist and 
accountant, is an associate of  Afkar Consulting 
Ltd.  He is also head of  European operations 
for Yasaar Ltd and non-executive director 
at Amiri Capital Services.  He has worked as 
an investment analyst in the City of  London 
for several years.  More recently he has been 
involved in consultancy on financial product 
structuring and niche marketing services to faith 
and ethnic communities in the UK and was a 

member of  the Governor of  the Bank of  England’s working party set 
up to facilitate the introduction of  Shari’ah-compliant financial products 
in the UK market.  He teaches graduate level courses in Islamic finance, 
banking and insurance at a variety of  UK universities and business 
schools.  He was awarded a CBE in 2005 for services to international 
development.
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Diary of Events
October 2017

22-24: IFSB Summit 2017, St Regis, St Regis Hotel, Abu 
Dhabi
The theme for the 2017 Summit, to be hosted by the Central 
Bank of  the United Arab Emirates, is ‘Reinvigorating the 
Momentum of  Islamic Finance: Solidifying Resilience and 
Sustaining Growth.’  The theme responds to the slowdown 
in growth seen in Islamic finance in the last two years.  
Topics for the conference include how Islamic finance 
moves from niche to mainstream, balancing the soundness 
of  Islamic finance with competitiveness in the context of  
recent regulatory reforms and working towards greater 
harmonisation in cross border activities.
Contact: Yazmin Aziz
Email: yazmin@ifsb.org
www.ifsb.org (online registration and further details)

November 2017

1-2: 12th International Shari’ah Scholars Forum, 
Malaysia
There are two overarching topics for this two-day event.  Day 
one focuses on personal financing products and liquidity 
management instruments in the light of  maqasid al-Shari’ah 
and day two on Shari’ah concepts and requirements for the 
economic efficiency of  personal financing products and 
liquidity management instruments.
Contact: Shaheezam Mohamad
Tel: +603 7651 4215
Email: issf@isra.my
www.isra.my

8-9: International Islamic Banking Summit Africa, 
Djibouti
The conference title is ‘Unlocking the Economic and 
Strategic Potential of  Islamic Finance in Africa’, the event 
will take place at the Djibouti Palace Kempinski.  Speakers 
include Dr Hamed Hassan Merah, Secretary General 
AAOIFI; Paul Muthaura, CEO, Capital Markets Authority, 
Kenya; HE Ahmed Osman, Governor, Central Bank Djbouti 
and Dr Hussein Hassan, Global Head of  Islamic Finance, J P 
Morgan Chase Bank, NA.
Contact: Sophie McLean
Tel: +91 124 418 2794
Email: sophiemclean@ethicolive.com
www.ethicolive.com

19-20: 2017 KFUMP Islamic Banking and Finance 
Research Conference, Saudi Arabia
This conference focuses on academic research in the field 
of  Islamic banking and finance.  At the time of  writing 
there is no firm programme published, but topics included 
in the call for papers include – the role and impact of  
sukuk issuances on debt markets; Islamic law, common 
law and finance; comparing ijarah to conventional 
leasing structures and can conventional hedging and risk 
management tools and practices be made IF compliant.
Registration and contact details are to be announced.

December 2017

4-6: World Islamic Banking Conference, Amwaj 
Islands, Bahrain
The 2017 conference is titled ‘Economic Uncertainties: 
Vigilance & Growth’.  Features of  the event include a 
Governors’ Power Table, banking leadership opportunities, 
best asset management practices and the impact of  
Fintech.  The venue is the ART Rotana Hotel and Resort.
Contact: Regel Aloria
Email: regel@meglobaladvisors.com
www.wibc2017.com

Dates for 2018

12-13 February 2018 – 20th International Conference 
on Islamic Banking, Finance and Commerce, Malaysia

18-19 March 2018 – 12th International Conference on 
Economic and Finance, Saudi Arabia

24-25 April 2018 – Bonds, Loans & Sukuk, Dubai

St Regis Hotel, Abu Dhabi
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ADIB Launch Mobile Banking App with 
Fingerprint Technology
ADIB Launch Mobile 
Banking App with 
Fingerprint Technology 
Abu Dhabi Islamic Bank (ADIB) has 
released a new version of  its mobile 
banking app which introduces a number 
of  unique features to make it faster 
and simpler for customers to manage 
their accounts, transfer money and 
make payments.  The new app enables 
customers to make cash withdrawals 
without the use of  a card and quickly 
and securely send cash to friends and 
family, including non-ADIB customers, 
through any of  ADIB’s 700-plus ATMs.  
Customers can also send money to a 
UAE mobile phone using the Mobile to 
Mobile payments functionality on the 
app.

For added security, the new app enables 
the use of  a Touch ID feature on 
iPhone devices which allows customers 
to instantly access all services using 
their fingerprint.  Customers can also 
temporarily freeze and unfreeze their 
Debit/Covered cards through the 
mobile app.  For those customers that 
have an Apple Watch, the app allows 
them to easily monitor their account 
balance, receive transaction alerts and 
directions to the nearest ADIB branch 
or ATM through the watch’s display.

Philip King, Head of  Retail Banking in 
the UAE at ADIB said, ‘The way our 
customers live and bank is changing, and 
it is important that we continue to create 
digital solutions that utilise best in-class 
technologies to simplify their lives and 
make banking with us as seamless and 
secure as possible.  We are continuously 
engaging with our customers to better 
understand their needs and to enhance 
their banking experience.  Many of  the 
features introduced in this version of  
our app have come directly from the 

feedback we have received from them.’
The app also allows customers to access 
accounts, cards and transaction details, 
as well as add and edit beneficiaries.  It 
also allows the instant opening of  new 
ADIB accounts without the need for 
any new documentation.  Customers 
will also be able to manage their profile 
details and securely set and reset their 
online access codes for use across 
all digital banking channels.  The 
new version of  the app is available 
in Arabic and English for iOS and 
Android operating systems and can 
be downloaded for free from the App 
Store and Google Play.

ADIB has witnessed rapid growth in 
customers using digital channels led 
by mobile devices. Users of  ADIB’s 
digital banking channels have more than 
doubled in the last 12 months, while 
smartphone transactions increased by 
72% in the first quarter of  2017.  As 
part of  its digital innovation strategy, 
the Bank has also recently revamped 
its internet banking platform to enable 
customers to conduct their banking 
online in a simpler and more intuitive 
access across all access devices.

Alizz Islamic Bank Update 
Mobile Banking App
Alizz Islamic Bank has launched a 
redesigned mobile banking application 
and internet banking platform.  The bi-
lingual mobile banking app is available 
for both Android and iOS devices 
and features the very latest in mobile 
banking technology with advanced 
security capabilities and an innovative 
self-registration system.  Services 
available via the app include QR Code 
login to web banking, funds transfers 
and utility bill payments.  The app is 3D 
Touch enabled and is the first mobile 
banking app in Oman to offer app 

notifications for new transactions and 
payment reminders.

Moosa Al Jadidi, Chief  Operating 
Officer at Alizz Islamic Bank said, ‘With 
an increasingly young population in 
Oman who prefer more technologically 
advanced banking solutions, our wide 
range of  digital banking solutions 
enables our customers to benefit from 
more convenient and secure self-service 
channels, 24 hours a day, seven days a 
week.’

Faisal Islamic Bank Installs 
iMAL
Faisal Islamic Bank, Sudan has 
announced that it has signed up with 
Path Solutions to deploy an iMAL 
Islamic core banking system to replace 
the bank’s decentralised legacy system 
across its 100 branches.  The bank 
will also deploy Mobile and Internet 
Banking solutions as well as BI and Risk 
Management.  Path Solutions claim 
that iMAL Islamic core banking system 
is the most widely used across Africa 
with an installed base of  more than 
ten clients in Sudan, including many of  
the largest and most successful Islamic 
banks.

El Bagir Ahmed Al Noury Adlan, 
General Manager of  Faisal Islamic 
Bank commented, ‘We are focusing 
on revamping our IT infrastructure by 
deploying the new generation iMAL 
Islamic core banking platform when 
many other core banking system 
providers failed to achieve the bank’s 
transformation objectives, thus we had 
to face significant overruns of  cost and 
time estimates over the past few years.  
As we all know, core banking systems 
form the backbone of  any financial 
institution, hence a replacement should 
be a very well-thought-out process.  
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This time we believe that we have 
selected the right platform that meets 
the bank’s business requirements.  We 
are confident that our customers will 
enjoy among other services efficient 
digital services and greater customer-
focused products in line with the 
Shari’ah’.

Faisal Islamic Bank ran a detailed 
selection process in which major IT 
vendors took part.  Path Solutions was 
shortlisted along with ICS Financial 
Systems.  Both companies were invited 
onsite for nine full days of  workshop 
to demonstrate the systems’ capabilities 
and features.  The broad functional 
reach of  the iMAL solution was the key 
reason for it being selected ahead of  
ICS.  

Al Masraf  Selects Temenos
In line with its new business and 
innovation strategy, Arab Bank for 
Investment and Foreign Trade (Al 
Masraf) has signed an agreement 
with Temenos, the software specialist 
for banking and finance, in which 
Temenos will provide its UniversalSuite, 
the front-to-back solution for retail, 
commercial and corporate banking to 
be implemented as Al Masraf ’s new 
core banking and channels platform.

Commenting on the announcement, 
Faisal Galadari, Chief  Executive 

Officer, Al Masraf  said, ‘Our selection of  
UniversalSuite highlights our commitment 
to technology and innovation.  We invest 
in our people and technology to deliver 
innovative solutions and convenience for 
our customers.  The Temenos solution 
will support our ambitious growth 
plans and improve our ability to bring 
innovative products to market more 
quickly and efficiently.  The modern 
software architecture and real-time 
features will provide the foundation for 
our digital business.’

Ahmed Alrefaei Chief  Operation 
Officer, Al Masraf  said, ‘We selected 
Temenos above other vendors based 
on its advanced system architecture and 
its packaged software model.  With an 
impressive legacy building real-time, 
innovative, integrated and open banking 
software, Temenos’ solution has the 
capacity to accommodate our business 
and the all-important journey toward 
digitalisation.  The architecture of  the 
software allows for instant customer 
fulfillment, easy integration with the 
bank’s other systems and full exploitation 
of  the bank’s data assets.  This will allow 
us to better support our core operations 
and channels to deliver a unique and 
differentiated customer experience.’

Reaching Rural and 
Underbanked Communities
Bank Islam Malaysia Berhad (Bank Islam) 

announced a strategic collaboration 
with Cognizant, a global business and 
technology consulting firm, to lay the 
foundation of  digital banking platform 
across the Bank’s entire network.  The 
agreement was signed by Encik 
Khairul Kamarudin, Chief  Executive 
Officer of  Bank Islam, and Encik 
Effendi Azmi Hashim, Malaysia 
Business Leader of  Cognizant, at a 
ceremony held at Shangri-La Hotel, 
Kuala Lumpur.  Speaking at the 
signing, Encik Khairul said, ‘Bank 
Islam will continue applying digital 
technology to our products and 
services, bringing greater accessibility 
to our customers, as well as simplifying 
and improving their banking experience 
with us.  

Bank Islam believes that by partnering 
with Cognizant to build a digital bank, 
the Bank is taking a big leap into the 
future to deliver cutting edge innovative 
solutions to SMEs and customers 
across the country and integrate them 
seamlessly into the developing digital 
economy in Malaysia.  Digitalisation is 
expected to help Bank Islam accelerate 
SME banking by providing business 
solutions for their operational as well 
as expansion needs.  It will enable 
the Bank to rapidly tap the rural, 
underbanked segments and boost 
financial inclusion by overcoming cost 
and physical barriers.  

Al Masraf and Temenos Signing Ceremony



NEWHORIZON  January – June 2017

www.islamic-banking.com IIBI 39

FUTURE FOCUS

FinTech – Challenge and Opportunity
Background
Read any financial or computing 
publication today and you will find it 
hard to avoid articles about FinTech.  
Maybe you are a little puzzled, because 
technology has been a big factor in the 
banking and finance sector since the 
early 1960s.  In the early days big beast 
computers with their reel-to-reel tapes 
were dedicated to back-office tasks such 
as cheque processing, allowing banks to 
complete processes faster and cheaper.  
For the average customer, little changed; 
they still needed to queue up in a bank 
branch to deposit or withdraw money 
and the only way to pay bills, etc was 
with a cheque.  

By the end of  the 1960s the first ATMs 
(Automatic Telling Machines) or cash 
points began to make their appearance.  
Customers could now undertake simple 
transactions such as withdrawing 
money, even when the bank was closed.  
Initially, they could be unreliable and 
hard to find, but they have now become 
ubiquitous – petrol stations, the local 
grocery store, hotel lobbies, etc.  

Banking today is unrecognisable from 
the pre-computer days or even the 
very early developments described.  
Customers, whether they are businesses 
or individuals, can access their accounts 
from their computing devices, 
including smart phones; money 
transfers can be made without going 
anywhere near a bank or writing a 
cheque; banks can mine the data they 
hold about customers to promote new 
products and services on a targeted 
basis, etc.  

The FinTech Phenomenon
So why all the fuss about FinTech?  For 
a start, the growth in the funding of  
FinTech start-ups more than doubled 
in 2015 reaching $12.2 billion, up from 
$5.6 billion in 2014.  In the second 

place, FinTech technologies are being 
used not just by banks and other 
financial institutions to do business 
in a whole new way that challenges 
traditional financial institutions, but 
by a whole raft of  organisations that 
would not necessarily be considered to 
be financial institutions.  Indeed many 
analysts believe that the traditional 
financial industry has been wrong 
footed by the new guys on the block.  
A 2017 report by Capgemini suggests 
that the financial crisis of  2007/2008 
was something of  a watershed.  It 
comments as follows:

‘The financial services industry 
has undergone a considerable 
shift since the financial crisis, as 
traditional firms, once central to all 
financial relationships, have seen 
their relevance diluted by FinTech 
firms.  A perfect storm of  factors, 
including complacency on the part of  
traditional firms, increased customer 
expectations, lower barriers to entry, 
increased access to VC (Venture 
Capital) funding and accelerated 
technological advancements, have 
enabled FinTechs to gain ground with 
solutions that cater to heightened 
customer preferences.’

The disruptive firms that the report is 
talking about include household names 
such as Amazon, Google and Facebook, 
as well as a whole raft of  start ups 
with names that will be unfamiliar to 
many – Atom, Monzo and Iwoca in 
the UK, N26 and Traxpay in Germany, 
NetGuardians in Switzerland, Fenergo 
in Ireland and Stripe, SoFi, GreenSky 
and Credit Karma in the US.  Probably 
the most recognised FinTech operation 
among the general public is BitCoin. 
 
The services these companies offer 
include refinancing of  student 
loans, on-the-spot finance for home 

improvements, online and mobile 
payment services, business-to-business 
payment solutions, fraud and risk 
assurance solutions, crowdfunding, 
etc.  Basically, they are finding niche 
markets that are not being well served 
by traditional financial institutions, 
and, unhampered by legacy computer 
systems and traditional ways of  
thinking, they are cashing in.

The Capgemini report says that 
50.2% of  customers worldwide are 
using some non-traditional financial 
service providers and that figure rises 
to 58.5% in the Asia Pacific region.  
Interestingly, the UAE ranks third in 
the list of  countries with high levels 
of  non-traditional financial provider 
adoption (69.9% of  customers in the 
UAE).  FinTechs have been particularly 
successful in the investment 
management space.

The Response of  the 
Traditional Financial 
Services Providers
According to Capgemini nearly 60% 
of  traditional providers are investing 
in their own technological response 
to the FinTech firms and about the 
same percentage are looking for 
partnerships with the FinTech firms.  
While the report comments that there 
is no appetite at the moment among 
traditional providers for acquiring 
FinTech firms, experience suggests that 
eventually the most attractive FinTechs 
will be picked off.  For example, 
recently JP Morgan Chase, who have 
a reputation for being less predictable 
than many of  the big beasts of  the 
financial world, acquired FinTech 
provider WePay.

There is no ‘do nothing’ option for the 
traditional financial service providers.  
A 2016 survey by PwC found that fund 
transfer and payment providers believe 
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they could lose 28% of  their business to 
FinTech standalone companies within 
five years.  In the case of  banks it is 
24% and with insurance companies it is 
21%.  The same survey found that 25% 
of  traditional providers do not engage 
with FinTech companies.  Those who 
do recognise the challenge of  FinTech 
have a variety of  responses ranging 
from joint partnerships (32%) through 
incubating FinTech companies (15%) 
and rebranding purchased FinTech 
services (14%) to acquiring FinTech 
companies (9%).  

The traditional providers may have 
been somewhat slow to get on board 
the FinTech bandwagon, but most now 
recognise the challenge.  It should also 
be remembered that they have huge 
customer bases and to some extent the 
trust of  those customers, although this 
trust did take a serious knock in the 
2007/2008 financial crisis.  

FinTech and Islamic Finance
The Islamic finance industry is no 
different to the conventional finance 
industry in terms of  its need to respond 
to the FinTech challenge.  There are, 
however, particular incentives for 
Islamic financial institutions to embrace 
FinTech.

In many Muslim countries a large 
proportion of  the population is 
unbanked.  It may be that lack of  access 
to Shari’ah-compliant banking facilities 
in the past has played a part in this 
situation, but so too has the fact that 
populations are often located in rural 
areas and the bank branch infrastructure 
is mainly in urban areas.  As Professor 
Asaria pointed out in his lecture (see 
IIBI Lectures in this issue), 66% of  the 
world’s population is unbanked, but 
66% of  the world’s population has or 
has access to a mobile phone.  This is an 
opportunity for Islamic banks.

Even among urban populations, Islamic 
banks may be playing catch up with 

the conventional sector in terms of  
numbers of  bank branches.  Deliver 
services via mobile phones and tablets 
and the bricks and mortar ceases to be 
so important.  

Similarly, the demographic profile of  
many Muslim countries tends to be 
younger than in Western Europe.  For 
example, in the UK approximately 17% 
of  the population is 65 years age or 
more; in the UAE the figure is 1.04%.  
It is perhaps not surprising, therefore, 
that a survey carried out by Abu Dhabi 
Islamic Bank found that nearly 75% 
of  banking customers would change 
banks for a better digital experience.  
The young and tech savvy are the 
people who are most likely to adopt 
financial services delivered through 
Fintech providers.

At a recent conference in Malaysia, 
the Assistant Governor of  Bank 
Negara, the country’s central bank, 
Marzunisham Omar, urged delegates to 
invest more in technology as a way to 
re-invigorate the growth of  the Islamic 
banking sector in Malaysia, which has 
been experiencing something of  a 
slowdown recently.  He believed that 
the best approach would be to form 
partnerships with FinTech companies 
to deliver facilities such as digital 
financing platforms for small and 
medium companies, robo advisory for 
Islamic investors and online takaful.

And then there 
is the question 
of  ensuring 
that FinTech 
operations 
are Shari’ah 
compliant.  
There do not 
appear to be any 
pronouncements 
from any of  the 
main standards-
setting bodies 
within the 

Islamic finance sector to date, although 
there are hints of  discussions.  In 
the absence of  any standards, some 
organisations are attempting to nurture 
their own standards.  For example, 
Abu Dhabi Global Markets (ADGM) 
has formed a partnership with the 
Responsible Finance and Investment 
Foundation (RFI) to encourage the 
development of  Islamic finance ethics 
in FinTech platforms and identify 
opportunities for Shari’ah-compliant 
FinTech services.  The initiative is 
intended to be MENA (Middle East and 
North Africa) wide. 
 
Mr Blake Goud, Chief  Executive 
Officer, RFI Foundation said, ’FinTech 
has a major opportunity to transform 
how Islamic financial institutions 
connect with their customers and 
promote a unique and differentiated 
approach to financial services.  We are 
optimistic that this partnership with 
ADGM, building on the regulatory 
environment they have created in Abu 
Dhabi, can encourage and support 
emerging FinTech companies to 
adopt ethical, responsible and Islamic 
approaches.’

In recent months ADGM has signed a 
number of  collaborative agreements to 
further FinTech in the region.  These 
include partnerships with MasterCard, 
Yes Bank, Abu Dhabi Islamic Bank and 
Let’s Talk Payments.

Abu Dhabi Global Market Square

FUTURE FOCUS
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FINANCIAL BRIEFS

Warba Bank, a Kuwaiti investment 
and corporate bank, has announced 
its financial results for the first nine 
months of  2017.  Net profits increased 
by 442% reaching KD 4.752 million 
compared to KD 877,000 for the same 
period last year.  The increase in the 
Bank’s total revenues was driven by 
strong performance of  all business units.  
The total revenues reached KD 42.66 
million, an increase of  63% compared 
to the first nine months of  2016.  The 
total assets of  the Bank increased to 
KD 1.670 billion due to its expansion 
strategy in the local and regional markets 
and investments in high quality and low-
risk assets  The Bank’s non-performing 
facilities reached 0.83%, claimed to be 
one of  the lowest ratios in the domestic 
banking sector. 

Qatar Islamic Bank (QIB) has 
announced the results for the nine 
month period ended 30th September 
2017.  Net profit amounted to QAR 
1,775 million for the nine month period 
ended 30th September 2017 representing 
a growth of  10.6% over the nine month 
period ended 30th September 2016.  
Total assets of  the Bank increased 
by 11% compared to 
September 2016 and 7% 
compared to December 
2016 and now stands 
at QAR 149 billion 
driven by growth in the 
investing and financing 
activities.  Total income 
for the nine months’ 
period ended 30th 
September 2017 is QAR 
4,723 million registering 
16.2% growth compared 
to QAR 4,065 million for 
the nine month period 
ended 30th September 
2016.  QIB was able 
to maintain the ratio 
of  non-performing 
financing assets to total 
financing assets around 
1%.  

Dubai Islamic Bank’s results for the 
nine months ended 30 September 2017 
showed group profits up 10% to AED 
3.301 billion; total income was up 17% 
to AED 7,510 million and total assets 
were up 15% to AED 201.2 billion.  
Mohammed Ibrahim Al Shaibani, 
Chairman, Dubai Islamic Bank, said the 
recovery of  international oil prices and 
the stability witnessed in the recent past 
would be a major source of  support 
in the area of  funding and liquidity for 
the banking sector.  ‘With the solidity 
and resilience displayed by the UAE’s 
financial market, credit growth is 
expected to more than double to 5% 
in 2018, spurred by the government’s 
unabated progress on infrastructure 
development in line with its economic 
aspirations’.

Sharjah Islamic Bank (SIB) posted 
a net profit of  AED 272.9 million for 
the first half  of  2017 compared to 
AED 257.0 million for the same period 
last year, a 6.2 % increase.  Total assets 
reached AED 36.9 billion at the end 
of  the Q2 2017 an increase of  10% 
compared to AED 33.5 billion at the 
end of  2016.  Net operating income 

reached AED 480.1 million for 
the first half  of  2017 compared 
to AED 435.5 million in the same 
period 2016, an increase of  10.2%.

Bank Muscat reported a net 
profit of  RO130.26 million for 
the nine months period ended 
September 30, 2017 compared to 
RO136.91 million reported during 
the same period of  the previous 
year, a decrease of  4.9%.  Net 
income from Islamic financing 
was RO19.08 million compared 
to RO17.78 million last year, an 
increase of  7.3%.

Oman’s Alizz Islamic Bank 
results for the nine months to 
30 September 2017 showed that 
losses had fallen 7.91% when 
compared to the same period in 
2016, despite a nearly 12% increase 
in operating expenses.  Losses in 
2017 were 3.15 million rials.  Total 
assets of  the bank grew strongly 
by 48.05% to 528.5 million rials.  
Net operating income of  the 
bank increased nearly 28% to 8.55 
million rials during the period. 

Palm Islands, Dubai
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BOOK REVIEW

THE LAW OF SUKUK: SHARI’A COMPLIANT 
SECURITIES
by: Scott Morrison.  Publisher: Sweet & Maxwell (2017)
ISBN: 9780414055377

Chris Utting, an English and New York qualified finance partner at White & Case LLP, reviews this book.  He has some 
20 years’ experience on cross border financings, including leverage lending, project finance, acquisitions, Islamic finance 
(formerly head of the group), restructurings, corporate and general banking matters.  He has worked on projects in 
Europe, the Middle East and Africa.

The Law of  Sukuk by Scott Morrison 
is a book written for the English 
legal practitioner interested in the 
field of  Islamic finance and banking 
(IFB).  Non-lawyers (be they in 
allied professions such as banking 
or otherwise) will also find much of  
interest here.  But it is the knowledge 
and analytical approach of  a lawyer 
treating the topic with a view to 
providing authoritative explanations 
that address the needs of  other lawyers 
(especially in the UK, but also elsewhere 
outside the Islamic world) that sets 
this work apart.  Throughout the 
book, the ethos of  an author that cares 
passionately about the subject matter 
also shines through; one who is willing 
to raise his head above the parapet and 
challenge views in order to advance 
the development of  IFB as a legal 
discipline, regardless of  whether those 
views stem from the biases of  Western 
legal practitioners or the Islamic 
banking community itself.

Sukuk (commonly thought of  as 
Islamic bonds) are the Islamic banking 
instrument on which the book focuses.  
However, they form only part of  the 
subject matter (although certainly the 
great majority, at around two thirds 
of  the total page count).  Book A, 
the other part, contains a wealth of  
additional material for readers seeking 
a wider background and context 
before going on to the main topic, 
including an overview of  Islamic law 
and jurisprudence and the principles 

and rules of  Islamic commercial law, 
modern Islamic finance and banking 
(its waves of  development, its products 
and services), how it fits into the 
English legal system, its methods for 
dispute resolution and the importance 
of  Shari’ah governance within the 
corporate governance of  Islamic 
financial institutions.

The writing style in these earlier sections 
can sometimes take a bit more effort 
for the reader (with longer sentences 
and a more academic feel).  But the 
quality of  the thought and the inherent 
interest of  the concept that are covered 
are worth the effort.  They provide 
a foundation so that readers without 
any prior knowledge can approach the 
topic with all the conceptual building 
blocks in place.  The role of  Islamic 
scholars, who ultimately determine 
whether an instrument is compliant 
with Islamic law or not by ratifying the 
final product through a ruling called a 
fatwa, is contrasted with the role of  the 
legal practitioner, who must structure 
and draft the documentation with 
knowledge of  the underlying principles 
so that when it is finally presented to the 
scholars, it is more likely than not to be 
approved.

The sources of  Islamic law are also 
considered taking into account the prism 
of  primary and secondary sources with 
which western lawyers will be most 
familiar.  The primacy of  the Qu’ran as 
the revealed word of  God in the Islamic 

faith is 
discussed, 
as is the 
hadith, the 
reported 
words and 
actions of  
the Prophet Mohammed, 
which form the Sunna or ‘Way’.  Each 
of  these great works is approached in 
a way that makes them intelligible to 
Western lawyers as a source of  law in 
the Western sense and respectful of  
their place at the centre of  the Islamic 
faith.  

Establishing workable definitions for the 
legal profession is fundamental to the 
development of  IFB as a legal discipline 
and the author does not shy away from 
recasting basic concepts and terms when 
necessary.  He advocates against using 
expressions like ‘Shari’ah’ synonymously 
with Islamic law (such as in the often 
used expression ‘Shari’ah compliant’) 
and for limiting the word Shari’ah to the 
Qu’ran and hadith (which provide the 
basis of  Islamic law), preferring instead 
to define Islamic law as including not 
only Shari’ah but also fiqh.  

The logic is a compelling one.  The 
primary sources, particularly for lawyers, 
cannot be applied or even understood 
as sources of  law without the work of  
the jurists found in the fiqh.  Grouping 
these sources together is not in any way 
intended to show equivalency of  status 
in the Islamic faith.  Instead, it addresses 

Chris Utting
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the practical issues faced by lawyers 
having to engage with them as sources of  
law in the Western sense.

There are many other aspects to the first 
part (Book A) of  this work that will be 
as informative and engaging for a lawyer 
who is experienced with Islamic finance 
as they are for one approaching it for the 
first time.  There are comparative law 
elements in which the author contrasts 
the development of  common law in a 
single nation state with the development 
of  Islamic law over vast lands and among 
diverse peoples and draws conclusions 
about why the two systems differ when 
it comes to fundamental principles such 
as stare decisis (the doctrine of  precedent).  
By skilfully using the reader’s own norms 
and windows of  perception as a starting 
point, the author is often able to take the 
reader outside the limitations of  his or 
her own experience and allows them to 
see Islamic law in its own context and on 
its own terms.

Book B turns the focus squarely on the 
main topic and introduces and explains 
the sakk (which as the author points out 
is the singular for the more commonly 
heard plural sukuk).  The use of  the 
word sakk as the reference definition for 
the instrument could not have been an 
easy choice.  While technically correct it 
does not ring well with the Western ear, 
the plural sukuk being more commonly 
(although incorrectly) used even when in 
the singular.  

Reverting to the more familiar, ‘The Law 
of  Sukuk: Shari’a Compliant Securities’ 
made sense for the title (it is not hard to 
see why variations on the singular were 
rejected), as it best targets its intended 
audience, while at the same time does 
not stop the author from questioning 
terminology like ‘Shari’ah compliant’ in 
the book itself.

Book B also starts with a wider lens and 
examines the origins and development 

of  sukuk, the formation of  its markets 
and the emergent legal consensus.  An 
entire chapter is dedicated to the 2007 
market turmoil that occurred when 
Muhammed TaqiUsmani, a retired 
judge from the Appellate Bench of  the 
Supreme Court of  Pakistan and Chair 
of  AAOIFI (Accounting and Auditing 
Organisation for Islamic Financial 
Institutions), which, along with the 
Malaysian IFSB (Islamic Financial 
Services Board), are the two most 
recognised bodies setting standards 
in the IFB sector, stated that 85% of  
extant sukuk were not compliant with 
Islamic law.  The specifics of  that 
event are beyond the scope of  this 
review but its implications were quickly 
appreciated and the market impact 
immediate.  The AAOIFI response to 
it changed the direction of  the market.  

The legal practitioner interested in 
sukuk will be hard pressed to find 
a topic that is not covered here 
from securitisation to procedures 
and players, insolvency regimes and 
restructuring.  The book also covers 
regulation (in the UK), transaction 
documentation, listing and trading.  
It offers a truly comprehensive 
practitioners’ guide, one which can 
be read from start to finish or used as 
a reference guide to be taken down 
from the shelf  as and when needed. It 
also includes precedent language and 
documentation.

This book reminded me of  what first 
interested me in the study of  Islamic 

finance.  Some statements of  the 
challenge posed by IFB – such as how 
can the commercial and ethical 
principles and rules of  Islam be 
preserved in the medium of  modern 
capitalism and finance – though 
seemingly simple on the surface show 
the complexity of  all the component 
parts and the even greater complexity 
of  figuring out how they can fit 
together.  For many lawyers this 
challenge is as intriguing as the great 
unsolved mathematical puzzles are for 
mathematicians (like one of  Hilbert’s 
last remaining unsolved problems).  This 
draws thinking people (both Muslim and 
non-Muslim) together into a common 
pursuit in which each must understand 
the knowledge of  the other to find the 
solution. 

This is truly inspiring and enriching 
on many levels.  For those who see 
Islamic finance as an exercise in how 
instruments that have all the economic 
features of  interest-bearing debt can be 
characterised as sale or lease 
transactions it is time to step back 
and rethink your views.  There is a 
large room to understand and explore 
and such views show the blinkered 
perspective of  someone with only a 
small torch shining on a tiny corner.  
This is a book that opens the mind to 
new ways of  thinking about Islamic 
finance.  It is also a useful practitioner’s 
guide and reference tool which lawyers 
will turn to on many an occasion  I 
would recommend it to any lawyer 
serious about the subject matter.

The legal practitioner interested in 
sukuk will be hard pressed to find a 
topic that is not covered here from 
securitisation to procedures and 
players, insolvency regimes and 
restructuring. 

BOOK REVIEW
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GLOSSARY

arboun
An Islamic version of  option, a deposit for the 
delivery of  a specified quantity of  a commodity on a 
predetermined date. 

bai al-ina
This refers to the selling of  an asset by the bank to the 
customer on a deferred payments basis, then buying 
back the asset at a lower price, and paying the customer 
in cash terms.

commodity murabaha
A murabaha contract using certain specified 
commodities, through a metal exchange. 

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.

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.

Hadith
A record of  the sayings, deeds or tacit approval of  the 
Prophet Muhammad (PBUH) 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.
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.

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 

musharakah, diminishing 
An agreement which allows equity participation and 
provides a method through which the bank keeps on 
reducing its equity in the project and ultimately transfers 
the ownership of  the asset to the 
participants.

qard hasan
An interest-free loan given for either welfare purposes 
or for fulfilling short-term funding requirements. The 
borrower is only obligated to pay back the principal 
amount of  the loan.

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.

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.

shirkah
A contract between two or more persons who 
launch a business or financial enterprise to make 
profit. 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. tabarru A 
donation covenant in which the participants 
agree to mutually help each other by contributing 
financially.

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.

tawaruq
A sale of  a commodity to the customer by a bank 
on deferred payment at cost plus profit. The 
customer then  a third party on a spot basis and gets 
instant cash. 

ummah
The diaspora or ‘Community of  the Believers’ 
(ummat al-mu’minin), the world-wide community 
of  Muslims. 

wa’ad
A promise to buy or sell certain goods in a certain 
quantity at a certain time in future at a certain price. 
It is not a legally binding agreement.

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 their 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.

GLOSSARY 
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